
As such, in a year in which moderately higher interest rates 
argue against higher price-to-earnings multiples, equity re-
turns will likely be aligned with earnings growth. Our ex-
pectation for continued low rates of infl ation should keep 
benchmark Treasury rates moderate, and provide a favorable 
backdrop for equities and commercial real estate. 

While growth concerns in China are a risk to our 2016 out-
look, we expect increasingly easy monetary policy to rein-
force the Chinese economy and support global growth. In 
the same vein for Europe, quantitative easing Draghi-style 
promotes easy credit supportive of forward economic prog-
ress. In this environment, we continue to favor equities, with 
an emphasis on developed markets such as the U.S., Europe 
and Japan. Although bonds are a portfolio underweight at 
present, if global growth fails to materialize, we could foresee 
adding to this asset class. 

GROUNDHOG DAY
Macro Strategy and Domestic Equities

 by George W. Hosfi eld, CFA
 Principal and Chief Investment Offi cer 

Borrowing a theme from the 1993 comedy in which TV 
weatherman Phil Connors (Bill Murray) fi nds himself reliv-
ing the same day over and over again, we believe that the 
global economic backdrop in 2016 will be very similar to that 
of the past year. To that end, modest economic growth, tame 
infl ation, a strong dollar and surprisingly weak oil prices left 
domestic earnings and stock prices little changed in 2015. 

Looking ahead, despite a global economic landscape that is 
reminiscent of 2015 (Groundhog Day), we anticipate differ-
ent capital market outcomes in 2016. A lift-off from the Fed 
and still accommodative monetary policy in major econo-
mies around the world should support additional economic 
growth. Furthermore, non-infl ationary job growth, low fuel 
prices and low mortgage rates should enable the U.S. con-
sumer to remain the backbone of an expansion now moving 
into its seventh year. 

Meanwhile, the Fed’s quest to normalize monetary policy is 
being constrained by suboptimal levels of infl ation. Accord-
ingly, we expect a slow and guarded pace of interest rate in-
creases to take the shine off the trade-weighted dollar, the 
strength of which has presented a notable headwind to a 
cross-industry swath of multinational companies. As such, a 
moderating dollar would help prevent U.S. corporate profi ts 
from being lost in translation. 

Regardless of which party wins, historically election years 
have benefi tted stock investors … and we anticipate the same 
in 2016. We also expect oil markets to tighten and prices to 
rebound, buttressing an energy sector that was ravaged by 
supply-driven price declines, and which contributed greatly 
to the absence of 2015 earnings growth for the S&P 500. 

All told, we see reemergence of mid-single digit earnings 
growth as being the key driver for equity returns in 2016.
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01/13 Vancouver, WA
01/13 Seattle, WA
01/14 San Francisco, CA
01/19 Portland, OR (West     
            Bearing)

01/20 Bend, OR
01/21 Portland, OR (Ferguson 
            Wellman)
01/26 Salem, OR

01/27 Twin Falls, ID
01/28 Boise, ID
02/02 Corvallis, OR

02/02 Eugene, OR
02/03 Spokane, WA
02/09 Medford, OR
03/16 Palm Desert, CA
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Earnings Will Be the Key to Equity Returns

Source: FactSet
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for funds will restrain our U.S. rates, keeping any rise in 
interest rates here modest. Even so, as our economy shows 
fi rm footing and employment continues to improve, we ex-
pect the 10-year U.S. Treasury bond yield to move slightly 
higher to 2.75 percent by year-end 2016.

Price declines in high-yield bonds (also known as “junk” 
bonds) accelerated toward year-end. Throughout 2015, be-
low-investment-grade oil and utility bonds sold off as earn-
ings evaporated with the drop in oil prices. Other sectors of 
the high-yield market have sold off in sympathy with oil and 
utility bonds. Now that we are seeing losses in these funds, 
investors are increasingly selling high-yield bonds in gener-
al. Forced selling by mutual funds is meeting the lack of li-
quidity in high-yield bonds, exacerbating the drop in prices. 
Importantly, the disruption of the high-yield bond market 
has not spilled over into the investment-grade bond market. 
The investment-grade market is much less impacted by the 
drop in oil prices and is much more liquid. 

