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2nd Quarter 2015 – Commentary  

Kirsty Peev CFP ®, Portfolio Manager  

Market and Portfolio Performance: 

Summary: 
• High-performing asset classes continue on Q1’s trajectory. Like the first quarter, developed international equities 

were among the strongest performers for Q2. Emerging markets equities delivered healthy returns despite significantly 
increased volatility.  Small and mid-caps outperformed larger-cap counterparts once again. 

 
• Low fees, diversification, and a conservative outlook pay off. A significant number of the investments we have 

selected for your portfolio have delivered higher returns for the quarter and the year compared to their index benchmarks. 
 

• Most bond asset classes flat or slightly negative on the quarter.  Longer-term bonds dipped during Fed-watching 
speculation.  International bonds pulled back on stories from Greece and fears of contagion.  In an opposite move from the 
first quarter, investors shunned longer-term and riskier asset classes, and focused more on quality and short-term 
durations.  Within your portfolio we have focused on higher quality, and shorter durations within each class, so your fixed 
income returns but did not experience the same levels of negative price movements that others in each asset class did.       

 
Equities: 
• Greek drama rattles markets, but not our international strategy. Greece became the first advanced economy to miss 

a payment on IMF debt after their bailout talks collapsed, joining the historical ranks of countries like Cuba and Zimbabwe.  
As the deadline came and went for Greece’s €1.7 billion payment, the Dow reacted to the downside with its biggest drop 
since 2013.  

 
But unless you’re a Greek citizen, you do not have significant reason to worry. Greece owes its debts to large institutions 
and other Eurozone countries, making it unlikely that the fundamental reasons for investing in international stocks will 
change – the healthier European banks should help stabilize markets regardless of Greece’s eventual fate.    
 
We believe the Greek situation is unlikely to change the positive economic trajectory of Europe and the U.S. overall, 
despite short-term volatility.  We continue to hold a diversified low-cost international fund, which is up 6.28% for the first 
half of the year.   

 
• We are in the sixth year of a bull market, and investors are getting jumpy. While over time equities do trend upwards, 

the rapid rate of increase recently suggests investor enthusiasm may be overblown, and that a correction may be on the 
horizon. Anything could trigger such a correction, and we’ve seen rate and currency volatility spike. But remember: fear-
mongering headlines don’t change the fundamentals (the core reason for investing in a particular area). Our diversified 
strategy for your portfolio is designed to minimize losses in the case of a downturn. 

 
• Inflation remains low.  Due to the continued modest economic recovery, constrained wages, and the rally in oil prices 

tapering off, we anticipate that inflation will continue to remain low for some time.   
 

Alternatives: 
• HFI’s conservative real estate holding had a much smoother quarter than its benchmark and REITs overall.  As 

you know, our real estate focus is conservative, leaning towards income to protect investors from the ups and downs of 
more traditional real estate funds, which more often focus on capital appreciation.  
 
This quarter, our strategy worked exactly as intended. As real estate indexes overall experienced large amounts of 
negative volatility due to worries about how the Federal Reserve’s upcoming rate increase could affect borrowing and real 
estate prices, your income-focused fund skipped most of the pain. Though our REIT fund ended the quarter in the 
red -2.8%, losses were muted compared to the benchmark real estate index, which lost -10.38% in Q2. In other words, our 
fund outperformed by 73%.   
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Bonds: 
• Fed watching reached an all-time frenzy. Markets have been reacting to the tiniest changes in language from Fed 

meeting to Fed meeting. Why? When the Fed finally does raise rates from current near-zero levels, investors fear that 
bond prices will drop. Currently, rates are estimated to rise by 0.25% around mid-September, but really, the timing of the 
first rate increase is not hugely important.  The trajectory for the path to normalization is far more important.   

 
• The coming rate increase isn’t all bad (or all good). Rates must begin to increase at some point; otherwise we are 

setting ourselves up for inflation trouble down the road.  As income investors, we actually want higher rates because we 
want to earn interest on our income instruments.  The path to get to more normal rates will not be entirely smooth, but 
eventually the economy will justify higher rates and we must navigate the path towards them carefully.   

