
The first six weeks of 2016 marked the worst calendar year 

start for the S&P 500
®
 Index in its 59-year history.  By the 

close of trading on February 11
th
, the S&P 500 was down over 

10.3%.  However, with a dramatic reversal, the index appreci-

ated 12.9%, and closed the first quarter up 1.3%.  Powered by 

this performance, the United States continued to be one of the 

best markets within the devel-

oped world, as Europe and 

the United Kingdom posted 

negative returns for the quar-

ter, along with the Japanese 

Nikkei and the Hong Kong 

Hang Seng Index, which both 

lost 4.8%.  The Australian 

S&P/ASX 200 and Canadian 

S&P/TSX proved to be the 

exceptions, up 2.8% and 

11.4% respectively, benefiting 

from the strong start to the 

year for commodities. 

Commodities have begun to 

recover globally after lagging 

most asset classes for several 

years.  Gold rebounded from 

its recent struggles to post a 

16.1% gain, while other precious metals including silver and 

platinum followed suit, up 11.4% and 9.2% respectively.  Oil 

continued its volatile trend, trading in a range between $26 

and $42, and finished the quarter up 3.5%.  

Interestingly, one of the best places to invest domestically was 

the bond market.  The U.S. Aggregate Bond Index posted a 

3.0% return, while the S&P National Municipal Bond Index 

also continued to strengthen, appreciating 1.6%.  Given the 

extremely volatile equity and commodities markets, many in-

vestors rushed to the safe haven and predictable cash flows of 

bonds.  In contrast, the volatile S&P 500 recorded a 1% or 

greater move in absolute terms in 26 of the 61 trading days, 

the sixth most 1% daily moves ever for a first quarter.  Uncer-

tainty in the financial markets has continued to intensify as 

investors speculate about when the Federal Open Market 

Committee (FOMC) will raise the Federal Funds Rate for a 

second time, after announcing the first rate hike since 2006 

last December.  In addition, investors have been closely moni-

toring escalating tensions in the Middle East, specifically Syria, 

as well as potential implications from the unpredictable 2016 

Presidential Election.   

A Rotation in the Market? 

Despite the S&P 500’s modest first 

quarter performance, there was a 

great dispersion in returns depend-

ing on the sector and style of equity investment.  As a remind-

er, the S&P 500 is a composite of approximately 500 of the 

largest publically traded com-

panies domiciled in the U.S.  

These companies vary from 

banks, such as Bank of 

America, to technology, such 

as Apple, to consumer dis-

cretionary, such as Star-

bucks.  All companies in the 

index vary in the maturity of 

their businesses; Facebook, 

for example, was founded in 

2004 and only added to the 

S&P 500 in late 2013, while 

Home Depot was founded in 

1978 and added in 1988.   

As a result, the two pre-

eminent stock market index 

creators, S&P Dow Jones 

Indices, creators of the S&P 

500, and FTSE Russell, creators of the Russell 1000
®
 Index, 

have further broken down the style of investments in their indi-

ces to “growth” and “value” composites.  “Growth” companies 

are typically firms that are relatively young in maturity and are 

growing at rates significantly faster than the overall economy.  

These companies’ primary goal is to expand their business as 

fast as possible.  Therefore, the vast majority of cash these 

firms generate typically is reinvested back into the business, 

as opposed to being paid to shareholders in the form of cash 

dividends.  However, these companies tend to be more vola-

tile, as they do not offer investors the security of a dividend, 

and their future level of success is often difficult to predict.  In 

addition, they tend to trade at higher valuation multiples (for 

example, Price-to-Earnings or P/E) than the average company 

in the index.  “Value” companies are often in direct contrast to 

growth companies; they are often more mature companies, 

growing at rates equal to or less than the overall economy, 

and trade at lower valuation multiples.  These companies gen-

erally have a more predictable trajectory of success and tend 

to offer attractive dividends by giving much of their earnings 

back to shareholders.  

Q1                                                                                                                                                                                                                                                                                                                                                  2016 

Source: Pension Partners 



For the last five years ending in 2015, “growth” stocks have 

outperformed “value” stocks quite significantly, with Russell 

1000 “growth” stocks generating a 13.5% annualized return, 

2.2% ahead of the 11.3% annualized return of Russell 1000 

“value” stocks.  While periods of “growth” outperformance oc-

cur, as can be seen 

in the chart to the 

right, “value” stocks 

have proven to be 

better investments 

over the long run.  

Over the last 20 

years, for example, 

the annualized re-

turn of the Russell 

1000 Value Index 

has outperformed 

the Russell 1000 

Growth Index 8.5% 

to 7.6%.  While this 

difference of 0.9% a 

year may seem in-

consequential, it is 

actually quite significant due to the power of compounding.  A 

$10,000 investment in value stocks 20 years ago would have 

generated $51,280, nearly $8,000 more than the same invest-

ment in growth stocks. 

