
 

 

 

Recap of 2015 Markets and Economy  

In 2015, investor attitudes shifted from complacent optimism to skeptical worry. Quantitative easing (QE) from 

the European Central Bank (ECB), the Greek drama, concerns over China and emerging markets, more ECB 

stimulus and then the Federal Reserve (Fed) finally increasing interest rates all led to an increase in volatility 

throughout 2015. 

U.S. stocks had their worst annual performance since 2008 posting mixed performance, with a relatively narrow 

group of large-cap growth stocks driving returns. Performance for small- and mid-cap categories were negative, 

plunging oil prices decimated energy stock earnings, and the raging dollar hurt U.S. corporations with overseas 

sales. Healthy consumer spending boosted consumer discretionary performance, while growth-oriented health 

care and technology stocks posted solid results for the second year in a row. Disappointing global growth and 

slumping commodity prices pushed materials and industrials into negative territory. International markets 

underperformed U.S. markets in 2015 while developed markets outperformed emerging market equities in 

2015, continuing a multi-year trend. 

Interest rate speculation highly influenced the stock market as well. The indecisiveness of the Fed regarding the 

timing and pace of potential rate hikes contributed to the uneasiness surrounding long term investing within the 

US. The market had a 12% correction in the August-September period when China devalued the yuan, sparking 

fears that growth had hit the wall. The year saw the ECB commit to QE - bond purchases - of close to EUR 1.5 

trillion, in separate announcements in January and December. This boosted European equities, but they were 

also hit by the mid-year pullback caused by concerns that Greece might finally leave the euro and later by 

worries about China.  

The continued weakness in commodity markets, combined with the strong dollar, concerns over China, capital 

outflows and rapidly rising debt levels, contributed to another difficult year for emerging markets. This is 

especially true in emerging markets nations heavily dependent on the price of oil such as Russia or even 

Venezuela.  

During the past 18 months, the dollar has enjoyed one of its strongest and broadest rallies in history, with the 

Morgan Stanley USD Trade-Weighted Index up more than 20% and close to 33% since 2008. The US dollar is 

still the reserve currency of the world—thereby serving as the principal pricing mechanism for most 

internationally traded goods. There is also more US dollar-denominated debt in the  
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world than in any other currency. As the dollar rises, it becomes harder for foreign companies and countries to 

service and pay back these obligations. Emerging markets have been one of the biggest borrowers of US dollars 

in the past decade, which is why US dollar strength has been such a negative for these countries and assets tied 

to their fortunes. 

Over the past two decades, China became the manufacturing hub for the planet and an engine of global growth. 

But in 2015, it stopped devouring all the metals the world could produce. We do not anticipate a Chinese 

recession in the near term, but China’s investment slowdown represents a major risk to the global economy. 

Ultimately, depreciation of China’s currency should lead to greater competitiveness and growth for China and 

create a positive feedback loop for the currency, much the way it has for the US over the past few years. This 

may be difficult to achieve given how big China has become though.  

Chronic oversupply continued to plague most commodity markets. We believe the fall has been predominantly 

driven by a large increase in supply rather than a fall in demand. Most observers had expected oil prices to 

rebound in 2015, but they remained low. After declining 50 percent from their 2014 peak, prices stabilized in 

mid-2015 at $55 to $60 per barrel, only to drop in the second half of the year to below $40 per barrel. (Figure 

1).  

Figure 1. WTI Crude Spot Prices, January 2014–January 2016   

 
Source: Bloomberg 

According to the Wall Street Journal this has fanned worries that up to 30% of US oil producers could be facing 

bankruptcy and restructuring by mid-2017. Many smaller energy companies took on huge debt  
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to finance the US drilling boom and they have no choice but to continue to pump oil despite the low price to 

generate cash for interest payments. This has been a primary factor for the high correlation between oil and the 

US stock market. Price stability in 2016 could be a key driver of a rebound from the market lows we have seen 

in January. 

