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OUR MISSION: 
PERPE TUAL IMPROVEMENT
Eurozone Influence
On Wednesday, Italian borrowing 
costs soared to greater than 7% as 
investors lost faith in the country’s 
ability to repay its debt, prompting 
the Dow Jones Industrial Average to 
drop 400 points. While Greece and 
Ireland received bailouts when their 
bond yields rose above the same 
mark (in fact, Greece’s borrowing 
costs have climbed to nearly 28%), 
Italy’s $2.6 trillion debt is too large for 
other European countries to absorb. 
The impact of this latest Eurozone 
sovereign debt concern highlights 
the far-reaching influence of the 
domino effect and its broader global 
implications — the Dow down 3.29 
percent, the S&P 500 off 3.58 percent 
and the Nasdaq 3.75 percent lower. The 
prices of safe haven assets rose sharply. 
The dollar jumped 1.6 percent versus 
the euro. 

U.S. Economic Overview
While U.S. economic growth is 
beginning to move forward, albeit 
slowly and given to fits and starts, it 
continues to be influenced by the lack 
of confidence felt by both investors 
and corporations. As evidenced on a 
daily basis, the sluggish progress is 
further exacerbated by the perpetual 
media headlines and sound bites 

spotlighting the Eurozone and its 
attempts to staunch an escalating and 
far-reaching sovereign debt debacle. 
At the same time, the just-released 
employment report indicates the 
addition of 104,000 jobs in the private 
sector in October — enough to nudge 
the nation’s unemployment rate down 
to a flat 9%. Corporate profits remain 
robust; balance sheets are healthy and 
corporate debt and inventories remain 
at controllable levels. Furthermore, 
positive trends in monthly job growth 
rates, temporary worker hiring and 
weekly claims for unemployment 
insurance indicate the potential for 
momentum within the labor market 
with the possibility of stronger job 
growth over the next several months. 

Our Response
Slow growth and higher sustained 
levels of uncertainty appear to be 
a new market reality — requiring 
a collective shift in mindset and 
expectation as the new price of 
admission into the markets. Within the 
context of this latest ‘normal’, Mercer 
Advisors continues to adapt and evolve 
in order to identify new methods for 
generating portfolio gains.

As your advocate and fiduciary, we 
maintain allegiance to a single entity: 
You — our client. We are not driven 
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by commission, and thus, are not committed or 
obligated to any company, fund, management firm, 
individual manager or strategy. Consequently, we are 
free to pursue those expertly engineered investment 
instruments and strategies which offer superior 
quality and institutional-caliber results. 

We have identified several opportunities for 
garnering additional return for your portfolio, while 
maintaining vigilant control over the associated 
risk, costs and taxes. We recently expanded 
our investment strategies to include two new 
bond offerings and have implemented several 
improvements and modifications to existing stock 
strategies. 

Expanded Bond Offerings: Recent research has 
identified that more return can be gleaned from 
the bond portion of client portfolios by shifting 
beyond our historical short-term, high credit quality 
bond standards. To that end, we have added two 
risk premium strategies to our bond inventory. One 
targets bonds of medium term that maintain high 
credit quality; the other maintains a short term but 
incorporates lower investment-grade bonds. 

Our Fall Research Report features these fixed income 
risk premium strategies.  It begins with a review of the 
Mercer Advisors fixed income philosophy. The report 

then outlines in greater detail our new expanded 
position on fixed income risk premiums as being valid 
and worthwhile options for creating additional return 
and diversification. Given that our current record-low 
interest rate environment is likely to persist for some 
time, your ability now to realize additional return 
within the bond investment arena is both timely 
and opportune.

Change Necessitated by Fund Manager Fee 
Increase: As your investment fiduciary, Mercer 
Advisors advocates for the lowest fund management 
fees possible for your portfolio holdings. Recently, 
DWS (Deutsche Bank Group) increased its operating 
expense ratio (OER) for both our S&P (BTIIX) and 
our EAFE (Europe, Australasia and Far East) (BTAEX) 
funds. In response to these increases, we researched 
the market for alternatives and will be taking our 
business elsewhere. We identified and selected two 
Vanguard funds whose simple index strategies will 
capture the same market risk profiles at significantly 
lower cost to you. The Vanguard funds will directly 
replace the DWS funds in all portfolios, except the 
most aggressive, where we have eliminated the 
simple index strategies that would impose a drag on 
long-term performance. 
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BASE STRATEGY RISK PREMIUM STRATEGIES

Type Short-term, High quality Short-term, Lower quality Intermediate-term, High quality

Fund DFA 2-Year Global Baird Short-term Bond Institutional Scout Core Bond Institutional

Fund Symbol DFGFX BSBIX SCCIX

Actual Return Std. Dev. (Risk) Actual Return Std. Dev. (Risk) Actual Return Std. Dev. (Risk)

YTD (as of 08/31/11) 0.89% 0.28% 1.79% 1.19% 6.16% 2.08%

1 Year 1.05% 0.31% 2.23% 1.17% 6.02% 2.32%

3 Year 2.25% 0.86% 3.57% 2.56% 10.72% 10.28%

5 Year 3.11% 0.77% 4.01% 2.17% 8.61% 8.14%

7 Year 2.91% 0.79% 3.55% 1.94% 7.00% 7.05%

figure 1: Bond Risk Premium Performance 
Source: Morningstar, 2011.
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Renewed Availability of Superior Fund Prompts 
Strategy Replacement: A DFA Small Cap Value fund 
(of superior quality and expected performance) that 
had been closed due to capacity issues was reopened 
to investors recently. It will replace our DFA Targeted 
Value fund, which does not have as deep a value or 
small stock tilt. Although this Small Cap Value fund 
is slightly more expensive, the increased potency 
of its value and small company tilt is of significantly 
greater net value. This new fund heavily utilizes the 
strategy of security lending. This practice is able 
to offset the majority, if not all, of the associated 
management fees.

In order to best advise and assist you in realizing your 
financial and life goals, Mercer Advisors will continue 
its mindful and deliberate research, modeling 
and analyses in order to seek out the investment 
instruments that offer the highest probability of 
producing optimal return while at the same time 
maintain the greatest potential for mitigating risk and 
containing costs. Our quest for improvement remains 
constant and perpetual.

Talk with your strategic advisor to learn more about 
each of these enhancements and how they may be 
of benefit to your portfolio and your investment 
goals while remaining aligned with your established 
comfort level.

Sources: MSNBC.com, Broadridge-Forefield.
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