Interestingly, since the beginning of the 2016, “value” has be-

gun to outperform 

“growth”.  As the 

market faces in-

creasing uncertain-

ty, investors have 

flocked to compa-

nies with known 

qualities – strong 

balance sheets, an 

expected dividend 

and the ability to 

generate consistent 

cash flow.  For the 

first quarter, the 

Russell 1000
®
 Value 

Index outperformed the Russell 1000
®
 Growth Index by 0.9%, 

with a reduced drawdown in early February as the market was 

falling fast.  As muted returns continue to occur in the financial 

markets and pockets of volatility increase, we will continue to 

seek investments in predictable businesses with reasonable 

valuations and proven track records of returning capital to 

shareholders in various market environments. 

The U.S. Dollar – Time to travel, or stay home and invest?  

Over the last two calendar years, the U.S. Dollar has been on 

a steady course of appreciation relative to other currencies.  

The U.S. Dollar Index, which measures the purchasing power 

of a dollar relative to a basket of other developed market cur-

rencies, appreciated 

23.2% from 2014 

through 2015.  While 

a windfall for Ameri-

cans travelling inter-

nationally, such 

strong appreciation 

of the dollar serves 

as a headwind for 

investors.   

Over 40% of the 

revenue of the S&P 

500 is generated 

overseas; as such, 

this appreciation can 

have ramifications 

on companies’ prof-

itability.  For example, if an iPhone is sold in London for £200 

on January 1
st
, Apple converts the 200 pounds to dollars.  If 

the exchange rate is £1.00 = $1.50, Apple would earn $300 in 

revenue.  Should the dollar strengthen over the next couple of 

months and the exchange rate changes to £1.00 = $1.25, that 

£200 sale of the 

same iPhone is now 

only worth $250.  

Thus, while the price 

of the iPhone did not 

change for the for-

eign consumer, Ap-

ple, and ultimately 

its investors, were 

adversely impacted 

by the strengthening 

dollar. 

As of March 31, the 

U.S. Dollar Index 

was down 4.1% for 

the year, as seen in the chart above.  Thus, the aforemen-

tioned iPhone example is now happening in reverse; compa-

nies that derive revenues from outside the U.S. are earning 

more than expected thanks to this recent relative weakness of 

the dollar. Should this depreciating dollar trend continue, it 

could prove to be a tailwind for the U.S. equity markets.  
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More Changes in the Healthcare Industry? 

As we reach the apex of political rhetoric in this Presidential 

Election cycle, it is important to remember that politics and the 

financial markets can intertwine.  Therefore, it is critical to 

monitor all potential policy changes as politicians enter and 

exit various roles in Washington D.C.  Presidential candidate 

Hillary Clinton has 

been quite out-

spoken about her 

unhappiness with 

some facets of the 

healthcare system.  

Specifically, she has 

promised to “crack 

down on price goug-

ing” and speed up 

the approval process 

of generic drugs in 

order to combat in-

creasing prescription 

drug costs.  Not sur-

prisingly, this com-

mentary proved to 

hurt the healthcare 

sector of the S&P 

500, which was the worst performing sector for the first quar-

ter, down 5.5%.  Further, since September 21, 2015, when 

Mrs. Clinton publically expressed her outrage, the healthcare 

sector is down 2.2% and the Nasdaq Biotech Industry Index is 

down 23.4%, while the S&P 500 is up 5.9% over that same 

period.  

 As you may remember, shortly after President Bill Clinton was 

elected in 1992, he introduced a universal healthcare bill to 

Congress spearheaded by then-First Lady Hillary Clinton.  As 

shown in the chart above, perhaps predictably, the healthcare 

sector within the S&P 500 reacted quite negatively throughout 

1992, as the probability of a Clinton presidency grew.  The 

sector continued to fall with increasing volatility as Mrs. Clinton 

developed the bill in 1993 and early 1994.  However, on Sep-

tember 26, 1994, the bill was declared dead by former Senate 

Majority Leader George Mitchell, and over the following 12 

months, the healthcare sector of the S&P 500 proceeded to 

appreciate 47.0%.  

 It remains important for us to monitor all policy initiatives in 

Washington and their potential ramifications on your invest-

ments, especially in the face of so many different ideas and 

objectives from the respective candidates in this fascinating 

2016 Presidential Election.  

In Review: 

 The first quarter of 2016 served as yet another reminder that 

long-term objectives are achieved by setting proper goals and 

maintaining a stable and practical asset allocation.  While it is 

imperative to remove emotion from the investment decision-

making process (a trying task for individual investors during 

the January 1 – Feb-

ruary 11 stretch, 

when the S&P 500 

was down a record-

breaking 10.3%), it is 

equally as important 

to avoid emotional 

impulses when times 

seem overtly good 

(such as February 

11 through the end 

of the quarter, when 

the S&P 500 was up 

over 12.9% from that 

bottom).  Benjamin 

Graham, one of the 

first “value” investors 

and a mentor to 

Warren Buffett, com-

mented on the violent market swings experienced during the 

Great Depression, stating “[i]n the short run, the market is a 

voting machine but in the long run it is a weighing machine”.  