 
Expectations and Perceptions for the future: 
 
Equities: 
• The correction is coming! The correction is coming! As mentioned above, there is no way to predict exactly when the 

stock market will experience dips in prices. But we can prepare ourselves by staying disciplined. Short-term corrections, 
while unnerving, are a normal part of investing, so we must not let short-term moves up or down distract us from our 
allocation and objectives for investing.  With that being said, we have been expanding our focus on cash-healthy, dividend 
paying companies.  This strategy is designed to help alleviate the pressure that companies who have large amounts of 
variable debt and low levels of cash on hand will experience as rates increase, and borrowing becomes more difficult and 
expensive.  

 
• Emerging market equities have room to run. Emerging market stocks have outperformed year-to-date, but these 

equities remain attractively valued compared to their historical valuations and to the valuations of their developed market 
counterparts. As many central banks in emerging market countries such as China and India continue monetary stimulus 
policies to grow their economies, fundamentals look good for continued performance.  
 
However, it is important to note that some of the recent strong performance is inflows from investors returning to 
emerging market stocks after leaving them in a weak 2014. Jumping in and out like this, though, means that they are 
buying at high prices and selling at low ones! Our approach is to remain invested for the long term and simply adjust 
the percentage held in emerging markets depending on current threats or opportunities. 

 
• Developed international stocks may present greater value than U.S. stocks.  A weaker euro is a potential earnings 

tailwind, helping exports and adding lift to the region’s economies and corporate earnings.  We have exposure to this area 
in your portfolio via low-cost, extremely diversified holdings. 

 
Bonds: 
• We have a plan for potential bond volatility. Because we do not know when exactly rates will increase (and neither 

does anyone else), we have adopted the following diversified strategy to protect against volatility: 
o Taking advantage of expert fixed income management teams and research desks including industry behemoths 

like American Century, Wells Fargo, Fidelity, J.P. Morgan, Dreyfus, Janus and Goldman Sachs; 
o Not locking into individual bond issues. Instead, we buy baskets of bonds via funds that adapt to the interest 

environment. 
o Leaning towards the shorter end of durations within each bond asset class. Shorter bond durations tend to be less 

volatile – this is especially important during periods of rising rates; 
o Diversifying our bond exposure to include a wide variety of asset classes within the fixed-income space, including 

high quality, high yield, floating rate, municipals, corporates, and global debt; and inflation-protected bonds.   
o Avoiding direct exposure to treasuries due to their interest rate sensitivity. 
 

• Last quarter, we stated that we believe yields on U.S. bonds will remain low for some time.  We maintain this stance 
now.  Although the general consensus is that the Fed will raise the ‘Fed Funds’ rate in September, we expect the effect of 
this on your bond holdings will be limited due to the strategy we have implemented for you – outlined above.  
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Important Disclosure Information 
Past performance may not be indicative of future results.  The above individual account performance 
information reflects the reinvestment of dividends (to the extent applicable), and is net of applicable transaction 
fees, Halpern Financial, Inc.’s investment management fee (if debited directly from the account), and any other 
related account expenses.  Account information has been compiled solely by Halpern Financial, Inc., has not 
been independently verified, and does not reflect the impact of taxes on non-qualified accounts.  In preparing 
this report, Halpern Financial, Inc. has relied upon information provided by the account custodian.  Please 
defer to formal tax documents received from the account custodian for cost basis and tax reporting purposes.  
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, or if you want to impose, add, to modify any reasonable 
restrictions to our investment advisory services.  Please Note:  Unless you advise, in writing, to the contrary, 
we will assume that there are no restrictions on our services, other than to manage the account in accordance 
with your designated investment objective.  Please Also Note:  Please compare this statement with account 
statements received from the account custodian.  The account custodian does not verify the accuracy of the 
advisory fee calculation.  Please advise us if you have not been receiving monthly statements from the account 
custodian.  A copy of our current written disclosure statement discussing our advisory services and fees 
continues to remain available upon request.   

 


