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THE CURRENT VIEW 

Heightened Volatility – Expect more of the 

same. 

As we entered 2015, we posited 
that market volatility would 
increase as investors adjusted to 
changing central bank policies, a 
strengthening dollar and the rapid 
decline in energy prices. The 
uncertainty created by these 
events would heighten investor 
reaction to both economic 
releases and to perceived 
variations from expected policy.  
This has proved to be the case 
throughout the quarter, as 
evidenced by fifteen triple digit 
moves in the Dow during the 
month of March alone. During this 
period, there were only two times 
when the market advanced on 
consecutive days.  The forces 
driving this volatility are likely to 
remain intact for the next few 
quarters. 

Headwinds in U.S. vs. Tailwinds in Europe 

With U.S. markets faced with slowing earnings growth, primarily the 
result of lower oil prices and the strength of the dollar, European 
markets are poised to benefit from favorable central bank policy and 
the weakening currency.   European exports should improve as their 
goods become more attractive to trading partners.  Bond buying by the central bank will 
provide additional liquidity to the markets and allow banks to move back into the business of 
lending. With these tailwinds, we expect both bond and stock prices in Europe to move higher. 

 

Interest Rate Conundrum –  

When do interest rates finally begin to normalize? 

 
While concerns about interest rates run rampant, bonds competed favorably with stocks during 
the quarter. In fact, the 30 year U.S. Treasury bond was one of the best performing assets for  
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THE CURRENT VIEW: Interest Rate Conundrum (continued)  

the period, posting a gain of 5.2%.  Yields on government bonds declined for the fifth straight 
quarter, marking the longest stretch since 2001. It seems that market forces, driven by low 
inflation and increased demand, coupled with accommodative monetary stances by global 
central bankers, will elongate the period of lower rates in the U.S. 
It is our expectation that the Federal Reserve will begin to raise 
short term rates this year, but that any increase will be modest. 

In the last 50 years, we have witnessed three extended periods 
of negative real interest rates. These being 1974-1976, 2004-
2006 and the one we are currently experiencing. The first two 
instances ended badly, with runaway inflation in the 70’s and the 
real estate bubble last decade. Extricating ourselves from these 
periods has proved to be a difficult process. It remains to be seen 
whether this time will be any different. 

 

Expectations and Relative Value 

We expect that U.S. equity markets will remain volatile, but ultimately will end the year at 
higher levels.  In the interim period, a market correction of 10% would not be a surprise. The 
domestic environment appears to favor mid-cap and small-cap names with less exposure to 
foreign sales. Sectors that can maintain earnings growth in this environment should be 
rewarded. We look to the    consumer discretionary, healthcare, and technology sectors to lead 
this growth. Outside the U.S., we favor foreign developed markets (Europe and Japan) over the 
emerging markets. 
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