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Market Overview
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Source: Morningstar Direct. U.S. Aggregate—Barclays U.S. Aggregate Bond Total Return, U.S. Corporates—Barclays U.S. Corporate 5-10 Year Total Return, High Yield—Bank of America Merrill Lynch U.S. High Yield 

All Rights Reserved.

Market Dashboard

 

Return (%)

Equities 12 Month Yield YTD 3 Mo 1 Yr 3 Yrs 5 Yrs 10 Yrs

S&P 500 14.4 11.9

7.7 11.0

MSCI EAFE 4.9

MSCI Emerging Markets – – 5.0

Fixed Income Current Yield

U.S. Aggregate –0.4 1.7

U.S. Corporates 4.1 –1.1

High Yield 0.1 1.0 5.5 5.5

Municipals 0.9 4.4

5.1

Broad Commodities

Bloomberg Commodity 0.0 0.4 –4.5 –9.0

Morningstar Commodity 4.4 –4.1 –7.0

Fundamental Measures
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Global Market Barometer
 

 

�20.0

10.0 to 19.9

0.1 to 9.9

–0.1 to –9.9

–10.0 to –19.9

�–20.0

1-Year Trailing Returns of Morningstar Country Indexes in Base Currency by Percentage 

United States 14.7 

Colombia 10.2 

Canada 10.1 

Mexico –2.5 

Peru 26.3 

Chile 11.2 

Brazil 15.5 

South Africa 15.4

Norway 25.5 

U.K. 9.1 

France 6.9 

Spain –4.6

Portugal 12.7 

Egypt 20.3 

Israel –3.0 

Greece –9.2 

Germany 0.8 

Italy 6.2 

Sweden 2.4
Russia 31.9

China 16.8

S. Korea 1.6

Japan 9.5

Thailand 4.9 

India 12.7 

New Zealand 18.0 

Australia 13.4 

Regions %

United States 14.7

Greater Europe

Greater Asia 9.9



Bear Markets Are Painful, but Markets Rise Over the Long Term
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U.S. Market Downturns, Recoveries, and Expansions

An expansion measures subsequent 
market performance from the end of 
the recovery until it reaches the next 
peak level before another 20% decline.

A recovery is represented as the num-
ber of months from the bottom 
of a contraction to when the market 
reaches the level of its previous 
peak again.

in the stock market from its peak by 
20% or more.
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U.S. Stocks
14.7

U.S. Bonds
–0.3

30% Rtn

25

0

–5
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2017

Jan
2018
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20
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5

Emerging-Mkts Stocks
7.5

Oct

Developed-Mkts 
Stocks ex-U.S.
7.6

Commodities
16.5

Source: U.S. stocks—Morningstar U.S. Market Index. Developed-markets stocks ex-U.S.—Morningstar Developed Markets ex-U.S. Index. Emerging-markets stocks—Morningstar Emerging Markets Index. U.S. 

Trailing 12-Month Performance of Major Asset Classes



U.S. Sector Performance

-

  Trailing Quarter    Trailing 1 Year

U.S. Market

Cyclical

r Basic Materials

t Consumer Cyclical

y Financial Services

u Real Estate

Sensitive

i Communications Services

o Energy

p Industrials

a Technology

Defensive

s Consumer Defensive

d Healthcare

f Utilities

5 10 15 20 25 30 –10%
Return

–5 0

3.7 14.7

3.3 10.9

8.2 24.5

–1.3 13.6

4.4 9.2

0.0
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–4.2

9.1
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–1.8
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4.7

4.2
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Trailing Quarter15% Rtn
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International Stock Market Performance
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Commodity Performance by Category

Commodity
Trailing 
Quarter

Trailing  
Year

Energy 10.7

Industrial Metals 1.0

Precious Metals –4.5

Livestock 5.5 –9.4

Grains –9.7
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Source: Small stocks—Morningstar Small Cap Index. Large stocks—Morningstar Large Cap Index. Int’l stocks—Morningstar Developed Mkts ex-U.S. Index. Emerging stocks—Morningstar Emerging Mkts Index. In-
term. govt bonds—Morningstar Interm. U.S. Govt Bond Index. Interm. corp. bonds—Morningstar Interm. Corp. Bond Index. High-yield bonds—Barclays U.S. High Yield Corp. Bond Index. Commodities—Morningstar 

Asset-Class Winners and Losers

 
they are less sensitive to changes in interest rates than investment-grade bonds.

