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Global equity markets rode 
the rollercoaster in Q1 with 
double-digit percentage 
declines during the fi rst 6 
weeks of the quarter only 
to be followed by an equally 
impressive rally to close out 

March.  To put the Q1 volatility into perspective, 
consider the following stats from investment 
research at Gluskin Sheff.  42.6% of trading days 
in Q1 witnessed a 1% move on the day (up or 
down); and this ranks as the sixth highest share of 

trading days with this amount of volatility looking 
at all Q1 periods since 1951.  If you strip out 
periods of economic recession, this was the third 
most volatile Q1 trailing only Q1 2000 (top of the 
technology bubble) and Q1 2003 (the start of the 
bull market which ran until 2007).  Can Q2 be just 
as volatile?  Time will tell, but consider the known 
events for markets to deal with over the next 90 
days:  Q1 earnings releases, two Fed meetings 
(April 26/27 and June 14/15), an OPEC meeting 
(6/2) and the U.K. vote on continuing membership 
in the European Union (6/23). 

The S&P 500 fi nished 
the quarter with total 
return of +1.35%, trailing 
the Dow Jones Industrial 
Average (+2.20%), 
but outperforming the 
NASDAQ (-2.75%) and 
Russell 2000 (-1.52%).  
Foreign stocks suffered 
more than the S&P 500 in 
the fi rst half of the quarter, 
then rallied faster in March, 

but the MSCI ACWI ex USA index still registered 
a decline of  -0.38% for the quarter.  Looking at 
the equity mutual fund categories, last year’s best 
U.S. fund category (Large Cap Growth) was the 
second worst U.S. category in Q1 (-2.45%).  In a 
reversal of trends from 2015, Growth categories 
across all market caps fared worse than their Value 
oriented fund competitors.  The Telecom Services, 
Utilities and Energy sectors drove the better 
relative performance for Value managers while 
Healthcare was the worst industry performer 
within the S&P 500, thus hurting Growth funds.  
The most notable story in foreign equities was the 
rebound in emerging markets.  The average fund in 
the peer group gained 10.98% during the quarter, 
although the ride was anything but smooth.  As a 
whole, the Diversifi ed Emerging Markets category 
still has a negative average trailing return over the 
past fi ve years through 3/31/16 (-3.93%).  The 
bond market benefi tted from equity volatility in 
Q1.  The Barclays Aggregate Bond index gained 
3.03% in Q1 and outperformed the major equity 
averages.  Actively managed fi xed-income funds 
on average failed to keep up with the index during 
the quarter as Intermediate-Term Bond (+2.50%), 
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High Yield Bond  (+2.13%) and  Multisector Bond 
(+1.76%) each posted solid results, but trailed the 
Aggregate index.

Bull vs. Bear

Q1 was certainly a lesson in market extremes for 
equity investors.  Through mid-February, the bears 
were firmly in control and sending prices lower, 
but the quarter finished with a strong rally to 
please the bulls.  As we enter Q2, here are the top 
4 (ranked in order of importance based on our 
opinion) supporting arguments being made by the 
bulls and bears.  See which side of the argument 
you agree with.

Bull Case

1.  The Fed remains in control and won’t 
let markets slide.  Nothing comes close in 
importance.  Despite various Federal Reserve 
talking heads in the media hinting at higher rates, 
it’s just talk at this point.  Janet Yellen (the Fed 
Chairwoman) is the one in charge and it’s obvious 
from her recent testimony that she’s in no hurry to 
raise interest rates.  The earlier forecasts for four 
rate hikes this year from the Fed have been tossed 
aside and now the general consensus is calling for 
two hikes.  We wouldn’t be surprised if they do 
nothing for the rest of 2016. 

2.  There is no near-term threat of recession.  
Economic statistics overall continue to paint a 
picture of low growth with little threat of two 
consecutive negative quarters of negative GDP 
growth to confirm a recession per the commonly 
accepted definition.  Employment trends have been 
positive and inflation (while ticking up recently) 
remains under control.

3.  Corporations continue to buy back 
stock at record levels.  According to a recent 
Bloomberg article, S&P 500 companies were on 
pace to purchase $165 billion in stock during Q1, 
approaching the record amount reached in 2007.  
This supports earnings per share growth and keeps 
stock buyers happy.

