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2nd Quarter 2017 – Investment Commentary  
Kirsty Peev CFP ®, Portfolio Manager  
 
Market and Portfolio Performance: 
Summary: 

• Wonderful first half of the year for equities.  Returns generally exceeded historical average full-year performance 
in just the first 6 months.   

• The diversified bond funds we include in your portfolio have also delivered very strong risk-adjusted returns, 
despite the low-interest rate environment.   

• Every single asset class we have selected within your portfolio has delivered positive performance year-to-date!   
• You now benefit from greater cost savings across virtually all of your investment holdings. This quarter we 

completed tax-free transactions to Institutional share classes on the majority of funds within your portfolio. 
Institutional-class funds have the lowest expense ratios, but they often have prohibitively high minimums to invest 
(as much as $5 million per fund, per account). We have always optimized investment expenses as part of our 
investment approach, but now we are able to take it a step further with some of the lowest-cost share classes 
available within the entire industry to all clients, regardless of account size. 

 
U.S. Equities: 

• Another strong quarter for broad U.S. markets. Large cap blend equities delivered strong results, representing 
‘middle of the road' performance relative to value and growth. Growth stocks outperformed value stocks to start 
the quarter, then the trend reversed toward the end of the quarter with value outperforming growth. One reason 
value stocks had such strong gains to end the quarter was that banks (which make up a large part of the value 
class) passed financial stress tests in great form and announced dividend increases and share buybacks.   

• More record highs reached.  FANG stocks (Facebook, Amazon, Netflix, Google/Alphabet) contributed to 
strength in large-cap growth stocks during April and May, but then significantly underperformed during June to 
end the quarter.  There had been some concerns among market pundits that the market all-time-high values 
might be resting on the back of just a few stocks, but strong market performance to end the quarter while those 
specific companies faltered has shown this is not the case.    

• Small caps slightly underperformed. Small cap stocks typically have high effective tax rates, and corporate 
tax reform may happen later than originally anticipated so this likely impacted performance. This is not a reason 
for long term investors to avoid small caps. Tax reform is still likely to occur and this segment of the market helps 
protect against rising inflation. 
 

International Equities: 
• Brexit Summit was April 29. E.U. countries met and agreed to act in unison during the process of the U.K. 

withdrawing from the E.U. A great deal remains to be ironed out during this process though, including border 
issues, financial settlements and the rights of citizens in both areas.   

• Developed international equities delivered strong returns for the quarter and YTD. Eurozone GDP out-
performed the U.S. for the first time in about a decade.  The Eurozone economy expanded 0.5% in the first 
quarter, slightly faster than the U.K. and U.S. figures. 

• Emerging markets continue uptrend. Stellar numbers!  After a six-year slump, emerging markets have shone 
recently.  The emerging markets funds we favor are up almost 19% year to date.  This is in an indicator for 
inflation – this segment is attractive to combat potentially rising inflation.     

 
Alternatives:  

• More reasons to love our REIT fund: Our REIT fund is working as intended, and we love the fact that the unique 
equity/income structure reliably smooths volatility, often outperforms the index and has minimal sensitivity to 
interest rate changes.  

o This fund can choose the best security type for each specific company it invests in (stocks, bonds, 
preferred stock, REITs, and Commercial Mortgage-backed securities)  
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o Holds a wide variety of types of real estate: offices, apartments, retail, industrial, healthcare, lodging 
resorts, single family, and more.  

 
U.S. Bonds: 

• The Federal Reserve raised interest rates for the second time this year.  The Fed raised their benchmark 
interest rate by 0.25% during their June meeting to a range of 1%-1.25%, as widely anticipated.  The drop in the 
unemployment rate to 4.3%, well below the Fed’s natural rate, played into this decision. 

• Your bond funds snoozed at the increase in rates. This increase in the Fed funds rate was widely expected 
and your bond funds barely moved.  In fact, all your bond fund holdings have delivered healthy returns for the 
year-to-date, especially when the historically low-interest rate environment is taken into account.  This is due to 
the low-cost, diversified strategy we employ within your portfolio using bond mutual funds.       

• High yield bonds continue to thrive.  High yield bonds have historically tolerated a rising rate environment in 
a stronger manner than other bond asset classes.  Normally rising rates are a result of a stronger economy so 
companies can manage their debt better, leading to lower default rates.  It is important not to overload the asset 
class though – remember that high yield bonds are issued by lower-quality companies so the risk levels are 
higher.  We remain confident in your relatively low exposure to this asset class.        

• Don’t over-simplify. A traditional rule has been to avoid core bonds when rates rise, because when rates rise, 
prices fall.  This doesn’t paint the full picture.  The time horizon where this statement holds true is just one single 
day, but when yield comes into the picture, it can counterbalance the price/yield seesaw rule.  Since you do not 
hold your bonds for just one day, or any very short-term period, this old fashioned investment theme does not 
apply.  This is also due to the way we include bonds in your portfolio through funds which are essentially baskets 
of many individual bonds which can adjust and float higher with rising rates.     

