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Despite investor concerns about the economy, stock markets have delivered substantial returns in the year to date, with 
the S&P 500 returning more than 16% and Europe, Australasia, Far East (the EAFE index) delivering more than 10%. This 
growth has been in the face of investor withdrawals from equity mutual funds. So if mutual fund investors are selling, 
who is buying? 

The September 24 issue of Investment News reported that in the year-to-date investors have withdrawn $32 billion from 
equity mutual funds. All things equal, this sales pressure should have depressed stock prices. Mutual fund withdrawals 
are the “yin” of 2012 markets. 

But all things have not been equal. Several publications, including the Wall Street Journal, CBS Money Watch, and USA 
Today, attributed the market’s rise to stock buybacks totaling more than $300 billion, dwarfing the $32 billion in mutual 
fund withdrawals. Share buybacks are the “yang” of 2012 markets. 

Corporations have an ongoing capital budgeting decision. They can reinvest profits, pay them out as dividends, or 
purchase company stock. Reinvestment is the right decision if there are profitable opportunities that exceed the 
company’s cost-of-capital. It would appear that some corporations found share repurchase to be the best use of their 
profits, indicating that management cannot find profitable projects or corporate investments. Corporations have amassed 
a lot of cash, so we could see a continuation of stock repurchases. Stock markets could continue to rise despite high 
unemployment, since corporations are buying back shares rather than investing in the company. 
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In the chart that follows we see that the S&P 500 had experienced a trough-to-trough cycle in the first five months of the 
year and has been increasing in value since May. The market has recovered from its May lows. In the following, I examine 
the sector and style results for the year to date, and then report on a couple of interesting developments.   

 

   



 

 

 

US stock market 

The following chart shows the performance and risk (standard deviation) of sectors and styles for the year-to-date. Here 
are some observations from this graph: 

1. The total stock market has returned 15.3%, lagging the S&P500’s 16.4% return. Larger companies have 
outperformed small. 

2. Infrastructure stocks – energy, materials and industrials – have lagged the total market and have been higher risk. 
These sectors have disappointed on a relative basis, despite expectations that government spending would favor 
them. 

3. Consumer staples and telephones-and-utilities have lagged the market, but with lower risk. 
4. Healthcare has dominated on a risk-adjusted basis, providing a 20%+ return with below market risk. Medical 

companies have been among the largest share repurchasers. 
5. Financials recovered in 2012, returning more than 20%, albeit with relatively high risk, which is uncharacteristic. 
6. Core stocks, defined as those in between value and growth, have stood still, with relatively low risk and low 

return, while value and growth stocks have taken off. This suggests that investors have style conviction but 
disagree, with some liking value while others like growth. We use Surz Style Pure style definitions throughout this 
commentary.      
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Non-US stock markets 

The following chart shows the performance and risk (standard deviation) of non-US regions and styles for the year-to-
date. Here are some observations from this graph: 

1. The total non-US stock market returned 13.8%, lagging the US market’s 15.3% return, but exceeding EAFE’s 10.2% 
return. The EAFE index has no allocation to emerging markets, the best performing region. 

2. Emerging markets performed best, returning more than 22%, and this region has the highest standard deviation of 
monthly returns. 

3. Japan has performed worst, with a 4% return, and has the lowest risk. 
4. The total market has lower risk than every region except Japan. This is a manifestation of the benefit of 

diversification. 
5. Surprisingly, value stocks have been the most volatile, and they have had the highest return. Growth stocks 

lagged, in contrast to the US where growth stocks have led the market. Core stocks have performed in between 
value and growth, but with less risk. 



      



Performance universes 

The following two exhibits can be used to obtain an accurate and unbiased ranking of the performance of your portfolios.  
They are Portfolio Opportunity Distributions, developed because peer groups will mess you up. S&P 500 universes are 
shown on the left, and EAFE returns are ranked. EAFE universes are shown on the right, and S&P returns are ranked. As 
you can see, the S&P has significantly outperformed the EAFE over the last five years. 
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A Couple of Updates 

 

My bold prediction 

In my mid-year commentary, released in early July, I predicted that once peer group 
results were assembled in August growth stock managers would underperform their 
benchmark while value stock managers would outperform. I predicted a picture like 
the picture on the right: 

      

I was right, especially for the five years ending June. Here is an example from the “S&P Indexes versus Active Funds” 
(SPIVA) Scorecard for periods ending June, 2012: 

 

So here’s the question: Are value managers smarter than growth managers? It would seem so, based on these 
performance results, but the fact is that classification bias dictates winners and losers in peer groups, which has nothing to 
do with intelligence, quite the contrary.  
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An update on target-date funds 

New fee disclosure requirements are putting pressure on target-date fund (TDF) fees, so some fund companies have 
converted to low-cost passive investments, including ETFs. At the same time, investors are starting to demand 
diversification, as they should. This is the current yin and yang of target date funds. The primary benefits of TDFs are 
diversification and risk management. The problem is that diversifying assets, like real estate and commodities, command 

high fees. We are working on an implementation of the patent-pending Safe Landing Glide Path® that uses low cost 
collective investment funds to provide broad global diversification for a very low all-inclusive cost of 25 basis points.  
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