
On the Fridge 

Large Cap Growth 

Large Cap Growth stocks led all 
other asset classes in the fourth 
quarter, rising 7.9%.  

Consumer Discretionary 

Consumer Discretionary was the 
top sector in 2015, returning 
8.4%, backed by low unemploy-
ment and a healthy housing mar-
ket. 

The Fangs 

Facebook, Amazon, Netflix, and 

Google, collectively known as 

the FANGs, all had an incredible 

year rising 34%, 117.8%, 134.4%, 

and 46.6%, respectively. 

 Q1 2016 Newsletter 

Big Picture 

The Conference Board (the publisher of the LEI leading economic indicator index), released a re-
view of Q4 2015 that I couldn’t have written better myself. I’m not too proud to allow their words 

to speak for me, so here it is: 

“The final quarter of 2015 ended on a weak note with GDP estimated to have grown by only 1 per-

cent (annualized). Consumer spending rose twice that pace and is very likely to continue to grow at 

a relatively strong pace in the first half of 2016, driven by continued strong job growth, moderate 

growth in incomes, and improvement in consumer sentiment, as well as continued improvement in 

home building and buying. Still, inventory remains elevated while export demand remains weak, 

because economic growth abroad is slow and the dollar has been driven higher. As a result the 

industrial core of the economy continues to be very slow. Finally, government spending (at all lev-

els) is moderate at best. All of these factors combine to drive the economy a little above the long 

term trend rate of 2 percent this winter and perhaps into the spring. The Fed can be expected to 

continue to “normalize” short term interest rates at a slow pace, even as the market holds longer-

term rates steady and the probability of core inflation remains below target” (Conference Board). 

Links and Articles 

Looking Ahead 

Last quarter, as I sat to write this newsletter I faced a similar feeling. How do I explain a correction 
that has no fundamental basis? What I wrote was that “until, and unless, more evidence of a global 
economic disruption presents itself, we largely maintain our capital market expectations over the 
intermediate-term… we welcome the recent volatility as it should provide opportunities for us to 
scoop up attractive investments at reduced prices.” I’m not sure if my writing assured anyone, but 
we did recover from the –6.94% third quarter correction with a 6.45% gain in the fourth.  
 
Now, as we sit two weeks into 2016 down –8%, I would once again attempt to assure investors 
that as of now, this looks like “emotional” selling. Lately, we’ve been hearing “bull markets don’t 
die of old age,” and we agree. As I wrote last quarter, “at this point, we don’t see evidence of a 
severe economic problem. We aren’t seeing negative growth, inverted yield curves, or excessive 
leverage which all tend to precede major disruptions/recessions.” 
 
Our return expectations remain low, basically across the board, but we still favor stocks to bonds, 
growth to value, domestic revenue to exports, and consumer oriented sectors to industrials, materi-
als, or energy. For portfolios that require exposure to fixed income, we are staying down in credit 
quality and time to maturity. We continue to avoid rate-sensitive securities such as REITs, utilities, 

Outlook 

Review 

In the Dog House 

Commodities 

Commodities continued their 
rout in the fourth quarter, falling 
-10.5% led by Chinese demand 
fears and over-supply in the Oil 
market. 

Department Stores 

Department stores (including M, 
JCP, KSS, and JWN) were one of 
the worst industries within the 
best sector, falling –36.6% in 
2015. Despite a favorable retail 
backdrop. 

Emerging Markets 

China’s economy slowed, while 
others suffered from plummet-
ing commodity prices, and Euro 
weakness. Emerging markets 
gained only 0.7% in the fourth 
quarter to finish the year down  
–14.6%. 

 What ISIS Really Wants 

 An in-depth look at the ideology driving 
 the terrorist group.  

 The National Bureau of Economic 
Research 

 Great source for in-depth economic res
 earch and discussion. 

 When Interest Rates Rise 
 The best guide to understanding what’s 
 going on with interest rates. 

 Brookings Cafeteria Podcast: Ideas 
and the experts who have them 

 30 minute radio-style broadcasts on  
 geopolitical and socio-economic issues. 

Due to the wide range of risk tolerances of our clients, some topics or asset classes may have more, less, or no 

importance to your portfolio. For a detailed analysis, give us a call, or request a detailed performance review.  
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We cannot offer guarantees or promises that your financial goals and objectives will be met. 