We do not feel that the sell-off in high-yield bonds is sig-
naling a recession outside of the oil industry; therefore, high 
yield will likely be an opportunity at some point in 2016. In-
vestment-grade bonds are still a good value. While a mild 
drift upward in interest rates will constrain returns to some-
what less than their yields, investment-grade bonds will con-
tinue to provide long-term stability to portfolios.
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Junk Bond Slump

FIXED INCOME

 by Marc Fovinci, CFA, Principal
 Fixed Income Strategy and Portfolio Management

If Rip Van Winkle had settled into a nap on December 31, 
2014, and woke up now, he would think interest rates had 
slept the whole year as well. Rip would have missed the roll-
ercoaster ride of the 10-year U.S. Treasury bond, bottoming 
out in January at 1.64 percent and peaking at 2.48 percent 
in June. The winter economic slowdown and U.S. oil patch 
implosion took the steam out of interest rates temporarily 
before the economic bounce back of the second quarter. The 
10-year bond then settled into a range in the low twos as eco-
nomic sluggishness around the world became apparent.

The U.S. economy is best described as tepid: warm enough to 
make progress, but only slow progress. Growth does not seem 
capable of breaking out of 2-to-3 percent range, signifi cantly 
below our prior economic expansions which usually peaked 
at over 4-or-5 percent growth. Nonetheless, growth has been 
fast enough to create jobs and chip away at the unemploy-
ment rate. Progress in employment fi nally brought the Fed-
eral Reserve to its fi rst interest rate hike since June 2006. The 
Fed is now in the process of removing the unusually large 
amount of monetary stimulus in the fi nancial system that has 
been present since the fi nancial crisis. 

Moderate domestic growth is reinforced by sluggish growth 
around the world. China is growing slower and moving to 
a more consumption-based economy. With its demograph-
ic challenge of an aging population, Japan is not poised 
for acceleration either and Europe is trying to reverse its 
slowdown. While low relative to prior expansions, the U.S. 
growth rate is the best of the bunch. Low growth does have 
benefi ts: the U.S. expansion will be longer and more durable. 
Slow growth means infl ation is slow to accelerate and that 
economic bubbles will be minimized. Also, slower and lower 
infl ation will impede the speed of this Fed rate hike cycle. 
We expect the federal funds rate to end 2016 at no more than 
0.75 percent.

With low growth rates around the world, interest rates 
around the world are also low. The 10-year Treasury bonds 
of Germany, the UK and Japan are 0.6 percent, 1.8 percent 
and 0.3 percent, respectively. Bonds of these countries com-
pete directly for global investors’ funds and this competition 

Source: Barclay’s Capital U.S. High Yield and Aggregate Indexes
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REAL ESTATE INVESTMENT
TRUSTS (REITS)

 by Brad Houle, CFA, Executive Vice President
 Fixed Income Research and Portfolio Management

Like the movie Groundhog Day, the REIT comments here 
look much the same as those from last year at this time. The 
underlying fundamentals of REITs have been strong across 
most segments of the commercial real estate market. Solid 
employment gains in the economy helped drive demand and 
lower vacancy rates for offi ce space across much of the coun-
try. In addition, robust demand for space allowed rents to 
rise throughout the year. Many leases written in the depths 
of the fi nancial crisis and the malaise that followed are begin-
ning to roll off. As the leases are renewed, tenants are often 
paying signifi cantly more. It has become a market that favors 
landlords in many areas. 

The apartment market also enjoyed rising rents as more 
stringent mortgage underwriting has prevented many peo-
ple from becoming homeowners. Also, there is a preference 
for renting by many in the millennial generation as they have 
a tendency to be a very mobile demographic.

