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To: Community Foundation for the Fox Valley Region 

From: Brian Crawford, CFA and Jonathan Goldberg, CFA 

Re: Investment Update: September 2016   

The first half of the year showed little promise as equity markets languished and investors became 
increasingly skeptical of how much more the Federal Reserve can do to stimulate our economy.  
Further, uncertainty surrounding politics domestically and abroad have created additional 
unknowns for all of us to digest.  If those issues weren’t enough, investors were caught off guard in 
late June as the UK voted to leave the European Union.   

Seemingly overnight however, concerns were pushed aside in the 3rd quarter as markets rallied 
around the globe.  Better economic data both in the US and China coupled with stimulus measures 
held in place or increased in Europe and Japan led to a sharp uptick in nearly all markets.  Jobs 
growth in the US slowed in August and September but continued at a pace strong enough to 
maintain unemployment at 5.0%.  The Federal Reserve held off on raising rates all year but investors 
are keenly aware of improved economic conditions and growing inflation (CPI currently at 1.1%) 
which may prompt the monetary authority to consider another rate hike soon. 

Outside of the US we witnessed improvement in several economies while others received additional 
monetary stimulus.  In August Prime Minister Abe announced an additional stimulus package 
focused on jobs growth, namely tax breaks for child care and heavy investment in long-term 
infrastructure programs.  Meanwhile in Europe the ECB left its easing program unchanged, which 
includes a continued bond buying program and low interest rate levels. 

The S&P500 gained 3.9% on the quarter but was overshadowed by nearly all other markets.  Non-US 
Equities (MSCI EAFE) gained 6.4% while Emerging Equities (MSCI EAFE) gained 9.0% on the 
quarter.  The Endowed Pool gained 4.7% on the quarter and is up 5.6% year-to-date. 

As you may recall, the Investment Committee spent considerable time with its consultant over the 
spring, restructuring much of the portfolio in an effort to see improved execution of performance.  
Changes were implemented at the end of the 2nd quarter / beginning of the 3rd quarter and while 
only a short period, we are happy to report early success.  The portfolio out-performed its Target 
Benchmark by +70 bps in the 3rd quarter led by strength in equity managers and hedge funds.   

The strong relative performance was the result of a strong period for active management within the 
portfolio.  Over the past few years active managers have struggled with a growing distortion within 
the market in higher yielding or “safe” equities.  This distortion which was the result of investors 
using higher yielding equities as bond proxies due to the extended low interest rate environments.  
As the price of these securities were driven well beyond levels supported by the underlying 
fundamentals of the businesses, active managers turned towards other more attractively priced 
investments.  The 3rd quarter brought a welcome relief from this trend as more fundamentally 



 Page 2 

 

driven thoughts took hold.  It is too early to tell if we have turned a corner with near-term investor 
preference but the Committee and Board are pleased with the initial positive results and are excited 
to see these improvements take hold but will remain watchful in the coming years.   

Looking ahead, we continue to monitor a number of concerns, including negative interest rate 
policies (NIRP’s) throughout much of the world, China’s debt levels (currently 275% of GDP) and a 
slowing economy in many developed regions, including Japan, Europe and the US.  Looking at the 
positive, we see attractive valuations in many parts of the world, notably emerging markets.  Over 
the past 5 years the S&P500 (US stocks) has gained 95% cumulatively, while emerging stocks (MSCI 
EM) has gained just 5%.  

Above all, we reiterate our view that volatility and uncertainty can create tremendous opportunity 
for intelligent, prudent investors with a long-term view in mind.  The Community Foundation 
continues to apply sound management practices in an effort to capitalize on others’ irrational, short-
term thinking. 

The latest three months, 1-Year, 3-Year, 5-Year and 7-Year returns ending 9/30/16 are shown in the 
accompanying graph for the: 

• Endowed Investment Portfolio (60% equity, 19% fixed income/cash, 21% alternative) 
• Non-endowed Short Term Portfolio (100% short-term fixed income/cash) 
• Non-endowed Intermediate Term Portfolio (39% equity, 61% fixed income/cash) 
• Non-endowed Long Term Portfolio (65% equity, 25% fixed income, 10% alternative) 
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