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Despite growing indications that the Fed is starting to consider exit strategies for its quantitative 

easing program, stocks fared well in May. In our view, this may be an early sign that the markets 

could prove resilient when the Fed ultimately begins to taper its asset purchases. The future path 

of interest rates will likely play a large role in determining how well equities cope with a change in 

monetary policy.

During May, capital markets were abuzz with questions about when the Federal Reserve might begin 

to reduce its asset purchases. In recent testimony to Congress, Chairman Ben Bernanke said that it is 

conceivable that this could begin by the end of the year. Meanwhile, some members of the Federal Open 

Market Committee indicated their preference for tapering of purchases starting as early as this month. As 

a result, many investors sold longer term bonds. The 10-year Treasury note’s yield increased to levels not 

seen in over a year, while utilities, telecoms, and other high-yielding stocks also performed poorly. These 

stocks are considered to be the most bond-like as they typically exhibit lower volatility than the average 

equity, and many investors purchase them for the income they generate by way of generous dividend 

payments. Conversely, banks, which typically grow more profitable as the yield curve steepens, fared well. 

Despite the sell-off of high-yielding stocks, the market closed up for the month, with the Russell 3000 

returning 2.36%. In our view this provided a solid, if early, indication that the markets might prove resilient 

even if the Fed’s monetary policy becomes less accommodative.  The risk to this scenario is the behavior 

of interest rates. One would expect an increase if the economy is improving. Our belief is that while the 

market can handle steadily rising rates, a rapid increase would likely be destabilizing, and could cause 

dislocations throughout capital markets.     
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Lesser developed economies could be particularly vulnerable to a rapidly changing interest rate 

environment, and any weakness there could reverberate globally. We therefore are modifying our risk tools 

as we seek to protect client portfolios from such a scenario.     

On the economic front, the preponderance of data released during May was positive and consistent with 

a modestly growing economy. The housing market continued to improve, with new home sales increasing 

29% over the year ago period. Consumer sentiment also showed marked improvement, reaching its 

highest level in five years. However, the economy is not firing on all cylinders. A survey of the service 

sector came in at the lowest level since last July, and industrial production data fell below consensus 

expectations.         

In Japan, while the market displayed high levels of volatility, overall stocks were largely unchanged for 

the month as the Nikkei declined less than 1%. This flattish overall reading masked a turbulent ride for 

Japanese equities during May, as they started off very strong only to see a sharp drop to close out the 

month. We believe this sell-off was a correction from overbought conditions since we do not see any 

fundamental reason to explain the decline. In fact, Japan’s recently announced policy initiatives appear 

to be having a positive impact, resulting in an upturn in lending, an acceleration of industrial production, 

and strong consumer sentiment.  We initially sought exposure to this market in order to increase the 

international diversification of our portfolios, as we were concerned about domestic political headwinds 

such as the sequester. Over time our thinking has evolved as we consider the magnitude of the fiscal and 

monetary programs which have been put in place. We now maintain our Japanese equity positions both 

for their upside potential as well as the enhanced diversification which they bring to the portfolio. What 

might change our mind about the Japanese market? A sharp run-up in interest rates to levels that we 

believe could thwart an economic recovery there. 

Roosevelt Investments: Thoughts from our All Cap Core Equity Team

On the economic 

front, the 

preponderance of 

data released during 

May was positive 

and consistent with 

a modestly growing 

economy.



Page 3   As of June 12, 2013  
Roosevelt
Investments

While rates have increased, our belief is that the move in 10 year Japanese government bond yields from 

approximately 40 to 80 basis points is merely part of a normalization process, and is not yet near levels 

which would threaten economic growth. Currently, we are watching both Japanese economic fundamentals 

as well as the nation’s sovereign yields as we consider whether to adjust our position weighting in this area.    

The Look Ahead

We maintain a cautiously optimistic outlook on the US stock market. The economy continues to expand, 

albeit at a modest rate. We expect that the Fed will continue its accommodative policy at least until the 

economy exhibits a stronger and more sustainable growth profile. Therefore, we anticipate that monetary 

policy will continue to be supportive of stocks in the near term. Equity valuations also remain reasonable 

in our view. While the price-to-earnings multiple on the S&P 500 has expanded over the course of the year 

to approximately 14.5 times forward earnings estimates, this is very close to its average level over the past 

decade.  

