
“I have always said that if inflating asset prices via loose monetary policy were the route to economic prosperity, Argentina would be the richest country in the 

world by now – and it is not! The Fed’s pursuit of negligently loose monetary policies since 2009 is a misguided attempt to boost economic growth via asset price 

inflation and we will now reap the whirlwind (the ECB, Bank of Japan and the Bank of England are all just as bad).” – Albert Edwards, Société Générale 

    

Economic Watch 

Over the last year, the U.S. Federal Reserve (Fed) continued its influence over markets as monetary policy remained 

extremely accommodative and members contemplated whether or not stated unemployment and inflation mandates 

improved to levels that would support increasing interest rates.  Unemployment progress did, in fact, meet Fed 

requirements early in 2015, but inflation remained stubbornly below the Fed’s 2% initiative.  Despite only meeting half 

of its dual mandate and with the growth rate on Gross Domestic Product (GDP) lower than when the last 

accommodative policy was initiated in September 2012, the Fed increased interest rates by 0.25% in December.  In fact, 

U.S. GDP for Q3 2015 was revised down slightly to 2.0%, unofficial estimates for Q4 suggest GDP may have fallen under 

1%, and nominal GDP growth in 2015 is projected to be the slowest since the recovery began. 

 

While we believe the U.S. economy remains the strongest and most influential global economy and has pockets of 

growth (auto sales, job growth, 5% unemployment), many key financial indicators showed signs of continued 

deterioration during Q4 2015.  S&P 500 earnings estimates are projected to decline by -4.7% in the final quarter last 

year, which would mark the first time the index has experienced 3 consecutive year-over-year quarterly earnings 

declines since 2009.  Additionally, S&P 500 sales are expected to have declined in 2015 as well, and we doubt that a 

decelerating economy will change this pattern for 2016.  Industrial production, durable goods orders, and corporate 

profits all are projected to have declined for 2015.  The Chicago Purchasing Managers Index (PMI), which indicates the 

health of the manufacturing sector, posted its worst reading since 2009 at levels normally reflective of an economy in or 

entering a recession.  Existing home sales dropped off considerably in November to the slowest pace in 19 months 

according to the National Association of Realtors.  And most notably, oil prices continued to slide throughout 2015, 

negatively impacting producers and sellers of the commodity and fueling deflationary expectations threatening to slow 

already tepid economic growth. 

 

International economies also struggled for growth throughout 2015. The International Monetary Fund (IMF) cut its 

global growth forecast by 6% in 2015 and members think there’s a 50% chance the global growth rate will fall below 3% 

next year, a level it has in the past said is “equivalent to a global recession.”  In response, several international central 

banks moved monetary policy into overdrive, specifically Europe, with their own stepped-up Quantitative Easing (QE) 

program and negative interest rates. 

 

 

Emerging market economies continued to struggle and 

the strengthening dollar added additional pressure as 

those with U.S. debt arrangements now need to pay 

more in local currency than what they originally 

borrowed.  China, the world’s second largest economy, 

has started to slow considerably and is causing the 

greatest concern.   A nation that once doubled its 

national output roughly every 7 years now faces 

macroeconomic and fiscal pressures that may morph into 

a full-blown global economic crisis.  Growth slowed to 

6.9% in the 3rd quarter (less than roughly half its growth-

rate in 2010) and the government has set this year’s  
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target at 6.5%, which would result in the slowest pace in 25 years.  “People doing business here long-term have known 

for a couple of years that growth is much less than the government says it is,” said Conference Board Economist, 

Andrew Polk and he believes actual growth is closer to 4%.  In an effort to bolster its exports and improve growth 

prospects for 2016 and beyond, China has de-pegged its currency from the strengthening dollar to spur its slumping 

export complex.  

 

Outlook: 

If it seems strange that the Fed implemented a restrictive policy move by raising interest rates at a time when GDP and 

other major economic data points are slowing, we would have to agree.  While the Fed seemed to have added a new 

mandate with the term “data dependent” as its rate-hike moniker, this factor in December’s meeting suddenly was 

completely ignored.  We believe this rate hike, and any that may follow, may soon be reversed and another round of QE 

may even be implemented.  Regardless of Fed rate rises, the odds of a U.S. recession are mounting and any additional 

rate hikes will accelerate and increase these odds. 

 

The economies of Europe have recently shown slight improvement, but we expect that any growth will be hard to 

sustain.  China is the most notable wild card and we believe their impact on the global economy will continue to be a 

significant headwind.  As we have mentioned in previous commentaries, the deflationary forces of over-indebted global 

economies, especially China, coupled with escalating currency wars, lead us to believe that 2016 will present a 

challenging environment for the U.S. and global economies. 

