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 Market Update 

Diverging monetary 
policies, plummeting oil 
prices, and concerns 
surrounding slowing 
growth in China led to 
an eventful year in 
capital markets and 
lackluster returns. 

 

A continued oversupply in oil and weakening demand from China helped spark a 
25% drop in commodity prices and caused a slowdown in developing market 
economies. As a result, emerging market stocks sold off and the energy-heavy 
high yield bond sector experienced its first loss since 2008. Meanwhile, developed 
market equities finished little changed as sectors with attractive secular growth 
prospects and exposure to consumer spending offset weakness in more cyclical 
industries that faced headwinds from the fall in commodity prices and a 
contraction in the manufacturing sector. Developed market government bonds 
finished with slightly positive returns, despite an interest rate increase from the 
Federal Reserve, as yields faced downward pressure from falling inflation 
expectations and accommodative monetary policy overseas. The divergence 
between U.S. and international central bank policy led the dollar to appreciate to 
a 13-year high versus its major trading partners.  

 

 

 

  

 Index Returns as of 12/31/2015       
     Annualized 
Asset Class Index Q4 2015  3-Year 5-Year 10-Year 

U.S. Stocks Russell 3000 6.27 0.48  14.74 12.18 7.35 

International Stocks MSCI EAFE 4.71 -0.81  5.01 3.60 3.03 

Emerging Markets Stocks MSCI Emerging Markets 0.66 -14.92  -6.76 -4.81 3.61 

Commodities Dow Jones UBS Commodity -10.52 -24.66  -17.29 -13.47 -6.43 

U.S. Bonds Barclays US Aggregate -0.57 0.55  1.44 3.25 4.51 

International Bonds Unhedged Barclays Global Aggregate ex. U.S. Unhedged -1.30 -6.00  -4.10 -0.80 3.10 

International Bonds Hedged Barclays Global Aggregate ex. U.S. Hedged 0.60 1.40  3.70 4.30 4.20 

High Yield Bonds Barclays High Yield -2.10 -4.50  1.70 5.10 7.00 
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Following the first market correction since 2011, global developed equities rallied in the fourth quarter 
to finish the year little changed. The majority of the quarterly advance occurred in October, supported 
by better-than-expected earnings and economic data; however, towards the end of the year, stocks 
gave back some of their gains as a further sell-off in the price of oil and widening in credit spreads 
weighed on market sentiment. Despite a record 24 moves between positive and negative year-to-date 
returns, domestic stocks finished the year close to where they started as high levels of stocks buybacks 
and M & A activity and the strong performance of a few large-cap growth stocks helped offset the first 
earnings recession since 2009. International developed markets finished the year about flat in U.S. 
dollar terms, while emerging market equities ended with double-digit losses as these markets were hit 
the hardest by the slowdown in China and decline in commodity prices. Returns in markets outside the 
U.S. were more attractive in their local currencies as the dollar appreciated due the relative strength of 
the U.S. economy and the Federal Reserve’s move to tighten monetary policy. Losses were especially 
pronounced in the currencies of commodity exporting nations. 
 
The trend of high quality bonds outperforming their lower quality counterparts persisted in the fourth 
quarter. The Barclays Aggregate index finished with a return of 0.55% in 2015, despite a loss of a 
similar size during the quarter. After entering October close to where they started the year, yields went 
on to rise during the quarter, with the largest increases seen on shorter-dated bonds in response to the 
Federal Reserve increasing rates in December. Yields were contained on the long-end of the curve, due 
to falling inflation and demand for the safety of treasuries. Corporate credit experienced losses for the 
year and quarter, with the greatest declines seen in lower quality issues. The high yield bond sector 
was hit especially hard by the fall in oil prices and by heavy capital outflows after news broke that a 
mutual fund focused on investing in the asset-class had suspended investor redemptions. Driven by 
stimulative monetary policies overseas, developed international bonds finished with a 1.4% return in 
local currency; however, declined when measured in U.S. dollars. 
 
The continuation of modest domestic growth and tightening in the labor market contributed to the 
Federal Reserve raising interest rates, despite stubbornly low inflation. In 2015 U.S. GDP advanced 
2.4%. Economic growth was driven by a healthy service sector and consumer spending, overcoming a 
slowdown in the manufacturing sector caused by a strong dollar and low oil prices. This economic 
backdrop, along with a fall in the unemployment rate to 4.9%, contributed to the Federal Reserve’s 
decision to increase interest rates for the first time in 2006. Contrary to typical conditions during an 
initial rate hike, inflation remains well below the Federal Reserve’s 2% target; however, the U.S. central 
bank has stated they were comfortable raising rates as they believe lower inflation is a temporary 
phenomenon caused by transitory factors. Outside, the U.S., the central banks of the Eurozone, Japan 
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and China eased monetary policy in an effort to jump-start their economies and reverse falling 
inflation. 
 
As we enter 2016, we expect a continuation of modest global growth. Emerging market economic 
activity continues to trend lower, mainly to due falling commodity prices and weakening demand from 
China, yet developed market growth remains stable as the majority of these economies are energy 
importers and subsequently, are benefitting from the decline in oil. While the most likely scenario, in 
our view, is for the pace of global growth to be similar to 2015, there is the potential for the slowdown 
in manufacturing and tighter financials conditions to lead to a more broad-based economic slowdown. 
Having said that, global monetary policy remains supportive as outside the U.S., central banks are 
pursuing extraordinary stimulative policies, and the U.S. tightening cycle is expected to be the most 
gradual in history. Additionally, we believe the outlook for consumer spending is encouraging as 
consumers have the capacity to increase expenditures given low fuel costs, high savings, and a robust 
labor market. 
 
Looking forward, we expect a moderation in the strong risk-adjusted returns investors have 
experienced since the financial crisis. Stocks face the challenge of a lackluster outlook for earnings as 
profit margins are falling, and returns from multiple expansion (rising valuation) are unlikely given 
increases over recent years and the uncertain macro-economic environment, in our view. Additionally, 
following years of below-average levels of riskiness, we believe volatility is likely to revert back to more 
normal levels given the move by the Federal Reserve to tighten monetary policy amidst tighter 
financial conditions, falling inflation, and uncertainty surrounding the degree of the economic 
slowdown in China and its spill-over effects.  In fixed income, the low-growth and inflation world has 
driven yields on high quality bonds to levels that provide little return or cushion from equity market 
drawdowns. 
 
 
Disclosures & Definitions 
 
Opinions expressed are as of the date published and are subject to change.  
 
1. In a rising rate environment, the value of fixed-income securities generally declines. 
2. Investments in international and emerging markets securities include exposures to risks such as currency fluctuations, foreign taxes and regulations, 

and the potential for illiquid markets and political instability.  
3. Any commodity purchase represents a transaction in a non-income-producing asset and is highly speculative. Therefore, commodities should not 

represent a significant portion of an individual’s portfolio.  
4. Individual investors cannot directly purchase an index.  
 
Russell 3000 Index 
A market capitalization weighted equity index maintained by the Russell Investment Group that seeks to be a benchmark of the entire U.S. stock market. 
More specifically, this index encompasses the 3,000 largest U.S.-traded stocks, in which the underlying companies are all incorporated in the U.S.  


