
 

 

 C o m m e n t a r y  

(cont. on reverse) 

E c o n o m i c  H i g h l i g h t s  

S&P 500 1970.24 

DJIA 16,466.30 

NASDAQ 4,613.92 

OIL $33.74/barrel 

GOLD $1,118.40/ounce 

10 YEAR TREASURY YIELD 1.93% 

UNEMPLOYMENT 5.0%  

GDP 0.7% in Q4 2015 

CONSUMER PRICE INDEX 

(CPI) 

-0.1% 

12 month change: +0.7% 

CORE CPI 

+0.1% 

12 month change: +2.1% 

 
Housing - Both new and existing home sales had very 

strong numbers. New home sales were up 10.8% and 

existing home sales were up 7.7% year-over-year. Home 

sales are typically weak when the economy isn’t good. 

 
Labor Market - December nonfarm payrolls were up to 

292k vs the prior month of 211k. Unemployment rate 

was unchanged at 5.0%, but that was most likely due to 

the slight increase in the participation rate. 

 

ISM - ISM Manufacturing Index contracted for the 

second month in a row and the third time since the 

economy recovery began. Prices for raw materials 

continue to contract and could keep the Federal Reserve 

interest rate hikes on the sideline. 
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Stocks recovered nicely at the end of January mostly on the news that the Bank of Japan had cut interest rates into negative 

territory (more on this later), but the S&P 500 still posted the worst returns for January since 2009.  The S&P 500 ended 

January down a little more than 5%, and now the markets have some real work ahead of them this year.  Even after a terrible 

January, we think that the markets will make new all-time 

highs (just barely) this year; our price target for 2016 is 

2150.  We don’t expect that the path to our price target will 

be easy or a straight line from here. There are multiple 

known market events that will cause plenty of volatility—

the Presidential Election, FOMC interest rate hikes, and 

quantitative easing measures being taken around the world 

(China, Japan, Euro) are just a few.  Plus, there are always 

unknown events that can cause additional market reactions.  

On the quantitative easing front, why are we seeing 

negative interest rates in Europe and Japan and what does 

it mean?  Negative interest rates are a quantitative easing 

tool Central Banks can employ to achieve monetary 

policies.  The idea behind having a negative interest rate 

revolves around the Quantity Theory of Money (MV=PQ). 

The first way negative interest rates are expected to help 

economies is to discourage lenders from parking cash with their central bank.            If 

banks are getting a negative return on their cash at the central bank, they should   be 

more interested in lending out the money to individuals and businesses as loans. With 

this money loaned out, individuals and businesses will spend money and    boost the 

economy and contribute to inflation.  The second goal of negative interest rates is to persuade investors to shift money out of 

bank savings accounts and money market accounts and into other asset classes like equities, bonds, etc.       Big picture:  

central banks have done massive QE programs to get money into the markets (M), but the money isn’t moving.  Negative 

interest rates are trying to get that to happen (V).  The goal is to increase the other side of the equation and boost inflation (P) 

and GDP (Q). 



 

 

Index 3 Mo 1 Yr 3 Yr 5 Yr 

S&P 500 -6.18 -0.67 11.30 10.91 

MSCI EAFE -9.87 -8.04 1.11 2.04 

BARCAP AGG BOND 0.78 -0.16 2.15 3.51 

     
Data as of 1/31/2016.  Investments cannot be made directly into an index.  

M a r k e t  T r a c k e r  

(Continued) 
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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.)                 While other central banks are using quantitative easing measures to boost inflation and their economies, the Federal 

Reserve did the opposite in December by raising rates from a zero-0.25% range to a 0.25%-0.50% range.  January’s Federal 

Open Market Committee (FOMC) meeting did not bring another rate hike, but that doesn’t mean it was a non-event. Until 

the economy is moving along at a brisker pace, the FOMC announcements will have center stage.  Once again, the 

announcement mentioned hikes will be “gradual” and FOMC policy makers are monitoring global economic conditions and 

expect inflation to remain low in the near term.  Inflation is being held down in part by low oil prices and until we see prices 

return to more normal levels, inflation should remain muted.  Core CPI (less food & energy) saw a year-over-year change of 

2.1% but inflation didn’t show much on the producer side.  Core PPI was only up 0.3% year-over-year.  One bright spot we 

saw in December was the housing market.  New home sales surged up 10.8% to an annualized rate of 544k.  This was above 

the consensus range of 483k to 520k.  Existing home sales also came in strong with a 7.7% increase in year-over-year 

numbers.  Maybe all the money being saved by the consumer is for new homes?  This is something we will be tracking 

throughout the year.  

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 strong foreign market 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.  We recently made changes in our fixed income to shorten the duration of our portfolio.  