 

Looking Ahead cont. 

and certain high-dividend stocks. We have relaxed our preference for US equities somewhat, as we see potential for European mar-
kets to perform in line with, or better than, their American counterparts. With that said, we expect flat to low single digit returns from 
equities this year and mid single digit returns over the next 3-5 years. While, we expect flat to negative returns from fixed income, 
REITs, and commodities. 
 
Within US equities, our favorite sectors remain largely unchanged. We prefer Tech, Consumer Discretionary, Healthcare, and Finan-
cials. Specifically focused, as we have been for some time, on companies that are consumer oriented, domestic revenue driven, hous-
ing related, and/or secular growers. We continue to avoid Energy, Utilities, and “bond-proxy” stocks.  
 
Lastly, with yield and return expectations so low, we will be exploring the use of liquid alternative strategies that focus on controlling 
risk and gathering low to mid single digit returns with very little correlation to stocks and bonds. These types of strategies are not 
typically attractive when equity markets are roaring, or when bond yields are falling, but in the face of tepid return expectations, and 
arguably greater tail-risk, finding uncorrelated sources of return is intriguing. Previously, many of these strategies were available only 
to accredited investors through a hedge-fund structure. Now, more strategies are available in mutual fund form, giving many inves-
tors access to alternative managers for the first time.  
 
2016 has already proven that it will be a challenging year for investment managers. We will, as always, remain diligent in controlling 
and identifying risk, responding to new economic developments, and navigating capital markets on your behalf. Thank you. 

 

Outlook 

Performance 

The quarterly performance for each asset class is shown below. Note the negative returns for fixed income, we expect dismal returns from fixed in-
come classes to continue for some time as the Fed continues on its path to normalization. Also note the relative outperformance of large stocks to 
small, and growth to value. Developed market equities handily outperformed emerging markets, while Large cap US stocks just about doubled the 
return of small caps. This could be interpreted as a  flight-to-safety during the quarter as investors sought the relative safety of larger companies. 
REITs were the second best asset class in the quarter, returning 7.5%. I believe this shows investors adjusting their future rate path expectations down-

Performance 

Segments Benchmark Return 

Cash Barclays 3 Month T-Bill 0.0% 

Government Barclays US Aggregate Government -0.9% 

Inflation Protected Barclays US TIPS -0.6% 

Corporate Barclays US Aggregate Credit  -0.5% 

High Yield Corporate Barclays High Yield - Corporate -2.1% 

Non-US Fixed Income Barclays Global Bond excl. US -1.3% 

Large Cap Growth S&P 500 Growth 7.9% 

Large Cap Value S&P 500 Value 6.1% 

Mid Cap Growth Russell Midcap Growth 4.1% 

Mid Cap Value Russell Midcap Value 3.1% 

Small Cap Growth Russell 2000 Growth 4.3% 

Small Cap Value Russell 2000 Value 2.9% 

Non-US Developed MSCI EAFE 4.7% 

Emerging Markets MSCI Emerging Markets 0.7% 

Real Estate DJ US Select REIT 7.5% 

Commodities Bloomberg Commodity Index -10.5% 

*Total returns provided by FactSet for the period 9/30/2015 through 12/31/2015. 

ward, expecting the Fed to take a slower path to 
normalization thus muting some of the damage 
rising rates can do to REITs. We, however, re-
main underweight REITs. REITs have shown an 
ability to be hyper-sensitive to Fed policy and 
interest rate movements. I don’t believe the 
potential return justifies the risk of trying to 
forecast and time these events. With that said, 
there are many types of REITs, some more at-
tractive than others in the current environment.  
 
Commodities were the worst performing asset 
class yet again. That makes it four of the last six 
quarters. We continue to maintain zero direct 
exposure to commodities. Although, we do 
believe oil prices will rise somewhat, we expect 
them to remain relatively low for some time.  
 
Please review all accompanying disclosures. 
This newsletter is being provided for informa-
tional purposes only and should not be consid-
ered investment advice, a solicitation of adviso-
ry services, or a recommendation to buy or sell 
any type of securities.  
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http://www.investopedia.com/terms/t/tailrisk.asp
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Benchmark Description 

Barclays 3 Month T-Bill 
Measures the performance of government bonds issued by the US Treasury. The index includes only those 
bonds near to their original term. Maturities between 30 and 90 days.  

