
Most insurers have in-

vested heavily in tech-

nologies to achieve op-

erational efficiencies as 

well. These include in-

ternal rating and claims 

filing/management sys-

tems or when outside 

vendors are used, ensur-

ing that they are provid-

ing leading –edge tech-

Lately, we are all 

hearing a lot of buzz 

about big data and other 

technology/analytical ad-

vances. It is with good 

reason that insurance ex-

ecutives are paying atten-

tion as these advance-

ments have served to 

make the Insurance busi-

ness tougher and more 

competitive than ever. 

Policyholders expect 

fast and efficient ser-

vices using the latest 

technology—online ac-

cess to their information, 

instant ability to file 

claims on mobile devic-

es, quick settlement of 

claims—all at the lowest 

possible cost.   
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Equity Market Review and 

Outlook 

The U.S. economy 
at last is beginning to ex-

hibit the kind of growth 

that is in keeping with a 

stock market marching to 

record levels. 

 

Third quarter Gross Do-

mestic Product was re-

vised up to +5.0% fol-

lowing a +4.6% gain in 

the second quarter—the 

strongest back-to-back 

growth in 11 years.   

 

The November jobs re-

port showed an addition 

of 321,000 jobs, and revi-

sions added another 

44,000.  Average hourly 

earnings also rose +0.4% 

month-to-month (+2.1% 

year-to-year) and average 

hours per week rose to 
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the highest level since 

2008.   

New unemployment insur-

ance claims dropped to 

less than 300,000 per 

week, less than half their 

peak levels.  

 

Consumer sentiment 

(Reuters/Michigan De-

cember report) climbed to 

93.8 while real consumer 

spending rose 3.2% in the 

third quarter, versus the 

2.2% anticipated in prior 

estimates, and may have 

reached 4% in the fourth 

quarter. 

 

Manufacturing output 

passed its 2007 peak.  Ca-

pacity utilization of 80.1% 

is the highest since March 

2008, and is now at its av-

erage level of the past 40 

years.   

Even with the upturn 

in the economy, offi-

cially-reported infla-

tion remains subdued 

at well below 2%, and 

the Federal Reserve 

remains accommoda-

tive.  Additionally, 

lower energy prices 

are providing the aver-

age consumer with 

extra pocket money. 

 

The big economic sto-

ry is the plunge in 

commodity prices led 

by crude oil, which 

relentlessly dropped 

50% from its June 

peak.  U.S. oil produc-

tion continues to 

surge, recently cross-

ing the nine million 

barrel-per-day plateau.  

OPEC is slightly over-

producing its official 
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quotas, and created market 

tremors in late November 

when it declined to cut out-

put.  

  

U.S. monetary authorities 

ceased their purchases of 

bonds and hinted that they 

would like to begin to raise 

interest rates in 2015.  

While heightened econom-

ic readings would seem to 

give a data-dependent Fed 

all the cover it needs to 

proceed with the rate hikes, 

low inflation, a still mount-

ing Federal deficit, and a 

reluctance to spook the 

markets could cause them 

to move slowly. 

Government bond yields 

remained near historical 

lows in the U.S. and sank 

to all-time lows in Europe.  

The U.S. dollar rallied 12% 

versus a basket of global 

currencies.  

 

After the Dow began 2014 

by falling 7.3% in January 

and early February, it 

reached record highs in 

April.  Since then, the in-

dex has corrected three 

more times, each time re-

covering more quickly than 

the last.  The last correc-

tion, in early December, 

abruptly re-gained lost 

ground when the Fed 

pledged to “be patient” in 

raising interest rates.  

 The S&P 500 Index gained 

13.68% for the year, in-

cluding dividends.  The 

S&P is up for eight 

straight quarters, and the 

Dow is up for six straight 

years.  While the Dow 

crossed the 18,000 mark 

late in the year and the 

S&P produced 53 rec-

ords, stocks sold off 

sharply on New Year’s 

Eve day and exhibited 

further weakness in early 

2015 trading. 
Equity Investment Strategy 

Stocks are expected to 

grow revenues at about 

2% and earnings at per-

haps 7% in the new cal-

endar year.  Trailing 

price/earnings ratios for 

the S&P 500 Index of 

just under 20x and price/

sales ratios of 1.7x both 

stand more than 20% 

above typical historical 

levels. 

