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The first half of 2016 has been perplexing—and perhaps a little frightening—for many 
investors. Many of the themes that seemed poised to influence market action at the 
start of the year have been turned on their heads, along with the market forecasts 
offered by many investment strategists we follow. 

As we headed into 2016, we expected 2015’s “low and slow” growth environment to carry over and market 
risks to be skewed to the downside. At WT Wealth Management, we are always optimistic but cautious. As I 
repeatedly tell clients, we constantly identify areas of risk and analyze whether the risk is worth the reward. 
Repeatedly, limiting drawdowns is a proven way to build wealth over time.

In our initial 2016 outlook, we included a warning that fragile global markets could turn volatile on a single 
bad data point or negative news event, such as slowing GDP in China, a debt flare-up in the Eurozone, or an 
unexpected rapid rise in interest rates in the United States. Remember, in late 2015 the Fed was pounding the 
table that we could see four rate increases in 2016. Plus, Brexit wasn’t even on our radar as we entered 2016.

January trading got off to a very difficult start: the S&P 500 index started off 2016 with a historic slide, in fact, 
it was its worse opening to a year in its history. The S&P 500 started 2016 with a 1.53% decline on Monday 
January 4th and by Friday, January 8th it had lost 5.96%, by January 20, it was down 9%.  Between January 
1 and February 11, the worldwide sell-off eventually resulted in a 9% decline in the MSCI World Index, a 10.5% 
drop in the S&P 500, a 14.79% decrease in the NASDAQ, and a staggering 21% plunge in Japan’s Nikkei.

Front-and-center in the turmoil was a series of conflicting messages from China’s policy makers—and each 
iteration seemed to unsettle the market more than the previous one had. This volatility surge resulted in 
rallies in assets such as gold and US Treasury notes as the 10-year Treasury note plunged from 2.25% to 1.65% 
between January 1 and February 11. 
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This aggressive decline at the start of 2016 also contributed to market volatility in the energy sector and US 
high-yield bonds. That conveyed a message of weak underlying global demand, along with global recession 
fears.

But by the second week of February, everything changed, as it often does, and growth assets began a strong 
rally. The S&P 500 clawed back into positive territory for the year by mid-March. A compelling catalyst for the 
rally was a reversal in crude oil prices, which had fallen 29% by mid-February. Rhetoric and rumors from oil-
exporting states on possible production freezes or cuts alongside lower expected capital spending provided 
the base for an 84% rally in oil from February 11 through June 23—quite the reversal.
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If the market movements thus far weren’t enough for investors to feel a bit woozy by the end of June, then the 
surprising Brexit result should have sufficed as the final body blow. Though a close vote was anticipated, given 
polling results leading up to the vote, market participants were ill-prepared, to say the least, for the United 
Kingdom (UK) to vote to leave the European Union (EU). Equity markets roiled on June 24 as investors reacted 
to the outcome. Financials broadly came under pressure, especially those located in the UK and Europe. 
However, the markets began to bounce back during the last few days of June, and global markets staged a 
startling recovery: both the Dow Jones Industrial Average and the S&P 500 reached new all-time highs. Not 
surprisingly, the pound and the euro retreated with the Brexit vote—the pound fell to a level unseen since 
1985—while the US dollar and the yen strengthened as global investors sought out more stable currencies.

The rebound in commodity prices is still holding ground as it takes the Bloomberg Commodity Index to a year-
to-date gain of 13%, led by a 30% gain in crude oil. Perceived safe-haven assets have been among the best 
performers: Long US Treasuries, gold, and the Japanese yen finished the first half of 2016 at their highs for the 
year—up 15%, 24%, and 14% respectively—confirming the abundance of caution in the markets.