Fixed income had a relatively weak 2015 largely driven by volatility in interest rates throughout the year. In a 

reversal from 2014, interest rates rose across the curve in 2015, suppressing fixed-income returns and driving 

longer-duration bonds into negative territory. Corporate-bond-yield spreads widened, with losses most 

pronounced in high-yield markets. Benefiting from favorable supply-demand dynamics, muni bonds were the 

strongest performing category. 

Within two weeks of each other, the ECB provided more stimulus and lowered interest rates further into 

negative territory and the Fed decided to head in the opposite direction and begin increasing interest rates. With 

global policy pulling in different directions, government bond returns were neither exciting nor as bad as the 

most pessimistic forecasters had expected. 

The major economic story for the fourth quarter was the Federal Reserve’s decision to raise target interest rates, 

signaling that the economy was strong enough to accommodate a move toward normal interest rates. The Fed 

has a dual mandate of full employment and modest inflation, defined as 2%.  

 

Source: FactSet, U.S. Dept. of Labor. As of Jan. 19, 2016 
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The Fed has made substantial progress on its first mandate. In fact, based on the employment gap, the recovery 

from the financial crisis may have resulted in one of the steadiest job recoveries the US economy has ever 

experienced.  More than 2.6 million jobs were created in 2015, unemployment remained low at 5% and 

forward-looking initial jobless claims continued to be near historic lows. 

Inflation remains very low but we are now starting to see wages increase—a natural outcome of full 

employment and critical for the Fed to meet its second mandate.  Although consumer spending growth was 

slower than wage income growth, savings rates approached previous high levels, suggesting that spending could 

accelerate. 

Some of the consumer spending growth, which could be as a result of lower gas prices, is shown in that auto 

sales rose to more than 18 million vehicles in 2015. Lower energy prices also benefit companies, in the form of 

lower costs, which helps profit margins. 

2016 Outlook 

2015 just ended with a whimper and 2016 is beginning with a thud. We think 2016’s returns could be better 

than those realized in 2015, but with bouts of extreme volatility and a greater frequency of pullbacks or 

corrections. Risks have risen for the U.S. and global economy, but neither a domestic nor global recession 

appears to be on the imminent horizon.  Historically, U.S. equity returns have been slightly above average 

during presidential election year and economically sensitive assets such as equities have typically performed 

well in the period following the initial hike by the Federal Reserve. 

Some risks realized in 2015 remain at the start of 2016. China’s growth has continued to slow, and Europe and 

Japan continue to be fragile. Another worrisome spot is the Middle East, where ISIS has continued to cause 

geopolitical concern. Here in the U.S., there are signs of a slowdown. Corporate fundamentals have been 

weakening somewhat, as corporate earnings growth has fallen. These risks notwithstanding, the U.S. economy 

remains positive and we are well positioned to overcome challenges.  

We do expect moderately positive returns for investors, primarily because we do not expect a US recession in 

2016. Specifically, in the US we believe that strong consumer balance sheet fundamentals, stabilizing energy 

prices and strengthening wage growth will result in slower but better balanced growth in consumer spending. 

With the U.S. economy holding steady in the mid-cycle phase, we expect the world economy and markets to 

stabilize in 2016, though volatility may remain elevated. 

The return outlook for fixed income remains positive, yet muted dependent on what happens with global growth 

and inflation, as well as on the pace of Fed rate hikes. 

If the Fed increases interest rates a further four times, as Fed policymakers currently expect, the dollar could 

rally a bit further. Government bonds yields are likely to rise as the inflation outlook improves, especially if US 
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rates rise faster than the market expects. However, the combination of the tumult in the equity market and the 

continued rout in oil/commodities, combined with the lack of inflationary  

pressures, we fell will almost certainly mean the  Fed will lower its projections for rate hikes this year from a 

total of four to closer to what the market’s been expecting, which is no more than two.  

The European Central Bank (ECB) and Bank of Japan (BoJ) and People’s Bank of China are both likely to 

pursue additional quantitative easing.  

Greece remains heavily in debt and it is far from clear that a long term solution has been found to the country's 

problems. 