At some point, the Fed will begin to taper its asset purchases. Assuming that it does so because the 

economy is improving, we believe that the market is likely to prove resilient, as demonstrated in May. In 

this scenario however, certain sectors are likely to decline, most notably those that have a large base of 

shareholders who own the stocks for their dividend payouts. We believe the financial sector should fare 

much better, and cyclical stocks should also do well due to the economic improvement inherent in this 

scenario. On the other hand, if the Fed withdraws liquidity solely because of inflationary concerns, the 

market may react poorly. Fortunately, the inflationary indicators that we monitor currently suggest that this 

scenario is unlikely.      
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Another risk to the downside, as noted above, is if interest rates rise too rapidly as the market anticipates that 

the Fed will reduce its asset purchases. Based upon our analysis, we believe that stock markets can move up 

in the face of interest rates normalizing to higher levels, assuming this occurs at a moderate pace. A sharp 

run up however, has typically resulted in poor performance for stocks.    
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DISCLOSURES

This information is intended solely to report on investment strategies and opportunities identified by Roosevelt. Opinions and estimates offered 
constitute our judgment and are subject to change without notice, as are statements of financial market trends, which are based on current market 
conditions. This material is not intended as an offer or solicitation to buy, hold or sell any financial instrument. References to specific securities and 
their issuers are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations to purchase or sell 
such securities. Our current disclosure statement is set forth on our Form ADV Part 2, available for your review upon request, and on our website, 
www.rooseveltinvestments.com. Past performance is not a guarantee of future results.  Indices are unmanaged and cannot accommodate direct 
investment. Roosevelt Investments is solely responsible for the content of its website. The sponsor/broker dealer firm has not reviewed or verified 
the accuracy or completeness of its content and is not responsible for any statements included therein.

Risk Tools: Cash, Zero-Coupon Treasury ETFs, TIPS ETFs, Inverse/Leveraged Inverse ETFs and Precious Metal related securities are used as 
needed. The portfolio currently holds a Japanese currency hedged ETF in its risk tool bucket.

Inverse/Leveraged Inverse ETFs - Leveraged ETFs are securities that attempt to replicate multiples of the performance of an underlying 
financial index. Inverse ETFs are designed to replicate the opposite direction of these same indices, often at a multiple. These ETFs often use a 
combination of futures, swaps, short sales, and other derivatives to achieve these objectives. Most leveraged and inverse ETFs are designed to 
achieve these results on a daily basis only. This means that over periods longer than a trading day, the value of these ETFs can and usually do 
deviate from the performance of the index they are designed to track. Over longer periods of time or in situations of high volatility, these deviations 
can be substantial.

Precious Metals - The value of precious metals may be affected by various and often unpredictable factors, including, but not limited to, the 
economic, financial, social and political conditions globally and in particular countries. A precious metal’s market price and the liquidity and trading 
values of precious metals may be affected by, retail markups, safekeeping charges, shipping costs, the actions of sovereign governments that 
may directly or indirectly impact the price of a precious metal. Precious Metals markets are subject to temporary distortions or other disruptions 
due to various factors, including the lack of liquidity in the markets, the participation of speculators and government regulations and intervention. In 
addition, U.S. futures exchanges and some non-U.S. exchanges have regulations that limit the amount of fluctuation in futures contract prices 
that may occur during a single business day. These limits are generally referred to as “daily price fluctuation limits” and the maximum or minimum 
price on a contract on any given day as a result of these limits is referred to as a “limit price”. Once the limit price has been reached in a particular 
contract, no trades may be made at a different price. Limit prices have the effect of precluding trading in a particular contract or forcing the 
liquidation of contracts at disadvantageous times or prices.

TIPS - Treasury Inflation Protected Securities.

Zero-Coupon Treasury - U.S. Treasury debt security that does not pay interest (coupon) but is issued at a discount.

Themes assigned as per Roosevelt Investments’ evaluation. 


