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Q2-2016

The expert commentators have left the building

The second quarter of 2016 will certainly go down as the quarter that highlighted how 

nobody knows anything about anything when it comes to exogenous macro events. By 

S&P 500 price action has demonstrated resilience in the face of obstacles

Convergence Long/Short Strategies - 
Q2-2016 Review and Commentary

If it jiggles, it’s fat.

Source: Bloomberg Finance L.P.



Convergence Investment Partners

monumental stimulus from global central banks. The side effect of this banking action 

Today there are vast swaths of the market […] that we should call by their proper name: 

a derivative expression of FOMC policy.

The second quarter of 2016 was not kind to the long/short strategies of Convergence. 

Overview of performance

Past performance is not indicative of future results.
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Managing money based on Investment Principles

and guesses.

and historically.

Average fundamental statistics of long holdings for each strategy:

Portfolio P/E Ratio
Price to 
Sales

Return on 
Assets (%)

5 yr EPS 
Growth (%)

12M Cash Flow 
Growth (%)

Profit 
Margin (%)

Shares 
Outstanding 
Change (%)

Core Plus Long 13.7 1.9 6.1 9.7 32.5 8.6 -3.5

Mkt Neutral Long 14.2 1.8 4.6 9.9 44.0 5.2 -2.5

Small Cap Long 18.8 2.0 4.5 10.2 155.6 7.5 -0.7

6.0 6.8 0.6

Russell 2000 Index 18.6

0 + 0 = NOTHING!
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Average fundamental statistics of short holdings for each strategy:

Portfolio P/E Ratio
Price to 
Sales

Return on 
Assets (%)

5 yr EPS 
Growth (%)

12M Cash Flow 
Growth (%)*

Profit 
Margin (%)

Shares Out 
Change (%)

Core Plus Short -399.5 15.4 -2.4 3.3 -15.2 -31.7 15.9

Mkt Neutral Short 265.2 10.0 -0.8 4.5 -7.4 -15.7 13.5

Small Cap Short -67.3 7.3 -6.4 5.5 -22.2 -22.0 10.4

6.0 6.8 0.6

Russell 2000 Index 18.6

 

What is an unfundamental rally?

Evidence that the Rally was “unfundamental”
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Companies with sales growth LESS 
THAN: Year over Year Sales growth Average Stock return in Q2-2016

Source: Bloomberg

Is this normal? What about the long-term?

rates. The following table shows what our long-term research has found.

 
Federal Reserve Board. 
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Factor/Composite Top 10% Bottom 10%
Relative Hit

Top 10%
Relative Hit
Bottom 10%

Δ3Δ3

Δ6Δ6

AG Composite

Δ Δ
Δ6Δ6: 6 month change in the Quarterly growth of Sales

The key takeaways from the above table are:

• 

• 

Month
Spread Return 
AG Composite

Jan 2016

Feb 2016

Mar 2016 -1.00

May 2016

Jun 2016

inventories to receivables. This abnormal inversion was also found in a multitude of our 

handsomely reward investors over the long-term.
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Appendix A: 

Ticker Name Industry

Year over Year 
Sales Growth Q2-2016 

Return

Life Sciences

Life Sciences
-10.1

Real Estate -6.1
FIT

Life Sciences

Life Sciences
ZBRA

CL A
110.6

Real Estate -10.2
Energy -2.2

Life Sciences
Retailing

LC
Retailing

68.18

-2
62.68

Life Sciences
-0.8

-2.6

Real Estate

Consumer Services
-2.8

Real Estate -2.2

-22.6

Retailing

Life Sciences
STMP
IPXL

Life Sciences
-10

FLT

XL Insurance
MFRM Retailing
STL Banks -1

Consumer Services

Life Sciences
Banks

SMCI
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Ticker Name Industry

Year over Year 
Sales Growth Q2-2016 

Return

Insurance -0.6

-1

A

Life Sciences

Banks -0.1

Life Sciences

-2.8
-28.6

PEB Real Estate
IMAX Media 28.66

Life Sciences
28.26

AAPL

TSLA

PRLB 26.01
PCRX

Life Sciences
Banks -2.2

EPAM

MTSI -

Retailing
ESS Real Estate -1.8

-0.6
22.81

Life Sciences
SEM 22.11 -8

-6
SLM -2.8

Real Estate -10.6

-

Telecommunication Services -2.6

Materials

SFM 21.08 -21.1
STE 21
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Ticker Name Industry