 

Market Watch  

After a dismal and highly volatile third quarter, equity markets rebounded to close out the year.  These rebounds, 

however, were unsuccessful at pulling most major indexes out of the red and into positive territory for the year.  

Domestic markets were flat at best (S&P 500 ended the year down in price, but with a slight positive return when 

considering reinvested dividends).  International markets, in aggregate, declined modestly with emerging markets 

struggling considerably more than developed markets.  This was largely impacted by significant declines in natural 

resources, commodities, and precious metals and as a result of the strength in the U.S. Dollar.  Oil took center stage as a 

global supply glut drowned any attempts for price appreciation throughout the year.  U.S. Treasury interest rates were 

relatively flat, ending the year only marginally higher than they started it, but coupons more than offset these losses and 

the Barclays U.S. Aggregate Bond Index managed to end the year with minimal gains.  Credit markets and emerging 

market debt struggled as investors preferred safe-haven fixed income offerings.   

 

Here are some additional market data points from Q4 

and 2015: 

• Barclays U.S. Aggregate Bond Index Q4 return: 

-0.57%; 2015 annual return 0.55% 

• 10-year U.S. Treasury yield ended Q4 at 

2.27%, up from 2.17% at the beginning of the 

year 

• 30-year U.S. Treasury yield ended Q4 at 

3.01%, up from 2.75% at the beginning of the 

year  

• S&P 500 Q4 2015 return: 7.04%; 2015 annual 

return: 1.38% 

• Dow Jones Industrial Average Q4 2015 return: 

7.70%; 2015 annual return: 0.21% 

• MSCI EAFE Index Q4 2015 return: 4.7%; 2015 

annual return: -0.81% 



Outlook: 

With both the U.S. and global economies slowing and with extended market valuations, there is an asymmetrical risk 

probability for equity markets (increased likelihood for prices to fall, decreased likelihood for prices to rise) in the mid-

to-near term.  On a relative basis, international equities continue to be more attractively priced than domestic equities.  

For this reason, our portfolios maintain a relative overweight to these stocks while keeping our overall equity exposure 

low until global economies show signs of improvement.  Developing markets and commodities (especially energy) 

continue to face significant headwinds, but we believe suppressed prices in these sectors will provide a compelling 

buying opportunity once we see stabilization within these markets, which we believe may occur in the later part of 2016. 

 

As has been our forecast for some time, massive levels of global debt and deflationary forces will continue to drag 

interest rates lower around the world as US Treasury bond prices increase.  A distinction must be made though, in that 

credit-sensitive bonds will not benefit from this rate drop and pose a major threat to portfolios.  Our intention is to 

continue largely avoiding such sectors.  Illiquidity in these high yield markets has begun to appear problematic with a 

major mutual fund and several smaller hedge funds freezing assets and closing their doors during the quarter. 

 

Portfolio Allocations 

Portfolio allocations were mostly unchanged during the final quarter of the year.  We continue to maintain our defensive 

posture within our domestic equity holdings due to the slowing data and high prices as previously mentioned.  Portfolios 

are overweight in funds that use different strategies to emphasize protection on the downside, while maintaining overall 

long exposure to benefit if markets appreciate and funds that are able to capitalize on the current volatility in the 

market.  The overall goal of positioning is to limit drawdowns at this stage in the economic cycle and look for 

advantageous entry points to readjust portfolios to more growth allocations once prices decline to reasonable historical 

ranges and/or economic conditions strengthen to justify current prices. 

 

On the bond side, we shifted further into longer duration fixed income funds in preparation for the Fed’s December rate 

hike (which was expected to cause a decline in shorter term bond prices) and reduced exposure to inflation sensitive 

bonds per our deflationary outlook.  Allocations are biased towards U.S. Treasuries, high quality corporates, and 

agencies which we believe will benefit from deterioration in the equity markets and/or from ongoing global debt issues.  

Avoiding the potential hazards caused by illiquidity in the high yield market is something we have been tracking for some 

time and continue to avoid within specific portfolios. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Past performance does not guarantee future results. The views and opinions offered constitute our judgment and are subject to change without notice, as 

are statements of financial market trends, which are based on current market conditions. We believe the information provided here is reliable, but do not 

warrant its accuracy or completeness. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The views 

and strategies described may not be suitable for all investors. This material has been prepared for informational purposes only, and is not intended to 

provide, and should not be relied on for, accounting, legal or tax advice. References to future returns are not promises or even estimates of actual returns a 

client portfolio may achieve.  Any forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a 

recommendation.  Securities offered through United Planners Financial Services of America, A Limited Partnership. Member FINRA/SIPC. Penniall & Associates is independent from 

United Planners. 

 


