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	% Return as of 03/31/2016

	Equity Indexes
	1st Q
	1 Yr
	3 Yr

	S&P 500
	1.3
	1.8
	11.8

	Russell 2500
	0.4
	-7.3
	8.2

	MSCI EAFE
	-3.0
	-8.3
	2.2

	Emerging Market
	5.7
	-12.0
	-4.5

	Wilshire REIT
	5.2
	4.8
	11.1

	Bond Indexes
	
	
	

	TIPS
	4.5
	1.5
	-0.7

	Aggregate
	3.0
	2.0
	2.5

	Governments
	3.1
	2.4
	2.1

	Mortgages
	2.0
	2.4
	2.7

	Investment Corporate
	4.0
	0.9
	3.0

	Long Corporate
	6.8
	-1.3
	4.3

	Corporate High-Yield
	3.4
	-3.7
	1.8

	Municipals
	1.7
	4.0
	3.6

	Cash Equivalents
	
	
	

	3-Month T-Bill
	0.1
	0.2
	0.1

	Consumer Price Index
	-0.2
	1.0
	0.7


Dear Clients, 

As 2016 arrived, investors looked forward to a fresh start and a calmer market than that of 2015. Instead, they got what accidental philosopher Yogi Berra might call, “Déjà vu, all over again.” Just as last year, concerns soon shook investor confidence. Falling commodity prices and the specter of rising interest rates took their toll. Vicious and unsettling political wrangling around the upcoming election dampened enthusiasm for equities. As is often the case, the “sell first and ask questions later” crowd dashed for the exits. By the first half of February, the Dow Jones Industrial Average was down about 10% for 2016. While the market had gone years without a 10% correction, we now had two in about six months!
As is often the case, once the dust settled it didn’t look as bad as some had thought. Oil prices stabilized and led much of the commodity complex higher. While the Fed applauded moderate growth for the economy, they seemed to imply that they would be patient and cautious in raising rates. Just as last year, the rout quickly reversed. By the end of March, many markets had regained most of the losses. If Mr. Berra had lived to see the first quarter market action, he might call it, “Déjà vu, all over again…again.”

Of course, the mudslinging and fear mongering around the election is still with us. As the election draws closer, it even seems to be getting worse. Many clients have rightly expressed concerns over this divisiveness and what it means for their investments, and even for the prosperity of our country. We found a quote of a candidate calling an opponent, “a hypocrite, a criminal and a fool.” The opponent shot back that if the other was elected, “Murder, rape, and adultery would be practiced throughout the land.” In fact, these quotes were not from any of the current presidential candidates. They are instead from the presidential campaign of Thomas Jefferson versus John Adams, well over 200 years ago. Since then, despite frequent challenges and setbacks, and through good presidents and the not so good, our country and economy have prospered greatly. 
There is also evidence that some degree of political division can be a good thing for equity markets. During the period from 1901 through 2014, when one political party controlled both the White House and the Congress, the equity markets increased an average of 4.6% per year. During times when the White House and the Congress are not controlled by the same party, the average return jumps to 7.0%.   This is because it is not politicians that run our economy; it is regular people who get up every morning and do their best. That is not likely to change any time soon, regardless of the outcome of the election.
Domestic Equities: Stocks were buffeted by severe declines in the energy and materials sectors. As the declines worsened, many began to fear the weakness would spread. Banks weakened due to potential energy loan exposure. Soon, some were predicting a full-blown recession. Both in the markets and in everyday life, most fears fail to materialize. As noted above, the result of the quick decline and rapid snapback was pretty much nothing. The S&P 500 finished the quarter up 1.3%. Smaller stocks edged out a slight gain of 0.4%.
International Equities: International stocks followed the same general movements as other equities; first falling and surging back late in the quarter. Developed international stocks were unable to recoup all of the initial declines and dipped 3.0% for the quarter. Emerging market equities, those stocks associated with developing countries, have been one of the most reviled asset classes over the past year as China fears and weak commodity prices pressured markets. Interestingly, emerging markets turned in one of the highest returns for the quarter. The emerging markets index surged 5.7%.     

Fixed-Income: All of the angst of the first quarter actually benefited bonds. In December of last year, the Fed raised rates for the first time since 2006.  Some thought the bull market in bonds that began 30 years ago was coming to an end. It didn’t happen. As the Fed witnessed the commodity and international weakness, they began to hint and imply that the pace of future interest rate increases might be slower than many had thought. That was all that it took. The Barclays US Aggregate bond index, a measure of the broad bond market, jumped 3.0% in the first quarter. Most bonds followed suit. High yield bonds rose as commodity prices calmed. Municipal bonds also joined the party. The Barclays Municipal index gained 1.7%.
We know that volatility can be unnerving, particularly when coupled with the contentious and occasionally ugly political landscape. We do not just sit by and hope for the best.  This brings another Berra quote to mind, “You can observe a lot by just watching.” We would expand that a little to include, “You can observe a lot by just watching and listening.” When we design portfolios, we not only watch the allocation but regularly meet to help assure that the portfolio is still correct for you. Further, the portfolio is customized by listening carefully to your goals, time frame and risk parameters. That is one of the keys to delivering advice; to know that this isn’t just a portfolio going up and down. We know there are people attached to this money. Thank you for the confidence and responsibilities you have placed with us. We take them seriously.
As we move through the political season and beyond we will likely encounter more ups and downs with both challenges and opportunities. This is the way it has always been. If you would like to go over your portfolio or just talk, we are here.
Sincerely,

Wealth by Design
The content of this material was provided to you by Lincoln Financial Network for its representatives and their clients. Lincoln Financial Network is the marketing name for Lincoln Financial Advisors Corp. and Lincoln Financial Securities Corporation. 

Source of data – – Morningstar, U.S. Department of Commerce, Wall Street Journal, St. Louis Federal Reserve, Bloomberg,  The Federal Reserve. The performance of an unmanaged index is not indicative of the performance of any particular investment.  It is not possible to invest directly in any index.  Past performance is no guarantee of future results.  This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a guarantee of future results. 3 year performance data is annualized. Bonds have fixed principal value and yield if held to maturity and the issuer does not enter into default. Bonds have inflation, credit, and interest rate risk. Treasury Inflation Protected Securities (TIPS) have principal values that grow with inflation if held to maturity. High-yield bonds (lower rated or junk bonds) experience higher volatility and increased credit risk when compared to other fixed-income investments.  REITs are subject to real estate risks associated with operating and leasing properties.  Additional risks include changes in economic conditions, interest rates, property values, and supply and demand, as well as possible environmental liabilities, zoning issues and natural disasters.  Stocks can have fluctuating principal and returns based on changing market conditions.  The prices of small company stocks generally are more volatile than those of large company stocks.  International investing involves special risks not found in domestic investing, including political and social differences and currency fluctuations due to economic decisions.  Investing in emerging markets can be riskier than investing in well-established foreign markets.
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