 

Even with the recent re-

bound, U.S. GDP is ex-

pected to grow at a mean-

dering 2.5% rate for all of 

2014.  With stock prices 

and profit margins at rec-

ord levels, the economy 

will need to sustain its 

long awaited pick-up in 

order to produce the kind 

of revenue and profit 

growth that will support 

current valuations.   

 A strong dollar helps the 
U.S. consumer by im-

proving the affordability 

of imported goods and 

making it cheaper to 

travel abroad.  However, 

it also hurts the export 

business of our trade 

partners, making it more 

difficult for them to pull 

out of their economic 

doldrums, and dampen-

ing the demand for the 

products of U.S. produc-

ers.  The continued 

slowdown in China 

bears particular watch-

ing.   

 

Aside from the obvious 

short-term stimulus to 

the consumer, lower oil 

prices are a mixed bag 

for the economy.  S&P 

earnings expectations 

are already starting to 

come down as a result of 

the potential energy 

company impact of dra-

matically-lower prices 

than previously as-

sumed.  Increased drill-

ing and production ac-

tivity has also been a 

major contributor to job 

growth, and, like real-

estate, has a multiplier 

effect on the economy. 

With lower oil prices 

also comes heightened 

geo-political uncertain-

ty.  It is speculated that, 

in declining to cut pro-

duction, the Saudis are 

not only trying to main-
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Michael J. Stafford Jr., 

CFA, Managing Director, 

Director of Fixed Income 

Investments - Mr. Stafford 

is Managing Director and 

Director of Fixed Income 

Investments for ASB Capi-

tal Management and is a 

member of the ASB Fixed 

Income Council. He has 25 

years of experience in the 

institutional fixed income 

business, and previously 

served as Chief Investment 

Officer of The St. Paul’s 

(now Travelers) life insur-

ance subsidiary, and Portfo-

lio Manager with Bank of 

America, Legg Mason, and 

First National Bank of Mar-

yland. Mr. Stafford is a 

Chartered Financial Analyst, 

a past president and director 

of The Baltimore Security 

Analysts Society, and has 

taught investment analysis 

in the MBA program at 

Johns Hopkins University. 

He is a graduate of 

Georgetown University and 

earned an MBA from Loyo-

la University  of  Maryland. 

 

“Even with the re-

cent rebound, U.S. 

GDP is expected 

to grow at a mean-

dering 2.5% rate 

for all of 2014. 

With 

stock prices and 

profit margins at 

record levels, the 

economy will need 

to sustain its long 

awaited 

pick-up in or der 

to produce the 

kind o f revenue 

and profit growth 

that will suppor t 

current valua-

tions.” 
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tain market share but also 

seeking to squeeze oil rev-

enue-dependent adver-

saries such as Russia and 

Iran.  

  

Regardless of intent, it is 

unclear what rogue na-

tions will do when backed 

into a fiscal corner.  In-

deed, even ten of twelve 

OPEC nations feature 

budgets that require oil 

prices at much higher than 

current levels in order to 

balance.  Cutting back so-

cial payments and pro-

grams could lead to do-

mestic instability.    

  

Finally, the future of inter-

est rates must be consid-

ered.  The U.S. has not 

raised rates since 2006.  

After setting rates at near-

ly zero, then launching 

bond buying campaigns 

QE1, QE2, and QE3, the 

Fed is now trying to set 

the stage for hikes in the 

short-term rate.   

 

Yet, even with the job 

market and the economy 

accelerating, and financial 

markets at all-time highs, 

it appears to be unable to 

find the right time to un-

wind the excess liquidity.  

Each time the Fed has at-

tempted to stop the print-

ing presses, the markets 

have corrected and the 

Fed has relented.  Low 

inflation provides cover 

for continued “patience.” 

 

So, it appears that there is 

never a good time to re-

verse course.  When the 

markets are down further, 

monetary support is pre-

sumed to be needed.  And 

when markets are rising, 

policymakers are reluc-

tant to risk upsetting the 

status quo.   

 

With interest rates near 

zero, intrepid investors 

have moved out onto the 

risk curve in search of 

higher returns.  The an-

swers to a variety of 

monetary, economic, and 

geo-political questions 

will determine whether 

they will continue to be 

rewarded. 
Fixed Income Review and 

Outlook 

Contrary to broad inves-

tor expectations, the U.S. 

