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The best summary title for 2015 was a Bloomberg article dated 12/27/15: “The Year Nothing Worked: Stocks, 
Bonds, Cash Go Nowhere”.  Commodities also showed losses for the year with oil down 30%.  Hedge funds had 

their worst performance since 2011 with distressed debt funds down -5.5% through November.  The S&P 500 fell 
-0.7% with dividends bringing the total return up to a positive 1.38%.  The Dow fell -2.2%, and the Nasdaq was 

up 5.7% driven by the performance of a few large stocks.  There were four main trends dragging down stocks 

this past year.  The Federal Reserve tightened monetary policy for the first time since the financial crisis, and the 
stronger dollar hurt earnings of large multinational corporations.  In addition, the stronger dollar led to a sell-off 

in emerging markets since companies with debt that is denominated in the dollar and revenue that is 
denominated in the local currency will struggle with debt payments.  The slowdown in growth in China from 9.6% 

GDP in 2008 to 6.8% last year continues to be a concern, and the IMF has lowered its outlook for global growth 

due to all these factors along with the decline in commodity prices. 
 

The Saudi war on U. S. shale has caused a great deal of collateral damage in commodity dependent economies. 
The price of oil is down 70% since the summer of 2014, and this decline has led to a recession in Russia, a 

change in government in Venezuela and Canada, political turmoil in Brazil, and budgetary pressures in Saudi 
Arabia.  Here at home, the biggest drag on S&P 500 earnings was the plunge in earnings of the Energy sector.  

According to Yardeni Research, even if there is more downside in oil, the Energy sector now accounts for just 

3.8% of S&P 500 aggregate forward earnings, down from 11.7% in 2014.  With exploration budgets slashed by 
at least 20%, a bounce in oil could be a big surprise in 2016.  It would certainly cause managers who are short 

oil a lot of pain.  We could also begin to see a positive impact on consumer spending as lower gasoline prices 
stimulate other expenditures.  So far consumers have been increasing their savings rather than spending their 

windfall, but the surge in retail sales in December could signal a change in behavior. 

 
Many of the factors that impacted markets in 2015 continue to dominate the news, so we could have another 

volatile year without much progress.  We think that the outlook for the S&P 500 will depend on earnings growth 
rather than multiple expansion given that our market isn’t cheap.  The Factset consensus earnings growth is 

7.6%, and our economy remains stuck in its lackluster GDP growth pattern of 1.5-2.0% for the time being. 
 

We will be watching for several things to improve our outlook: lower energy prices could have a positive impact 

on industrial companies as well as consumers, commodity prices could stabilize, and China could begin to improve 
its growth trajectory.  In the meantime however, geopolitical instability abroad and our election cycle here at 

home continue to weigh heavily on market sentiment. Our investment focus remains on domestic companies with 
good dividends and attractive valuations.   

 

We wish you and your family a happy and healthy 2016, and we look forward to meeting with you this quarter in 
person or by telephone.   
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