14.1 9.4 19.7

47.7 17.5 1.7 17.1 4.4 11.9

15.9 17.0 5.0 4.9

7.0 15.9 15.1 4.5 –1.4 15.0

11.5 7.4 14.7

11.1 4.9 –4.5 7.5 –1.1 7.7

9.5 4.9 11.4 –4.9 4.5 5.0

7.9 4.9 1.1 1.9 19.5 –11.9

0.7 –0.7 –1.4 7.1 1.5

YTD

 Small stocks

 Large stocks

 International-developed stocks

 Emerging-markets stocks

 Inter-term government bonds

 Inter-term corporate bonds

 High-yield bonds

 Commodities

 Moderate portfolio
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268

155

300% Rtn

100

0

–50

50

150

200

250

230

1999 2002 2005 2008 2011 2014 2017

20

80

60

40

BondsStocks

95

5

Source: Conservative portfolio—Morningstar Conservative Target Risk Index. Moderate portfolio—Morningstar Moderate Target Risk Index. Aggressive portfolio—Morningstar Aggressive Target Risk Index. Returns 

Performance of Risk-Based Portfolios

Moderate Total Return

Qtr  1 Yr  3 Yr  5 Yr  10 Yr Risk

Conservative Total Return

Qtr  1 Yr  3 Yr  5 Yr  10 Yr Risk

0.0 4.0

Aggressive Total Return

Qtr  1 Yr  3 Yr  5 Yr  10 Yr Risk

1.1 11.4 9.0 9.9 14.1



U.S. Aggregate Bonds U.S. High Yield BondsEmerging-Mkts StocksU.S. Stocks Intl Developed Stocks Cash

6.0%

5.0

4.0

3.0

2.0

1.0

0

–1.0

10-Year Expected Returns
(Nominal Geometric USD)

QoQ Change

These valuation-implied returns 
are based on Morningstar Investment 
Management LLC’s forecasts of 
corporate and economic fundamentals.

Our equity model forecasts the sources 
of stock returns  total 

is outlined in Straehl and Ibbotson 
(2015). Our  income model is based 

and term and credit spreads.

10-Year Valuation-Implied Returns

2.4

5.6

5.1

3.0

3.3

2.1

–0.1

0.3 0.2 0.3 0.1

1.2

LLC.  All Rights Reserved. Morningstar Investment Management LLC is a registered investment advisor and subsidiary of Morningstar, Inc.

Valuations to Limit Asset-Class Return Potential
 



Equities
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Source: Morningstar quantitative and analyst fair value data. ©2018 Morningstar. All Rights Reserved.

Morningstar Price to Fair Value by Country
This quarter saw similar country valuations when compared with last quarter, with slight exaggerations in valuation tilts. This is especially true for China, which became 
more undervalued, and Australia, which became more overvalued. The U.S. remains slightly overvalued but similarly so to last quarter (1.2%).  

�10.0

5.1 to 10

1.1 to 5

–1.0 to 1.0

 –1.1 to –5

–5.1 to –10

Market-Cap-Weighted Valuation

Overvalued
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�–10.0United States 2.0
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Mexico –1.2 

Peru 5.4 

Chile 0.5 

Brazil –3.7 

South Africa –1.1

Norway 9.7 

U.K. 2.8 

France 6.4 

Spain –2.8

Egypt 6.3 

Greece 0.8 

Germany –4.8 

Sweden 1.9
Russia 6.0

China –5.1

S. Korea –5.3

Denmark 4.2

Japan –1.7

Thailand –0.6 

India 6.3 

New Zealand 4.6 

Australia 17.7 

Italy –4.2 

Regions %

Greater Asia –3.8

Greater Europe 8.7

United States 2.0
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Source: Morningstar quantitative and analyst fair value data. Morningstar Style Boxes based on market-cap-weighted data. ©2018 Morningstar. All Rights Reserved.