Treasury market deliv-

ered its strongest return 

since 2011, as long-term 

interest rates fell over the 

course of the year.  The 

Aggregate Bond Index 

returned 1.79% in the 

fourth quarter and 5.97% 

for the year in 2014.   

 

During the year, thirty-

year Treasury yields de-

clined from 3.97% to 

2.75%, and ten-year 

Treasury yields declined 

from 3.03% to 2.17%.  

At the shorter end of the 

curve, yields on two-

year Treasury notes in-

creased from 0.38% to 

0.67% and yields on 

three-year notes in-

creased from 0.77% to 

1.07%.   

The flattening of the two 

to thirty year yield curve 

was persistent through-

out the year, going from 

359 basis points to 201 

basis points.  Interest 

rate volatility heightened 

considerably in the 

fourth quarter, and the 

trend to a flatter curve 

accelerated in Decem-

ber.   

The shape and move-

ment of the yield curve 

for U.S. Treasuries, the 

world’s largest and most 

liquid interest rate asset 

class, is often a good 

predictor of economic 

activity.  A spread of 

only 2% between two 

and thirty year yields 

last occurred during the 

financial crisis of 2008-

09 and, before that, in 

2004.   

Today’s flatter curve 

reflects investor expec-

tations of low inflation 

over the long term, an 

imminent end to the 

Fed’s zero percent Fed 

Funds rate policy, and 

slower economic 

growth going into 

2015.   

 

Market-implied infla-

tion expectations held 

steady around 2.20% 

until mid-year.  How-

ever, from the middle 

of July through the 

end of 2014, inflation 

expectations plummet-

ed 60 basis points to 

1.60% at year end.  

 This accelerated drop 

paralleled the plum-

meting price of oil.  

West Texas Intermedi-

ate crude futures 

peaked in late June at 

$101.33 and recently 

traded below $50, a 

50% price collapse, 

which largely occurred 

in the fourth quarter.  

The bust in energy in-

vestments has driven a 

sell-off in the high 

yield fixed income 

sector, where energy 

issues comprise 15% 

of the market.   

The result is a gener-

ous tax break for con-

sumers, who took the 

latest University of 

Michigan Consumer 

Sentiment reading to 

93.6, an eight-year 

high, last seen in Janu-

ary 2007.  Restaurants 

and retailers should be 

immediate beneficiar-

ies of the savings.  

Continued on page 7 
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seemingly small (~1%) 

difference, primarily a 

result of the rapid 

growth from the United 

States’ shale production 

in recent years, has sent 

the price of oil plummet-

ing from its high in June 

2014 over $107 a barrel 

to a low of under $44 in 

late January. While the 

price has since rebound-

ed to over $50/bbl, a 

slowdown in U.S. pro-

duction is likely required 

to correct the oversupply 

situation and stabilize 

the price of crude. 

 

As oil has fallen, U.S. 

producers have made 

adjustments for a lower 

oil price environment, 

which has been most ap-

parent in their 2015 cap-

ital expenditures budg-

ets. Integrated majors 

have slashed spending in 

the 15% range while 

smaller players have 

lowered their capex in 

excess of 50% (oil com-

panies 2015 budgets are 

based on full-year crude 

oil prices in the $50-60 

dollar range). Yorkville 

expects that industry 

wide capex budgets will 

ultimately be reduced by 

approximately 30%. 

Over time, these capex 

reductions will begin to 

show up in declining rig 

counts and eventually, 

lowered production. As 

the chart below illus-

trates, rig counts have 

© Copyright 2015 CapVisor Associates, LLC.  All rights reserved. 

   Drilling Deeper Into Oil 

 

          

Mr. Schuringa is a global-

ly recognized authority on 

investing in U.S. energy 

infrastructure and U.S. 

energy assets through the 

MLP structure. He makes 

regular appearances on 

CNBC, Bloomberg, Fox, 

and BNN and is often 

quoted by major financial 

publication as an expert 

on the asset class. 

Prior to founding 

Yorkville Capital Man-

agement, Mr. Schuringa 

was a Partner with the 

energy-focused invest-

ment firm of Estabrook 

Capital Management. Mr. 

