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FIRST QUARTER HIGHLIGHTS
VOLATILITY IN OIL AND EQUITY PRICES AND CENTRAL BANK NEWS DOMINATED
FINANCIAL MARKETS
 There were two distinct periods for global equity markets. During the first part of the quarter, markets fell
sharply with many indices reaching bear market levels. But markets abruptly changed course in mid‐February
and most indices erased the prior declines and ended with a positive return. There was a tight correlation
between oil price movements and equity prices.
 U.S. Treasury bonds traded in a limited range. The more notable trend was the narrowing of credit spreads as
recession concerns receded in the second half of the quarter.
OVERVIEW OF THE ECONOMY
 In the U.S., the consumer side of the economy is stable to improving as shown by a higher number of new jobs
and job openings, as well as increases in personal consumption expenditures and new home starts. There was
some improvement on the industrial side with new orders above prior year levels.
 Europe also is showing signs of optimism but growth remains muted considering the very low interest rates and
the stimulus policies in place. China continues to slow, particularly in industrial activity, exports, and retail sales.
NOTABLE EVENTS
 The European Central Bank (ECB) took easing actions that exceeded expectations. The actions included cutting
the key lending rate to 0%, lowering the deposit rate to ‐0.4%, expanding the size of the monthly bond purchase
program by €20 billion, and including corporate bonds in the purchase program.
 The Federal Reserve (Fed) left the fed funds rate target unchanged but revised its forecast to only two rate hikes
in 2016, down from the four hikes previously forecasted.
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FIRST QUARTER HIGHLIGHTS
TALE OF TWO HALVES

Sentiment shifted abruptly and most markets rallied
starting February 12. Many major indices erased prior
losses to post gains for the quarter.
 The rally was fueled by:
o Talk of an oil production freeze
o Fed comments about fewer rate hikes in 2016
o Declining U.S. dollar
o China saying no currency devaluation expected
o New stimulus actions by ECB and Japan
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There were two distinct periods during the quarter
divided by sentiment and performance. The start of the
year through February 11 was a “risk‐off” period of
negative sentiment and sharp declines across asset
classes and countries. Many assets had double‐digit
declines during the first half of the quarter.
 The sell‐off was sparked by:
o Falling oil prices
o Slowing in China and concerns about a possible
currency devaluation
o Worries that the U.S. may be headed for
recession along with mixed earnings reports
o Speculation about the path for future rate hikes
by the Fed
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FIRST QUARTER HIGHLIGHTS

EMERGING MARKET EQUITIES, BONDS, AND REITS WERE TOP PERFORMERS
Emerging market equities and fixed income sectors outperformed developed market equities boosted by the outlook for slower interest
rate hikes and higher commodity prices. Hedge funds lagged, hurt by the abrupt change in market sentiment mid‐quarter.
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FIRST QUARTER HIGHLIGHTS
DEFENSIVE AND CYCLICAL SECTORS HAD POSITIVE RETURNS WHILE HEALTHCARE AND FINANCIALS STRUGGLED
Investors favored the stability of defensive sectors like consumer staples early in the quarter. But energy, materials, and industrials led in
the second half as commodity prices rose and the U.S. dollar declined. Healthcare still lags due to biotech weakness. The prospect of
continued low interest rates hurt financials.
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FIRST QUARTER HIGHLIGHTS
HEDGED STRATEGIES UNDERPERFORMED DUE TO SHARP SENTIMENT REVERSAL MID‐QUARTER
 Equity long/short funds underperformed broad equity and bond indices for several reasons. First, a “short
squeeze” occurred as stocks with a high short interest rallied which worked against funds’ short positions.
Second, stocks of companies with strong balance sheets gained less than stocks of companies with weaker
balance sheets which worked against funds’ long positions, especially funds with a high gross exposure. Third,
emerging markets equities appreciated significantly helped by the weakening U.S. dollar hurting managers that
were short emerging market stocks. Fourth, popular holdings found in many funds (particularly Valeant, Amazon,
and Netflix) declined sharply due to company specific issues.
 Most global macro funds generated good returns in the first half of the quarter. Many faced difficulty in the
second half as the trends the managers were trading on reversed sharply as bullish sentiment took over.
 Multi‐strategy funds suffered from strong and sudden moves in the markets, especially managers with a focus on
cyclical sectors such as energy, materials, and industrials. Quantitative equity and volatility strategies generally
performed better than fundamentals based strategies.
 Event driven fund allocations to merger arbitrage situations remained generally high particularly to deals such as
Time Warner/Charter, Precision Castparts/Berkshire Hathaway, and British Gas/Royal Dutch Shell which provided
a boost to returns. Many managers upped their positions early in the quarter when spreads widened and then
benefited later when spreads tightened. The negativity surrounding widely held healthcare stocks was a positive
contributor to funds that were short these names, such as Valeant, Allergan, Shire, and Mylan.
 Early in the quarter the market saw the highest volume of bonds trading at distressed prices since 2009. Only half
of these were commodity related. This buying opportunity was too brief for most credit managers to take
advantage of since bond prices rebounded quickly and the outlook for energy credits improved as oil prices rose.
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FIRST QUARTER HIGHLIGHTS
RETURNS FOR MOST HEDGE FUND STRATEGIES WERE NEGATIVE
Event driven risk arbitrage funds had the best returns because they have less correlation to general equity market or macroeconomic
trends. Long/short equity strategies underperformed long only equities, which is not unexpected given the strong rally late in the quarter.
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FIRST QUARTER HIGHLIGHTS
OIL PRICES REACHED MULTI‐YEAR LOW UNDER $30 BUT THEN REBOUNDED SHARPLY