• Inflation is not yet taking hold. Returns in the TIPS space (inflation protection) have been muted since inflation 
is not really a factor right now. An inflation target of around 2% is one factor the Federal Reserve considers when 
deciding to raise rates, but we do not think that current low inflation rate of 1.5% will stop a further rate increase 
later this year or change the Fed’s long term plan.    

 
Expectations and Perceptions for the Future: 
 
Equities: 

• Don’t fear market highs – but be prepared for volatility.  Though markets have hit all-time highs during this 
quarter, and year-to-date returns are so strong, opportunities for further gains remain, especially with a disciplined 
strategy. Your risk-adjusted returns show the value of preparation in the face of many unknowns. We continue to 
prepare for a variety of potential bumps in the road for markets via multiple levels of asset class diversification. 
Remember, each new day is an opportunity for a new market high, despite the sensationalist coverage of new 
highs in the media.    

• Delays to corporate tax reform could slow the rally.  The recent equity rally is not built on expectations of 
higher earnings, but on lower costs bolstering profit margins for companies. To the extent lower corporate taxes 
and regulations are delayed, a downward drift has the potential to take hold. Tax reform is likely still a very 
important part of this administration’s strategy and is likely to be a positive for equities.   

• Brexit still in focus.  A “soft Brexit” appears more likely now that Tories (conservatives) no longer have a majority 
in the U.K. This may soothe investors’ concerns about the longer-term repercussions of the U.K. leaving the E.U.   

• Emerging markets to continue to be volatile.  Emerging markets are historically one of the highest risk-return 
asset classes we hold.  Their performance is often dominated by moves in China’s markets, which faced some 
negative headlines when Moody’s lowered China’s sovereign debt rating – however market reaction was limited.  
Some positive news followed when MSCI Emerging Markets Index announced they will begin adding a very small 
amount of China ‘A share’ market equities to the index starting June 2018.  These were previously excluded from 
the index due to the fact that many of the companies are large state-owned enterprises, and lack of accessibility 
for foreign investors.  They have had to make changes to these issues over the past 3 years to be included.  
These changes are viewed as a positive for those A share markets.     
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• Investors may shift to “risk off” asset classes.  One factor fueling global tensions and reducing investors' 
tolerance for risk in the coming 3rd quarter was North Korea's successful test of an intercontinental ballistic missile.  
While this is very serious global news, in the markets it does not pay to jump from asset class to asset class due 
to overly fearful OR overly exuberant expectations.  
 

Alternatives: 
• Continued economic growth likely to add to recent gains in real estate.  Interest rate increases are likely to 

be gradual and expected, so should not pose a problem to the real estate landscape.  Legislative or regulatory 
adjustments could affect real estate markets, but details are still unknown.  

• Changes in lending practices taking effect this month.  Changes to the practices of FICO credit scores and 
Freddie Mac and Fannie Mae are expected to broaden the pool of potential home buyers by increasing the 
availability of loans.  This is likely to be a short-term catalyst for home sales.  However, in the long-run, we are 
not sure that increasing the availability of loans for those who are not as credit-worthy is a positive move for real 
estate markets.   
 

Bonds: 
• Fed continues its long term plan of raising rates and reducing bond portfolio.  The Federal Reserve plans 

to reduce its securities portfolio in late 2017 or early 2018. We expect the Fed to continue to work on increasing 
the Fed funds rate over time—perhaps one more rate increase before year-end.  

• Globally, policy makers look to reduce easy monetary policies.  U.S. rates are still attractive compared to 
the rest of the developed world.  This means that international investors should continue to keep demand up for 
U.S. bonds, which in turns prevents interest rates from rising too quickly.     

• High yield holdings are healthier than in the past.  Remember what a high yield bond is – it is simply a bond 
issued by an ‘unhealthy’ company, which can be in any sector. The components change frequently, and we hold 
diversified active funds in this space so the manager has the flexibility to buy the best opportunities. Many of 
those are great companies which used to be investment grade, and in fact we expect lower default rates in this 
space going forward.  

• Inflation watch continues.  During the first quarter, TIPS funds finally delivered positive performance during a 
pro-growth, pro-inflation environment.  This trend did not continue during the second quarter and was likely 
affected by plunging oil prices and continued delays on some of the new administration’s pro-growth policies.   

• Favorable supply and demand, and economic conditions for munis.  The strategy for munis will adapt based 
on changing tax or legislative landscapes.  We remain confident in the role of diversified municipal bonds within 
your taxable portfolio.   
 

Please feel free to reach out with any questions about your investments in the current market environment. Enjoy the 
start of summer! 

 
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. 