4.  Trends from early in Q1 have reversed 
in bullish fashion.  Most notably, the price of 
oil has stabilized and the U.S. dollar has stopped 
appreciating at such a fast pace versus foreign 
currencies.  Both trends should be more supportive 
for U.S. corporate earnings going forward.

Bear Case

1.  Global central banks are starting to 
lose control.  Despite years of stimulus and 
intervention in the markets by the Fed and other 
central banks, their policies have failed.  They’ve 
succeeded in moving markets higher, but the 
“wealth effect” where market participants use their 
stock market gains to spend and propel economies 
higher hasn’t worked.  Central banks are currently 
enacting previously unheard of schemes like 
negative interest rates to inspire consumers to pull 
money out of banks and spend.  Thus far, it’s not 
working out as they planned.

2.  S&P 500 earnings continue to decline.  
The consensus analyst forecast for year-over-year 
earnings per share in Q1 are -8.5% and full-year 
2016 estimates have been reduced by 15%, the 
largest reduction in estimates since 2009.

3.  Equity valuations are elevated.  Declining 
earnings and flat stock prices over the past year 

lead to higher valuations.  The S&P 500 trades 
above its historical 20-year average P/E ratio based 
on trailing earnings.  Even using the more optimistic 
analyst view of future earnings, valuations are 
above average.  

4.  Sales growth is non-existent.  Sales growth 
across corporate America has been slowing rapidly 
and declining in many cases, thus companies are 
turning to other measures in order to keep their 
stock prices high and Wall Street happy.  To execute 
these huge stock buybacks as mentioned above, 
companies are taking on massive debt.  Debt which 
will need to be paid at some point.  Layoffs continue 
at many companies (Intel just announced 12,000 
job cuts) while others manipulate their financial 
statements (all legally within the bounds of GAAP 
accounting) to show earnings per share figures that 
Wall Street wants to see.  

2016 Retirement Confidence Survey

The Employee Benefit Research Institute (ebri.
org) is a terrific source of research covering a 
wide range of topics of interest to plan sponsors 
and human resource professionals.  During Q1, 
they released their 26th annual survey1 related to 
the confidence level of American workers in their 
ability to achieve a comfortable retirement.  While 
the report spans a full 40 pages, specific topics 
are separated well so if you have a particular 
interest as a plan sponsor or simply as a saver for 
retirement, you can focus in on the information of 
interest.  Below are some of the key findings from 
the 2016 report. 

The percentage of workers very confident 
about having enough money for a comfortable 



retirement, at record lows between 2009 and 
2013, increased from 13 percent in 2013 to 22 
percent in 2015, and, in 2016 has leveled off at
21 percent. The percentage of workers 
somewhat confi dent increased from 36 percent 
in 2015 to 42 percent in 2016, while the 
percentage not at all confi dent decreased from 
24 percent in 2015 to 19 percent in 2016.

Retiree confi dence in having enough money 
for a comfortable retirement, which historically 
tends to exceed worker confi dence levels, 
continued to increase in 2016 reaching 39 
percent who are very confi dent (up from 18 
percent in 2013). The percentage not at all 

confi dent was 12 percent (statistically 
unchanged from 14 percent in 2013).

Worker confi dence in the affordability of 
various aspects of retirement continued its 
increase in 2016. In particular, the percentage 
of workers who are very confi dent in their 
ability to pay for basic expenses increased (43 
percent in 2016, up from 25 percent in 2013 
and 37 percent in 2015). The percentages of 
workers who are very confi dent in
their ability to pay for medical expenses (22 
percent, up from 14 percent in 2013) and 
long-term care expenses (16 percent, up from 
11 percent in 2013) are slowly inching upward.

Sixty-nine percent of workers report they 
or their spouses have saved for retirement 
(statistically equivalent to 67 percent in 2015). 
Still, a sizable percentage of workers report 
they have virtually no savings and investments. 
Among workers providing this type of 
information, 26 percent say they have less than 
$1,000, though those who indicate they and 
their spouse do not have a retirement plan—a 
defi ned benefi t (DB), defi ned contribution 
(DC), or individual retirement account (IRA)—
are far more likely than those who have a plan 
to report this low level of savings (67 percent
vs. 9 percent) and far less likely to report 
having saved at least $100,000 (5 percent vs. 
34 percent).

Retirees are more likely than workers to 
describe their level of debt as not a problem. 
Sixty-seven percent of retirees and 44 percent 
of workers indicate they do not have a 
problem with their level of debt.