Schuringa was co-

portfolio manager of a 

Morningstar five-star rat-

ed energy-centric mutual 

fund and he managed over 

$1.0B in institutional fund 

structures and managed 

accounts. His clients in-

cluded some of world's 

largest pension funds and 

institutional investors. 

Mr. Schuringa received a 

BA in Finance from the 

University of Western 

Ontario and an MBA in 

Finance from the Crum-

mer School of Business at 

Rollins College. He is 

also a Chartered Financial 

Analyst (CFA), a member 

of New York Society of 

Security Analysts 

(NYSSA), and a member 

of National Association of 

Publicly Traded Partner-

ships (NAPTP). 

 

Over the past 3 
years, oil production in the 

United States has grown 

rapidly from a rate of ap-

proximately 6 million bar-

rels per day in late 2012 to 

more than 9 million bar-

rels per day (bpd) by the 

end of 2014. This increase 

of 3 million barrels per 

day over the course of 

three years (or a million 

barrels each year) has con-

tributed to a globally over-

supplied crude oil market. 

For the fourth quarter of 

2014, crude oil production 

averaged approximately 

94.1 million barrels per 

day worldwide. However, 

global consumption fig-

ures came in 900 thousand 

barrels lower, at a rate of 

93.2 million bpd. This 
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    Drilling Deeper Into Oil 
primarily responsible 

for correcting the cur-

rent supply/demand 

imbalance. Yorkville 

forecasts 2015 to be a 

flat to slightly positive 

year for U.S. oil pro-

duction. This will ulti-

mately bring the crude 

market into balance by 

2016, as demand con-

tinues to grow a 1-2 

percent a year globally. 

As oil prices continue 

to fluctuate, MLPs rep-

resent a great way for 

investors to gain expo-

sure to the U.S. energy 

revolution without hav-

ing to bet on a rebound 

in oil prices.  

 

 

In the recent oil plunge, 

we have seen correlations 

between MLPs and oil 

spike. Whereas the long-

term correlation of crude 

and MLP total returns has 

been very low (0.31), 

correlations over the last 

12 months has more than 

doubled to 0.73. Despite 

this short term phenome-

non, which also occurred 

in 2008, oil prices don’t 

need to rise for infra-

structure/midstream 

MLPs to achieve positive 

returns. 

It appears that U.S. shale 

producers who were the 

primary reason for the oil 

oversupply in the first 

place will be the ones 

already decreased ~30 

percent from their recent 

highs. Production, howev-

er, has continued to steadi-

ly grow. We believe that a 

rig count reduction match-

ing at least that of capex 

budgets (~30%) is likely.  

While U.S. oil production 

has yet to roll over, the 

second half of 2015 is 

likely to see the full im-

pact of the recent (and 

continued) rig count re-

ductions. This is due to 

the lag between rig count 

reductions and production 

declines. We would ex-

pect production to be flat 

to slightly up from 2014 in 

the second half of this 

year.  

“the long-

term cor-

relation of 

crude and 

MLP total 

returns 

has been 

very low 

(0.31), 

correla-

tions over 

the last 12 

months 

has more 

than dou-

bled to 

0.73. 
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nology and efficacy. Safe-

ty and other preventative 

programs have been im-

plemented to reduce risks 

associated with claims se-

verity and frequency.  

 

Meanwhile, bond portfolio 

returns, which produce the 

financial foundation for an 

insurer’s claims paying 

ability and represent the 

bulk of most insurance 

company portfolios, have 

been at historically low 

levels for the past few 

years. The low interest 

rate environment is pri-

marily responsible and has 

forced companies to rely 

less on investment results 

to offset poor underwrit-

ing results. It has caused 

many insurance execu-

tives to focus on the im-

portance of strong under-

writing results, lowering 

expenses, pricing/market 

share, etc. and has looked 

to technology solutions to 

improve efficiency. For 

many companies, success 

or even survival will de-

pend upon their ability to 

develop systems and strat-

egies that focus on por-

tions of the market that 

require unique products, 

specialized insights, or 

customized service.  

Unfortunately, there is 

another side to all of this 

that has not been as well 

examined – the other side 

of the balance sheet. Too 

few of these insurance ex-

ecutives have focused on 

analytics and efficiencies 

that can be gained on the 

investment/asset side of the 

balance sheet. With the ex-

pected continuation of a 

low interest rate environ-

ment, by historical stand-

ards, portfolios and asset 

allocations that were de-

signed a few years ago are 

most probably badly dated 

and poorly positioned for 

optimal results in the com-

ing marketing environ-

ments.  

