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T

he fourth quarter was the best quarterly
return for the S&P 500 since the fourth
quarter of 2013. The quarterly return was 7.04
percent, and for 2015 the broad index returned
1.38 percent if you include the dividends paid. The
S&P 500’s annual return was the worst since
2008. For the second consecu ve year large cap
domes c stocks, as represented by the S&P 500
TR, outperformed smaller capitaliza on domes c
stocks, as represented by the S&P SmallCap 600
TR. The S&P SmallCap 600 TR returned 3.72 per‐
cent for the quarter but lost 1.97 percent in 2015.
Interna onal stocks, as defined by the MSCI EAFE
NR (net return), finished the year in nega ve terri‐
tory for the second consecu ve year. The MSCI
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EAFE NR lost 0.81 percent. The struggles con n‐
ued in the once dominant emerging market cate‐
gory. The MSCI Emerging Markets (EM) NR was
nega ve for the third consecu ve year, losing
14.92 percent. In the U.S. markets, growth outper‐
formed value by almost nine percent in large cap;
this is the largest outperformance since 2009. The
top performing S&P 500 sectors were consum‐
er discre onary (10.11 percent), health care
(6.89 percent) and informa on technology
(5.92 percent). The worst performing sectors
were the energy sector (‐21.12 percent) and
the materials sector (‐8.38 percent).

many cases the yield component made up for the
price drop and investors earned a posi ve total
return. The Barclays US Aggregate Bond index re‐
turned 0.55 percent for the year and the Barclays
US Government Intermediate Index returned 1.18
percent. The high‐yield sector of the bond uni‐
verse posted its worst calendar year return since

I

nvestment‐grade corporate and govern‐
ment bonds had a modest year as a ck‐up
in rates resulted in a price drop; however, in
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2008, losing 4.47 percent. The high‐yield fixed in‐
come sector was impacted by its exposure to ener‐
gy and metals, even though the exposure to the
sector is rela vely low, below 20 percent. Credit
investors were spooked when mutual fund compa‐
ny Third Avenue announced that they would limit
redemp ons and liquidate a high yield mutual
fund. What was misunderstood ini ally was that
the fund was invested in distressed securi es
which carry more risk and a lower credit ra ng
than tradi onal high yield mutual funds.

their financials back to the U.S., it has a nega ve
impact when the dollar increases in value. This cur‐
rency race to the bo om is an a empt to increase
demand for a country’s goods by making them
cheaper.

O

2

015 was not a good year for commodi es. The
move lower was broad based but the notable
drops were seen in the energy and metals sectors.
The spot price of Brent Crude fell by over 35 per‐
cent. The decline in energy prices had a nega ve
impact on energy MLPs as the Alerian MLP index
lost 32.59 percent. The decline in metals was led
by the 41 percent drop in the price of Nickel, a 25
percent drop in Copper, an 11 percent drop in Sil‐
ver and a 10 percent drop in Gold prices.

C

entral banks around the world con nued to
have a big impact on financial markets. In
December, the U.S. Federal Reserve decided to
hike interest rates by 0.25 percent; this was the
first interest rate increase since 2006. Other than
the Fed, just about every relevant central bank cut
rates in 2015. This divergence in policy has result‐
ed in a stronger dollar, which has hurt the earnings
of many mul ‐na onal companies. Almost half of
the revenue in the S&P 500 comes from outside
the U.S., and when these companies repatriate
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home prices steadily higher. Light vehicle auto
sales also had a strong year; annualized sales are
expected to top 18 million— a measure not seen in
over a decade. Despite all the rhetoric around a
lack of wage growth and the quality of jobs, the
U.S. consumer is doing well and spending money.
The U.S. Consumer Sen ment Index is above his‐
torical averages.

I

n addi on to the stronger dollar, the significant
decline in energy prices has hurt the earnings
of companies in the energy sector. Both S&P earn‐
ings and revenues have been on the decline
through most of 2015.