Don’t Chase Yield

“More money has been lost reaching for yield 
than at the point of a gun” is a popular fi nancial 
quote from the 90’s widely attributed to Ray 
Devoe Jr., an investment manager at the fi rm Legg 
Mason Wood Walker.  In essence, investors who 
simply chase after the highest yielding securities 
or asset classes are likely taking on excessive risk 
and setting themselves up for poor outcomes.  
Today’s extremely low interest rate environment 
is encouraging investors to take on more risk in 
the search for higher yielding investments.  Gone 

RETIREMENT CONFIDENCE BY PLAN VS. NO PLAN

*Have Retirement Plan defi ned as respondent or spouse having at least one of the following: IRA, DC plan, or DB plan. 
Source: Employee Benefi t Research Institute and Greenwald & Associates, 2013-2016 Retirement Confi dence Survey



are the days of buying bank CDs or Treasury notes 
to earn a safe “real” (net of inflation) yield on 
your savings.  For example, at the end of Q1, the 
ten-year Treasury note was trading at a yield of 
1.80%.  Factoring in inflation, this yield essentially 
disappears.  Though at least the principal would 
stay safe assuming the note was held to maturity.  
We sense many investors have responded to the 
need for income by concentrating their portfolios 
in securities that offer higher stated yields.  The 
focus primarily on yield though can blind an 
investor to the added risk they’re taking on with 
their principal.  Another great saying comes to 
mind, “There’s no such thing as a free lunch.”  
Consider the table on this page which looks at 
some popular fund categories where investors 
have gone in search of higher investment income.  
As opposed to showing the income yield, we’re 
highlighting the largest drawdown in principal 
(from peak to trough) as well as the worst 
calendar quarter total return over the prior ten 
years ending 3/31/16.  

We’re guessing that most investors don’t 
understand the potential for downside volatility 
that comes with chasing after yield.  So what is an 
investor to do if income is a priority?  First, think 
in terms of total return and not solely on yield.  
Remember the key equation of Total Return = 
Income + Principal Appreciation (or loss).  Focus 
should be on not only the return on your money, 
but also the safe return of your money.  Consider 
this simple example.  An investor with a portfolio 
value of $100,000 may earn a 5% yield (to 
produce $5,000 in income during the year), but if 
the total return of the portfolio is -10%, they’ve 
actually lost $10,000.  Second, make sure that 
higher yielding investments are an appropriate 
percentage within your portfolio.  As long as 
you understand the risk / reward for the asset 
class at the outset, you can choose an allocation 
percentage appropriate for your individual risk 
tolerance.  Finally, diversify among different 
income producing asset classes to reduce the risk 
of large drawdowns. 

Our Portfolio Strategy & 
Allocation Outlook

As mentioned above, market 
volatility was on full display in Q1 and 
we would expect this to continue 
as the year unfolds.  The S&P 500 
Index started the year terribly with 
a decline of 10.5% through February 
11th, but then rallied sharply to close 
the quarter with a gain of 1.35%.  
Only twice before since 1939 have 
we seen a peak-to-trough decline of 

10% or more to open the year with subsequent 
rebound of at least 10% according to market 
research from Gluskin Sheff.  Those years were 
2003 and 2009.  In both prior cases, the market 
low for the period was not put in until March.  
Interestingly, in both prior years the overall decline 
for the quarter was still negative (-3.6% in 2003 
and -11.7% in 2009).  As we know now, the stock 
market was in the early stages of a bull market 
in both 2003 and 2009.  The anniversary of the 
current bull market is actually March of 2009.  We 
are now seven years into the bull market with the 
economic and monetary environment far different 
from these prior examples.  The chances of the 
current market leaping ahead to post a plus 20% 
total return (like 2003 and 2009) seems fairly 
low at this point based on high equity valuations 
and the multitude of economic issues acting as a 
restraint on growth.