The oil market reversed course in mid‐February rallying
to trade as high as $42. The main reason for the rally
was talk, but no real action, about a potential
production freeze among major oil producers. Also, U.S.
production trending lower this year and outages in
Nigeria and Kurdistan have reduced supply. Energy
related assets rallied with oil.

OIL PRICES2,21
PRICE PER BARREL ($USD)

The oil market was a roller coaster during the first half of
the quarter. Prices sank to near $26 per barrel driven by
high global supply, the removal of sanctions against Iran,
and global economic slowdown worries.
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FIRST QUARTER HIGHLIGHTS
MARKETS SURPRISED BY SERIES OF STIMULUS ACTIONS COMING TO BE KNOWN AS THE ECB BAZOOKA
Eurozone inflation fell into negative territory in February. The annual inflation rate declined ‐0.2%, more than expected,
after rising 0.3% in January. Energy sector prices accounted for much of the decline. Also, the ECB cut its forecast for
2016 gross domestic product (GDP) growth to 1.4% from 1.7%. After these reports in mid‐March, the ECB took a series
of unexpectedly aggressive actions. The ECB announced the following actions aimed at boosting economic growth by
encouraging banks to lend more. These actions are also intended to lower the value of the euro to help exports and to
spur a pick‐up in inflation.
 Lowered the deposit rate to ‐0.4% from ‐0.3%
o This means the ECB will charge banks 0.4% to hold cash overnight
 Lowered the refinancing rate, a key lending rate, to 0.0% from 0.25%
 Started a new series of targeted loans to banks (TLTRO)
o The ECB offers a premium to banks that borrow to make loans
 Increased the monthly asset purchases to €80 billion from €60 billion beginning in April
 Added investment grade, euro‐denominated, non‐bank corporate bonds as eligible for the monthly asset
purchases
Financial markets initially reacted positively to the announcement of these additional stimulus actions, but the reaction
became more muted after ECB president Mario Draghi later commented that additional rate cuts are unlikely because
of the negative impact on banks. This gives the impression that the ECB is running low on options for further stimulus.
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FIRST QUARTER HIGHLIGHTS
JAPAN LATEST TO MOVE TO NEGATIVE INTEREST RATES
Japan surprised investors by cutting a key rate to below zero
percent in an attempt to stimulate economic activity and fight
deflation. This move refocused investors on the implications of
negative interest rate policy (NIRP).

Fed chair Yellen has said that negative rates could be a
possibility in the U.S. if economic conditions warranted.