 

For example, a bond port-

folio that was designed in a 

falling interest rate envi-

ronment, arguably prior to 

2013, may likely underper-

form in the coming rising 

rate scenarios. Portfolio 

durations, which measure 

interest rate sensitivity, 

should be reconsidered and 

optimized around the liabil-

ity duration offered by the 

insurer’s underwriting ac-

tivities to immunize the 

bond portfolio. Even in-

vestment guidelines that 

were written fairly recent-

ly, perhaps in a strong part 

of the credit cycle, should 

be reevaluated to determine 

if their portfolios are being 

appropriately compensated 

for the current and future 

expected levels of credit 

risk taken.  

 

Equity allocations may 

have produced strong 

returns over our recent 

multi-year bull market 

inviting complacency. In 

a market crash, or even a 

correction, how will 

your portfolio fair? His-

tory dictates that market 

cycles always turn at 

some point. De-risking 

or additional diversifica-

tion into low or un-

correlated asset classes 

may be a prudent move 

ahead of the unpredicta-

ble cycle’s turning point. 

Minimally, insurance 

executives should use 

big data and other ana-

lytic tools to assess the 

risk in their portfolio 

and make sound judg-

ments as to the appropri-

ate levels to accept giv-

en their economic and 

securities market views 

and their company’s fi-

nancial situation.. 

 

Big data and advanced 

analytics are available to 

help insurers in these 

important investment/

asset decisions. For ex-

ample, reviewing tacti-

cal portfolio (i.e. invest-

ment manager) perfor-

mance on a risk-adjusted 

basis within a “manager 

© Copyright 2015 CapVisor Associates, LLC.  All rights reserved. 

Kevin Moore, CFA, Managing 

Director and Director of Equi-

ty Investments – Mr. Moore is 

responsible for active equity 

portfolio management at ASB. 

He has 25 years of portfolio 

management experience. Mr. 

Moore began his career as a 

securities analyst at the Ohio 

Company, and then became 

Senior Portfolio Manager at 

First of America Corporation. 

He next moved to the Monetta 

mutual fund complex as Senior 

Portfolio Manager, and soon 

thereafter was promoted to 

Chief Investment Officer re-

sponsible for oversight and 

direction of six of Monetta’s 

seven mutual funds: The 

Monetta Fund, and the Monetta 

Large-Cap, Mid-Cap, Small-

Cap, Balanced, and Intermedi-

ate-Bond Funds. Two of these 

funds were Ranked #1 by Lip-

per Analytical Services during 

respective 12-month periods. 

Mr. Moore earned an under-

graduate degree from Green-

ville College, and an MBA 

from the University of Michi-

gan.   

He is a Chartered Financial 

Analyst and a member of the 

ASB Equity Council.  

 

“The opportunity 

cost for having an 

inefficient portfolio 

in a more volatile 

market can easily 

offset many of the 

gains achieved 

through improved 

efficiencies on the 

liability/operational 

side of the busi-

ness…”  
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universe”, rather than 

simply a comparison of 

nominal returns vs the 

benchmark, is often an eye

-opening experience . Un-

derstanding the perfor-

mance of a manager in 

past up and down market 

cycles enables insurers to 

better anticipate the effica-

cy of their manager’s style 

in the coming rate, credit 

and market cycles. The 

opportunity cost for hav-

ing an inefficient portfolio 

in a more volatile market 

can easily offset many of 

the gains achieved through 

improved efficiencies on 

the liability/operational 

side of the business that 

were described earlier.  

 

More importantly, ensur-

ing that the Strategic As-

set Allocation (SAA) 

strategy is optimized can 

bring significantly im-

proved results. Empiri-

cal studies indicate that 

more than 90% of long 

term investment results 

are determined by the 

Strategic Asset Alloca-

tions selected. Too few 

insurance executives 

have utilized today’s 

power analytic systems 

to “optimize” the alloca-

tion uniquely to their 

company’s liability 

structure, risk toler-

ance and investment 

objectives. These ad-

vanced analytic sys-

tems enable both eco-

nomic scenario and 

asset mix testing al-

lowing for informed 

decision-making by 

financial executives. 

