
MARKET VIEW
CASH IS KING, BUT ITS REIGN WON’T LAST

Cash has outperformed stocks and bonds once every nine years, but what about the year after?
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This year has been a terrible one for investors, according to a 
recent Bloomberg headline, and it’s hard to argue with that. Nearly 
every asset class was in negative territory, as of September 30, 
and few prognosticators were predicting any rebounds before 
year-end. 

Two exceptions to this predicament are emerging-market  
corporate bonds and the U.S. bond market as a whole (as  
represented by the Barclays U.S. Aggregate Index). Apart from 
this, trends have been largely in the red. In fact, on a real-return 
basis, even these exceptions are in the red, given that inflation is 
running at 1.6% annually. 

The slump was evident early on overseas, especially in 
emerging markets, as hopes for China’s economy withered. 
Emerging market stocks (as represented by the MSCI Emerging 
Market Index) was down more than 15%, including dividends, while 
globally stocks (as represented by the MSCI All Country World 
Index) were off 6.6% for the year, as of September 30.

U.S. stocks (as represented by the S&P 500® Index) edged up 
in the first half of the year, and didn’t enter correction territory 
until mid-August, when China announced a surprise currency 
devaluation. The S&P 500, subsequently, lost nearly 6.5% on a total-
return basis in the third quarter, and was down more than 5% for the 
year, as of September 30. Credit markets have taken a hit as well. 
Excluding the U.S. market, bonds globally were off more than 7.5%, 
as of September 30. U.S. bonds (as represented by the Barclays U.S. 
Aggregate Index), were up slightly, at 1.1%, but even those were down 
on an inflation-adjusted basis.

These nearly across-the-board losses mean that those who are 
most risk-averse, and thus have a large allocation to cash, have an 
outside chance of outperforming both the stock and bond markets 
this year—and that doesn’t happen very often. According to financial 
blogger Cullen Roche, cash has accomplished this only 10 times in 
the past 90 years. That should be a wake-up call to cash-heavy 
investors. If they realized they would beat the markets only once 
every nine years, would they still be so risk-averse? 
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CHART 1. MOST MAJOR ASSET CLASSES HAVE  
SUFFERED LOSSES IN 2015
YEAR-TO-DATE TOTAL RETURNS FOR MAJOR ASSET CLASSES
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Source:  Morningstar.

CHART 2. HISTORICALLY, STOCKS AND BONDS HAVE 
REBOUNDED AFTER LAGGING CASH
AVERAGE ANNUAL RETURNS FOLLOWING THE 10 YEARS IN WHICH 
CASH OUTPERFORMED BOTH STOCKS AND BONDS, 1925–2014

Source: Morningstar Direct.

Chart 1: Asset classes are represented by the following total return indexes:  U.S. 10-year Treasury bonds: Barclays U.S. Treasury Index; inflation: Ibbotson Associates SBBI U.S. Inflation; U.S. bonds:  Barclays U.S. 
Aggregate Bond Index; cash:  Ibbotson Associates, SBBI U.S. 30 Day T-bill; emerging market government bonds: J.P. Morgan Emerging Market Bond Index (EMBI) Global; U.S. Treasury Inflation-Protected Securities 
(TIPS): Barclays U.S. Treasury TIPS; U.S. high-yield bonds:  BofAML U.S. High Yield Master II Constrained; U.S. REITs: S&P United States REITs Index; international large-cap stocks: MSCI EAFE Index; international 
bonds, ex-U.S.: Barclays Global Aggregate Index, ex USD Corporate; U.S. small-cap stocks: Russell 2000® Index; emerging market stocks: MSCI Emerging Markets Index; and commodities: S&P GSCI® Index.
Chart 2: Stocks are represented by the S&P 500® Index. Bonds are represented by U.S. intermediate-term Treasuries.
Past performance is no guarantee of future results. The historical data are for illustrative purposes only and are not intended to predict or depict future results. Performance during other time periods may differ. 
Due to market volatility, the market may not perform in a similar manner in the future
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For those who remain invested, however, there is good news. 
Historically, lagging the performance of cash has not been a 
long-term trend. When stocks and bonds underperform, that 
deficit quickly reverses. Chart 2 shows that, historically, over 
the next one, two, and three years, both have done well in these 
circumstances.

In fact, among the hardest hit asset classes, the trend may already 
be bottoming. In emerging markets, stocks, as of September 30, 
2015, were up more than 7% from the low on August 25, 2015.

But for investors who are truly risk averse, there are some pockets 
of the fixed-income market that are up for the year, including  
short-term corporate debt, emerging market corporate debt, floating-
rate loans, and municipal bonds. As we reported in last week’s  
Market View, as of September 24, 2015, the Barclays Municipal Bond 
Index was up 1.47% for the third quarter and 1.4% for the year. And 
tax-equivalent yields remain attractive, at more than 3.9%, according 
to the Barclays Municipal Bond Index. So, for investors who want to 
beat cash and mitigate future volatility, munis may be one solution.

