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Third Quarter 2015 Market Commentary 

  

We start every market commentary by highlighting an observation from our previous commentary.  

Here is what we said last quarter: 

 

Interestingly enough, any September rate hike would coincide with another Greek repayment deadline to the IMF (one 

September 7th, one due September 19th), so September could be a doozy of a month.  The FOMC meets in between 

these meetings.  Speculation surrounds what would happen to the economy when/if/maybe the feared quarter-point rate 

hike occurs.  We’ve been consistent with our observation that it would not come in June of this year (but it should have) 

and last month’s Fed meeting seemed extremely “dovish” to market observers, stoking a rally in the markets after the 

June meeting concluded.  We will repeat what we said previously:  The Fed should “rip off the band-aide and get it 

over with”. Moving the rate one-quarter of a point is so trivial as to verge on the absurd, but market participants seem 

to be betting on which way it breaks.  We have to admit being in that group of worriers since we cannot predict what 

the herd mentality will produce.  We rely on our experience and if history rhymes just a little, a quarter point rate hike 

should not produce widespread chaos.     

 

Well that observation clearly beats anything we have been able to produce on our Fantasy Football 

team!  We were spot-on regarding the June non-rate hike, but did not predict the widespread 

dissatisfaction the markets would have with a pass the Fed took at the September meeting.  Clearly, 

the markets would have preferred that the Fed hike the rate and thus remove one data point for 

investors to worry about.  Now we await the next meeting on October 27-28, and/or December 15-

16 in which the Fed could hike rates.  And lest you think they will not do it prior to Christmas, note 

that they bumped rates a quarter of a point on December 14th, 2004, and December 13th 2005 to 

push the rate to 4.25%.   

 

There is Always Something 

  

A lot has happened since our last quarterly commentary was produced.   Greece has dropped off the 

radar only to be replaced by new concerns from which there are plenty to choose.  Syrian refugees, 

Putin backing Syria to fight ISIS, China’s economy slowing down, commodity bubble implosions, oil 

prices collapsing, inflation neglecting to ignite and the rise of Donald Trump, give investors plenty 

to think about.  So in short, all is right in the world since we cannot remember a time when there 

wasn’t something bringing us to the brink of disaster. 

 

And that is something we simply need to adjust to in the post-crash, PTSD inducing environment 

we now inhabit.  The markets are always going to have some issue to deal with.  As Tommy Lee 

Jones said in the movie “Men In Black”:  “There’s always an Arquillian Battle Cruiser, or a Corillian 

Death Ray, or an intergalactic plague that is about to wipe out all life on this miserable little  
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planet….”.  That pretty much can sum up how a lot of people think about the markets…each new 

crisis will be the one that once again wipes out the markets.  And to try and anticipate the next crisis 

investors invent ways to move around the issue to avoid paper losses. 
 

A perfect case-in-point is the recent episode of the Fed taking a pass on raising rates.  We thought 

they would raise rates, but instead they punted.  The markets would be performing much better than 

they have over the past three months had they raised the rates.  Why?  Because it sends a confirming 

signal that the market is good enough to weather a small rate increase.  In the post-2008 market, 

where investors still suffer from an economically induced “PTSD”, some reassurance that  

markets are not dropping off the face of the earth would be good.  Further, a small rate hike would 

provide a bit more operating room to handle a future slowdown.  Almost ten years after the last rate 

hike the Fed should be able to engineer one small hike.   

 

DOMESTIC EQUITY STATISTICS 

 

Index Returns for the Quarter YTD 

S&P 600 Small Cap -9.60% -6.46% 

NASDAQ Composite -4.72% -0.55% 

Dow Jones Average -6.92% -7.0% 

S&P 500 Index -6.94% -6.75% 

(Returns are without dividends.  Period Ending 9/30/2015.  Source:  Morningstar and spindices.com) 

 

Company                  Percentage Weight                  Year to Date 2015  

 

S&P 500                                                                          -6.75%    

Energy                                 6.9%                                      -23.06%       

Materials                              2.8%                                   -17.81%   

Industrials                         10.1%                                   -11.24%       

Consumer Discretionary       13.1%                                        2.90 % 

Consumer Staples                9.9%                                     -2.94% 

Health Care                       14.7%                                        -3.27%       

Financials                          16.5%                                        -8.40%                   

Technology                        20.4%                                        -4.80%       

Telecommunications              2.4%                                        -8.00% 

Utilities                                   3.1%                                       4.40%      
Source:  Standard and Poor’s (www.spindices.com) 

http://www.spindices.com/
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Style Return Box for the Third Quarter 2015 

 VALUE CORE GROWTH 

LARGE -8.25% -6.44% -4.87% 

MID -10.17% -8.52% -7.0% 

SMALL -10.74% -9.29% -7.96% 

Information provided in the above chart represents the quarterly returns of the S&P indexes of iSharesClass of funds NAV returns. 

 

As noted above there were few places to hide.  Year to date the balance between equity and fixed 

demonstrated the need for broad diversification.  The bright spot this quarter and year to date have 

been higher quality fixed income and in particular municipal income securities. 

