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OIL $38.11/barrel

GOLD $1,233.90/ounce

10 YEAR TREASURY YIELD 1.79%

UNEMPLOYMENT 4.9%

GDP 1.4% 3rd Estimate for Q4 2015

CONSUMER PRICE INDEX

(CPI)

-0.2%

12 month change: +1.0%

CORE CPI

+0.3%

12 month change: +2.3%

NASDAQ 4,869.85

DJIA 17,716.05

S&P 500 2,059.74


Labor Market - the job market continues to show strength

with more and more people becoming active in looking

for jobs. The economy will benefit as earnings transitions

into spending


GDP - third quarter estimates for the 4th quarter GDP

numbers came in stronger (1.4%) than the previous

estimate (1.0%). Good numbers, but not outstanding

numbers


Consumer spending - there was a large revision down to

the January retail sales and February numbers we’re in

the middle range of consensus. Consumer spending is the

main drive for the US economy, which needs to strength

if a full economic recovery is going to be made
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We had two large news items come out in March. The first was from the European Central Bank (ECB), who surprised the

markets with further quantitative easing (QE) stimulus measures that surpassed expectations. The QE package by the ECB

included dropping its key lending rate to zero, while pushing its deposit rate further into negative territory. The deposit rate is

now at negative 0.4%. In addition, part of the stimulus is that the ECB will target €900 billion in assets purchases of investment

grade corporate bonds (new) and increases the monthly purchases to €80 billion from €60 billion beginning this month. True to

his word, President of the European Central Bank Mario Draghi is doing “whatever it takes” to get the European Union back on

track. We see the QE as a positive sign for stocks in the foreign markets.

The second major news event in March came from the Federal Open Market Committee (FOMC) coupled with a speech given

by the Chair of the Board of Governors of the Federal Reserve System, Janet Yellen. You most likely heard that the FOMC and

Janet Yellen had a “dovish tone.” The use of the term means that the Fed is in favor of maintaining low interest rates in an effort

to stimulate the economy and is not worried about inflation. With this in mind, we need to recall what the Fed’s two mandates

are in regards to monetary policy: the first is maximum employment, and the second is stable prices, the latter defined as

inflation of 2.0%. The FOMC announced a reduction to their estimate for the number of interest rate hikes from four down to

two for 2016. We believe the reason behind this move is that the Fed is focused on the global economy rather than just the U.S.,

and the strength of the U.S. dollar. A strong dollar is hurting both emerging market countries and developed foreign countries,

and the most recent move by the Fed has started, and should continue, to put the brakes on the U.S. dollar strengthening. If the

Fed were strictly focused on U.S. data, we do not believe they would have altered their interest rate plan a short three months

into the year. The data doesn’t indicate a slowing U.S. economy. It may not be very strong at this point, but data shows an

economy that is steadily pushing along.

The unemployment rate remained unchanged holding at 4.9%, but this was most likely due to the increased job participation rate

which was up 0.2% to 62.9%. For reference, the U-6 unemployment rate is currently at 9.7%; this includes the reported

unemployment rate and “discouraged” workers. Discouraged workers are defined as those who are able to work but have not

looked recently, as well as, part-time employees that want to work full-time.

When the Fed looks at inflation, they mainly focus on Personal Consumption Expenditures (PCE), but also track other inflation

indicators like Consumer Price Index (CPI) and Producer Price Index (PPI) to get a full reading. Looking at these indicators, we

are starting to see inflation creep into the core numbers versus the headline numbers.



Index 3 Mo 1 Yr 3 Yr 5 Yr

S&P 500 1.35 1.78 11.82 11.58

MSCI EAFE -2.88 -7.87 2.68 2.76

BARCAP AGG BOND 3.03 1.96 2.50 3.78

Data as of 3/31/2016. Investments cannot be made directly into an index.
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This report is created by Portfolio Partners. Portfolio Partners provides investment research, portfolio and model
management, and investment advisor services to investment advisor representatives.

Consider the investment objectives, risks, charges and expenses carefully. This is not an offer to buy or sell any financial 
instruments and should not be relied upon as the sole factor in an investment-making decision. Opinions expressed are not
intended as specific investment advice or to predict future performance.   This information is not intended as investment or

tax advice. Investors should consult a financial planner and tax advisor.  

(cont.) The difference between headline inflation and core inflation is that core inflation removes energy and food prices

from the calculations. Core inflation numbers tend to be less volatile and the numbers that stood out the most this month

inside core CPI (which was up 2.3% year-over-year) were: medical care (+0.5%), prescription drugs (+0.9%), shelter

(+0.3%) and apparel (+0.2%). What happens if/when food and energy prices start to increase and we already see inflation in

other areas? The natural tool the Fed uses to fight high inflation (which we are not saying we are at yet), is to raise interest

rates, something the Fed is now having trouble doing because of the state of the global economy. Turning to real GDP, the

third estimate (1.4%) for the fourth quarter came in stronger than the first (0.7%) and second estimates (1.0%). These are not

wow numbers, but they are positive. Estimates for the first quarter are roughly around 2%. Again, nothing that screams

wow, but a good number.

With strong employment, growth in the economy, and middling inflation the reduction to the interest rate hikes for 2016
does not seem to be the best course of action. While markets reacted positively to the decision, we believe staying at the
current emergency levels will bring uncertainty and further delay the full U.S. recovery.

Although 2016 looks to be a tough year with high volatility, we continue to believe that we are in the midst of a secular bull
market. Our team is keeping an eye on support and resistance levels on the S&P 500, while being mindful of rebalancing at
opportune times. Our outlook remains bullish on equities for the long-term and we believe that improving economic
conditions will persist in the future. Opportunities should present themselves at some point for stronger foreign markets as
QE easing should improve companies’ balance sheets and, in turn, help stock returns. The equities in our portfolios remain
diversified based on our strategic modeling, and movements in treasury yields are being watched closely. Our fixed income
positions continue to be tactically underweight to government bonds and overweight to corporate, high-yield, floating rate,
and global bonds.