So, how does this market action line up with our expectations? And what does this mean for investors for the 
second half of the year? Here’s a look at how four of our main market forecasts for 2016 compared with actual 
events:

2016 Projection: Over the course of 2016, risk assets (mostly equities) will be positive. Our 2016 forecast 
for S&P 500 was a 6-8% return; as of August 9, we are ahead 6.95%. The initial sell-off in risk assets at 
the start of 2016 prompted a flight to safety and policy support by global central banks that buoyed 
global bonds, relative to equities, in the first half of the year. As mentioned above, global equities then 
rallied on the back of stronger oil. Brexit-related selling then seemed to extinguish these gains, but a 
dramatic rebound during the last week of June, post-Brexit, brought many equity indices to positive 
ground. Looking forward, it is difficult to see through the fog of flux that persistent volatility can be a 
headwind for global equities.
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2016 Projection: Japanese and European equities will likely be among the best performers. Our positive 
view on Japanese and European equities was supported by a belief that continued policy support in 
expansionary monetary policies would further weaken the yen and the euro. We believed that this would 
improve relative global competitiveness and support nascent local economic recoveries, which would 
translate into stronger corporate profits. As predicted, policy support was extended with a move to negative 
interest rates in Japan on January 28 and deeper negative rates in the Eurozone in March, along with an 
expanded bond-buying program. The market reaction, however, has been somewhat counterintuitive. The 
Japanese yen and the euro both strengthened relative to the US dollar, while Japanese and European 
equities broadly underperformed the MSCI World Index.

Prior to the UK referendum, we downgraded our assessment of the Japanese and European equities, due 
to the apparent limits to policy support in a negative rate environment. Since the Brexit vote, we have 
been wary of European and Japanese equities, so we have added UK stocks to that list. In most portfolios 
we are neutral-weighted in international developed markets and have zero exposure to emerging markets.

2016 Projection: Volatility will remain highly unpredictable. This market forecast has certainly proven 
correct. Given the continued list of uncertainties confronting markets, we expect the tenuous environment 
to persist through the end of the year.

Though China fell out of the headlines at the end of the first quarter, the challenges it faces to support 
a slowing economy while maintaining a strong currency stance remain, and will likely test market nerves 
again before too long. The recent 6.5% GDP report of China was received with skepticism and mixed 
emotions, to say the least.

US GDP (Gross Domestic Product), our best measure of the health and strength of the U.S. economy, has 
been sluggishly slow in the first two quarters of 2016. In  the most recent adjustment to Q1 GDP the U.S. 
economy grew at a worrisome .8% and the first look at Q2 GDP was reported at 1.2%. There will be two 
more revisions to Q2 GDP but most experts do not anticipate a major upward revision. Looking back to 
Q4’s 2015 GDP number of .9% and the U.S. has had 3 extremely lackluster quarters of economic growth. In 
our opinion, this has put the Fed in the difficult position of wanting to “normalize interest rates” while not 
derailing economic growth and sending us back into recession.

To put this into perspective from 1947 to 2016 the GDP growth rate in the United States has been 3.22%.
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3 TACTICS TO NAVIGATE 2016’S TURBULENT 
MARKET CONDITIONS

3 TATICS CONTINUED ON P5

Simultaneously, fallout from Brexit will likely keep European markets on edge. Global economic growth is 
expected to further moderate in 2016 relative to 2015, accompanied by a persistent decline in developed 
market productivity that will restrain potential earnings growth.

2016 Projection: Commodity-exposed and interest rate-exposed sectors are positioned to underperform. 
This theme did not play out in the first half of 2016, given the sharp rally in oil and flight to government 
bonds and other dividend-paying securities such as preferred stock, REITs, utilities, and high-dividend 
securities. Looking to the second half of the year, however, the sharp rise in commodities and bond prices 
may be difficult to sustain. So we would rather own REITs, municipal bonds and preferred securities than 
government or corporate bonds.