IMPORTANT INFORMATION
A Note about Risk: The value of investments in fixed-income securities will change as interest rates fluctuate 
and in response to market movements. Generally, when interest rates rise, the prices of debt securities fall, 
and when interest rates fall, prices generally rise. Bonds may also be subject to other types of risk, such as 
call, credit, liquidity, interest-rate, and general market risks. High-yield securities, sometimes called junk 
bonds, carry increased risks of price volatility, illiquidity, and the possibility of default in the timely payment of 
interest and principal. Moreover, the specific collateral used to secure a loan may decline in value or become 
illiquid, which would adversely affect the loan’s value. Longer-term debt securities are usually more sensitive 
to interest-rate changes; the longer the maturity of a security, the greater the effect a change in interest rates 
is likely to have on its price. Lower-rated bonds may be subject to greater risk than higher-rated bonds. No 
investing strategy can overcome all market volatility or guarantee future results.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. There is 
no guarantee that markets will perform in a similar manner under similar conditions in the future.
No investing strategy can overcome all market volatility or guarantee future results.
Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit. Income 
from Treasury securities is exempt from state and local taxes. Although U.S. government securities are 
guaranteed as to payments of interest and principal, their market prices are not guaranteed and will fluctuate 
in response to market movements.
Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price.
Tax-equivalent yield is the yield that a taxable bond would have to pay to equal to the yield of a tax-free 
municipal bond. The tax-equivalent yield varies, depending on the investor’s income tax bracket.
The Barclays Global Aggregate Bond Index is a broad-based measure of the global investment-grade, fixed-
income markets. The three major components of this index are the U.S. Aggregate, the Pan-European Aggregate, 
and the Asian-Pacific Aggregate indexes. The index also includes euro dollar and euro/yen corporate bonds, 
Canadian government securities, and U.S. dollar investment-grade 144A securities.
The Barclays Municipal Bond Index is a rules-based, market-value-weighted index engineered for  
the long-term tax-exempt bond market. The index is a broad measure of the municipal bond market  
with maturities of at least one year. To be included in the index, bonds must be rated investment-grade 
(Baa3/BBB- or higher) by at least two of the following ratings agencies: Moody’s, Standard & Poor’s, Fitch. 
If only two of the three agencies rate the security, the lower rating is used to determine index eligibility.  
If only one of the three agencies rates a security, the rating must be investment-grade. Bonds must have 
an outstanding par value of at least $7 million and be issued as part of a transaction of at least $75  
million. The bonds must be fixed rate, have a dated-date after December 31, 1990, and must be at least 
one year from their maturity date.
The Barclays U.S. Aggregate Bond Index is an unmanaged index composed of securities from the Barclays 
Government/Corporate Bond Index, Mortgage-Backed Securities Index and the Asset-Backed Securities Index.  
Total return comprises price appreciation/depreciation and income as a percentage of the original investment. 
Indexes are rebalanced monthly by market capitalization.
The Barclays U.S. Corporate Bond Index includes all publicly held issued, fixed-rate, nonconvertible 
investment-grade corporate debt. The index is composed of both U.S. and Brady bonds.

The BofA Merrill Lynch U.S. High Yield Master II Index tracks the performance of U.S. dollar denominated 
below investment grade corporate debt publicly issued in the US domestic market. Qualifying securities must  
have a below investment grade rating (based on an average of Moody’s, S&P and Fitch), at least 18 months to  
final maturity at the time of issuance, at least one year remaining term to final maturity as of the rebalancing  
date, a fixed coupon schedule and a minimum amount outstanding of $100 million.
The J.P. Morgan Emerging Markets Bond Index Global (“EMBI Global”) tracks total returns for traded exter-
nal debt instruments in the emerging markets, and is an expanded version of the JPMorgan EMBI+. As with the 
EMBI+, the EMBI Global includes U.S. dollar-denominated Brady bonds, loans, and Eurobonds with an outstanding 
face value of at least $500 million. It covers more of the eligible instruments than the EMBI+ by relaxing somewhat 
the strict EMBI+ limits on secondary market trading liquidity.
The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is 
designed to measure the equity market performance of developed markets, excluding the US & Canada. The MSCI 
EAFE Index consists of the following 21 developed market country indexes: Australia, Austria, Belgium, Denmark, 
Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, 
Singapore, Spain, Sweden, Switzerland, and the United Kingdom. MSCI makes no express or implied warranties or 
representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI 
data may not be further redistributed or used as a basis for other indices or any securities or financial products. 
This report is not approved, reviewed or produced by MSCI.
The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to 
measure equity market performance of emerging markets. The MSCI Emerging Markets Index consists of the 
following 23 emerging market country indexes: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, 
Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland, Qatar, Russia, South Africa, Taiwan, 
Thailand, Turkey and United Arab Emirates.
The Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000 Index, 
which represents approximately 10% of the total market capitalization of the Russell 3000 Index.
The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance 
and includes a representative sample of leading companies in leading industries.
The widely tracked S&P GSCI® is recognized as a leading measure of general price movements and inflation in  
the world economy. The index – representing market beta – is world-production weighted. It is designed to be 
investable by including the most liquid commodity futures, and provides diversification with low correlations to  
other asset classes.
The S&P U.S. REIT Index defines and measures the investable universe of publicly traded real estate investment 
trusts domiciled in the United States
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
The opinions in Market View are as of the date of publication, are subject to change based on subsequent develop-
ments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a 
forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt 
any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be 
profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of 
the information. Investors should consult with a financial advisor prior to making an investment decision.
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