A

s is consistent with the Fed’s decision to
raise rates, the U.S. economy is well ahead
of other foreign economies. GDP grew at a rate of
2.0 percent in the third quarter. The employment
picture in the U.S. has steadily improved, with the
unemployment rate finishing the year at 5 percent.
The housing sector had a great 2015. Housing
starts con nue to grow and the demand of home‐
buyers, coupled with a lack of supply, have pushed
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ne area of the U.S. economy that is begin‐
ning to show signs of distress is the manu‐
facturing sector. American industrial produc on
suﬀered its largest drop since March of 2012. The
ISM’s PMI survey indicated that the manufacturing
sector is contrac ng. The sluggish manufacturing
sector is being impacted by slower global growth
and a stronger U.S. dollar, which makes domes c
goods more expensive to foreign buyers. On the
posi ve side, the ISM Non‐manufacturing
(Services) Survey con nues to show expansion.

I

nfla on in the U.S. is stronger than many peo‐
ple realize. While headline infla on is essen al‐
ly flat, core infla on, (which excludes the prices of
food and energy because of their vola lity) is at
2.02 percent as of November; in fact, this is slightly
above the Fed’s target rate of 2%.

A

s evidenced by the decisions of other central
banks, the economic condi ons abroad are
not as posi ve as they are here at home. However,
since star ng QE, Europe’s economy has slightly
improved. There has been a steady increase in
loan demand, the unemployment rate has fallen
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and GDP grew by 1.6% in the third quarter. They
are far from economic stability but recent eco‐
nomic ac vity has been posi ve.

C

hina’s economy and stock market had a bad
year. The country decided to remove the
currency peg and let its currency trade more
freely, but not without some government inter‐
ven on. This caused the currency to fall as they
desired. The Chinese economy weakened through
the year and the stock market was extremely vola‐
le. The Chinese economy con nues to grow but a
hard landing is becoming more of a possibility.
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Name

4th Quarter
YTD Performance
Performance (%)
(%)

DJ Industrial Average TR USD

7.70

0.21

S&P 500 TR USD

7.04

1.38

S&P MidCap 400 TR

2.60

-2.18

S&P SmallCap 600 TR USD

3.72

-1.97

NASDAQ Composite TR USD

8.71

6.96

MSCI EAFE NR USD

4.71

-0.81

Barclays US Agg Bond TR USD

-0.57

0.55

Wilshire US REIT TR USD

7.47

4.23

IA SBBI US 30 Day TBill TR USD

0.01

0.02
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A

s we kick oﬀ 2016, we believe many of the
same stories that made headlines in 2015
will be prevalent again this year. The Fed’s deci‐
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sion to raise rates in 2015 was important, but no‐
where near as important as the pace of future rate
hikes. There appears to be a disconnect between
what the market believes the pace will be and
what the Fed oﬃcials are forecas ng based on the
most recently released dot plot. The market ex‐
pects two rate hikes while the Fed has forecasted
four hikes in 2016. Based on how long it took the
Fed to come oﬀ zero, in addi on to the Fed’s con‐
cern about con nued slow growth and tame infla‐
on, we expect the Fed to hike two to three mes
in 2016. Historically, stocks have gone up during
periods of low but increasing interest rates in the
U.S. That said, much of the vola lity in 2015 was
due to uncertainty around what the Fed would do.
Because of this, we expect to see increases in vola‐
lity around each new Fed mee ng.

O

il prices are very diﬃcult to predict, but the
expecta on is that oil prices will stay low in
2016, though probably not as low as they are now
at less than $40 a barrel. Another year of low oil
prices may push some companies out of business,
increase unemployment in the energy sector and
hurt the revenues of many oil producing U.S.
states and countries across the globe. S ll, lower
oil prices should be a net posi ve to the U.S. econ‐
omy. The U.S. economy is consump on driven, and
lower oil prices result in more discre onary in‐
come for consumers to spend. The low energy
prices may con nue to put pressure on certain
parts of the high yield credit markets, but this
should be contained to the energy sector.

4th QUARTER 2015

A

s a whole S&P earnings are expected to de‐
cline again for the fourth quarter but this is
mainly driven by energy stocks. Excluding energy,
earnings growth is expected to be above five per‐
cent in 2016. Like corporate earnings, the U.S.
economy is expected to have a low but stable
growth rate. Because of all of the uncertainty,
earnings mul ples are unlikely to expand, which
may contain equity returns to the earnings growth
rate plus dividends.

