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Capital Markets ReviewMulti-Tasking

As I look back at the five years 
since I started my own business, I 
realize how many times our team 
has changed roles or performed 
multiple functions at once.  It is not 
unusual for our investment analyst 
to perform client service functions, 
or our operations manager to 
be elbow-deep in our computer 
network.  I’m grateful for their 
flexibility, as it has relieved me of 
the many hats that I had to wear in 
the early years.  

Early on, even my wife shared a few 
of the responsibilities of our growing 
business.  In addition to raising our 
three children, she has also been 
our newsletter editor, client gift 
manager, and my ruthless critic.  
She and I have all but perfected the 
experience of multi-tasking from 
managing our small farm, as well 
as our food-sensitive, multi-racial 
household.  In order to keep up 
with all of our enterprises, we must 
juggle several roles 
at home too.  Here 
are a few of our job 
descriptions:

Child Wallah:  In 
India, a chai wallah 
is someone who 
fetches tea.  We are 
not avid tea drinkers, 
but instead we fight over who will 
be the one to fetch whichever of our 
offspring is in need or distress. 

Culinary Coxswain:  In crew, the 
coxswain sets the pace by shouting 
“stroke, stroke, stroke…” to ensure 
all the oarsmen guide the shell 

The third quarter of 2013 started out 
on a positive note, with strong gains in 
the stock market during July.  However, 
uncertainty over whether or not the 
Fed would continue to intervene in 
the capital markets, economic risks in 
the emerging markets, and a Syrian 
situation that looked ready to boil over, 
all took their toll on markets in August.  
Heading into September, the financial 
media continually reminded of the 
dreaded “September Effect”.  

Much Ado About Nothing
Historically, September has been the 
worst month for stock market returns.  
Since 1896, the average return for the 
Dow Jones Industrial Average has been 
a loss of 1.09% during September.  All 
other months combined have posted a 
positive return of 0.75%, on average.  
There are theories why this has occurred, 
but none of them are entirely credible.  
In any event, it makes for interesting 
news stories each autumn.  After all 

the hand wringing, 
returns during 
September this year 
were nothing short 
of spectacular.  In 
fact, many market 
indices hit new 
highs during the 
month.  

At the end of the quarter, most segments 
of the stock market posted very strong 
returns (see nearby chart).  Domestic 
stocks are up significantly, both for the 
third quarter, as well as year-to-date.  
Smaller stocks have shown the best 
returns, which is somewhat perplexing, 
given their relatively high valuation 
levels.  

All’s Well That Ends Well
International stocks broke out of their 
funk in the third quarter and posted the 
strongest returns of any asset class.  It 
seems we are past the point of crisis 
in Europe, and perhaps investors are 
waking up to the fact that valuations 
overseas are quite attractive.  We’ve 
been expecting an international stock 
rally for some time.  It is too soon to tell 
if this is the beginning of a significant 
rally, but the valuation disparity 
between foreign and U.S. stocks cannot 
last forever.  

Emerging market stocks also have 
low valuations currently, but have not 
rebounded the way developed market 
foreign stocks have.  Tighter monetary 
policy in the U.S. could have a negative 
impact on emerging market economies 
because there would not be as much 
money sloshing around the globe.  
With the fear that the Fed will soon 
curb its stimulus programs, investors 
have proactively exited the emerging 
markets.  Again, valuations appear very 
attractive, so we are excited about the 
long-term prospects in the emerging 
markets.  

Bond’s Labour’s Lost
Yield-sensitive sectors of the capital 
markets, such as bonds and real estate, 
continued to lag.  The threat of rising 
interest rates in the near future has 
income investors spooked. Rising 
interest rates generally imply a 
falling principal value for these types 
of investments.  An orderly rise of 
interest rates that unfolds over several 
years does not have to be a doomsday 
scenario for these investments.  

continued on page 4...
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Higher interest rates mean you will 
earn more income, which would 
help offset any capital depreciation.  
Further, we believe it is unlikely that 
rates will spike up in any one year, but 
anything is possible.  

Alternative investments have started 
to behave slightly better.  Because 
these assets are generally uncorrelated 
with stock returns, it is not surprising 

that they would provide lackluster 
returns during a bull market for 
stocks.  Still, it is somewhat frustrating 
watching these investments languish.  
However, alternative investments do 
help control risk and we expect more 
upside in the future.  

