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1st Quarter 2018 – Investment Commentary  
Kirsty Peev CFP ®, Portfolio Manager  
 
Market and Portfolio Performance: 
 
Summary: 

• A volatile first quarter signals a return to ‘normalcy’. It might not feel normal, but remember that 
volatility is normal in equity markets! Short-term volatility is the premium paid for the higher long-term 
returns we expect from equities. Market fundamentals are strong, even as day-to-day swings reflect short-
term euphoria or panic. 

• Stability from the new Fed Chair a good sign for savers. New Fed Chair Jerome Powell has continued 
on the same path as his predecessor on a steady path of increasing rates while monitoring inflation. 

• Diversification continues to be key.  Broad diversification through various asset classes is vital in this 
type of environment. It allows the portfolio to benefit from gains in asset classes that are not strongly 
correlated, while also providing protection from the full extent of losses.   

 
U.S. Equities: 

• As we close the curtain on Q1, markets 
are at levels where we started the 
year…after 3 acts that each told a 
markedly different story. In January, 
equity markets soared.  In February, 
equities turned around, taking back a 
large part of January’s gains. March was 
a mixed bag of wild swings.  The net result 
was erasing any remaining gains from 
January’s great start to the year. A major 
contributor to volatility was the cycle of 
concerns vs. relief about various trade/tariff issues, which markets followed up and down repeatedly.  
Broad markets closed down around -1 to -2% for the first quarter (and YTD). 

• Remember, it’s all relative. In February, we saw the largest ever point drop on the DJIA – a dip of 1,175. 
This sounds big if you remember when the DJIA was under 10,000. But now that the 20,000 mile marker 
is far in the rearview mirror, remember a point move means less than it used to. The 1,175 point drop in 
February only ranked 99th all-time in terms of percentages, despite all the headlines about it.  

• FANG stocks went rabid, causing a “tech wreck.” The FANG (Facebook, Amazon, Netflix and Google) 
rally took a break this March. Concerns over Amazon’s tax practices and Facebook privacy concerns led 
the technology sector and (to a lesser degree) broad markets lower. 

• Financial stocks and large domestic value equities overall did not benefit as expected from rising 
rates. Financial stocks tend to do well in a rising rate environment like we have now. However, we also 
have a fairly flat interest yield curve environment, and banks have less room to profit from higher yields. 
This underperformance also affected large domestic value indexes, which generally have a large 
exposure to financials. 
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International Equities:  
• Developed International equities followed the pattern of U.S. equities.  Incredibly strong returns in 

January, gains mostly erased in February, and a volatile period leading to a slightly negative March.  A 
volatile quarter for sure, with slightly negative returns as the outcome.   

• Emerging markets ended Q1 in positive territory. Emerging market equities were one of the few asset 
classes which finished the quarter ‘in the green’.  Their surge in January (on the back of a strong 2017) 
was large enough that the dips in February and March were not enough to eliminate the gains.   

• Concerns over a trade war with China near the end of the quarter. The situation with trade dominated 
headlines near the end of the quarter.  Reports of the U.S. and China working to improve U.S. access to 
Chinese markets had appeared to soothe investor concerns at various points amid the discussions, 
however this is an ongoing, unresolved situation which is sure to cause continued volatility in global 
markets.    

 
Alternatives:  

• Real estate followed equity markets down this quarter. Rising rates affected real estate markets, 
causing broad real estate indices to drop by -7%.  After being seemingly untouchable by volatility for 
years, our more conservative approach to real restate (focusing on income-generation) also had a down 
quarter. Compare our fund's performance to the broader real estate index though. Our fund’s more 
conservative approach and healthy 4.54% yield insulated it from half the losses of its benchmark, and 
ended the quarter down just -3%. 

 
Bonds: 

• Jerome Powell stays the course, providing stability in his first quarter as Fed Chair.  He announced 
a 0.25% increase to the Fed Funds rate during the March meeting which was widely anticipated and 
priced into markets. This was the 6th increase since December 2015.  This is all part of the strategy to 
gradually increase rates from historically low levels – in fact the 10 Year Treasury yield reached a 4-year 
high during this quarter.     

