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First Quarter 2016 Market Commentary 

  

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

Here is what we said last quarter regarding the Fed and raising the Fed Funds rate: 

 

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.     

 

And so they did.  On December 16th the Federal Reserve ended the suspense and raised interest 

rates by 25 basis points (.0025), thus removing one talking point for the time being, while 

introducing yet another that being, when is the next rate hike?  Investor reaction was mixed as the 

markets initially rose on the news with the Dow finishing that day higher by 225 points.  The relief 

lasted briefly as the Dow finished the month on a roller-coaster motion that left the Dow standing 

325 points lower than the day of the announcement.   

 

The Theme for the Year 

  

The dominant theme for the year was energy.  Without question to drop in the price of oil was the 

main theme for the year as investors from sophisticated hedge-fund managers to mom and pop on 

Main Street tried their hand at energy pump.  Most found themselves “catching the falling knife” as 

energy prices plunged from near $60 per barrel at the beginning of 2015 to close at near $37 in 

December.  The graph below shows the pain most investors in the oil patch experienced. 

 

There are several reasons for the plunge in oil including softer-demand from China, mild weather in 

the United States, continued pumping of crude by Saudi Arabia, new sources of crude here in the 

United States and the lifting of sanctions against Iran allowing their oil to be legally exported to the 

world market.  Toward the end of 2015 the 40-year old ban against the U.S. exporting oil was lifted 

allowing even more oil onto the market.  The collapse of the price of oil has produced changes in 

the oil sector that a year ago seemed unlikely.  Layoffs, suspension of dividends paid by some oil 

producers and the shut-down of rigs have shaken the marginal producers in the marketplace as well 

as those companies that levered their balance sheets and are now facing lower cash flows with which 

to pay back their loans. 
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The collapse of energy prices and the related economic consequences have produced a drag on the 

S&P 500 index this year, although the impact is waning.  Energy is one of the ten sectors of the S&P 

500 index.  At the end of 2012, Energy was 11% of the S&P 500 index, with only Technology and 

Financials having greater weighting in the index.  At the end of 2015, Energy was 6.5% of the S&P 

500, ranking 7th out of 10 sectors.  Telecommunications, Materials and Utilities had lower weight in 

the index than Energy.  

 

 

 
 

DOMESTIC EQUITY STATISTICS 

 

Index Returns for the Quarter YTD 

S&P Small Cap  3.78% -1.01% 

NASDAQ QQQ’s 10.27% 9.45% 

Dow Jones Average 7.64% 0.11% 

S&P 500 Index 7.03% 1.25% 

(Returns are without dividends.  Period Ending 12/31/2015.  Source:  Morningstar and spindices.com) 
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Company                  Percentage Weight                  Year to Date 2015  

 

S&P 500                                                                            1.25%    

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) 

 

 

Style Return Box for the Fourth Quarter 2015 

 VALUE CORE GROWTH 

LARGE 6.01% 7.03% 7.81% 

MID 2.18% 2.60% 2.86% 

SMALL 3.64% 3.74% 3.78% 

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 

 

On November 13th terrorism struck at the heart of Paris that shook the international community.  In 

a short span of time 130 people were murdered in a brutal attack by radical Islamic extremists.  

Despite this horrific event the international markets did not wilt.  On the Monday following the 

attacks European markets opened and staged a small but important rally as if to prove the terrorists 

could not intimate the business of the world. 

 

 

http://www.spindices.com/
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The fourth quarter was fairly quiet on the international front in terms of market volatility.  The 

obvious exception was China where the economic slow-down continued to pressure markets around 

the globe.  China’s attempt to move from a manufacturing dependent economy to a more broadly 

diversified economy with a robust service sector means structural changes will continue to unsettle 

investors.  China is making strides for more transparency in their stock markets, even implementing  

“circuit breakers” to help maintain orderly markets during turmoil (although circuit breakers tend to 

generate more turmoil than might otherwise occur).  The Chinese currency continues to adjust to  

global pressures of an emerging economic giant with the currency down about 4% in 2015.  The 

Central Bank of China continues a tight grip on the currency exchange in order to keep it 

competitive and thus grease the wheels of an export-manufacturing economy. 

