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MARKET ENVIRONMENT
After steep declines during the first half of the quarter, equities rebounded during the second half, with many markets
finishing the quarter nearly flat. The dovish tilt from the Fed and further monetary policy easing by the ECB and the
Bank of Japan resulted in a sharp decline in interest rates and sparked a bond rally.
We think the developed world will continue to grow at a moderate pace. However, the risks appear tilted toward the
downside due to problems in China and the emerging world, and central banks have a limited ability to ease in
response to downside surprises.

C API TAL M AR K E T ASS UM PTI ONS
Valuations on global equities were little changed,
and return expectations for equity assets classes
were mostly flat.
The yield on the 10Y Treasury and Barclays
Aggregate fell 49 bps and 42 bps, respectively,
during the quarter, and the yield on the Barclays
Long Government/Credit index tumbled 45 bps.
As a result of the decline in yields, returns on most
US fixed income asset classes fell between 20 and
50 bps.
Credit spreads were essentially flat for the quarter,
so the expected return differentials between credit
and Treasuries was mostly unchanged.

20-YEAR ASSUMPTION GEOMETRIC RETURN
Asset Class

Current
3/31/2016

Previous
12/31/2015

Equil Return1
3/31/2016

Global Developed Equities

7.4%

7.4%

7.5%

US Equities

6.9%

6.9%

7.2%

International Developed Equities

7.4%

7.4%

7.4%

Emerging Market Equities

9.1%

9.0%

8.6%

Global REITS

6.5%

6.5%

6.5%

US Treasuries

2.9%

3.2%

4.1%

US TIPS

3.1%

3.3%

4.0%

US I/G Corp

3.9%

4.2%

4.9%

US High Yield Bonds

5.8%

6.2%

6.0%

Non-US Gov’t bonds

1.8%

2.5%

3.9%

Emerging Debt Hard Currency

5.4%

5.7%

6.1%

Emerging Debt Local Currency

6.5%

7.1%

5.1%

1)

Equilibrium geometric nominal expected return; assumes inflation of 2.2%.

DYNAMIC ASSET
A L L O C AT I O N M A R K E T V I E W S
We have grown more concerned over the outlook for global equities due to downside risks to the economic and
earnings outlook. Conversely, there is also a risk that the Fed will grow more hawkish later in 2016 if conditions
continue to stabilize, which could also drive equities lower. As such, we downgraded the global equity/growth vs.
defensive view from attractive to neutral. We maintained a neutral view on global equities. While equities and other
risky assets offer reasonable risk premiums relative to high quality bonds, we do not suggest aggressive overweight
positions.
We maintained a neutral view on US equities, and we downgraded international developed equities from attractive to
neutral due to increased global macro risks. We continue to prefer international developed equities to US equities
because of better earnings growth prospects and lower valuations.
We maintained our neutral view on emerging market equities, but upgraded the view relative to developed equities
from unattractive to neutral. Valuations are attractive and the stabilization in commodity prices and the US dollar
should relieve downward pressure. However, it’s too soon to call a relative bottom because EM economies still face
structural challenges and earnings could continue to disappoint.
The dovish shift from the Fed and additional easing measures from the ECB and BOJ helped drive Treasury yields
lower during the quarter. There is a risk that the bond market has grown too complacent on the outlook for Fed rate
hikes in light of easing financial conditions and potential inflationary pressures. We maintained an unattractive view on
US Treasuries. While the credit cycle is maturing, we continue to prefer investment-grade credit over Treasuries due to
high spreads.
The rebound in the price of oil has improved the prospects of many high yield bond issuers in the energy sector, and
credit spreads remain high relative to historical norms. We continue to rate high yield bonds as neutral, but find them
attractive relative to Treasuries.
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U S D Y N A M I C A S S E T A L L O C AT I O N D A S H B O A R D –
SECOND QUARTER 2016

