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February 3, 2016 
 
Dear Client: 
 
2015 was a volatile year for world financial markets as a slowdown in the Chinese economy, a price war among 
oil suppliers and a relatively tight U.S. monetary policy led to a 15% decline in emerging markets, a 35% 
decline in the price of oil, and the first annual decline in high-yield bonds since 2008. Against this backdrop, the 
S&P 500 returned 1.4% with larger, more liquid stocks outperforming medium-sized and smaller companies, 
even within the S&P 500 index itself. The largest 50 stocks in the S&P 500 returned 6%, and the remaining 450 
stocks actually declined by 2%.1 
 
For 2015, our Diversified Equity Composite declined by 5.0%, our Concentrated Equity Composite declined by 
5.4% and our Small-Cap Composite declined by 12.7%.2 While we are disappointed with these results, what we 
do at Integre is analyze the downside risk versus upside potential of every investment we consider. The large-
cap growth stocks that performed well in 2015 simply did not have the downside protection that we require, and 
in addition, the mid- and small-cap stocks in which we specialize did poorly as active managers endured $169 
billion3 in outflows, their largest outflows ever. 
 
This $169 billion worth of withdrawals was reinvested in index funds, an exodus which led to both forced 
selling by active managers of the mid-cap and small-cap companies that they tend to favor, and forced buying 
by the index funds of the large-cap companies which they need to purchase in order to replicate the S&P 500. 
We believe that this abrupt reallocation of funds accounts for the large number of investment opportunities we 
are currently finding which not only meet, but exceed, our double-digit potential return hurdle rate. While 
January has indeed been the worst start to the year for the S&P 500 since 2009, there is nothing that gets us 
more optimistic and excited than looking at our portfolios’ summary sheet of potential future returns.   
 
Since starting Integre Asset Management in 2004, there have only been two other years that we have had 
negative returns for the Diversified Equity Composite, 2008 and 2011. In the years following those downturns 
our Diversified Equity portfolios went up. Of course, this is not a forecast, but a reminder that in a rough stock 
market pessimism can quickly give way to optimism in a relatively short period of time. We believe that our 
investment process, which requires us to create optimistic and pessimistic scenarios for all of our holdings, 
keeps us focused on investments that would benefit if market sentiment were to make such a shift from negative 
to positive. 
 
Looking ahead, we expect that capital will continue to flow out of China causing a continued slowdown in the 
world’s second largest economy, and that many companies in the energy sector will go bankrupt. Given this 
tenuous global outlook, we are focusing our portfolios on the food, healthcare and technology sectors. We 
believe consumption of beer and chocolate will continue in any economic environment, that an aging population 
will continue to require medical care, and that our semiconductor and software holdings should be able to grow 
earnings through a combination of margin expansion and smart capital allocation even if international markets 
remain soft. 



 

1,2,3,4  Disclosures: 

 

1. Source: Bloomberg.  The performance of the largest 50 stocks in the S&P 500 was derived from the SPDR® S&P 500® ETF Trust which seeks to provide 

investment results that, before expenses, correspond generally to the price and yield performance of the S&P 500® Index. The returns are the average return of 

the top 50 constituents in the S&P 500 and the average return of the remaining stocks which represent more than 450 names due to the rebalancing of the S&P 

500. 

2. Preliminary performance figures are unaudited.  Past performance may not be indicative of future results and every investment program has the potential for 

loss as well as profit.  The diversified equity, concentrated equity and domestic small-cap composites represent the asset-weighted returns of those accounts 

sharing the objective of the respective diversified equity, concentrated equity and domestic small-cap strategies.  As of 1/1/13, portfolios are included in a 

composite at the beginning of the first full month under management and stay in the composite until the end of the last full month under management.  Prior to 

that, the composites included portfolios with a minimum of $250,000 that were managed for a full calendar quarter before inclusion and stayed above the 

minimum during any quarter.  Individual account results will vary from that of the composite based on fee structures, investment restrictions, the timing of 

contributions and withdrawals and other factors. Comparisons to the S&P 500 Total Return and Russell 2000 are for informational purposes only, as the 

composites may hold securities not in the S&P 500 Total Return and Russell 2000 and may have more or less volatility and risk than an investment in the S&P 

500 Total Return and Russell 2000.  Management fee information is available upon request. 

3. Source: Krause S. and Driebusch C., “Investors Snub Money Managers for Market Clones” (Jan. 13, 2016), The Wall street Journal. Retrieved from 

http://www.wsj.com 

4. Some of the names may have been purchased for the Concentrated Equity Strategy and/or for the Small-Cap Strategy.  

 

 
 
Attached to this letter is a four-page document with the names and descriptions of every stock we have 
purchased4 for the Diversified Equity Strategy during the fourth quarter of 2015. While we have always 
provided transparency in terms of what we own by way of confirms, we think now is a good time to provide 
transparency in terms of why we own what we own. If you find this document helpful, please let us know and 
we can provide it to you in the future.  We are giving this list of purchases to current clients only, please do not 
share it with anyone else. 
 
In times of turmoil it is important to remember that it is preferable to be in an environment where potential 
stock returns are high and the macro-economic scenario is cloudy, rather than an environment where the 
potential stock returns are relatively modest and the macro-economic scenario is sunny. Over the decades we 
have been investing, time and again it is attractive valuations which have been the harbinger of attractive 
returns.   
 
It was great seeing many of you back at our annual client lunch on January 14th. We look forward to speaking 
with you, and seeing you, in the new year ahead.  
 
With all best wishes for a happy and healthy 2016, 
 
 

 
Manny Weintraub, CFA  
 