Comedy of Errors
Interestingly, while the third quarter 
provided strong returns for stocks, 

the fourth quarter is starting on a 
nasty note.  The government shut 
down and looming debt ceiling have 
injected a lot of uncertainly into the 
state of our domestic economy.  The 
shut down itself probably offers very 
little to worry about.  This is the 12th 
government shutdown since 1981.  
Historically there has been very little 
impact on the stock market from these 
events.  They have generally been 
short lived and inconsequential from 
an economic perspective.  A failure to 
raise the debt ceiling could be more 
problematic, but that seems highly 
unlikely.  Dysfunction in Washington 
is hardly new, so we will likely find a 
way past this crisis du jour.  

It is better to stay focused on the 
long run and to tune out the “noise” 
from short-term political events.  
Corporations are still profitable, 
debt levels are low, valuations are 
not unduly high, and the economy is 
still growing.  There is much to be 
optimistic about.  

The stock market hates uncertainty, 
and there is plenty of uncertainty with 
respect to the Middle East these days.  
With the stock market at an all-time 
high, we are frequently asked about 
the situation in Syria, and whether 
now might be a good time to beat a 
hasty retreat from stocks.  To address 
these concerns, we reviewed historical 
capital markets performance during 
times of war.  

We looked at returns and volatility 
leading up to and during World War II, 
the Korean War, the Vietnam War, and 
the Gulf War.  We opted to exclude the 
Iraq War from this group, as the Iraq 
War included a major economic boom, 
and subsequent bust, that had very 

little do with the nation’s involvement 
in a war.

As the table below shows, war does 
not necessarily imply lackluster 
returns for domestic stocks.  Quite the 
contrary, stocks have outperformed 
their long-term averages during wars.  
On the other hand, bonds, usually a 
safe harbor during tumultuous times, 
have performed below their historic 
averages during periods of war.

The full period of study, 1926 
through July 2013 is shaded in blue 
and provides a “control” group for 
comparison.  Periods of war are 
highlighted in red.  All of the individual 
wars we considered are listed below.  

Interestingly, both large-cap and 
small-cap stocks outperformed with 
less volatility during war times.  The 
Vietnam War was the one exception, 
where stock returns were worse than 
the full period average.  Even then, 
though, the returns were positive and 
above those of bonds and cash.

It is interesting to note that stock 
market volatility was lower during 
periods of war.  Intuitively, one 
would expect the uncertainty of the 
geopolitical environment to spill over 
into the stock market.  However, that 
has not been the case, except during 
the Gulf War when volatility was 
roughly in line with the historical 
average.  

U.S. Capital Market Returns During Periods of War
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Large-cap, mid-cap, and small-cap stocks are represented by the S&P 500, 400, and 600 indcies. International and emerging market stocks are represented by 
MSCI indices.  Real estate is the Dow Jones Real Estate index.  Alternatives are represented by the HFRI Fund Weighted Composite Index.  Bonds are the Barclays 
Aggregate Bond Index.  Cash is the yield on the 30-day T-Bill.  
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Capital market returns during the Gulf 
War were different from other wars.  
This war was very short, spanning 
less than a full year.  This period also 
coincided with an oil price spike that 
helped push the economy into a brief 
recession.  The idea of recession during 
war time was fairly new, and reflected 
the changing U.S. economy.  During 
previous wars, the economy was more 
exposed to capital goods and natural 
resources, which experienced greater 
demand to feed the war.  However, by 
the 1990s, the economy had shifted 
away from heavy industry and toward 
the current “knowledge-based” 
economy.  Thus, military demand had 
less of an impact, for better or worse, 
on economic growth. 

Bonds generally underperformed 
their historical average during periods 
of war.  This is likely, at least in part, 
because inflation has been higher 
during war times.  Bond returns have 
historically been negatively correlated 
with inflation.  Another explanation is 
that governments borrow more during 
wars, thus driving bond yields up and 
bond prices down.  With the higher 
inflation and increased government 
borrowing associated with war time, 

investors seeking safety may want to 
think twice before shifting assets from 
stocks to bonds.  

There are many economic and 
fundamental factors that impact 
security prices.  Occasionally, a single 
event is powerful enough to dominate 
these other factors to singly influence 
capital market returns.  However, 
historically speaking, this has not 
been the case with wars.  Economic 
growth, earnings, valuation, interest 
rates, inflation, and a host of other 
factors will ultimately decide the 
future direction of the stock and bond 
markets.  While a knee-jerk decline is 
possible if the U.S. or another country 
attacks Syria, history suggests that 
any market decline should be short-
lived.  

This article previously appeared in 
the CFA Institute’s “Inside Investing” 
blog.