© Copyright 2015 CapVisor Associates, LLC.  All rights reserved. 

Although lower gasoline 

prices help the U.S. con-

sumer, they also signal 

economic weakness 

abroad.   The Eurozone is 

so weak that German two-

year bond yields are nega-

tive.  Ten-year German 

government bonds yield 

0.50%, 1.60 percentage 

points lower than U.S. ten

-year yields.   

Declining commodity 

prices, including copper at 

a four-and-a-half-year 

low, are a sign of econom-

ic weakness not just in 

Europe, but also in the 

emerging economies of 

China, South America, 

and Russia.  While the 

dollar trades at multi-year 

highs, the Russian ruble is 

near collapse and raises 

fears that slower growth 

elsewhere will spread to 

our shores.   

Economic growth in the 

United States is being 

cherished by investors in 

the midst of weakening 

outlooks overseas.   
Fixed Income Investment 

Strategy 

A year ago the broad 

market view that interest 

rates would rise in 2014 

was as strong a consen-

sus as we could remem-

ber since 1994.  Howev-

er, as the year came to a 

close, this expectation 

was at best half right.  

While short rates rose as 

expected, long rates fell.  

As we enter 2015, the 

consensus again is that 

rates will rise. 

Nevertheless, we are less 

confident that long rates 

will rise than we are that 

the yield curve will con-

tinue to flatten, due prin-

cipally to an increase in 

short-term rates.  

 Global economies are 

closely linked, and it is 

unlikely that the U.S. 

economy can withstand 

prolonged long-term inter-

est rates that are consider-

ably higher than those in 

the rest of the developed 

world.  However, a trans-

parent Fed, admittedly da-

ta dependent, wants to 

raise short rates gradually 

from the current zero per-

cent, likely in the third 

quarter.   

Recent economic releases 

indicate steady gains in 

jobs but inconsistent hous-

ing growth.  We suspect 

that secular factors are at 

work and that any eco-

nomic recovery will be 

less dependent on housing 

growth than previous re-

coveries.   

Investment-grade corpo-

rate spreads finished the 

year about 30 basis points 

wider than where they be-

gan.  The underlying 

bonds now offer rea-

sonable value, trading 

at wider spreads than 

they did for long multi-

year periods in the 

1990’s and 2000’s.   

With regard to mort-

gages, regulatory over-

haul of Fannie Mae 

and Freddie Mac 

awaits legislative ac-

tion.  In these govern-

ment-guaranteed secu-

rities we find relative 

value in the higher 

coupon structures that 

are less susceptible to 

maturity extension 

from a rise in interest 

rates.   

We also continue to 

invest in taxable mu-

nicipals for diversifica-

tion, credit quality, and 

yield advantage.    

Economic Review                                   
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Upcoming Events 

Carl Terzer will be 

a speaker at USA 

Risk Group’s 10th 

Annual Executive 

Educational Con-

ference at the Bal-

lantyne Hotel, 

Charlotte, NC 

May 19-21.  Please 

refer to the confer-

ence agenda for 

Carl’s speaking 

schedule. 

 

 

Performing optimally on 

the claims and operations 

side of the business is im-

portant for success in to-

day’s competitive insurance 

marketplace. Focused atten-

tion and improved efficien-

cy on the asset side is 

equally important. AM Best 

reports than in excess of 

75% of an insurer’s profita-

bility is generated by the 

investment program. There-

fore, keeping it fine-tuned 

means competitive ad-

vantage. Using big data and 

sophisticated analytic tools 

bring new and wider op-

tions to executive manage-

ment resulting in better de-

cision-making and ultimate-

ly superior results. Rede-

signing and re-engineering 

the investment strategy for 

success in the future is an 

on-going task because as a 

general rule, what worked 

yesterday will not 

always work tomor-

row.  

CapVisor  

Associates will be ex-

hibiting at The New 

York Insurance  

Association 2015  

Annual Conference  

May 27th through the 

29th at the Saratoga  

Hilton, in  

Saratoga Springs, 

NY.  Please stop by the 

CapVisor booth and 

say hello! 

 
 

Carl Terzer will be  

attending the  

Bermuda  

Captive Conference  

June 8th-10th at the 

Fairmont South-

ampton Resort,  

Southampton,  

Bermuda and 

hopes to see you 

there. 
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