Chinese policymakers have arguably the most difficult task of engineering a “soft landing” by lowering real 

borrowing costs and the real exchange rate without accelerating capital outflows. China faces massive cyclical 

headwinds due to its overbuilt and overleveraged industrial and real estate sectors, and policymakers are 

ramping up stimulus efforts to combat flagging growth. The currency’s weakness observed in December 

worsened at the beginning of the year as the Chinese currency remains under pressure due to strong capital 

outflows amid concerns about the health of the economy.  

Stock markets around the world are falling because investors are afraid that the world's second-largest economy 

will drag other countries down with it. China is a major buyer of commodities like oil and copper. When China 

doesn't purchase as much, countries like Australia, Canada and Brazil that provide those commodities to China 

really suffer. China's manufacturing sector looks especially weak - sentiment just hit its lowest level in six 

years.  

A low oil price should support the global recovery, but we do expect oil prices to end 2016 higher than they are 

now. While we aren’t going to guess at where the bottom in oil may be, we do likely need to see some 

stabilization before market volatility can ease. This stabilization could be aided by a continued drop in the rig 

count, U.S. production growth decreasing or global demand picking up.  It is often said, the cure for low oil 

prices is low oil prices, as it typically stimulates higher demand and lower supply.  

In all, we expect the world to continue to make progress this year on the long healing process from the Great 

Recession and financial crisis that occurred seven years ago. In its normal contrarian way, the stock market is 

now in a favorable position to produce positive surprises in 2016. Meaning that, when investors swing the risk 

pendulum to the “worry” side, there is a greater possibility of good gains coming from a countermove swing.  

As for commodities, we believe ongoing supply response and stable demand should lead to a significant rally at 

some point in 216. The slump in the oil price has been one of the key stories of 2015 and is likely to continue to 

shape the outlook in 216. Lower oil prices will also benefit other regions, especially China, Europe and Japan.  

http://money.cnn.com/2015/08/13/news/economy/brazil-economy-recession/?iid=EL
http://money.cnn.com/2015/08/20/news/economy/china-factories-growth-pmi/index.html?iid=SF_LN
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With the Fed and Bank of England having already exited their extraordinary monetary policies, global market 

volatility is on the upswing and likely here to stay but expect the drag from the emerging markets to lessen. 

In all, we expect the world to continue to make progress this year on the long healing process from the Great 

Recession and financial crisis that occurred seven years ago.  In its normal contrarian way, the stock market is 

now in a favorable position to produce positive surprises in 2016. In other words, when investors swing the risk 

pendulum to the “worry” side, there is a greater possibility of good gains coming from a countermove swing. 

A long-term perspective and diversified portfolio are the best ways to take advantage of opportunities and 

overcome risks. Emotional investing is rarely successful and we urge investors to show patience, maintain 

discipline and keep long-term goals in mind.   

Our investment policy committee actively monitors developments in global markets and manages well 

diversified portfolios that incorporate each client’s appropriate level of risk.  As always, we are available to 

answer any financial questions or concerns you have and we look forward to continuing our relationship.  

Please contact your financial advisor if you have questions on the market outlook or your financial plan. 

  

          

Roy Williams, ChFC             John DeAngelo, CFP®      Alyssa McMahon, MBA, CFP®, CFA  

Advisory services offered through Prestige Wealth Management Group, LLC, a registered SEC investment advisory firm.  Securities offered through Triad Advisors, 

Inc. Member FINRA / SIPC.  Prestige Wealth Management Group and Triad Advisors are not affiliated. 

Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no 

assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended 

or undertaken by Prestige Wealth Management Group, LLC), or any non-investment related content, made reference to directly or indirectly in this newsletter will be 

profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various 

factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.  Moreover, you should 

not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Prestige 

Wealth Management Group, LLC.  Please remember to contact Prestige Wealth Management Group, LLC, in writing, if there are any changes in your 

personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services. Prestige Wealth 

Management Group, LLC is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting 

advice.  A copy of the Prestige Wealth Management Group, LLC’s current written disclosure statement discussing our advisory services and fees continues to remain 

available upon request. 

 

http://www.prestigewmg.com/team
http://www.prestigewmg.com/