Sources and Disclaimers:
The indices used for each asset class 
are as follows: the S&P 500 Index for 
“Large-Cap Stocks;” CRSP Deciles 6-10 
for “Small-Cap Stocks;” Long-Term 
U.S. Government Bonds for “Long-Term 

Bonds;” Five-Year U.S. Treasury Notes 
for “Five-Year Notes;” Long-Term U.S. 
Corporate Bonds for “Long-Term Credit;” 
One-Month Treasury Bills for “Cash;” and 
the Consumer Price Index for “Inflation.” 
All index returns are total returns for that 
index. Returns for a war-time period are 
calculated as the returns of the index four 
months before the war and during the 
entire war itself.  Returns for “All Wars” 
are the annualized geometric return of the 
index over all “war-time periods.” “Risk” 
is the annualized standard deviation of 
the index over the given period. Past 
performance is not indicative of future 
results.

Armbruster Capital Management, 
Inc. (ACM) is a boutique wealth 
management firm serving high-net-
worth individual and institutional 
clients.  The firm’s innovative 
“Passive Quant” investment 
approach incorporates cutting 
edge financial research to help 
control risk and pursue superior 
returns.  ACM uses index funds, 
exchange-traded funds (ETFs), 
and other investment vehicles to 
build portfolios designed to reduce 
investment-related costs and taxes 
in order to maximize net returns.

Located in Pittsford, New York, 
ACM is employee owned, 
independent, and free of conflicts 
of interest.  Acting as a fiduciary, 
the firm creates truly customized 
investment portfolios tailored to 
each client’s unique objectives.
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bonds, but given the ultra-low 
interest rate environment, we 
judged that there would be limited 
upside in these investments going 
forward.  Accordingly, we sold 
these funds, focused on others 
where we have higher confidence, 
and added a new strategy that 
should offer more upside potential 
when the stock market is rising.  
We will of course continue to 
monitor these investments closely.  
Long-term, we still believe in the 
concept of earning returns that are 
uncorrelated with the stock market 
as a way to divers ify our 
portfolios.

The second quarter was a mixed 
bag as far as returns go.  Domestic 
stocks performed the best and we 
think the outlook is still positive 
f o r s t o c k s .  T h e r e w i l l 
unquestionably be volatility along 
the way, but we expect  the stock 
market to continue to rise for the 
next few years (though not 
necessarily in a linear fashion).  
Valuations are still reasonable in 
most stock market  segments, 
corporations are generally  healthy, 
and the economy continues to 
slowly improve. 
 
 

Armbruster Capital Management, Inc.INVESTOR NEWSLETTER                                                                                                                                         2ND QUARTER 2013

Armbruster Capital Management,  Inc.
(585) 381-4180

mark@armbrustercapital.com
www.armbrustercapital.com

© Copyright Armbruster Capital Management, Inc. 2013.  Reproduction in whole or part without permission is prohibited. 

Armbruster Capital Management, 
Inc. (ACM) is a boutique wealth 
management firm serving high-
n e t - w o r t h i n d i v i d u a l a n d 
institutional clients.  The firm’s 
innovative “Passive Quant” 
investment approach incorporates 
cutting edge financial research to 
help control risk and pursue 
superior returns.  ACM uses index 
funds, exchange-traded funds 
(ETFs), and other investment 

vehicles to build portfolios 
designed to reduce investment-
related costs and taxes in order to 
maximize net returns.

Located in Pittsford, New York, 
ACM  i s employee owned , 
independent, and free of conflicts 
of interest.  Acting as a fiduciary, 
the firm creates truly customized 
investment portfolios tailored to 
each client’s unique objectives.

...continued from page 1

mechanism should you try to adjust 
to the portion control strategy, 
discussed above, by making a larger 
meal for yourself.  Nyla, after eating 
her fill of my meal, then decides 
there is a further approach to 
keeping her daddy svelte.  She tires 
of eating my food and moves on to 
touching, playing with, and possibly 
sneezing upon what is left.  This 
pretty much signals the end of the 
meal for me. 
 
Physical Conditioning
Diet is only one component of 
staying fit.  The other is a regular 
exercise regimen.  Nyla ensures that 
my wife, Nipa, and I stick to this.  
The range of activities can be 
anything from a brisk game of “Hide 
& Sneak” to more rigorous activities 
like carrying a 35 pound object 
(called Nyla) through the aisles of 
the grocery store while pushing a 
shopping cart, reaching for items on 
the top shelf, and ensuring that older 
brothers do not  burn down the store.  
Fortunately for me, Nipa is more 
inclined toward participating in this 
last activity.   
 