Barclays US Aggregate Government Comprised of U.S. Treasury and U.S. Agency indices. The index includes treasuries and U.S. agency debentures.  

Barclays US TIPS 
Measures the performance of the US Treasury Inflation Protected Securities (TIPS) market. Federal Reserve 

holdings of US TIPS are not index eligible. The US TIPS Index was launched in March 1997. 

Barclays US Aggregate Credit  

Measures the investment grade, US dollar-denominated, fixed-rate, taxable corporate and government related 

bond markets. Comprised of US Corporate Index and a non-corporate component that includes foreign agen-

cies , sovereigns, supranationals and local authorities. 

Barclays High Yield - Corporate 

Measures the USD-denominated, high yield, fixed-rate corporate bond market. Securities are classified as high 
yield if the middle rating of Moody’s, Fitch and S&P is Ba1/BB+/BB+ or below. Issuers with an emerging mar-
kets country of risk are excluded. 

Barclays Global Bond excl. US 

Measure of global investment grade debt from twenty-three different local currency markets. This multi-
currency benchmark includes fixed-rate treasury, government-related, corporate and securitized bonds from 
both developed and emerging markets issuers. 

S&P 500 
Market-cap weighted index. Includes 500 leading US companies and captures approximately 80% coverage of 
available US market capitalization.  

S&P 500 Growth 
Growth segment of S&P 500. Measures growth stocks using three factors: sales growth, the ratio of earnings 
change to price, and momentum.  

S&P 500 Value 
Value segment of S&P 500. Measures value stocks using three factors: the ratios of book value, earnings and 
sales to price. 

Russell Midcap Growth 
Measures performance of the mid-cap growth segment of the U.S. equity universe. Growth is defined as those 
companies with higher price-to-book ratios and higher forecasted growth values. 

Russell Midcap Value 
Measures performance of the mid-cap value segment of the U.S. equity universe. Value is defined as those com-
panies with lower price-to-book ratios and lower forecasted growth values. 

Russell 2000 Growth 
Measures performance of the small-cap growth segment of the U.S. equity universe. Includes those Russell 2000 
companies with higher price-to-value ratios and higher forecasted growth values. 

Russell 2000 Value 
Measures performance of the small-cap value segment of the U.S. equity universe. Includes those Russell 2000 
companies with lower price-to-book ratios and lower forecasted growth values. 

STOXX 600 
Derived from the STOXX Europe Total Market Index, this index has a fixed number of 600 components repre-
senting large, mid and small cap companies across 18 countries of the European region. 

MSCI EAFE 
Equity index that captures large and mid cap representation across Developed Markets countries around the 
world, excluding the US and Canada. 

MSCI Emerging Markets 
Captures large and mid cap representation across 23 Emerging Markets countries. Contains 836 constituents 
and covers approximately 85% of the free float-adjusted market cap in each country. 

DJ US Select REIT 
A subset of the Dow Jones Americas Select RESI and includes only REITs and REIT-like securities. Excluding 
mortgage REITs, net-lease REITs, timber REITs, and others. 

Bloomberg Commodity Index 
Made of 22 exchange-traded futures on physical commodities. Represents 20 commodities that are weighted to 
account for economic significance and market liquidity. 

ICE Dollar Index 
A fixed weight basket of 6 foreign currency values in relation to the US dollar. Includes Euro, Yen, British 
Pound, Canadian Dollar, Swedish Krona, and Swiss Franc.  

Disclosures: Past performance is no guarantee of future results. This newsletter is being provided for informational purposes only and should not be 

considered investment advice, a solicitation of advisory services, or a recommendation to buy or sell any types of securities.  No investment decisions 

should be made solely based on the information in this newsletter. There is a risk of loss when investing in securities, including the risk of loss of 

principal. Different types of investments involve varying degrees of risk, and there can be no assurance that any specific investment will be profitable 

or suitable for a particular investor's financial situation or risk tolerance. Asset allocation and portfolio diversification cannot assure or guarantee 

better performance and cannot eliminate the risk of investment losses. The opinions contained herein reflect Spectrum Strategic Capital’s views as of 

the date of this newsletter and are subject to change without notice. Spectrum Strategic Capital obtained most of the information from third party 

sources, which are believed to be reliable but are not guaranteed. 
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