POLICY RATE PERCENT

The ECB moved further into negative rate territory during the
quarter when it cut a key rate to ‐0.4% from ‐0.3%.
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FIRST QUARTER HIGHLIGHTS
NEGATIVE INTEREST RATES SPREAD TO BONDS
Since central bank rates impact all borrowing rates, negative rates have spread to bonds as well. About a third of government bonds
worldwide now trade at yields less than 0%. Negative yields even extend to bonds with five year maturity dates in some countries.
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FIRST QUARTER HIGHLIGHTS
CHINA’S SLOWDOWN HURT GLOBAL MARKETS EARLY IN THE QUARTER
NEW EXPORT ORDERS AND IMPORTS23,24
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Several reports that showed China continues to slow
more than expected jolted financial markets early in the
quarter. One report that was a focus showed China’s
GDP growth for 2015 fell to 6.8%, the lowest in 25 years.
Other reports showed that both industrial and services
activity is slowing.
China is the second largest world economy and is a
major consumer of commodities. A slowdown in that
economy is significant. The World Bank lowered its
forecast for global growth after the China GDP report.
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OUTLOOK
VOLATILITY ACROSS ASSET CLASSES EXPECTED TO CONTINUE
It is likely that the high level of market volatility as experienced during the first quarter will continue due to numerous
crosscurrents.
Data on the U.S. consumer continues to be mostly positive, in particular jobs, income, and housing. Borrowing rates
remain low and the Fed has indicated they are in no rush to raise rates. There are some signs that manufacturing may
be turning the corner and the declining U.S. dollar may provide a boost to producers. The latest regional Federal
Reserve manufacturing surveys showed improvement especially in new orders. However, corporate earnings are under
pressure. In addition, the outlook for when the supply/demand imbalance in the oil market will be resolved remains
uncertain.
Outside the U.S., monetary policy has become more accommodative in Japan and the euro area. As the increased
liquidity works through those economies, consumer and industrial activity is expected to pick‐up. Despite various
stimulus actions by the Chinese government, that economy continues to slow and financial markets remain volatile as
China works to transition to a more service centric model. The impact of China’s slowdown continues to weigh on
certain regions and industries.
With only moderate growth expected globally and generally full asset valuations, financial markets are likely to
experience periods of shifting sentiment translating into ups and downs in asset pricing in reaction to actual news or
changes in expectations related to earnings, economic data, the oil market, and central bank policies.
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OUTLOOK
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During the first part of the quarter there were many
headlines suggesting the U.S. may be headed for a
recession. Economic data has been mixed. However,
much of the data on the consumer side of the economy
is pointing toward slow growth rather than recession.
Most importantly, the job market continues to show
improvement in not only the unemployment numbers
but also the number of jobs available. Wages have been
growing. The last wage report showed a 2.2% gain over
the prior year. Consumer finances appear to be
generally supportive for future spending.

UNEMPLOYMENT CLAIMS (THOUSANDS)

IS U.S HEADED FOR RECESSION IN 2016? DATA SAYS ‐ NO
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OUTLOOK
NO U.S. RECESSION CASE CONTINUED

There are signs that the manufacturing sector is starting
to pick‐up after several quarters in a downtrend. New
orders are higher than the levels of late 2015. The broad
manufacturing index recently moved above 50. A
reading above 50 indicates expansion and a report
below 50 indicates contraction.
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The consumer accounts for over two‐thirds of U.S. GDP.
Data indicates the consumer is able and willing to spend.
For example, retail sales have been ticking up recently
and vehicle sales remain at multi‐year highs.

18
17
16
15

5

3
2
1
0

70
ISM INDEX VALUE

PERCENT CHANGE FROM YEAR AGO

RETAIL SALES10
4

VEHICLE SALES9

ISM MANUFACTURING
AND NEW ORDERS INDICES11

65
60
55
50
45

‐1
MANUFACTURING PMI

NEW ORDERS

15

OUTLOOK
NO RECESSION CASE CONTINUED – HOUSING STILL POSITIVE TREND
NEW HOME SALES12
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Housing is important to the economy because of the
trickle down impact on many industries like building
supplies and furniture and the demand for labor.
Mortgage rates have been stable and remain low. Since
the Fed has indicated it will take a gradual approach to
further interest rate hikes, mortgage rates are expected
to remain accommodative to home buyers.
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OUTLOOK
IS U.S. HEADED FOR RECESSION IN 2016? NO BUT BUSINESS DATA CONCERNING
PRODUCTIVITY11
PERCENT CHANGE FROM PRIOR QUARTER