Follow this regimen each day and I 
guarantee you will lose weight  too.  
I’ve been losing weight  for years.  
I’ve been losing other things too, 
like sleep, sanity, my temper, and 
general control.  But, as I write this, 
I ’ m r e a l i z i n g w h a t a g r e a t 
opportunity we have to create a best-
selling diet book and possibly 
produce an infomercial.  Send 
$19.95, plus shipping and handling, 
and you can be the first to get in on 
our secret  method to l iv ing 
“healthy”. 

what is armbruster capital management?
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most efficiently through the water.  
Our children are easily distracted at 
mealtime, so we often find ourselves 
chanting “eat, eat, eat…” at regular 
intervals to ensure we make it through 
each meal. 

Rural Polymath:  I stole this one 
from the late author Noel Perrin, who 
was a true rural polymath.  However, 
with our production of eggs, organic 
poultry, raw honey, firewood, various 
jams, apple cider, and countless other 
country products, I think we qualify.  
My wife also insists that anyone who 
owns a tractor qualifies as a “redneck,” 
which is a title she denies personally, 
but freely labels me with. 

stock at least half a dozen varieties 
of milk at any given time.  Our fridge 
houses whole milk, 2% milk, half-and-
half, kefir, almond milk, and coconut 
milk. If you need suggestions for food 
and milk pairings, we are here to help.   

Our multiple roles and constant juggling 
have made us quite efficient, and a bit 
exhausted, at running a business, farm, 
and household.  If you need any advice 
on any of the three entities, please don’t 
hesitate to call. Just don’t be surprised 
if I answer the phone while driving 
the tractor and conjuring up my next 
newsletter article.

It is our 5-year anniversary, sort of.  
Mark Armbruster set out on his own to 
manage money on October first, 2008.  
With a preliminary stop at Fulreader 
& Komma, Armbruster Capital was 
ultimatley born in August of 2009.  
The two companies were merged in 
2012.  The combined firm has enjoyed 
signficant growth over the years, which 
has accelerated in recent months.  We 
now manage over $125 million for 
roughly 150 clients. We appreciate 
all the referrals you have sent, which 
accounts for the vast majority of our 
growth.  Thank you for working with us!

It has been a busy quarter around here.  
First off, the Android version of our 
IRA required minimum distribution 
calculator app was released.  This was 
initially released in iPhone version, but 
now any “smart phone” user can access 
it.  The app is free and should come 
in handy for those curious about how 
much they will need to withdraw from 
their IRA accounts after turning age 70 
½.  We think it will also prove useful for 
adult children assisting elderly parents, 

or for other financial professionals.  
Please let us know if you use it and have 
any feedback.  

Additionally, Mark Armbruster was 
recently honored with the Board 
Leadership Award from the Rochester 
Business Journal and the United Way 
of Greater Rochester.  Mark has served 
on the board of a local organization 
called PRALID, which assists people 
with developmental disabilities and 
traumatic brain injuries.  Mark helped 
merge PRALID with the local Epilepsy 
Foundation, and he, along with others 
on the joint merger task force, is being 
recognized for the effort. 

We have also been busy writing lately.  
We have new blog posts on the CFA 
Institute’s “Inside Investing” blog.  
Even more exciting, we’ve been a guest 
columnist for the Rochester Business 
Journal a couple times in the past few 
months.  All of the new articles are on 
our web site, but let us know if you 
would like us to send you a hard copy.  

Firm News

Multi-Tasking
..continued from page 1

Critter Sitter:  Babysitter would not 
adequately describe the level of custody 
we are required to practice at our farm.  
In addition to shepherding three small 
children safely through life, we also 
are charged with the care and feeding 
of various species of poultry and many 
thousand Apis mellifera.

Defenders of Gluten Freedom:  Our 
oldest child has Celiac Disease, which 
means that if he consumes gluten, a 
protein found in wheat, he suffers severe 
abdominal cramps.  So, every meal that 
is not prepared in our kitchen must be 
scrutinized, and every chef that is not my 
wife must be mercilessly interrogated, 
before they come in contact with our son.

Sommelier du Lait:  Given our various 
food sensitivities and aversions, we 

We are also now involved in social 
media.  Yes, we’re trying to stay up 
with the times.  You can follow us on 
Twitter, or find our pages on LinkedIn 
and Facebook.  If you would like to join 
our list of followers, you will be kept up 
to date on articles we write and other 
newsworthy items.  
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