
On the Fridge 

GDP Growth 

The latest estimate of U.S. GDP 
growth came in at 3.9%, well 
above consensus and boosted by 
consumer spending. 

Utilities 

Perhaps unsurprisingly in a 
down market, utilities were the 
top performing sector, returning 
5.4% in the quarter. 

U.S. Consumer 

Consumer Confidence is the 

highest it’s been since 2007. With 

strength in vehicles, restaurants, 

and housing all pointing to a 

healthy consumer in the U.S.  

 Q4 Newsletter 

Big Picture 

The third quarter brought intense volatility and a harsh correction in equity markets. The S&P 500 
finished down about -6.4%. The devaluation of the Chinese Yuan seemed to shake investor confi-

dence in the Chinese economy and fueled contagion fears globally. Officially, the Chinese economy 
is still growing at 7%, but many suspect that number doesn’t represent the full story. We’ve seen 
fairly significant weakness in Chinese vehicle sales, the housing market, and the manufacturing 

sector. A weak manufacturing sector in China is bad news for commodities as China represents a 
very significant portion of global demand for many commodities, however, Chinese exports con-

tribute relatively little to the economies of the U.S. and Europe with Chinese exports representing 
less than 1% of U.S. GDP.  

Meanwhile, the U.S. economy remains healthy. Last quarter we saw evidence of a strong U.S. con-

sumer with Consumer Confidence registering the highest it has been since Sept. 2007. Jobless 
Claims remain near record lows. The Housing Market Index is at ten year highs and GDP grew at 

3.9%. The Conference Board’s Leading Economic Index (a composite of various economic indica-
tors designed to forecast peaks and troughs in the business cycle) continues to climb, suggesting 

moderate economic growth. Manufacturing remains weak, but there was plenty of strength in the 
third quarter economic data.  

Links and Articles 

Looking Ahead 

Until, and unless, more evidence of a global economic disruption presents itself, we largely main-
tain our capital market expectations over the intermediate-term. We continue to favor U.S. equi-
ties, and avoid fixed income. We trimmed our return expectations for emerging markets a bit and 
favor developed markets, like Europe, when it comes to international equities. When we are buy-
ing bonds, we are moving down in credit quality and time to maturity, preferring credit risk to in-
terest rate risk.  
 
A continued slowdown in Chinese growth, low oil and commodity prices, and a strong dollar have 
created a bit of a perfect storm for manufacturing and industrial production, but 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.  
 
While the market is still pricing in a 52% chance of the Fed raising rates by the end of January, 
deflationary pressure picked up significantly over the course of the last quarter. China devalued the 
Yuan, Europe and Japan continue to ease (with limited success so far), and many emerging market 
currencies are facing pressure from low commodity prices and weak industrial production global-
ly. To be clear, we still side with the market and believe the Fed will most likely raise rates in  

Outlook 

Review 

In the Dog House 

China 

Growth concerns and a currency 
devaluat ion led to  a  global 
selloff of risk assets. Leaving the 
S&P 500 down –6.4% in the third 
quarter. 

Manufacturing 

Nearly all measures of manufac-
turing strength/activity came in 
weaker than expected through-
out the quarter. The problem 
appears to be global as well.  

Emerging Markets 

Emerging Markets largely rely 
on the strength of developed 
markets to fuel their export driv-
en economies. A weak Yuan, 
Euro, and Yen, along with low 
industrial activity left emerging 
markets the worst performing 
asset class. 

 China’s Strategic Devaluation 

 What are Americans doing with 

their gas savings? 

 Syrian Conflict and Refugee Crisis 

 Brookings Cafeteria Podcast: Ideas 

and the experts who have them 

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. 

December or January, but as a result of the deflationary pressure we are seeing, I believe the odds of the Fed pushing their initial 
hike back deep into 2016 or beyond have risen substantially. However, we do not believe that the initial rate hike will be a catalyst 
for a bear market, shift in the business cycle, nor a recession. The timing of the initial hike has little to no impact on our intermediate 
term equity return expectations. In theory, higher interest rates raise the discount rate on future cash flows (depressing asset prices), 
and make bonds relatively more attractive. In reality, I believe the uncertainty the Fed is creating may outweigh any negative effect 
an initial rate hike may have. I’m sure the event will be surrounded by volatility, but the Fed finally pulling the trigger in December 
or January may just prove to be a positive catalyst for equity markets.  
 
With that said, we welcome the recent volatility as it should provide opportunities for us to scoop up attractive investments at re-
duced prices. We expect continued strength from housing and labor to lead to a strong US retail environment, especially within hous-
ing related industries (home goods, construction, etc.). We continue to favor domestic revenue earners. As mid and small cap indices 
tend to derive a greater percentage of their revenues domestically, we maintain a slight preference there. The threat of a rate hike 
may have eased a bit in the immediate-term, but we still want to minimize our exposure to rate sensitive assets such as a REITs, cer-
tain high-dividend payers, and utilities. Consumer Discretionary, Staples, Health Care, and Technology remain our top sectors.  
 
Of course, markets are forward looking and there is always the possibility that the market is responding to risks on the horizon that I 
have yet to see. We will, as always, proceed with caution and be diligently watching for these risks to manifest themselves, adjusting 
our strategy accordingly if and when they do.  

Outlook 

Performance 

The quarterly performance for each asset class is shown below. It is not pretty. In a reversal of the recent trend, fixed income and rate-sensitive asset 
classes outperformed, although their returns were still well below average. We believe this quarter is more of an anomaly and expect equities to out-
perform, on average, over the next 3-5yrs. REITs were the top performing asset class in the quarter, returning 3.1%. REITs are very sensitive to move-
ments in the yield curve, and there performance was most likely a reaction to the Fed’s inaction. Emerging markets and commodities were the worst 
performing asset classes and we expect continued weakness. 

Performance 

Segments Benchmark Return 

Cash Barclays 3 Month T-Bill 0.0% 

Government Barclays US Aggregate Government 1.7% 

Inflation Protected Barclays US TIPS -1.1% 

Corporate Barclays US Aggregate Credit  0.5% 

High Yield Corporate Barclays High Yield - Corporate -4.9% 

Non-US Fixed Income Barclays Global Bond excl. US 0.6% 

Large Cap Growth S&P 500 Growth -4.8% 

Large Cap Value S&P 500 Value -8.3% 

Mid Cap Growth Russell Midcap Growth -8.0% 

Mid Cap Value Russell Midcap Value -8.0% 

Small Cap Growth Russell 2000 Growth -13.1% 

Small Cap Value Russell 2000 Value -10.7% 

Non-US Developed MSCI EAFE -10.2% 

Emerging Markets MSCI Emerging Markets -17.8% 

Real Estate DJ US Select REIT 3.1% 

Commodities Bloomberg Commodity Index -14.5% 

*Total returns provided by FactSet for the period 7/1/2015 through 9/30/2015. 

 
Obviously these returns were far from our ex-
pectations. However, we view this more as a 
one off correction than a prolonged shift in the 
market. 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 have been the worst perform-
ing asset class in three of the last five quarters. 
We also maintained 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
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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