Certain economic data point to the U.S. being in the late
stage of the business cycle and headed for contraction.
Inventories are high, capital spending is low, exports
have been weak, and corporate profits are declining. Of
note is the ISM non‐manufacturing index which still in
expansion territory (above 50), has been trending lower.
The productivity measure has declined recently which
could be a negative for profits. However, the decline
follows a trend similar to prior years and could reverse
as the year progresses.
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OUTLOOK
SOME INTERNATIONAL CONSUMER AND INDUSTRIAL REPORTS SHOW IMPROVEMENT
EUROZONE PRODUCTION33
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OUTLOOK
CORPORATE PROFITS TRENDING LOWER
Corporate profits declined in the last two quarters of 2015. Forecasts for first quarter 2016 earnings are in a range of ‐7% to ‐10%. Weak
earnings fuel worries about the outlook for employment, capital expenditures, and the general sustainability of the economic recovery.
The result could negatively impact stock prices.
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OUTLOOK
EQUITY MARKETS LOOKING BETTER TECHNICALLY BUT NEAR PREVIOUS TOPS
During the first quarter, the S&P 500 index tested the 2015 correction bottom. Then in a positive sign, rallied with higher closing highs and
higher closing lows and advanced over the 200 moving day average. Investors are uncertain if there is a near term catalyst to move the
index beyond the previous highs of just over 2,100 so more ups and downs are expected in reaction to news.
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OUTLOOK
EQUITY VALUATIONS ARE MOSTLY NEAR OR ABOVE HISTORICAL AVERAGES
PRICE EARNINGS RATIO OF MAJOR INDICES1
PRICE TO EARNINGS RATIO

Valuations are little‐changed from the prior quarter end
and remain near or above longer‐term historical
averages. With global economic growth expected to be
modest and valuations high, there are no clear areas of
undervalued opportunities.
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OUTLOOK
HIGH VALUATIONS KEEP RISK ELEVATED IN FIXED INCOME MARKETS
Bond prices moved higher during the first quarter and
yields moved lower on most types of bonds around the
world. Yields remain well below long‐term averages.

10‐YEAR GOVERNMENT BOND YIELD3,30,31,32
6
5
YIELD PERCENT

Even though corporate bond spreads came down
during the first quarter, they remain above average
making corporate bonds more attractive than
government bonds.

SPREAD IN PERCENTAGE POINTS

4

The Fed’s dovish comments about fewer Fed funds rate
hikes expected this year has reduced the price risk in
bonds somewhat. However, the Fed still expects rates
to be higher by year‐end which would translate into
modestly lower bond prices. A force that helps to
support higher bond prices is the relatively higher yields
available on U.S. bonds which attract capital and push
prices higher and yields lower. With more regions
moving to negative interest policy, the demand for U.S.
bonds is likely to remain robust.
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VOGEL TACTICAL RECOMMENDATIONS
EQUAL WEIGHT EQUITIES AND REAL ASSETS. UNDERWEIGHT BONDS. OVERWEIGHT HEDGE STRATEGIES AND CASH.
ASSET CLASS
Domestic Large‐Cap Equity
Domestic Mid‐Cap Equity
Domestic Small‐Cap Equity
International Developed Equity
International Emerging Market Equity
Fixed Income ‐ Investment Grade
Fixed Income ‐ High Yield

ACTION
EQUAL WEIGHT

Moderate return expectations due to weak earnings growth forecasts and full
valuations. Equities offer better risk/return outlook than bonds.

EQUAL WEIGHT

Moderate return expectations due to weak earnings growth forecasts and full
valuations. Equities offer better risk/return outlook than bonds.

EQUAL WEIGHT

Moderate return expectations due to weak earnings growth forecasts and full
valuations. Equities offer better risk/return outlook than bonds.

EQUAL WEIGHT

Stimulus efforts are starting to work, but the strong dollar could dampen net returns
for U.S. investors.

EQUAL WEIGHT

Growth challenges in certain countries, but valuations are reasonable. Favor active
management strategies to focus on companies with best growth potential.

UNDERWEIGHT

Low yields and the potential for further Fed funds rate increases forecast low returns
and elevated price risk.

UNDERWEIGHT

Yield spreads have come in, but credit risk is more of a focus due to increasing risk of
default from weak corporate earnings in many sectors.

OVERWEIGHT

The flexibility to position portfolios for a variety of risk scenarios is expected to
provide return opportunities while limiting volatility. The higher yield available with
certain strategies can provide an offset to price changes and reduce overall volatility.

