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1st Quarter 2016 – Investment Commentary  
Kirsty Peev CFP ®, Portfolio Manager  
 
Market and Portfolio Performance: 
Summary: 

• Equities ended the quarter where they started, but what a wild ride in between! From January 1 to February 
11, the S&P 500 dropped -11.2% from 2060 to 1829. Then it turned right around to march up 13.3%, ending the 
quarter at 2073. If you had not been paying attention to the market this quarter, you would think it was a pretty ho-
hum equity quarter with a mildly positive return of 1.3%, but living through it, you know that equity markets entered 
correction territory early in the year. 

• Steps we took to protect your portfolio worked in a volatile quarter. In equities, our low-volatility strategy 
helped to mitigate the lows, while in bonds and alternatives, fixed income acted as a buffer, even with lower yields 
available than in years past. 

• Bonds are boring, and boring means safety. That’s why we like them!  In this wild start to the year, all bond 
asset classes delivered healthy positive returns.  We continue to be frustrated by low levels of income due to the 
historically low interest rate environment and look forward to a more normal environment of higher yields, but 
bonds truly pulled their weight as a portfolio stabilizer in Q1.         

 
Equities: 

• Equities put on a dramatic show. As you can see in the Quarterly Market Review chart from Ted Halpern, equities 
had a “V-shaped” quarter of downturn and recovery. However, even with the volatility, large-cap stocks ended the 
quarter slightly positive, outperforming small-caps, which are still in negative territory YTD.  Larger, more cash-
healthy companies are expected to continue to outperform smaller companies, which may struggle with debt as 
interest rates start to increase in the future.   
 

• We continue to use low-volatility funds to minimize the impact of dramatic moves. A steep decline like the 
one we saw this quarter requires an even steeper recovery to break even. Your low-volatility fund aims to mitigate 
these moves by investing in a basket of companies with stable income, steady cash flows, low debt and continued 
support from customers. While a standard large-cap blend fund was extremely negative in January, flat in February, 
and significantly up in March, its low-volatility counterpart smoothed the peaks and valleys, resulting in quarter-end 
results which significantly out-performed the S&P500 with lower risk! 
 

• Emerging markets led the way in equities. After a tough 2015, emerging market equities shrugged off slow 
economic data from China, and benefited from a recovery in oil prices (although the price of oil has still tumbled 
YTD). Emerging market assets and currencies often trade in tandem, so a rally in emerging market currencies could 
boost assets from those countries.  Remember that within equities, emerging markets are one of the highest risk-
reward asset classes, so they often lead the way or trail the pack in terms of returns.  This is why we minimize the 
allocation to this temperamental asset class.   
 

• Developed International Country Equities lagged.  This was largely due to a very negative quarter for Japanese 
equities, based on doubts over the success of their quantitative easing measures, and weak economic data from 
Europe.    

Alternatives: 
• Real Estate investments overall are significantly up this quarter, and your particular fund performed exactly 

as anticipated. Most REIT funds are allocated entirely to stock in real estate companies.  Your fund, on the other 
hand, has both real estate stock and fixed income, which offers the potential of capital appreciation combined with 
volatility-smoothing income.  This focus means that your real estate fund avoided the sharp losses that other REIT 
funds experienced early this year.  A fantastic month for your REIT fund in March on top of a positive January and 
February has delivered great YTD numbers.  
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Bonds: 

• Bonds – not particularly exciting right now, but necessary!  In a quarter that had MASSIVE outflows from equity 
funds, investors poured money into bond funds.  Holding a balanced and disciplined approach in preparation for 
volatile markets placed us in a strong position to prosper due to the demand for safety, even though rates are still 
historically low. We finally saw stronger results from the inflation-protection bond side (although inflation is not an 
issue yet).  International bonds soared!    

• These low rates are not the rates of years past, but are not a ‘new normal’.  Just 10 years ago, you could find 
safe 2-year U.S. Treasury bonds yielding 5%, and even money market funds were yielding over 4%. Now, that kind 
of income is simply not available in a low-risk investment vehicle like Treasuries or money markets. Today, 5% is 
considered “high-yield” and comes with significantly larger levels of risk to obtain yields close to what was available 
on cash a decade ago!  So although rates are low compared to historical levels, your bond exposure is still a building 
block of your portfolio. It counterbalances equity volatility while providing income.  