Apartment construction is robust in many cities and vacancy 
rates are low, which has allowed property owners the abili-
ty to raise rents. There is some concern that apartments are 
being overbuilt in many cities. However, in the years leading 
up to the fi nancial crisis there was a signifi cant underinvest-
ment in apartment construction as most multifamily housing 
at that time was focused on condominium construction. 

While we believe the underlying fundamentals of real estate 
will remain strong, with the robust economy, the valuation 
of REITs gives us some pause about the sector. That said pri-
vate real estate investments more closely represent the value 
of the underling real estate with lower volatility than REITs. 
As a result, we continue to be underweight REITs in client 
portfolios. 

In addition, REITs have a tendency to underperform in a ris-
ing interest rate environment. Our call for modestly higher 
interest rates will be a headwind for the sector in the coming 
year. 

MUNICIPAL BONDS

 by Deidra Krys-Rusoff, Senior Vice President
 Tax-Exempt Trading and Portfolio Management

Municipal bonds outperformed taxable bonds in 2015. This 
is the second year of outperformance from a sector that re-
mains priced for slow, but steady returns. Boosting tradition-
al demand has been crossover buyers from the taxable bond 
sector who have paid attention and continue to make invest-
ments into municipal bonds.

Municipal bond supply remains tight across the nation. Due 
to the ghosts of recessions past, state and local budgets are 
still being ruled with a clenched hand and new capital proj-
ects are few and far between. Municipal bond issuance peak-
ed in 2010 at $425 billion and issuance in 2015 fell to approx-
imately $300 billion. However, an increase in new supply is 
on the horizon due to Congress agreeing upon a 5-year, $305 
billion U.S. Highway Trust Fund plan in December. This 
agreement provides contracting authority for much-needed 
bridge, road and mass transit repairs and projects, which di-
rectly translates into state and local bond issuance backed by 
federal dollars. Despite the increased highway funding, we 
would expect the overall new issuance to remain on the low-
er side, continuing the trend of low supply providing pricing 
support. 

The difference between 2- and 10-year yields on the munic-
ipal yield curve fell to 1.34 percent in early December, the 
lowest spread since 2013, fl attening in the face of anticipation 
of the Federal Reserve rate hike. Why would this happen? 
Short-term bond rates moved up to match the small increase 
in the Federal Reserve rate while longer-term rates have not 
moved appreciably. Today’s municipal bond investors are 
less concerned about the impact of further rate increases due 
to the Federal Reserve’s assurance of a “gradual” and “ac-
commodative” return to “normal” rates. Historically, munic-
ipal bonds have typically outperformed other fi xed income 
sectors in slowly-rising interest rate environments. Expected 
slow but steady economic growth should lead to state and lo-
cal government revenue increases, which would strengthen 
credit profi les and result in a greater demand for municipal 
bonds. This combination of modest growth, low infl ation, 
higher taxes and a slow-moving Federal Reserve should low-
er municipal market volatility in 2016. For these reasons, we 
continue to recommend tax-exempt bonds as an important 
part of a tax-effi cient investment strategy. 
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DIVIDEND VALUE**

 by Jason Norris, CFA, Executive Vice President
 Equity Research and Portfolio Management

Value investing and dividend yield were not in favor in 2015. 
As concerns percolated about global economic growth, pri-
marily in China, investors shed their stable, value stocks and 
poured money into large-cap, growth names. Historically, 
when economic growth looks to be scarce, investors are will-
ing to pay more for those companies that can generate above 
-market growth rates and discard those names that have a 
greater correlation with the economy. Two common aspects 
of those large-cap growth names are they trade at a premi-
um to the overall stock market and they usually don’t pay 
dividends.