 

INTERNATIONAL 

 

Last quarter the news cycle was dominated by Greece.  How quickly that cycle changes to focus on a 

small 25-basis point rate hike.  The international view mirrors a bit of the view of the United States’ 

economy in that it seems to be improving but not gangbusters.  On the political front, it bears 

watching the change in the political leadership of the Labour Party in the U.K. with the election of a 

staunchly ultra-leftist in one Jeremy Corbryn.  Meanwhile “down under”, the PM of Australia Tony 

Abbott, was ousted by new PM Malcolm Turnbull, marking the fourth PM in the last two years.  

While many may not have any particular interest in international politics, both these candidates 

represent a shift to the left within their respective countries. 

 

China was widely blamed for the quarterly declines due to a slower growth rate plaguing the country.  

China’s President Xi Jinping visited the United States in late September and promptly dropped an 

order for 300 Boeing jets on the table….so much for a real slowdown.  While China’s issues involve 

an introspection of the economic policies of Jinping, the general consensus is that whatever 

slowdown is occurring should not have been unexpected.  It’s hard to imagine that the Chinese 

could have kept a 7-10% growth rate going indefinitely, that’s simply against all logic.  But before 

you dismiss India, China and other rapidly growing economies, consider their growth rate and the 

size of their economies.  Seven-percent growth in China is still a big number.  And let’s remember 

they have only been at it as a market-based economy for about 20 years.  A lot of the continuing 

success in the international space will be dependent upon the emerging market economies such as 

China and India.  Strides to end corruption, implement market based regulations and relaxing the 

stringent exchange rules will help in opening up commerce to the world. 
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The international equity market performance year to date through 9/30/2015 is noted below: 

 

Emerging Markets:  -15.95% 

 

 
 

 

International Developed Markets:  -4.19% 

 

 
 

FIXED INCOME 

 

Fixed income lived another day as The Fed “punted” on a rate hike, sending yields down during the 

quarter.  To the dismay of many investors who are retired, The Fed continues to be dovish on rate 

hikes, preferring to continually wet their finger and stick it in the wind.  As we said last quarter, if 

you are an intrepid investor you could load the boat on Greek and Puerto Rico bonds, but we would 

strongly advise against that move.  Junk bonds and corporates had a rough go during the quarter as 

quality continued to be the preferred trade in the bond space. 

 

Municipal bonds were the stellar performer for the sector as the full impact of the tax increases from 

Obamacare begin to take full effect.  Weak credits such as City of Chicago, the State of Illinois and 

Puerto Rico must be avoided, unless you have extremely high risk tolerance and don’t worry about  
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their ability to pay.  Opt for high credit quality.  As for maturity, we continue to suggest short over 

longer dated credits in order to be positioned conservatively for that first rate hike. 

 

EQUITIES 

 

The best one word summary this quarter would be brutal, especially for energy and material stocks.  

Quite frankly, there was no good place to hide for the first nine months of the year.  With the 

exception of utilities, every sector of the S&P 500 was negative through the end of September.  

Healthcare stocks got knocked off their perch as a market leader when Presidential candidate 

Clinton suggested she had a fix for exorbitant drug prices…shades of 1994.   

 

But before you abandon all hope consider that despite the economic malaise price earning’s 

multiples are attractive and companies are still growing the top line and generally hitting the bottom-

line for earnings.  Compare the opportunities of owning good quality stocks against a 10-year 

Treasury bond yielding below 2.1% and stocks look downright cheap.  The lingering question is 

simply when will the Fed raise rates? 

 

In our opinion, the sooner the better! 

 

IN SUMMARY 

 

The only solace to take from the market is that the third quarter of 2011 was really bad.  The S&P 

500 that quarter was down over 13%, nearly double the down stroke for the most recent quarter.  

Going back to our opening remarks that “there is always something”, there was something going  

in 2011, namely economic news.  Unemployment back then was 9.1%.  Greece was dominating the 

news yet again, while India and China were slowing.  Yes, that was the news from 2011!   

 

It sounds familiar to what we are seeing today with a few changes in the script.  As we mentioned in 

the beginning of this review, there will always be something impacting the markets.  The key is to try 

and assimilate the news into prudent investment decisions and not knee-jerk reactions.  The speed 

of the change in markets highlights this.  August was a terrible month only to see September earn 

back a good chunk of the down market.  Anyone trying to trade around that speed probably lost out 

to simply standing pat with good diversification. 

 

Looking forward to the end of the year suggests a review of history is in order.  We’ve mentioned 

2011 often in this review and we will invoke it here for the closing.  During the third quarter of 2011 

the S&P 500 fell over 13%, only to rebound 12% in the fourth quarter of that year.  The S&P 500 

this past quarter was down nearly 7%.  The month of December, dating back to 1974, generally  
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produces a positive return in the marketplace nearly 80% of the time.  If history doesn’t repeat itself, 

perhaps it will rhyme! 
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