Morningstar Price to Fair Value, U.S. Equity Style Boxes
On a market-cap-weighted basis, the total market remains close to fairly valued. Compared with last quarter, small-cap equities became more overvalued. On a relative 
basis, large-cap value became the cheapest option. Growth stocks are still overvalued (10.9%), even more so compared with last quarter (5.9%).
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Source: Morningstar quantitative and analyst fair value data. ©2018 Morningstar. All Rights Reserved.

Morningstar Price to Fair Value Distribution by U.S. Sector
This quarter saw a number of fairly valued companies become overvalued. Healthcare continues to have the largest percentage of undervalued stocks (58%), with a more 

respectively), while real estate became less expensive (down from 51%).  
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Source: Morningstar quantitative and analyst fair value data. ©2018 Morningstar. All Rights Reserved.

Morningstar Price to Fair Value Distribution by Region
Morningstar calculates fair values for 53 countries. Most major regions remain overvalued (on a market-cap-weighted basis), with valuations still tending towards  

Top 10 Lowest-Valued Companies (Market-Cap-Weighted)

Country Over/Undervalued by % Uncertainty Rating Number of Companies

Poland –9.5 High 297

Turkey –9.0 High 342

Hong Kong –8.6 High 918

Bangladesh –6.7 Very High 263

South Korea –5.3 High 1,459

China –5.1 High 1,505

Germany –4.8 High 382

Philippines –4.8 High 152

Italy –4.2 High 191

Singapore –4.0 High 170

Top 10 Highest-Valued Companies (Market-Cap-Weighted)

Country Over/Undervalued by % Uncertainty Rating Number of Companies

Australia 17.7 High 430

Finland 14.9 High 98

Switzerland 10.2 High 153

Norway 9.7 High 149

Colombia 7.7 High 26

France 6.4 High 424

Egypt 6.3 High 148

India 6.3 High 1,279

Russia 6.0 High 76

Qatar 5.6 High 39
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U.S. Corporate Revenue by Country

nearly 5,100 U.S.-domiciled corporates sampled by Morningstar. The European Union, Canada, and Mexico account for another 12% of revenue, while sales in China 

Source: Morningstar equity data. © 2018 Morningstar. All Rights Reserved.

QQE9

Revenue by Country for U.S. Domiciled Corporations Share of Total Revenue (Q2 2017–Q1 2018) Non-U.S. Breakdown

Country/Region %

European Union (ex. U.K.) 8

Other 7

Asia (ex. China) 5

Canada & Mexico 4

China 4

Country/Region %

United States 72

Non-U.S. 28
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total return in the past year. As of quarter-end, they compose just above 15% of the index.

QQE10

Source: Morningstar equity data. © 2018 Morningstar. All Rights Reserved.

Contribution to S&P 500 Cumulative Return Over Trailing Periods

Firm 1 Year (%) 3 Year (%) 5 Year (%) 10 Year (%)

Facebook 3 3 2 1

Amazon 9 6 3 2

Apple 7 4 5 4

Netflix 3 1 1 0

Alphabet* 4 5 3 2

FAANG Total 27 19 14 10

 *Alphabet includes the combined contribution of Alphabet Class A and Class C shares.
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Source: U.S. Federal Reserve. 10-Year US Treasury Bonds—Barclays US Treasury 7-10 Year Bond Index. 20+ Year US Treasury Bonds—Barclays US Treasury 20+ Year Bond Index. US Corporate Bonds—Morningstar 
Corporate Bond Index. US High Yield Bonds—Barclays US Corporate High Yield Bond Index. USD EM Bonds—Morningstar EM Composite Bond Index. Local Currency EM Bonds—Barclays EM Local Currency Broad 
Bond Index. ©2018 Morningstar. All Rights Reserved.

The Federal Reserve raised the benchmark fed funds rate by another quarter basis point to 2% in June 2018, which was the second rate hike this year and the seventh 

0.18%. In terms of 1-year return, U.S. high-yield bonds had the best return and local currency emerging market bonds had the worst return.