• Majority of bond holdings moved in sync. There was not much disparity among fixed income asset 
classes. Even high yield bonds, which can be susceptible to volatility, avoided the turbulence and 
delivered returns more like a high-quality bond. Short-term bonds ended the quarter slightly positive, with 
other bond asset classes slightly negative.  

• Muni performance slightly affected by tax reform. Recent tax changes impacted municipal bond 
supply and demand, cost structure and new issues. Q1 performance is due to cheapening treasuries and 
the short term response to tax reform.  Municipal bonds remain attractive long-term.   

 
Expectations and Perceptions for the Future: 
 
Equities:  

• Tax relief expected to benefit the U.S. economy.  Fidelity mentioned during a recent call that they have 
visits from around 10-30 CEOs per day and recently, they have noted distinct optimism and positivity 
about future growth, especially around capital expenditures in this environment.  While this is anecdotal, 
this makes logical sense. We have yet to see the full impact of the tax bill on corporations, particularly 
regarding repatriation of funds. 

• Increased deregulation helps financial services.  Though this quarter had a flat yield curve, and thus 
slim margins for financials, deregulation should improve this picture over time. This could also provide a 
boost for the domestic ‘value’ asset classes, since financials make up a large part of this space. 
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• A more normal year ahead, with strong fundamentals—and volatility. 2017 was a highly unusual 
year, with extremely low volatility overall and all asset classes moving together. Remember that volatility 
is normal and expected for equities. Price-to-earnings, price-to-book value, and consumer sentiment 
remain very strong for markets.  However, do not be surprised if market herd mentality results in larger 
swings than normal, even for events that have no impact on fundamentals. 

• All-out trade war seems unlikely.  The tariffs were already amended to a large degree with many 
countries being exempted. DWS (formerly known as Deutsche Bank) views “executive-ordered US tariffs 
as a tactical move to demonstrate a resolve to urge China and others to take more significant steps to 
open their markets and respect international property rights…It’s understood that no one wins a trade 
war, but this tension might relieve grievances and promote compromises for more popular and prosperous 
trade.”  

 
Bonds: 

• An accommodative environment for rate hikes. Remember, we are coming off a historically low 
interest rate environment. Despite recent rate hikes, we are still in an accommodative environment 
supported by a strong economy and low unemployment.  Fed Chair Jerome Powell stated in early March, 
“There’s no evidence that the US economy may be overheating,” during a Senate Banking Committee 
hearing.   

• Rising inflation not a concern yet but we are monitoring.  In contrast to former Fed Chair Janet Yellen, 
who focused on stimulating the economy after the 2008 financial crisis, Jerome Powell must ensure that 
the economy doesn't accelerate too quickly and cause high inflation. Low global yields will also play a part 
in keeping U.S. yields contained from rising too fast.  If U.S. yields rise too quickly, money will flock from 
other nations to take advantage of these yields – which will then bring yields back down.    

• Confident in our strategy to navigate rising rates and Fed moves. Rising interest rates are a reflection 
of a strong and strengthening economy.  There were 3 interest rate increases during 2017 – we have had 
1 already in 2018 and we anticipate there will be 2 or 3 more during 2018.  The pace and size of increases 
are anticipated to increase during 2019, however any future changes will continue to be data-dependent.   
Remember we want higher rates for you – we want investors to be rewarded with higher income within 
their bond and income portfolios.   

 
Alternatives: 

• Rising rate environment could impact mortgage applications.  In turn, this could impact home prices 
as homes feel more expensive when the mortgage rate is higher.  This is something we are aware of and 
monitoring. 
 

Commentary Disclosure 

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), or any non-investment related content, made 
reference to directly or indirectly in this Commentary 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 Commentary serves as the receipt of, or as a substitute for, personalized investment advice from Halpern 
Financial.  Please remember to contact Halpern Financial, 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.  Halpern Financial is neither a law 
firm nor a certified public accounting firm and no portion of the Commentary content should be construed as legal or accounting advice.  A 
copy of the Halpern Financial’s current written disclosure statement discussing our advisory services and fees continues to remain available 
upon request. 
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