While the Brexit vote has near-term market implications, its longer-term uncertainty is perhaps most 
unsettling. Will this lead to further nationalistic leanings in other EU countries? What will be the economic 
consequences of this new dynamic? Is the Federal Reserve on hold now, or will we perhaps see a 
coordinated policy response? These and many other questions will likely weigh on investors’ minds in 
the coming months and cause uncertainty at a fragile time in the economic cycle. One thing is for sure: 
generating accurate market forecasts will not become any easier.

Adapt to higher market volatility

As we approached the second half of the year, a recent poll of financial professionals ranked their top concerns. 
While a slowdown in US corporate profits was a top concern, so was rising stock market volatility, captured 
in this illustration:

Source: State Street Global Advisors’ 2016 Mid-Year Investor Survey, as of 5/2016
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LOOK FOR INCOME OPPORTUNITIES IN FIXED INCOME, 
BUT DON’T STRETCH 
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The notion of “lower interest rates for longer” seems to be written in pen rather than pencil these days. This 
resulted from the uber-accommodative monetary policies from the European Central Bank and the Bank of 
Japan, combined with a now more dovish Bank of England, due to the Brexit aftershock and the fed funds 
futures, which show an implied probability of no rate hikes for all of 2016 and only a 37% probability by 
September of 2017.

Concurrently, we believe the Barclays U.S. Aggregate Bond Index (AGG), which tracks the performance of the 
US investment-grade bond market, and similar traditional exposures offer an unattractive payoff: duration has 
increased by nearly 50%, while the yield has declined by 50%. This leaves many managers who use these tools 
to access fixed income with exposure more toward the downside (duration/risk)—than upside (returns/yield).  
We have thus dramatically reduced our exposure to this asset class in the last 30 days.

Source: Bloomberg Finance L.P., as of 5/31/2016

Barclays U.S. Aggregate Bond Index Initial 
Yeild to Worst and Subsequent 

3-Year annualized Return

Since market volatility is a top worry for financial professionals, we suggest that investors work with us to 
revisit their personal risk tolerance so we can identify your tolerance for drawdowns, as well as any liquidity 
events you may have in the coming months.

In a low-return environment, marked by heightened volatility, we will generally hold more cash, in addition to 
high-quality, low-beta dividend-paying securities and employee-stringent risk management techniques such 
as not owning more than 6-7% in any single individual equity. This is not the time to be greedy. A gain is never 
realized until the sale takes place.

To potentially mitigate downside risk, managers should seek out a strategic allocation to REITs, preferred 
stock, utilities, and low-volatility equities. Adding a strategic allocation to REITs within a diversified portfolio 
can offer a number of potential benefits, including acting as a potential hedge against stock market volatility, 
and potentially improving diversification, given such a strategic allocation’s low correlation with traditional 
asset classes and other commodities.
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BUILD A STRONGER CORE

The chart below illustrates the returns major asset classes have shown so far this year. As you can see, their 
ability to provide returns remains quite challenging.
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In a low-return world with higher-than-normal volatility, a strong foundation is not a luxury—it is a requirement. 
This may involve looking for better core positions that seek to provide broad-market exposure with active and 
smart-beta approaches. In fact, we have de-risked many portfolios in the last 30 days with “smart beta” ETFs 
that seek out high-dividend, low-volatility equities domiciled in the U.S.

With a diversified and well-balanced core, we can then take a more tactical approach with sector, industry and 
thematic investing to potentially harness growth or business cycle trends, or to seek out value opportunities 
from perceived mispriced areas of the market. This may mean exploring market sectors poised to benefit from 
consumer and housing market resiliency, or considering an inexpensive area of the market, such as energy and 
financials.

As we pass this year’s mid-point, this is an excellent time to contact us and schedule a call to review both your 
portfolio and developments in your life so we can help you to manage the risk in your portfolio. Portfolios at 
WT Wealth Management are like DNA: virtually no two are alike. This is what makes us different. We realize 
there is only one you—and you are special.

