
Any market summary of the first quarter of 2016 should 
highlight volatility. January’s stock market swoon stemmed 
from ongoing concerns about a slowdown in China and 
crashing oil prices, sending the Dow Jones Industrial Average 
(DJIA) to its worst 10-day start to a year on record going 
back to 1897. By January 20, most of the major US equity 
indexes were down close to 10%. A rapid albeit temporary 
recovery in the last week of January boosted month-end 
returns, but for the month, the S&P 500 fell 5%, the DJIA 6%, 
and the NASDAQ 8%. Volatility returned in February as the 
indexes once again reached new lows in the middle of the 
month. Many strategists described the sharp drop as the 

“2016 Crash,” reporting this was the largest decline in the first 
few weeks of a new year in the history of the indexes. In the 
nomenclature of market statistics, however, the drop was not 
a crash, which is associated with a decline of 20% or more, 
but it was a sharp correction. The historic recovery of the 
markets in March almost entirely erased the losses in January 
and February. For the month of March, the S&P 500, the DJIA, 
and the NASDAQ were each up about 7%. By the end of the 
quarter, the DJIA had posted a year-to-date gain of 2% and 
the S&P 500 1%, while the NASDAQ dropped only 2%.

There were several factors that turned the equity markets 
intra-quarter. The most notable factor was the price of 
crude oil. As we discussed in our January 2016 Market 
Commentary, one of our greatest concerns was the falling 
price of oil. At the end of 2015, the price of a barrel of West 
Texas Intermediate (WTI) crude oil was $36.60. By February 
11, the price of WTI had fallen to $26.05 per barrel, a 29% 
decline from the beginning of the year, marking the lowest 
price in oil since 2003. On February 16, reports surfaced 
that Saudi Arabia, Russia, Qatar, and Venezuela would 
freeze oil output in order to stabilize prices. Oil bounced 
dramatically, and by the end of the quarter, WTI had 
climbed 42% from the bottom to $36.94 per barrel. Not 
coincidentally, the S&P 500, the DJIA, and the NASDAQ all 
traded at their lows for the year on February 11.
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Central banks’ actions also affected financial markets during 
the first quarter. In early March Mario Draghi, the President 
of the European Central Bank, announced additional 
cuts to the ECB’s interest rates, bringing the deposit 
rate to -0.4%, and a €20 billion ($22 billion) expansion of 
quantitative easing that for the first time opened the door to 
purchases of corporate bonds. A short time later on March 
16, Janet Yellen, Chair of the US Federal Reserve Bank, 
announced no rate change and projected only two rate 
hikes in 2016, down from an earlier proclamation of four. 
Financial markets reacted favorably to the easy monetary 
policy actions of both central banks, as equity, bond, and 
commodity prices rose. 

Every year since the 2008 Great Recession, Wall Street 
analysts have been forecasting higher interest rates. However, 
interest rates have defied those predictions and instead have 
marched lower. Most analysts continue to believe that the 
downward trend is at least in part, a transitory phenomenon 
and that interest rates will rise as the economy fully recovers 
and monetary policy normalizes. According to a recent 
economic consensus forecast, the 10-year US Treasury rate 
is expected to hit 2.93% by the third quarter of 2017. Yet 
in many developed countries, 10-year government rates 
are trading substantially below 1% and in some cases have 
even turned negative. The table below provides a sample 
of two, three, five, seven, and ten-year interest rates for the 
debt of fourteen developed nations. The table illustrates the 
prevalence of negative rates across the globe. 
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Negative interest rates provide a complicated and mostly 
uncharted economic backdrop. Already about a third of the 
debt issued by eurozone governments has a negative yield. 
In Switzerland and Japan, negative yields extend all the way 
out to 10 years. As of the end of February, more than $7 
trillion of government bonds worldwide offered yields below 
zero. Central banks use negative rates to penalize banks that 
hoard cash instead of extending loans to businesses and 
individuals. The policy is intended to increase the circulation 
of money as banks seek to avoid the loss caused by holding 
cash. In the most basic sense, central bankers use the 
policy to devalue currencies, stimulate spending, and create 
inflation. In theory, interest rates below zero should reduce 
borrowing costs for companies and households, driving 
the demand for loans. In practice, if banks make more 
customers pay to hold their money, cash could find higher 
rates of return outside the home country’s banking system. 
Either way, the policy is a novel approach that is distorting 
financial markets and is likely to keep interest rates lower for 
longer than originally predicted.  

Investing in an environment of low, and in some cases 
negative, interest rates presents extraordinary challenges. 
Money market funds which yielded nearly 6% fifteen years 
ago, now yield on average well below 0.50% per year. The 
yield of the benchmark 10-year US Treasury bond is now 
below 1.8%, and 30-year Treasury bonds yield around 
2.5%. While we expect rates to rise eventually, we believe 
slow growth and mild inflation will keep a lid on the pace of 
rate increases. This will in turn keep rates of return relatively 
low on a historical basis until global growth improves. Our 
strategy is to maintain exposure to fixed income across 
various maturities to reduce volatility and seek opportunities 
in equity investments that offer favorable risk / reward. 

FIRM BROCHURE
In March, Winfield filed an updated Firm Brochure with the 
United States Securities and Exchange Commission (SEC). 
This brochure provides information about the qualifications 
and business practices of our company. Clients of Winfield 
received a copy of the Firm Brochure at the end of the first 
quarter. Information about Winfield is also available on the 
SEC’s website at www.adviserinfo.sec.gov. You can search 
this site by a unique identifying number, known as a CRD 
number. Our firm’s CRD number is 801-54970. 

CLIENT PORTAL
In January, we introduced Winfield’s upgraded client web 
portal. The new streamlined interface allows for even 
greater flexibility in the way you view your portfolio. Greater 
compatibility with mobile devices means clients can now 
easily check on their investments and download copies 
of important financial documents while on the move. Our 
platform allows clients to gain a better understanding 
of their portfolio by providing performance and asset 
allocation information that is not available through traditional 
brokerage websites. 