GROWTH VERSUS
DEFENSIVE

US EQUITIES

US TREASURIES

INTERNATIONAL DEVELOPED
EQUITIES

GLOBAL DEVELOPED
EQUITIES

EMERGING MARKET
EQUITIES

US INVESTMENT GRADE
CREDIT

US HIGH YIELD

US CASH

EMERGING MARKET DEBT
(LOCAL CURRENCY)

Position/view last
quarter (if changed)
Mercer’s current
position/view

Mercer provides comprehensive and insight full reports on a quarterly basis including a large range of
capital market assumptions across public and private markets and assists with dynamic implementation
advice. For further information, please contact your Mercer consultant.
This document summarizes our views on the market outlook and valuations over a medium-term horizon.
We have included views for core asset classes relative to Mercer’s equilibrium expectations. We also
provide relative valuation views for a number of asset class pairs and styles. Except where otherwise noted,
these views are based on conditions as of February 2016. We do not expect clients to make frequent
tactical changes to their asset allocation based upon these views. They are provided for discussion
purposes and do not provide any assurance or guarantee of future market returns.
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Important Notices
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2016 Mercer LLC. All rights reserved.
This contains confidential and proprietary information of Mercer and is intended for the exclusive
use of the parties to whom it was provided by Mercer. Its content may not be modified, sold or
otherwise provided, in whole or in part, to any other person or entity without Mercer's prior written
permission.
Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant
and/or attorney before making any decisions with tax or legal implications.
The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and
are subject to change without notice. They are not intended to convey any guarantees as to the
future performance of the investment products, asset classes or capital markets discussed. Past
performance does not guarantee future results. Mercer's ratings do not constitute individualized
investment advice.
This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities
and/or any other financial instruments or products or constitute a solicitation on behalf of any of
the investment managers, their affiliates, products or strategies that Mercer may evaluate or
recommend.
For the most recent approved ratings of an investment strategy, and a fuller explanation of their
meanings, contact your Mercer representative.
For Mercer’s conflict of interest disclosures, contact your Mercer representative or see
www.mercer.com/conflictsofinterest.
This does not contain investment advice relating to your particular circumstances. No investment
decision should be made based on this information without first obtaining appropriate professional
advice and considering your circumstances.
Information contained herein has been obtained from a range of third party sources. While the
information is believed to be reliable, Mercer has not sought to verify it independently. As such,
Mercer makes no representations or warranties as to the accuracy of the information presented
and takes no responsibility or liability (including for indirect, consequential, or incidental damages)
for any error, omission or inaccuracy in the data supplied by any third party.
Mercer universes: Mercer’s universes are intended to provide collective samples of strategies
that best allow for robust peer group comparisons over a chosen timeframe. Mercer does not
assert that the peer groups are wholly representative of and applicable to all strategies available
to investors.
The value of your investments can go down as well as up, and you may not get back the amount
you have invested. Investments denominated in a foreign currency will fluctuate with the value of
the currency. Certain investments, such as securities issued by small capitalization, foreign and
emerging market issuers, real property, and illiquid, leveraged or high-yield funds, carry additional
risks that should be considered before choosing an investment manager or making an investment
decision.
Returns for periods greater than one year are annualized. Returns are calculated gross of
investment management fees, unless noted as net of fees.
Style analysis graph time periods may differ reflecting the length of performance history available.
Investment advisory services provided by Mercer Investment Consulting LLC. Mercer Investment
Consulting LLC is a federally registered investment advisor under the Investment Advisers Act of
1940, as amended, providing nondiscretionary and discretionary investment advice to its clients
on an individual basis. Registration as an investment advisor does not imply a certain level of skill
or training. The oral and written communications of an advisor provide you with information about
which you determine to hire or retain an advisor. Mercer’s Form ADV Part 2A & 2B can be
obtained by written request directed to: Compliance Department, Mercer Investments, 701 Market
Street, Suite 1100, St. Louis, MO 63101.