*Performance is year–to-date through November 30, 2015

In the closing months of 2015, we saw the breakdown of some 
popular high-yield instruments, specifi cally high-yield bond 
mutual funds, as well as master limited partnerships (MLPs). 
Investors over the last several years have been chasing in-
come and pouring cash into these high-yielding investments. 
However, as commodity prices have fallen, both those ar-
eas of the market have been hit hard with the expectation 
of dividend cuts and company defaults. We even witnessed 
an open-ended high-yield fund-halting redemptions due to 
liquidity issues. While our Large Cap Dividend Value Strategy 
emphasizes current yield, we also have a stringent focus on 
cashfl ow and dividend coverage. Thus, while the total yield 
on the strategy is not “high,” our emphasis on cashfl ow

growth and dividend growth should allow for a handsome, 
growing stream of income.

As we look to 2016, we expect continued U.S. economic 
growth that is fueled by healthy consumer spending. Infl a-
tion should remain low as commodity prices stay low and 
the U.S. dollar relatively fi rm. With our expectation that in-
terest rates will move higher with improving growth and 
Federal Reserve tightening, we will maintain our focus on 
the dividend growth as opposed to simply pursuing maxi-
mum current yield.

Over the long-term, the goal of our Dividend Value Strategy is 
to deliver this balanced approach which can provide great-
er income and less volatility then the broad equity markets, 
while capturing comparable, if not superior, performance.

**The Ferguson Wellman Dividend Value Strategy is an all-eq-
uity strategy which invests in only dividend-paying stocks. This 
strategy strikes a balance between dividend growth and absolute 
dividend yield.
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Valuation Dispersion

Growth vs. Value Returns*

Total Return
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INTERNATIONAL EQUITY

 by Ralph Cole, CFA, Executive Vice President
 Equity Strategy and Portfolio Management

As we entered last year, we discussed the strong dollar and 
its implications for U.S. investors … and that remains a ma-
jor issue as we enter 2016. The other critical topic of 2015 was 
global growth and that continues to be a concern as well. 

Emerging markets drastically underperformed developed 
markets in 2015 and that risk persists for a repeat in 2016. As 
we move throughout the year, we will look to identify some 
value in the emerging markets and more importantly, iden-
tify some catalysts that could unlock that value. 

In 2015, our strategy was to invest in developed market com-
panies that sold directly to the U.S. and benefi t from a strong 
dollar. That strategy paid off last year. While investors are 
hurt by the dollar translation, companies have been able to 
make up for that drag through increased sales and increased 
profi ts. To that end, our developed markets stocks were 
actually up in U.S. dollars in 2015 versus the benchmarks, 
which were negative.

Our underweight to emerging market stocks also helped our 
performance as emerging market countries in general strug-
gled with weak currencies, slow-to-negative growth and 
slumping commodity prices. 

The best example of a slowing emerging market economy is 
China. We have been aware of the excesses built up through 
a 15-year investment boom in China. Over those 15 years 
direct investment increased by 20 percent per year and this 
unsustainable pace has caused an imbalance in their GDP. 

Direct investment is now nearly 50 percent of China’s gross 
domestic product, while consumer spending is less than 40 
percent. This is starting to change and it has had a huge im-
pact on commodity markets around the world. In order to 
avoid the commodity rout in our international portfolios, we 
have underweighted countries that rely heavily on raw ma-
terial exports, as well as companies in commodity industries. 
The chart to the right details which countries are too reliant 
on exports to China.

The exception to the aforementioned chart above is Japan. 
Japan doesn’t export raw materials to China. Instead, they 
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primarily sell autos and technology to China. More impor-
tantly, Japan has been undergoing “Abenomics,” which re-
fers to the three “arrows” that Prime Minister Shinzo Abe 
has been using to stimulate the Japanese economy. 

The fi rst arrow, monetary stimulus, has been massive and 
helped to lift Japanese equities in 2015. The second arrow, 
fi scal stimulus, has been disappointing due to the large debt 
levels in Japan.  Finally, the third arrow has been structural 
reforms. These reforms include higher wages, more share-
holder friendly business practices and agricultural reforms. 
Abe has had success driving the Nikkei higher but has strug-
gled to get economic growth much above zero percent. We 
remain slightly overweight Japan in our international port-
folios.