The same is true today.  When observing the stock market on 

a daily basis, both excessive optimism and pessimism will run 

rampant.  After all, the “talking heads” on television are paid 

handsomely to attract attention and viewership; few will watch 

if they are not bombastic.  It is over the long run that investing 

in companies with true value – competitive advantages in their 

respective fields, the ability to increase operating margins, and 

the ability to generate cash flow to both reinvest in the busi-

ness and reward shareholders for their investments – will reap 

rewards and allow investors to achieve their ultimate goals.  

 We look forward to working with you through all financial mar-

ket environments and thank you for your confidence. Please 

review your portfolios and reach out to your relationship man-

ager if you have any questions or comments. It is always help-

ful to understand what you own. Please feel free to contact us 

at 781.400.2800.  

John Genco 

Junior Research Analyst                                                                                                                                                                     

Beaumont Financial Partners, LLC   



 

Disclosures: 
 
This material is provided for informational purposes only and does not in any sense constitute a solicitation or offer for the 
purchase or sale of securities nor does it constitute investment advice for any person. Investment themes and individual se-
curities mentioned may or may not be held in any or all client accounts. 
 
The material may contain forward or backward-looking statements regarding intent, beliefs regarding current or past expecta-
tions. The views expressed are also subject to change based on market and other conditions. 
 
The information presented in this report is based on data obtained from third party sources. Although it is believed to be accu-
rate, no representation or warranty is made as to its accuracy or completeness. 
 
Please note that despite the appreciation in the healthcare sector in 1994-95, similar circumstances in Washington D.C. in 
2016 and beyond do not guarantee neither a significant appreciation in the healthcare sector nor an appreciation at all. 
 
Past performance is no guarantee of future results. All performance data is as of 3/31/2016 unless otherwise stated. Diversifi-
cation does not ensure a profit or guarantee against loss. An investment cannot be made directly in an index. 
 
Sector investments concentrate in a particular industry and the investments’ performance could depend heavily on the perfor-
mance of that industry and be more volatile than the performance of less concentrated investment options and the market as 
a whole.  Foreign markets, particularly emerging markets, can be more volatile than U.S. markets due to increased political, 
regulatory, social or economic uncertainties.  Fixed Income investments include risks such as exposure to interest rate fluctu-
ation, credit changes and inflation. 
 
Exchange Traded Funds (ETFs) may trade at a discount to their NAV and are subject to the market fluctuations of their un-
derlying investments. ETFs are subject to management fees and other expenses. 
 
All index performance was calculated on a total return basis with all dividends being placed in cash. 
 
Definitions: 
 
*S&P 500® Index is a trademark of Standard & Poor’s, a Division of The McGraw-Hill Companies, Inc. S&P 500 Index is 
an unmanaged index used as a measurement of change in U.S. equity markets. Performance numbers for the index are total 
return with dividends reinvested in the index.  The S&P U.S. Aggregate Bond Index is designed to measure the performance 
of publicly issued U.S. dollar denominated investment-grade debt. The index is part of the S&P Aggregate™ Bond Index fam-
ily and includes U.S. treasuries, quasi-governments, corporates, covered bonds and residential mortgage pass-through.  The 
Nikkei 225 is a price-weighted equity index, which consists of 225 stocks in the 1st section of the Tokyo Stock Exchange.  
The Hang Seng Index ("HSI") is one of the earliest stock market indexes in Hong Kong. Publicly launched on 24 No-
vember 1969, the HSI has become the most widely quoted indicator of the performance of the Hong Kong stock market.  The 
S&P/ASX 200 is recognized as the institutional investable benchmark in Australia. The index covers approximately 
80% of Australian equity market capitalization. Index constituents are drawn from eligible companies listed on the Australian 
Securities Exchange. The S&P/ASX 200 is a highly liquid and investible index, designed to address investment managers' 
needs to benchmark against a portfolio characterized by sufficient size and liquidity.  The S&P/TSX Composite is the headline 
index for the Canadian equity market. It is the broadest in the S&P/TSX family and is the basis for multiple sub-indices includ-
ing but not limited to equity indices, Income Trust Indices, Capped Indices, GICS Indices and market cap based indices. The 
Toronto Stock Exchange (TSX) serves as the distributor of both real-time and historical data for this index.  The Russell US 
Indices — including the Russell 1000, Russell 2000 and Russell 3000 Indexes — cover 98% of the US equity investable uni-
verse and include companies determined to be part of the US equity market according to Russell's robust country classifica-
tion methodology.   The S&P 500® Health Care Index comprises those companies included in the S&P 500 that are 
classified as members of the GICS® health care sector. 
The NASDAQ Biotechnology Index contains securities of NASDAQ-listed companies classified according to the Industry 
Classification Benchmark as either Biotechnology or Pharmaceuticals which also meet other eligibility criteria. The NASDAQ 
Biotechnology Index is calculated under a modified capitalization-weighted methodology. 
The Commodity Research Bureau (CRB) Commodity Index is a measure of price movements of 22 sensitive basic 
commodities whose markets are presumed to be among the first to be influenced by changes in economic conditions. As 
such, it serves as one early indication of impending changes in business activity. 
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