Bonds
1-Year 
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10 Year U.S. Treasury –2.6
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U.S. Treasury Yield Curve
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Source: Macrobond Financial. ©2018 Morningstar. All Rights Reserved.

The United States Has One of the Highest Yields in the Developed World

French rates have declined. The U.S. rate is relatively higher than European rates in large part because the European Central Bank is still implementing quantitative  
easing, whereas the Federal Reserve has ended its quantitative easing program and has hiked rates multiple times since.

Current 
Yield (%)

Change in  

United States 0.11

Germany –0.21

France 0.6 –0.12

Italy 2.8 1.02

United Kingdom 1.4 0.07

Japan –0.01

Australia 2.6 0.04

`
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1
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–1
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The very low yields of European country bonds have been driven by the European Central Bank’s quantitative easing program. The ECB continued its buying of public  
 

Source: European Central Bank. © 2018 Morningstar. All Rights Reserved.

QFI21

ECB Cumulative Holdings Under Asset Purchase Program (in € Bil)

300

180

120

60

240

0

2,000

1,600

1,200

800

400

0

Government Bonds (LHS)

Covered Bonds (RHS)

Corporate Bonds (RHS)

Asset-Backed 
Securities (RHS)

Sep
2014

Mar
2015

Sep Mar
2016

Mar
2017

Sep Sep



25

Source: Bank of America Merrill Lynch Corporate Spread Indexes from the Federal Reserve, Morningstar calculations. ©2018 Morningstar. All Rights Reserved.

Across the credit spectrum, corporate spreads have widened since the beginning of 2018 but are still tighter than historical averages. In 2016, high-yield credit spreads 

Current (%) Avg (%)
Change Over 

AAA 0.7 0.8 0.0

BBB 1.6 2.0 0.2

High Yield 5.7 0.0
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imply, an accompanying rise in long-term rates. Interestingly, the market has lower expectations than the economists at the Wall Street Journal and the Federal Reserve. 

QFI14

Source: Federal Reserve, The Wall Street Journal, Chicago Mercantile Exchange, Morningstar calculations. © 2018 Morningstar. All Rights Reserved.
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Source: Morningstar Direct. ©2018 Morningstar. All Rights Reserved.

Top- and Bottom-Performing Morningstar Categories

 

Return (%)

Top-Performing  
Morningstar Categories U.S. Category Group

Trailing  
Quarter

Trailing  
1 Year

Quarterly  
Flow ($ Mil)

13.1 20.8 428

11.8 –2.5 269

10.6 41.4 –526

8.5 22.7

Real Estate 8.0 3.4

6.6 12.4 951

6.3 14.7

Health 5.8 12.4

5.6 17.3 –405

5.1 20.6 654

Return (%)

Bottom-Performing  
Morningstar Categories U.S. Category Group

Trailing  
Quarter

Trailing  
1 Year

Quarterly  
Flow ($ Mil)

–22.4 –0.2 –210

–10.0 –2.1 –837

–8.9 6.1

–5.6 –11.8 –48

China Region –5.5 13.4 714

–4.9 –1.8 –803

–4.8 9.0 –664

–4.5 1.3

–4.4 –0.1

Alternative –3.9 –20.2 –110

�20

10 to 20

0 to 10

–10 to 0

–20 to –10

�–20

Trailing Quarter Flows ($ Bil) Trailing Quarter Returns (%)

Allocation

Alternative

43–1–2–3 21 500 20 40 60–20
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Top 20 Fund Companies: Relationship Between Ratings, Expenses, and Assets
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Source: Morningstar Direct. ©2018 Morningstar. All Rights Reserved.

Fastest-Growing Fund Families

Top 10 Fund Families 
of the 100 Largest

  Contribution of  
      Fund

Top Fund for Each  
Family

Morningstar  
Category

Firm Active/ 
Passive

 
Active

First Trust
Internet ETF

Active

  
Active

 
Active

Active

  
Active

 

MassMutual
MassMutual Select  

Active

100 20 30 40
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Taxable-Bond Funds Still in the Lead for the First Half of 2018, With $123 Billion in Flows
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Category Competition Varying Through Time

Source: Morningstar Direct. ©2018 Morningstar. All Rights Reserved.

