
On the Fridge 

Developed Markets 

Despite the Greek drama, the 
MSCI EAFE has returned 5.9% 
YTD. Second only to the Russell 
2000 Growth index at 8.7%. 

Growth over Value 

For the second quarter in a row, 
the Growth flavors of the S&P 
500, Russell Midcap, and Russell 
2000 indices all outperformed 
their value counterparts. 

Health Care 

According to FactSet, the Health 

Care sector of the S&P 500 out-

paced all others again in Q2, 

returning 3.00% (9.5% YTD).  

 Q3 Newsletter 

Big Picture 

The second quarter began with expectations of a September rate hike firming. Treasury rates rose throughout the 

quarter leading to negative returns from bonds. First quarter GDP estimates came in at –0.2%. The largest drag 

on the economy was the increase in imports and decrease in exports resulting from a stronger dollar. In contrast 

to the GDP estimates, housing has really started to heat up. The latest sales reports show strength in new and 

existing sales, where existing home sales jumped 5.1% in May (9.2% YoY).  

The Fed’s June 17th meeting brought a surprisingly dovish tone. We maintain that the time of the first hike is of 

little importance, we are thinking longer term and have been positioned for rising rates for some time. However, 

Recent economic data doesn’t exactly match the Fed’s melancholy. Yellen cited weak payroll growth and labor 

participation, but ignored the continued strength in unemployment and job openings. Core CPI (less food & 

energy) was 1.7% in May, awfully close to the Fed’s 2% target. With wild swings in energy prices this may be a 

better indicator of the future run-rate than the headline figure. If that is true, and continued strength in job open-

ings leads to wage growth, the Fed would have little to complain about on either side of their dual mandate.  

Greece dominated headlines and caused volatility, but in the long run should have little effect on global capital 

markets. It appears at this point a new bailout agreement will be reached, and the risk of financial contagion has 

been drastically reduced over the last several years as the ECB and European sovereign governments have 

bought much of Greece’s debt from the private banks that owned it previously. For more, visit the links below.  

Links and Articles 

Looking Ahead 

As mentioned above I do not believe that Greece nor China present significant issues for global capital markets 
over any reasonable timeline. Behind headlines causing day-to-day volatility, I believe the Greek situation has 
all but been resolved for the time being. Eventually they will likely have to abandon the Euro and depend on 
their own currency, but I believe they’ll agree to a new bailout program that should sustain them for the time 
being. So far, in my opinion, China truly represents a non-issue. Chinese stocks fell by a third in one month’s 
time, but they are still up 75% in a year… In fact, the crash only took them back to March levels. It is important 
to remember the astronomical run these markets have had and the dot-com bubble like valuations they are 
trading at. The pullback is likely healthy, as it should correct prices to a degree and serve to remind investors of 
the reality of capital markets and the importance of evaluating fundamental value.  
 
Our asset class return expectations and strategic allocations have not changed since last quarter. We are stand-
ing pat. With the ever present threat of rising rates we maintain our broadly negative stance towards fixed in-
come. As a September rate hike seems more and more likely (albeit with a growing group of Decemberists), we 
expect fixed income to continue to underperform. When we are investing in fixed income, we are moving down 
in both credit quality and time to maturity, searching for credit risk premiums rather than duration. We contin-
ue to prefer individual bonds that can be held to maturity, and don’t suffer the need to be constantly rolled over 
as bond funds do.  
 

Outlook 

Review 

In the Dog House 

REITs 

REITs were the worst perform-
ing asset class in our universe, 
losing –10.0% in the quarter, and 
serving as a reminder of their 
sensitivity to rising rates. 

Fixed Income 

With the exception of a 0% re-
turn from high-yield bonds, all 
fixed income categories were 
negative in the quarter as inter-
est rates rose nearly 50bps.  

European Politicians 

Europe, not just Greece, spent 
the quarter squabbling over a 
solution to Greece’s sovereign 
debt load. Neither side appeared 
willing to give an inch or come 
to the table with reasonable solu-
tions. 

 Panic strikes Chinese markets 

 The Greek proposal currently on 

the table 

 Ben’s Blog: Insights from the former 

Fed Chair 

 The political side of the Greek finan-

cial crisis. 

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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http://www.economist.com/news/leaders/21657395-panicked-response-tumbling-stocks-casts-doubt-pace-reform-china-embraces
http://www.bloomberg.com/news/articles/2015-07-10/greece-bailout-plans-compared-june-vs-july
http://www.bloomberg.com/news/articles/2015-07-10/greece-bailout-plans-compared-june-vs-july
http://www.brookings.edu/blogs/ben-bernanke
http://www.brookings.edu/blogs/ben-bernanke
http://www.wsj.com/articles/greek-political-contagion-1436214393
http://www.wsj.com/articles/greek-political-contagion-1436214393
mailto:JGriggs@sscapm.com
http://www.sscapm.com/
https://login.fidelity.com/ftgw/Fas/Fidelity/RtlCust/Login/Init
https://www.bdreporting.com/auth/login.aspx?ReturnUrl=%2fdefault.aspx
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We cannot offer guarantees or promises that your financial goals and objectives will be met. 

 

Looking Ahead cont. 