 

We still believe, as we have over the past several years that the United States markets continue to 

offer a better relative return to many international markets.  Granted places like Russia will have 

years such as 2015, up nearly 22%, which is why diversification is a must regardless of where one 

invests.  On the other extreme are places such as Brazil (GDP is a negative 1.7%) where economic 

reforms are in a constant state of flux and rampant inflation decimates standards of living.  For our 

money, we will continue to over-weight the United States.   

 

FIXED INCOME 

 

The day of reckoning finally arrived in December with the Fed raising rates by 25-basis points.  The 

big news was that there was not a collapse of the fixed income markets.  Toward the end of the 

quarter there was some trouble in the worst of the junk bond market with the venerable Third 

Avenue management company having to suspend redemptions by investors in their Focused Credit 

junk bond.  That move rippled through other parts of the high yield market and, as usual, took some 

starch out of bonds that might be similar in name (“junk”), but not nearly as toxic as what was held 

in the mutual fund.  Even high quality corporate bonds were not immune from the knee-jerk 

reaction that the failure of the Third Avenue mutual fund was masking a deeper issue in the bond 

markets.  Fortunately, there was none to be had. 

 

Municipal bonds continued to be a place of not only safe haven in market turmoil, but for 

producing some reasonable returns in an otherwise dismal equity market.  Interestingly, longer dated 

maturities outpaced the shorter durations owning to the fact that their higher yields buffeted the 

impending impact of a rate hike.  Regardless, municipals continue to be an attractive area for tax-

exempt yield, safety and good liquidity.   
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EQUITIES 

 

Well, one thing that didn’t happen in December was that the month did not produce a positive 

return.  Going back to 1974, December has generally been a positive month in the market nearly 

80% of the time.  Not so this year.  The 80/20 rule was in effect! 

 

From the peak last May, the market for equities has been a tough place to invest.  Energy prices 

have “coupled” with the equity markets to produce continuing volatility that defies most investment 

approaches.  One would think low oil prices would benefit the economy since inputs (energy) costs 

less.  Unfortunately, there is a point where too low a price is not good since it causes concerns about 

the viability of those energy producers with less than pristine balance sheets.  From the Sector Chart 

on page two, only utilities offered any shelter in the storm of volatility.   

 

IN SUMMARY 

 

Economic data continue to offer surprises. Even though Q3 GDP growth was trimmed only slightly 
to 2.0% from 2.1%, not a bad scenario given the year we have had in the markets. New home sales 
came in light with a 490K November clip, versus the estimated 505K reading, although 
this month's result marked a 4.3% increase from downwardly revised levels over the last three 
months. Durable orders, on the other hand, were flat in November, as compared with an expected 
0.7% decline, as transportation orders edged up 0.4% from +7.8% in October. Excluding 
transportation, orders dipped 0.1% from the 0.5% gain in October. Personal income also came in 
better than expected, rising 0.3% versus the projected 0.2% increase. 

 

According to data from Standard and Poor’s, the 10-year Treasury 2.26% yield hovers close to the 
S&P 500's dividend yield of 2.1%. This narrow spread continues to offer encouragement to equity   
bulls, as they attempt to divine the market's performance for 2016. Since 1953, whenever the 10-year 
Treasury yield was higher than the 500's yield by less than 100 bps, the S&P 500 gained an average 
12% in price during the subsequent 12 months, and recorded positive results nearly 90% of the time. 
When the yield on the S&P 500 was higher than that for the 10-year Treasury, however, stocks rose 
an average 19% and gained in price about 80% of the time.  Once again, the 80/20 rule applies!  
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