Awareness and respect for higher market volatility 
has heavily influenced our wealth management 
client portfolio allocations.  We made several 
changes at the end of Q1 to further prepare for 
continued volatile markets.  Within the fixed-
income segment of the portfolios, we’ve increased 
allocations to core strategies that have more 
weight in U.S. Treasuries and other government 
securities.  Considering the low interest rate 
environment we’re dealing with today, the total 
return outlook for this segment of the market 
is not robust.  From a safety standpoint, core 
strategies that track or mimic the Barclay’s 
Aggregate Bond index have shined during the 
recurring bouts of equity volatility we’ve witnessed 

TIme Period: 4/1/06 - 3/31/16
Source: Morningstar

ALTERNATE SOURCES OF INCOME CARRY POTENTIAL DOWNSIDE

 FUND CATEGORY  MAX DRAWDOWN         WORST QUARTER 

 Intermediate-Term Bond -9.87%          -3.65% 

 World Bond  -12.62%          -5.06%                    

 Inflation-Protected Bond -13.80%          -6.61% 

 Emerging Markets Bond -25.82%            -11.39%

 High Yield Bond  -32.46%           -18.48%

 Preferred Stock  -47.81%          -21.49%



recently.   While we remain strong believers in 
active fixed-income management, the reality is that 
these strategies must not only deal with low rates 
across much of the bond market, but they must 
battle a Federal Reserve and other world central 
banks intent on suppressing interest rates.  So 
having bond index strategies as a core piece of the 
portfolio makes sense today.   As we’ve mentioned 
previously, we continue to emphasize equity 
strategies that focus on stocks with low volatility 
profiles in both our U.S. and Foreign equity 
sleeves of the portfolio.  While this positioning has 
benefited our clients, it’s not a unique or unknown 
strategy in the market as this theme has grown 
tremendously in popularity.  Assets are flowing 
into these low volatility themed vehicles.  The risk 
is that the valuations for the stocks in this strategy 
get too extreme as more investors pile into them.  
We’ll be keeping a close eye on this factor moving 

forward.  We also took steps at the 
end of the quarter to further 
differentiate the holdings among 
our three main portfolio strategies:  
Moderate, Balanced and Growth.  
Certain active managers were 
added or removed, not based on 
performance necessarily, but based 
on our desire to further adjust the 
risk profiles across the strategies to 
make them even more diverse. 

Please let us know if you’d like to 
discuss your personal investing goals 
and financial planning needs.
 
Matthew H. McPhail, CFA, AIF®

Chief Investment Officer

 S&P 500    

 DJIA

 NASDAQ

 Russell 2000 

 MSCI ACWI Ex USA

 Barclays Aggregate Bond  

 Bloomberg Commodity TR

Q1 2016 

1.35

2.20

-2.75

-1.52

-0.38

 3.03

0.42

YTD

1.35

2.20

-2.75

-1.52

-0.38

3.03

0.42

1 Year

1.78

2.08

-0.63

-9.76

-9.19

1.96

-19.56

3 Year

11.82

9.29

14.22

6.84

0.32

2.50

-16.86

5 Year

11.57

10.27

11.85

7.20

0.31

3.78

-14.14

Index Returns (%)

Source: Morningstar

10 Year

7.01

7.53

7.60

5.26

1.94

4.89

-6.16

S&P 500 TR:  A market capitalization-weighted index of 500 widely held stocks often used as a proxy for the large-cap segment of stock market. 

Russell 2000 TR:  Consists of the smallest 2000 companies in the Russell 3000 Index, representing approximately 7% of the Russell 3000 total market capitalization often used as a proxy for the small-cap segment of the stock market.

Barcap Aggregate Bond TR:  The Barclays Capital Aggregate Bond Index is a market capitalization-weighted index, meaning the securities in the index are weighted according to the market size of each bond type. Most U.S. traded investment grade 
bonds are represented. The index includes Treasury securities, Government agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of foreign bonds traded in U.S.

MSCI EAFE NR USD:  Widely accepted as a benchmark for international stock performance, the EAFE Index is an aggregate of 21 individual country indexes that collectively represent many of the major markets of the world.

DJ US Industrials TR USD:  Computed by summing the prices of the stocks of 30 U.S. companies and then dividing that total by an adjusted value--one which has been adjusted over the years to account for the effects of stock splits on the prices 
of the 30 companies. 

NASDAQ:  Measures the performance of all issues listed in the Nasdaq Stock Market and is often used as a proxy for the large-cap technology segment of the U.S. stock market.

DJ/UBS Commodity:  The DJ-UBSCI is composed of futures contracts on physical commodities and is often used as a proxy for broad-based exposure to the commodity markets.
1 Ruth Helman, Craig Copeland, and Jack VanDerhei, “The 2016 Retirement Confidence Survey—Worker Confidence Stable, Retiree Confidence Continues to Increase,” EBRI Issue Brief, no. 422 (Employee Benefit Research Institute, March 2016).
Report availability: This report is available on the Internet at www.ebri.org.
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