• The Federal Reserve did not raise rates in the March meeting. Instead, they maintained the status quo. Any 
actions the Fed takes are dependent on economic data, not strength or weakness in the stock market.  However, 
implementing another rate increase during such a volatile time in the market could have contributed even further to 
the volatility. Bond yields and stock returns tend to move inversely to each other, so an increase in yields could be 
associated with a decrease in stock prices.  

 
Expectations and Perceptions for the Future: 
 
Equities: 

• Continued volatility.  As we stated at the end of last year, we would not be surprised to see a few corrections in 
2016 leading up to the election and a rate hike or two. This is why it is so important to remain invested, stick to your 
diversified investment strategy and avoid getting caught on the wrong side of a sudden market turn.  We are taking 
numerous steps to limit the effects of volatility in your portfolio while emphasizing a long-term approach. 

• Cautious optimism with oil. Oil prices are notoriously volatile – but this should not be a large concern in regards 
to your investment portfolio.  However markets are emotional beasts, and in the absence of strong economic data, 
oil prices have been moving markets.  Low oil prices can be a blessing for most economies and companies in the 
longer-term, despite their short-term disruptive potential. 

 
International  

• Slower Chinese growth continues to be a drag on commodity prices. Investors are worried about how Chinese 
authorities can navigate a slower growth environment. Headwinds could include further downward revisions to 
corporate earnings.  Low commodity prices will compound existing political and economic structural weaknesses 
with volatile currencies adding another level of complexity for investors. 

• Negative interest rates in Japan and some European countries may weaken the yen and euro, strengthening 
the U.S. dollar. Negative interest rates are an extreme move intended to incentivize local Japanese and European 
banks to lend to consumers, rather than central banks. It is unlikely that the U.S. Fed will move to negative interest 
rates, as this would represent a move in the complete opposite direction of current strategy.  

• The European Central Bank expands easy money policies. This should support developed international 
equities.  In fact the ECB announced further quantitative easing near the end of the quarter: more interest-rate cuts, 
bond purchases and a potential subsidy to lenders to protect against the threat of deflation.  This caused dramatic 
movements in the value of the Euro, but shows the ECB’s commitment to the long-term success of their plan.   
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Bonds: 

• Potential for one Fed rate hike later this year, likely before the election. Though the Fed did make its first 
interest rate move late last year, rates are likely to remain at low levels due to high global demand for U.S. Treasury 
bonds. 
 

• Your fixed income strategy is ideally positioned regardless of when the Fed makes their next raise.  The 
path to get to normal rates may be bumpy as stocks and bonds adjust, but remember, rising rates mean a healthier 
level of income for your portfolio. Your bond portfolio is well diversified, and has the following features to be well 
positioned for rising rates: 

o A focus on holdings which are negatively correlated to U.S. Treasuries (which tend to be most sensitive to 
changes in interest rates). 

o We avoid locking in yields in this historically low rate climate. 
o We avoid individual fixed income issues. 
o Shorter durations within each fixed income asset class. 
o Higher quality holdings. Defaults can increase during periods of rising rates on distressed debt. 

 
Please do not hesitate to reach out with any questions about your investments in the current market environment. We 
are always happy to talk to you, and we look forward to the opportunities 2016 brings.   
 

 
Important Disclosure Information 

Please remember that past performance may not be indicative of future results.  Different types of investments involve 
varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment 
strategy, or product (including the investments and/or investment strategies recommended or undertaken by Halpern 
Financial, Inc.), or any non-investment related content, made reference to directly or indirectly in this newsletter will be 
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual 
situation, or prove successful.  Due to various factors, including changing market conditions and/or applicable laws, the 
content may no longer be reflective of current opinions or positions.  Moreover, you should not assume that any discussion 
or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice 
from Halpern Financial, Inc..  To the extent that a reader has any questions regarding the applicability of any specific issue 
discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her 
choosing.  Halpern Financial, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter 
content should be construed as legal or accounting advice.  If you are a Halpern Financial, Inc.  client, please remember to 
contact Halpern Financial, Inc., in writing, if there are any changes in your personal/financial situation or investment 
objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services. A copy of the 
Halpern Financial, Inc.’s current written disclosure statement discussing our advisory services and fees is available upon 
request. 