Last quarter we raised our outlook on Developed market equities and we maintain that positive sentiment. We now expect developed market returns 
to equal that of US equities. That said, our return expectations for US equities is well below their historical average, but that by no means suggests we 
don’t like the space. I continue to prefer US equities above all other asset classes, but that preference has weakened a bit. I expect further strength in 
labor markets to begin contributing to wage growth and consumer spending. Looking globally, and comparing the yield offered by bonds, the slight 
premium in US equity valuations seems more than justified and completely reasonable. 
 
I’m sure there is some sort of “couldn’t have said it better myself” joke here, but I’ll end this quarter’s newsletter with a quote taken directly from last 
quarter’s newsletter as my stance has not changed a bit:  
 
 “We remain optimistic in terms of the US consumer story and continue searching for attractive investment opportunities in housing, tech
 nology, healthcare, and consumer oriented businesses that rely on domestic revenue rather than exports and may benefit from consumers 
 with attractive employment opportunities, growing wages, and reduced gas bills. With dismal growth expectations for the US, we are 
 searching for secular growth stories. Mature “value” stocks tend to be trading at high multiples and have few opportunities to grow without 
 strong GDP growth. Whereas  “growth” stocks can maximize future free cash flow by replacing old technology and/or industries, gaining 
 market share, and further market penetration. We remain wary of REITs as the “taper tantrum” of 2013 reminds us of the volatility they can 
 observe in the face of rising rates. The Vanguard REIT ETF fell over –18% in one month from mid-May to mid-June 2013 as investors feared 
 interest rates would raise as the Fed wound down their QE program.” 

Outlook 

Performance 

The quarterly performance for each asset class is shown below. Note the relative outperformance of growth segments vs. value. While expectations in 
the investment world can change in a heartbeat, we expect this to continue. REITs were the worst performing asset class by a long shot, again illustrat-
ing their sensitivity to interest rates. However, they can only get so cheap, so if we continue to see that kind of negative reaction it is possible they 
become attractive even in the face of rising rates. Commodities had a bit of a bounce back as oil prices stabilized and recovered a bit, but we do not 
expect returns far above that of inflation in the near term, and our inflation expectations are low. Developed markets outperformed as the S&P re-

Performance 

Segments Benchmark Return 

Cash Barclays 3 Month T-Bill 0.0% 

Government Barclays US Aggregate Government -1.5% 

Inflation Protected Barclays US TIPS -1.1% 

Corporate Barclays US Aggregate Credit  -2.9% 

High Yield Corporate Barclays High Yield - Corporate 0.0% 

Non-US Fixed Income Barclays Global Bond excl. US -0.8% 

Large Cap Growth S&P 500 Growth 0.3% 

Large Cap Value S&P 500 Value 0.2% 

Mid Cap Growth Russell Midcap Growth -1.1% 

Mid Cap Value Russell Midcap Value -2.0% 

Small Cap Growth Russell 2000 Growth 2.0% 

Small Cap Value Russell 2000 Value -1.2% 

Non-US Developed MSCI EAFE 0.8% 

Emerging Markets MSCI Emerging Markets 0.8% 

Real Estate DJ US Select REIT -10.0% 

Commodities Bloomberg Commodity Index 4.7% 

*Total returns provided by FactSet for the period 4/1/2015 through 6/30/2015. 

turned just 0.3% in the quarter.  
 
On a relative basis these returns were fairly in 
line with our expectations. We continue to favor 
Equities and maintain our low expectations for 
fixed income.  
 
While performance and investment strategy 
will vary from client to client and according to 
risk tolerance, we tended to maintain a large 
overweight position to U.S. equities throughout 
the quarter. 
 
We maintained zero direct exposure to com-
modities, which hurt for the first time in awhile 
as they had been the worst performing asset 
class three quarters in a row. We also main-
tained a general underweight position in fixed 
income with an emphasis on credit, rather than 
duration, risk where we did hold fixed income. 
 
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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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. 

https://index.barcap.com/indices/action/indexDownload?id=-1cc3acdd701c2d186883324631453b43
https://index.barcap.com/indices/action/indexDownload?id=-6ef6c991f206aa0339a65a869f5afc2c
https://index.barcap.com/indices/action/indexDownload?id=-44de2d8ebad05a3870a9b3ad9d8042e
https://index.barcap.com/indices/action/indexDownload?id=-1395f73f9bc7476137f48c849d4b798e
https://index.barcap.com/indices/action/indexDownload?id=26ce07f6d9d515bfcf7c24afa8f3615f
http://us.spindices.com/indices/equity/sp-500
http://us.spindices.com/indices/equity/sp-500-growth
http://us.spindices.com/indices/equity/sp-500-value
https://www.russell.com/indexes/americas/indexes/fact-sheet.page?ic=US5006
https://www.russell.com/indexes/americas/indexes/fact-sheet.page?ic=US5007
https://www.russell.com/indexes/americas/indexes/fact-sheet.page?ic=US2001
https://www.russell.com/indexes/americas/indexes/fact-sheet.page?ic=US2002
http://www.stoxx.com/indices/index_information.html?symbol=SXXP
http://www.msci.com/resources/factsheets/index_fact_sheet/msci-eafe-index-usd-net.pdf
http://www.msci.com/products/indexes/country_and_regional/em/
http://www.djindexes.com/mdsidx/downloads/fact_info/Dow_Jones_US_Select_Real_Estate_Indexes_Fact_Sheet.pdf
http://www.bloombergindexes.com/content/uploads/sites/3/content/uploads/sites/3/2014/09/BCOM-Fact-Sheet.pdf
https://www.theice.com/publicdocs/ICE_USDX_Brochure.pdf