T

he U.S. will have a presiden al elec on in
2016, which should not have a significant
impact on the markets; however, some sectors
may be impacted by the winner. Unless there is a
historic comeback, it appears as if the Democrats
will be sending Hillary Clinton while the Republican
nomina on remains up in the air. The Republican
field s ll has too many candidates but the field
should narrow during the first half of the year as
the primary elec ons begin in February. If both
par es elect candidates who fail to generate ex‐
citement, there is the possibility that a wealthy
independent could join the race in the final in‐
nings. This may be a long shot but something to
keep your eye on.

T

here are a number of geopoli cal concerns
to keep the markets on edge. ISIS poses a
global threat and has struck Western democracies
by carrying out a acks in Paris and likely inspiring
an a ack in San Bernardino, CA. Though a acks
like these have not had a significant impact on fi‐
nancial markets, many poli cians have reacted
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with calls to restrict the flow of people across na‐
onal borders and even within the Eurozone. The
massive flow of refugees from the Middle East and
Northern Africa is contribu ng to fears about na‐
onal security. Free movement within the Euro‐
zone has been a defining part of its economic
growth, and limi ng such movement would likely
put a drag on the economy. Meanwhile, Iran and
North Korea con nue to show signs of belliger‐
ence, and China is projec ng military force with
increasing boldness on the world stage. Russia’s
involvement in Syria—ostensibly for the purpose
of defea ng ISIS, but in reality for the purpose of
propping up the Syrian regime—has served to
complicate an already complex situa on. In No‐
vember, NATO ally Turkey shot down a Russian
fighter jet that encroached on its borders. These
concerns are real and for now the new normal.
Many feel that Obama’s unwillingness to become
entangled in yet another war in the Middle East
has so ened America’s reputa on, encouraged its
adversaries and le its allies feeling vulnerable.

A

s was the case in 2015, China’s economy will
be in focus. We con nue to expect its mar‐
kets to be vola le but also expect its government
to intervene at all costs to help the economy and
prop up its markets. No one doubts the govern‐
ment’s willingness to intervene, but many believe
that such interven on is losing its eﬀec veness. A
slowdown in China is bad for countries selling
goods to China but should have li le impact on
countries that purchase goods from China, like the
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U.S. If anything, these goods should be cheaper for
Americans.

W

e expect more of the same in Europe and
Japan. Both economies have structural
and demographic issues that can’t be fixed by cen‐
tral bank interven on; however, that will not stop
the central banks from con nuing their ac vi es
and masking the problem short‐term. We see the
poten al for Europe and Japan to have good years;
however, a strengthening dollar will con nue to
eat into the interna onal returns of U.S. investors.

A

s we look at the investment landscape going
into 2016, we believe managing risk through
diversifica on will be important. Fixed income re‐
mains an important component of a diversified
alloca on because of its low correla on to equi‐
es. The expecta ons of returns of fixed income
are low but the downside risks compared to equi‐
es are also much lower. In the previous two years
diversifying equity exposure to small and mid‐
capitaliza on stocks did not help boost returns,
however, we con nue to believe small and mid‐
capitaliza on stocks add value over a full market
cycle.

W

e con nue to stress how important it is
for clients to understand the risk profile of
their asset alloca on and make sure it is appropri‐
ate for their situa on. If anything in your financial
situa on has changed, please let us know so that
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we can determine whether a change in your
por olio is necessary.
— Robert Moyer, CFA, CFP®, CAIA
Director of Research
The views and opinions expressed are for informa onal purposes only and should not be construed as investment advice. The data provided is as of the wri ng and is subject to
change without no ce. All material presented is compiled
from sources believed to be reliable and current, but the accuracy of third party sources cannot be guaranteed. The material is not intended to be relied upon as investment advice or
recommenda ons, does not cons tute a solicita on to buy or
sell securi es, and is not specific legal, investment or tax advice. The informa on provided does not take into account the
specific objec ves, financial situa on, or par cular needs of
any specific person or en ty and should not be relied upon as
the sole factor in an investment making decision. Past performance is no guarantee of future results. Inves ng involves risk
and could result in loss of principal.
ACG Advisory Services is a registered investment adviser.
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