QMF21
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Cycles Between Growth and Value

Large Growth

Large Value
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Source: Morningstar Direct and Ibbotson Associates. ©2018 Morningstar. All Rights Reserved.
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Source: Morningstar Direct. ©2018 Morningstar. All Rights Reserved.

QMF20

Name Return
Standard  

Sharpe Alpha
Max  

6.33 8.68 0.52 0.36 –32.1

6.24 8.87 0.50 0.20 –33.6

6.12 8.92 0.49 0.07 –34.1

5.89 8.46 0.48 0.00 –31.7

7.15 14.79 0.41 –0.84 –50.9

4.97 16.51 0.26 –3.11 –56.7

4.78 3.36 0.82 2.57 –3.8
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Quarterly Annualized GDP Growth

GDP Breakdown: $18,507 Bil

GDP Growth Contributions 
Total Growth 4.1%
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a gradual pace. As unemployment remains near historic lows, nominal wage growth continues to tick higher. This acceleration in wage growth, coupled with higher  
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U.S. Manufacturing 
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U.S. Manufacturing Output Near All-Time Highs
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Year-Over-Year Price Growth

Growth (%)
United States: 6.9
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Aging of the U.S. Population
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Crude Oil Price
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Year-on-Year Changes in Global Oil Production
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Index and Disclosure
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The  family consists of 16 indexes that track the U.S. equity 
market by capitalization and investment style to create an integrated system. The 
indexes were built using a comprehensive and non-overlapping approach based on the 
methodology of Morningstar Style Box.

The family consists of 14 indexes—three Super Sector 
and 11 Sector indexes that track the U.S. equity market using a consumption based 
analysis of economic sectors in a comprehensive, non-overlapping structure. The 
sector indexes are consumer defensive, healthcare, utilities, basic materials, consumer 

and technology.

The 
opportunities by applying the same rules for every market around the world. Covering 
97% of stocks by market capitalization, the indexes encompass 45 countries in both  
developed and emerging markets. The index family is designed to work as an integrated 
system, allowing for meaningful global views across market capitalization and regions.

The family is designed to meet the needs of investors 
who would like to maintain a target level of equity exposure. The index family provides 

 
aggressive, moderately aggressive, moderate, moderately conservative, and conservative.

The  includes 500 leading companies and captures approximately 80% 
coverage of available market capitalization.

The  measures the performance of the 2,000 smallest companies in 
the Russell 3000 index. 

The captures the returns of large and mid-cap equities across develop- 
ed markets in Europe, Australasia, and the Far East, excluding the U.S. and Canada.
 
The  captures the returns of large and mid-cap equities 
across 23 emerging markets countries. The index covers approximately 85% of the free 

The  is a broad-based benchmark that measures 

index includes Treasuries, government-related and corporate securities, MBS (agency 

The  measures the investment return 
 

The  tracks the performance of U.S. 
dollar denominated below investment grade corporate debt publicly issued in the  
U.S. domestic market. Qualifying securities must have a below investment grade rating 

The  measures the broad market for investment 
grade, tax-exempt bonds with a maturity of at least one year.

The  tracks the performance of dollar-denom- 
inated sovereign bonds issued by a selection of emerging market countries. The  

portion of these countries’ eligible current face amounts of debt outstanding.

The 

The  represents 20 commodities, which are weighted for 

The 
contracts on livestock commodities. The index consists of two commodity futures (lean 

The
contracts on precious metals commodities. The index consists of three commodity 

The 
in futures contracts on livestock commodities. The index consists of two commodity 
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The 
in futures contracts on industrial metals commodities. The index consists of four 

The 

The  is a fully collateralized commodity 
futures index that is long all 20 eligible commodities and uses a dollar weighted open 
interest weighting scheme.

The  tracks the spot price of Brent Crude oil.

The covers the top 97% market capitalization of the 
U.S. equity markets.

The captures the performance of the stocks 
located in the developed countries across the world. Stocks in the index are weighted  

and other locked-in shares.

The captures the performance of the stocks 
located in the emerging countries across the world. Stocks in the index are weighted 

and other locked-in shares.