Year over Year 
Sales Growth Q2-2016 

Return
-

Banks -1.2
EXR Real Estate 20.88 -0.1

Life Sciences
Insurance

Banks 20.12
Real Estate -8.1

TRIP Retailing
Consumer Services -6.2
Banks -8.2

Life Sciences

Life Sciences

Life Sciences
AMCX Media

Retailing
Real Estate -6.6

LTRPA Retailing

SRCL
FTR Telecommunication Services

Life Sciences
-16.1

Consumer Services
AL

Banks

16.2 -8.2

Media 16.18 -0.6
EBS

Life Sciences
-22.6

-8.1

Energy
EXPE Retailing -1.2

-2.6

Life Sciences
SC

Banks
AFSI Insurance

Retailing

Life Sciences
ABC
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Ticker Name Industry

Year over Year 
Sales Growth Q2-2016 

Return

JBL
Consumer Services
Banks
Media

Materials
Retailing

Consumer Services 12.61 -6.6

TREX
SABR
SSS Real Estate

-8.8
Retailing 12.28

Media

12.22 -1
Real Estate 12.18

Retailing

APLE Real Estate

RAX
Banks -16
Consumer Services -0.1

CCP Real Estate
11.01

BIIB
Life Sciences

FMBI Banks 10.81 -2.1

Banks
10.66

IMS 10.6
10.6 -2

Life Sciences
-8

Banks

Retailing

-21.6
10.22
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Ticker Name Industry

Year over Year 
Sales Growth Q2-2016 

Return
Real Estate
Materials

ECL Materials
Real Estate 1

Real Estate
Media

IP Materials
Materials 18.6

PB Banks 10.6

TIME Media 8
PEP

CA
XEL

Life Sciences
Materials

PLCM

Materials

-6.06

BMS Materials -6.26 0
CR
L Insurance

Banks

Life Sciences
FLS 2.1
CLI Real Estate

-6.66

2.6
1.1

BLL Materials 1.6

CSX 2

S Telecommunication Services -6.81
BAX

Life Sciences

CL

2.8
ISIL

SRE
EPC
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Ticker Name Industry

Year over Year 
Sales Growth Q2-2016 

Return
EE

2.2
PTC

2

1
SCL Materials 8
ETR
AFL Insurance

Energy
8.1
0.8

MTZ
Consumer Services

12.2
8.8

Materials 12.8
Energy
Real Estate

PRA Insurance

Life Sciences

Real Estate

PM
CMS
CST Retailing

Energy
RS Materials

ATR Materials -10.8
Energy -10.82 18
Materials 2

CC Materials -11.12 18.1
MLI -11.18

Energy
SE Energy

EQT Energy
Materials
Materials

FELE
AXLL Materials
CMC Materials -11.81
IBM 1.2
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Ticker Name Industry

Year over Year 
Sales Growth Q2-2016 

Return
Materials
Materials

SMTC

CSC
21.8

AES 6.8

Materials
10.1

Real Estate 18
TAP

CL B
Energy 12

EIX

RRC Energy
CMP Materials

Energy
CAT 0

Energy

10.2

10.1

CE Materials
-16.62

Materials -16.68
EQC Real Estate

Energy

Real Estate
Energy

2.2
16.1
6

CIM Real Estate
Materials -22.11

TSE Materials 16.6
Energy
Energy
Materials

MRC 8.1

QEP Energy
Retailing

FCX Materials

Energy
SLCA Energy -26.66

-26.82 2.1
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Ticker Name Industry

Year over Year 
Sales Growth Q2-2016 

Return
-26.86

SLB Energy
Energy
Energy -28.1

-28.11
AEIS -28.86

MPC Energy
Energy 16
Energy

Energy
0.6

X Materials

Energy
Energy

Energy
Energy
Energy 11.1
Energy

Energy

Energy
FET Energy

Energy

Energy
SM Energy
XEC Energy 22.8

Energy 21.1

CLR Energy

Energy
Energy
Energy
Energy

Life Sciences
RES Energy

Energy
Energy
Energy

Life Sciences
16.1

APA Energy
APC Energy

Life Sciences
ITCI

Life Sciences



Convergence Investment Partners

Appendix B:

Top Quintile Factor Returns 

Factor Spread Returns (Q1-Q5) 
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Disclosures

Past performance is no guarantee of future results. 

Convergence Investment Partners is an investment adviser registered with the Securities 
and Exchange Commission and is a majority owned subsidiary of Montage Investments, LLC 
(“Montage”). Montage is a wholly owned subsidiary of Mariner Holdings, LLC. Registration 
of an investment adviser does not imply any level of skill or training. The information 
contained herein is not intended to be personal legal or investment advice or a solicitation 
to buy or sell any security or engage in a particular investment strategy. The views 
expressed herein are for informational purposes only. There is no guarantee that the views 
and opinions expressed in this letter will come to pass. Investors should note that income 
from such securities may fluctuate and that each security’s price or value may rise or fall. 
For additional information about Convergence please refer to the Investment Adviser Public 
Disclosure website at www.adviserinfo.sec.gov.

share of common stock.

as affecting liquidity.
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