Hedge Strategies

Real Assets
EQUAL WEIGHT
Cash

COMMENTARY

OVERWEIGHT

Slow global growth and low inflation forecasts keeps equal weight position intact
especially since energy and commodity prices could trade in a range until better
supply/demand balance develops.
Maintain adequate cash reserves for at least 12 months of cash needs plus cash for
opportunistic investing.
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DISCLOSURES
Important Disclosures:
This report is being provided to you for your review and consideration and does
not constitute a recommendation to purchase, sell or hold any security, and
should not be construed as investment advice. Past financial performance is
no guarantee of future results.
The statistical information contained in this report was derived from sources
that Vogel Consulting LLC (Vogel) believes are reliable, and such information
has not been independently verified by Vogel. The information contained in
this report represents the opinion of the author(s) as of its date and is subject
to change at any time due to market or economic conditions.
Russell Investment Group is the source and owner of the trademarks, service
marks and copyrights related to the Russell Indexes. Russell® is a trademark of
the Russell Investment Group.
Vogel uses the Morningstar Direct software system as one of the data sources
for information presented in this report. Certain of that data have been
compiled by third party data providers and reported to Morningstar.
© Morningstar 2015. All rights reserved. Use of this content requires expert
knowledge. It is to be used by specialist institutions only. The information
contained herein: (1) is proprietary to Morningstar and/or its content
providers; (2) may not be copied, adapted or distributed; and (3) is not
warranted to be accurate, complete or timely. Neither Morningstar nor its
content providers are responsible for any damages or losses arising from any
use of this information, except where such damages or losses cannot be limited
or excluded by law in your jurisdiction. Past financial performance is no
guarantee of future results.
Sources: Number below corresponds to the superscript notation in chart titles
1. Morningstar DirectSM
2. Federal Reserve Bank of St. Louis – U.S. Energy Information Administration ‐
"Crude Oil Prices: West Texas Intermediate (WTI) ‐ Cushing, Oklahoma"
3. The Wall Street Journal

4. Federal Reserve Bank of St. Louis – U.S. Bureau of Labor Statistics – “Job
Openings: Total Nonfarm”
5. Federal Reserve Bank of St. Louis – U.S. Employment and Training
Administration – “Initial Claims”
6. Federal Reserve Bank of St. Louis – U.S. Bureau of Economic Analysis –
“Compensation of Employees, Received: Wage and Salary Disbursements”
7. Federal Reserve Bank of St. Louis – U.S. Bureau of Economic Analysis –
“Personal Income”
8. Federal Reserve Bank of St. Louis – Board of Governors of the Federal
Reserve System – ”Household Debt Service Payments as a Percent of
Disposable Personal Income”
9. Federal Reserve Bank of St. Louis – U.S. Bureau of Economic Analysis –
“Total Vehicle Sales”
10. Federal Reserve Bank of St. Louis – “Real Retail and Food Services Sales”
11. Telemet America, Inc.
12. Federal Reserve Bank of St. Louis – U.S. Bureau of the Census – “New One
Family Houses Sold: United States”
13. Federal Reserve Bank of St. Louis – U.S. Bureau of the Census – “Housing
Starts: Total: New Privately Owned Housing Units Started”
14. Freddie Mac
15. Federal Reserve Bank of St. Louis – Board of Governors of the Federal
Reserve System – “Industrial Production Index”
16. Federal Reserve Bank of St. Louis – U.S. Bureau of the Census– “Merchant
Wholesalers Inventories”
17. Eurostat Office of the European Union – “Unemployment by Sex and Age ‐
Monthly Average”
18. National Bureau of Statistics of China – “Retail Sales”
19. Eurostat Office of the European Union – “Export of goods ‐ Total”
20. Goldman Sachs
21. Federal Reserve Bank of St. Louis – U.S. Energy Information Administration –
“Crude Oil Prices: Brent – Europe”
22. Wall Street Journal – “Global Government Bonds – as of 03/31/2016”
23. National Bureau of Statistics of China – “New Export Orders”
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DISCLOSURES CONTINUED
Sources: Number below corresponds to the superscript notation in chart titles
24. National Bureau of Statistics of China – “Import Index”
25. National Bureau of Statistics of China – “Manufacturing Purchasing
Managers' Index”
26. National Bureau of Statistics of China – “New Orders”
27. National Bureau of Statistics of China – “Non‐Manufacturing Business Index”
28. U.S Energy Information Administration – “U.S. Field Production of Crude Oil”
29. Eurostat Office of the European Union – “Retail Trade”
30. Federal Reserve Bank of St. Louis – Board of Governors of the Federal
Reserve System – “10‐Year Treasury Constant Maturity Rate”
31. European Central Bank – “Euro area 10‐year Government Benchmark Bond
Yield – Yield”
32. Ministry of Finance Japan – “Japanese Government Bonds 10‐year”
33. European Central Bank – “Industrial Production for the Euro Area”
34. Ministry of Finance Japan – “Indices of Industrial Production”
35. Federal Reserve Bank of St. Louis – “Moody's Seasoned Baa Corporate Bond
Yield Relative to Yield on 10‐Year Treasury Constant Maturity”
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