The  is a broad investment-grade index that includes 
the largest, most important sectors of the investment-grade U.S. bond market. The 

U.S. Mortgage Bond indexes.

The  includes U.S. Treasury 
and U.S. government agency bonds with maturities between four and seven years.  
The Morningstar Intermediate Corporate Bond index includes U.S. corporate bonds with 
maturities of between four and seven years.

The  includes U.S. corporate bonds with 
maturities of more than one year and at least $500 million outstanding.

The  includes all bonds in the Morningstar 
Core Bond Index that have maturities between one and four years.

The  includes the most liquid 

corporations of the most prominent emerging markets.

The  tracks approximately 98% of the  

The  includes U.S. Treasury 

The  includes U.S. corporate bonds 
with maturities of seven years or longer.

The 
non-investment grade debt.

The  represents the universe of 

The  measures the performance of U.S. 
Treasury securities that have a remaining maturity of at least seven years and less than 
ten years.

The  represents the performance of U.S. 
Treasury securities that have a remaining maturity of greater than 20 years.

The  represents the 
performance of the sovereign, local currency bond markets of emerging market 
countries. The Barclays Municipal Bond index is representative of the broad market for 
investment grade, tax-exempt bonds with a maturity of at least one year.

The  measures the performance of 

over 20 countries.

The  tracks the universe of syndicated leveraged loans. 
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The  captures large and mid-cap equities listed 
on the Shanghai and Shenzhen exchanges.

Past performance is no guarantee of future results. This is for illustrative purposes only 
and not indicative of any investment. The information, data, analyses, and opinions 
presented herein do not constitute investment advice, are provided solely for informa-

data assumes reinvestment of all income and does not account for taxes or transaction 
-

 
and investing in securities always involves risk of loss.

Risk and return are measured by standard deviation and compound annual return, 

arithmetic average return of the investment. The higher the standard deviation, the 

 are not guaranteed and have been more volatile than the other asset classes.

 are guaranteed by the full faith and credit of the 
United States government as to the timely payment of principal and interest. Bonds in  

bonds may be exempt from state taxes and income is taxed as ordinary income in  
the year received. With government bonds, the investor is a creditor of the government.

With  an investor is a creditor of the corporation and the bond is 

grade corporate bonds.

Only insured  are guaranteed as to the timely payment of principal and 

and local taxes, and federal taxes would apply to any capital gains distributions.

 are not guaranteed. With international bonds the investor is a 
creditor of a foreign government or corporation. International investments involve 

developed international markets.

are narrowly focused investments that typically exhibit higher 

market conditions and may be worth more or less than the original cost upon liquidation.

 Although value stocks have outperformed growth stocks, 
please keep in mind that each type of stock carries unique risks which include,  
but are not limited to, economic risk, market risk, company risk, and strategy risk.

commodities, including regulatory, economic and political developments, weather 
events, natural disasters, and market disruptions. Exposure to the commodities 

traditional securities, such as stocks and bonds.

 are usually guaranteed a dividend payment and their 
dividends are always paid out before dividends on common stock. In event that the 
company fails, there’s a priority list for a company’s obligations, and obligations  
to preferred stockholders must be met before those to common stockholders. On the 
other hand, preferred stockholders are lower on the list of investors to be reimbursed  
than bondholders are.
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professional or the company and which contains complete information, including 
 

prospectus and consider this information carefully before investing or sending money.

investors should read the prospectus and consider this information carefully before 
 

charges and expenses. ETF risks include, but are not limited to, market risk, market 
trading risk, liquidity risk, imperfect benchmark correlation, leverage, and any other risk 
associated with the underlying securities. There is no guarantee that any fund will 

associated with the issuer failing to meet its contractual obligations either through a 
default or credit downgrade.

Debt securities have varying levels of sensitivity to changes in interest 
rates. In general, the price of a debt security tends to fall when interest rates rise and 
rise when interest rates fall. Securities with longer maturities and mortgage securities 
can be more sensitive to interest rate changes.

This publication contains certain forward-looking statements which involve known and 
unknown risks, uncertainties, and other factors that may cause the actual results  

statements. Past performance does not guarantee future results.