Our international themes remain intact from last year’s out-
look: namely, overweight developed markets, especially Eu-
rope and underweight emerging markets and other countries 
with heavy commodity exposure. We continue to believe in 
investing in companies that benefi t from a strong dollar such 
as healthcare and technology.
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China Is Rebalancing
Component of U.S. GDP

Source: FactSet



ALTERNATIVE INVESTMENTS* 

by Dean Dordevic, Principal
Alternative Assets and Portfolio Management

HEDGE FUNDS INVESTMENTS
The Asius Fund is focused on China, India, Korea and 
Southeast Asian (ASEAN) countries. This fund gives unique 
access to local managers in these respective markets. Nearly 
three-quarters of the fund are invested in China and India 
to benefi t from the economic rebound in India and revival 
of the A-share market in China. 

Millennium International Management is a market-neu-
tral multi-strategy product structured around proprietary 
trading teams grouped into three main core strategies: 
relative value equity, statistical arbitrage and fi xed income, 
focusing on liquid instruments. The fi rm employs uniquely 
restrictive portfolio and risk parameters. 

Paulson International Fund seeks to construct a diversi-
fi ed portfolio of merger arbitrage positions. It focuses on 
high quality, larger-spread deals and gears the portfolio 
towards transactions with competing higher bid probabili-
ty as well as focusing on unique deal structures, including 
stock collars and announced bond exchange offers. The 
Paulson International Fund aims to continue its objective of 
above-average returns that are independent of stock market 
direction.

Och-Ziff Master Fund is a global institutional hedge fund. 
The fi rm’s global multi-strategy approach seeks to achieve 
consistent positive absolute returns through investments 
in merger arbitrage, long/short equity special situations, 
corporate credit, structured credit, convertible/derivative 
arbitrage and private investments.

Ironwood Multi-Strategy Fund is a multi-strategy fund 
of hedge funds believing that a portfolio of market-neutral 
and market-uncorrelated investment strategies offers great 
potential for long-term investment success. Ironwood 
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focuses on managers with strong operations who invest in 
historically uncorrelated strategies such as relative value, 
event driven, market-neutral and low net equity, distressed 
and credit securities and various arbitrage-based approach-
es.

Neuberger Berman Absolute Return Multi-Manager Fund 
combines the structural advantage of a mutual fund with 
a roster of high-quality hedge fund managers. The fund 
delivers true hedge fund strategies within the context of a 
greatly reduced fee structure. In addition, the fund has the 
fl exibility to go both short and long. Performance suffered 
late in the year as global volatility spiked and M&A deals 
were threatened.

PRIVATE EQUITY AND REAL ESTATE
Acorn NW Real Estate Fund is a Portland, Oregon-based 
real estate fund that targets high quality multi-tenant retail 
centers, medical offi ces and business parks. Acorn closed on 
its fi rst portfolio purchase in late 2013 with the acquisition 
of a medical property (Northwest Center for Orthopedics 
and Rehabilitation). A second property (Sunset Oaks Medi-
cal Plaza) was purchased last year.

Keystone National Private Equity Funds II, III, IV, V are 
primarily distressed credit-oriented private equity funds. 
Fund III has already returned all committed capital and 
Fund IV is on track to do so soon. All funds are out of their 
investment periods. 

Vista Ridge Diversifi ed Fund is a traditional private equity 
fund-of-funds. The portfolio is now fully committed and 
has been self-funding since 2011. More than half of contrib-
uted capital has been returned. Vista Ridge has achieved 
extremely strong returns on invested capital.

*May not be appropriate for all investors.
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Over the past few years, we have developed relationships with some outstanding managers in private equity, distressed debt 
and real estate. In addition, we have forged alliances with select hedge fund managers and highly specialized mutual funds. 
We continue to search both nationally and internationally for new partnerships that are attractive and appropriate for inclusion 
in select client portfolios. Below is a brief summary of the offerings that we have chosen to participate in as of December 2015.