Source: Bloomberg Finance L.P., as of 6/15/2016
Past performance is not a guarantee of future results. Index returns are unmanaged and do not reflect the deduction of 
any fees or expenses. Index returns reflect capital gains and losses, income, and the reinvestment of dividends.
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WT Wealth Management is a manager of Separately Managed Accounts (SMA). Past performance is no indication 
of future performance. With SMA’s, performance can vary widely from investor to investor as each portfolio is 
individually constructed and allocation weightings are determined based on economic and market conditions 
the day the funds are invested. In a SMA you own individual ETFs and as managers we have the freedom and 
flexibility to tailor the portfolio to address your personal risk tolerance and investment objectives – thus making 
your account “separate” and distinct from all others we potentially managed.

An investment in the strategy is not insured or guaranteed by the Federal Deposit Insurance Corporation or any 
other government agency. 

Any opinions expressed are the opinions of WT Wealth Management and its associates only.  Information is neither 
an offer to buy or sell securities nor should it be interpreted as personal financial advice. You should always seek 
out the advice of a qualified investment professional before deciding to invest. Investing in stocks, bonds, mutual 
funds and ETFs carry certain specific risks and part or all of your account value can be lost.  

In addition to the normal risks associated with investing, narrowly focused investments, investments in smaller 
companies, sector ETF’s and investments in single countries typically exhibit higher volatility. International, 
Emerging Market and Frontier Market ETFs investments may involve risk of capital loss from unfavorable 
fluctuations in currency values, from differences in generally accepted accounting principles or from economic or 
political instability that other nation’s experience. Emerging markets involve heightened risks related to the same 
factors as well as increased volatility and lower trading volume. Bonds, bond funds and bond ETFs will decrease in 
value as interest rates rise. A portion of a municipal bond fund’s income may be subject to federal or state income 
taxes or the alternative minimum tax. Capital gains (short and long-term), if any, are subject to capital gains tax. 

Diversification and asset allocation may not protect against market risk or a loss in your investment.

At WT Wealth Management we strongly suggest having a personal financial plan in place before making any 
investment decisions including understanding your personal risk tolerance and having clearly outlined investment 
objectives.

WT Wealth Management is a registered investment adviser in Arizona, California, Nevada, New York and 
Washington with offices in Scottsdale, AZ Jackson, WY and Napa Valley, CA. WT Wealth Management may only 
transact business in those states in which it is registered, or qualifies for an exemption or exclusion from registration 
requirements. Individualized responses to persons that involve either the effecting of transaction in securities, or 
the rendering of personalized investment advice for compensation, will not be made without registration or 
exemption. WT Wealth Managements web site is limited to the dissemination of general information pertaining 
to its advisory services, together with access to additional investment-related information, publications, and links. 
Accordingly, the publication of WT Wealth Management web site on the Internet should not be construed by 
any consumer and/or prospective client as WT Wealth Management solicitation to effect, or attempt to effect 
transactions in securities, or the rendering of personalized investment advice for compensation, over the Internet. 
Any subsequent, direct communication by WT Wealth Management with a prospective client shall be conducted 
by a representative that is either registered or qualifies for an exemption or exclusion from registration in the 
state where the prospective client resides. For information pertaining to the registration status of WT Wealth 
Management, please contact the state securities regulators for those states in which WT Wealth Management 
maintains a registration filing. A copy of WT Wealth Management’s current written disclosure statement discussing 
WT Wealth Management’s business operations, services, and fees is available at the SEC’s investment adviser 
public information website – www.adviserinfo.sec.gov or from WT Wealth Management upon written request. WT 
Wealth Management does not make any representations or warranties as to the accuracy, timeliness, suitability, 
completeness, or relevance of any information prepared by any unaffiliated third party, whether linked to WT 
Wealth Management’s web site or incorporated herein, and takes no responsibility therefor. All such information 
is provided solely for convenience purposes only and all users thereof should be guided accordingly.
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