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A Year in Review 
The steadily-rising U.S. stock market of the past few years continued into 2015, with the Nasdaq 
Composite and S&P 500 hitting all-time highs early in the year.  Improving employment and a 
stabilizing housing market contributed to investors’ rosy outlook.  Mid-year the market displayed a 
higher and more normal level of volatility, some of it attributable to China’s currency devaluation, an 
attempt to make Chinese exports more affordable overseas.  This move was a surprise to investors 
and heightened concerns that China would not be able to engineer a soft-landing for its weakening 
economy.  Investors became concerned that the world’s second largest economy, once growing at 
double-digit rates, may no longer be the world’s engine of growth.  Oil prices suffered as a result, 
falling dramatically during the second half of the year as global supply outstripped demand.  This, in 
turn, impacted the earnings of corporations involved in the energy complex, acting as a drag on S&P 
500 earnings growth.     

Investors entered 2015 expecting the Federal Reserve to begin raising short-term interest rates, a 
significant milestone after seven years of near-zero rates.  The Federal Reserve took its first step to 
reduce the monetary life support put to work since the financial crisis, increasing the Fed Funds rate 
0.25% in December, as noted above.  This was the first time the Federal Reserve raised rates since 
2006.  The Fed noted an improving job market as the primary reason for the increase, despite the 
lingering problems with stagnant wages and low work force participation.  The Federal Reserve will 
need to remain vigilant for signs that the long, but slow, economic recovery of the past six years 
remains on track as rates rise.   

An increase in rates is always better for savers, but it also helps support a strong dollar as investors 
overseas buy U.S. investments to earn higher yields.  It is a common belief that higher interest rates 
are bad for stocks, but a recent JP Morgan study provides contrary evidence.  Going back to 1963, 
an increase in the benchmark ten-year Treasury interest rate up to roughly 5% was positively 
correlated with stock performance.  Higher rates are often a signal of an improving economy.  A 
better economy can lead to more consumer confidence and spending, boosting corporate earnings.   

Many times, an increase in rates is a central bank policy response to inflation in the economy.  
Despite many years of low interest rates, we have experienced very low levels of inflation, stymied 
by poor wage growth and declines in oil prices.  The Wall Street Journal reports that inflation has 
failed to hit the Fed’s 2% target for over three years now, even with improving employment.  Some 
of this has to do with the way the Fed measures inflation, using the core PCE index which excludes 
food and energy and tends to underweight housing costs, which have been moving higher.  The Fed 
is hopeful that improving employment will persist, leading to upward pressure on wages, increasing 
inflation into a range that signals a healthier economy. 

Unfortunately, few decisions can be executed without some negative consequences.  An increase in 
rates in the U.S., even at a modest pace, is no exception.  Higher rates increase costs for borrowers 
of all types, including sovereign borrowers that took on heavy dollar-denominated debts during the 
financial crisis to support local economies.  Of particular concern are emerging economies.  
According to the IMF, emerging market borrowing doubled in the past five years to $4.5 trillion.  
Not only do emerging economies face the threat of capital flight as investors seek higher yields by 
owning U.S.-dollar investments, the debt becomes harder to service as dollars become more 
expensive relative to local currencies.   
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As we proceed in 2016, we continue to face many of the same issues that have been lingering since 
the end of the financial crisis.   Your B|O|S team will help you navigate the uncertainty and 
formulate expectations for your financial future, tailoring your investments to meet your unique 
circumstances.   

Written by Colleen S. Supran, CFA, Principal  colleen.supran@bosinvest.com 

Quarterly Review of Securities Markets:  Total Return 

Key Economic Indicators 
 The latest U.S. GDP figures (third quarter) showed the economy growing at an annual rate of 

2.0%. Improvements in both residential and non-residential investment were partially offset by 
higher than usual inventory growth.  
 

 The U.S. Federal Reserve raised the Fed Funds rate target by one-quarter point in mid-December 
to 0.25%-0.50%. The Fed cited continuing improvements in the US employment situation and 
confidence that inflation will move towards the target rate over time.  
 

 The latest US employment report showed stronger job growth than expected. Nonfarm payrolls 
jumped 292,000 in December. Despite the increase in payrolls, the Unemployment Rate 
remained steady at 5.0% as more people began to look for work. 

 
 U.S. inflation remains low. The latest Consumer Price Index data (November) showed an annual 

inflation rate of 0.5%. The low inflation rate continues to be primarily driven by decreasing 
energy costs. Core CPI (CPI less food and energy) posted an annual increase of 2.0% through 
November. 

 
 Commodity prices dropped during the fourth quarter, mostly due to declines in energy sector. 

The Bloomberg Commodity Index was down 10.52%. The price of crude oil dropped 18% to 
$37 per barrel. Gold (-4.8%, $1,061) and silver (-4.3%, $13.84) both moved lower during the 
quarter.  

Index Market 

 

Fourth 
Quarter 

 

Year-to-Date as 
of 12/31/15 

Standard & Poor's 500 Large Co. U.S. Stocks 7.04% 1.38% 

Russell 1000 Value Large Co. U.S. Value Stocks 5.64% -3.83% 

Russell 2000 Small Co. U.S. Stocks 3.59% -4.41% 

MSCI All-Country World ex US  (ACWI)1 Foreign Stocks 3.24% -5.66% 

Barclays 1-5 Year Gov’t/Credit U.S. Shorter-Term Taxable Bonds -0.57% 0.97% 

Barclays Aggregate Bond U.S. Taxable Bonds (Broad-based) -0.57% 0.55% 

Barclays 1-5 Year Muni Bond U.S. Shorter-Term Tax-Exempt Bonds 0.08% 1.21% 

JP Morgan Global Non-US Gov’t Bonds Foreign Bonds 0.60% 1.68% 
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Key economic indicators compiled by Jeffrey Blanchard, CFA, Investment Analyst; jeffrey.blanchard@bosinvest.com 

 
Data Sources: Morningstar; Econoday; Bloomberg.com 

 
(1) Source: MSCI. Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes 
any express or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all 
such parties hereby expressly disclaim all warranties or originality, accuracy, completeness, merchantability or fitness for a particular 
purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any 
third party involved in or related to compiling, computing or creating the data have any liability for any direct, indirect, special, 
punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages. No further 
distribution or dissemination of the MSCI data is permitted without MSCI’s express written consent. 

 

Disclosures and Footnotes: 

The information presented within is for informational purposes only and is not intended to be used as a general guide to investing or 
financial planning, or as a source of any specific recommendations, and makes no implied or express recommendations concerning 
the manner in which any individual's account should or would be handled, as appropriate investment or financial planning strategies 
depend upon the individual's specific objectives. It is the responsibility of any person or persons in possession of this material to 
inform himself or herself of and to seek appropriate advice regarding, any investment or financial planning decisions, legal 
requirements, and taxation regulations which might be relevant to the topic of this report or the subscription, purchase, holding, 
exchange, redemption or disposal of any investments. 

 

The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.  Past performance 
is not indicative of future results, which may vary. The value of investments and the income derived from investments can go down as 
well as up. Future returns are not guaranteed and inherent in any investment is the potential for loss. 

 

This report does not constitute a solicitation in any jurisdiction in which such a solicitation is unlawful or to any person to whom it is 
unlawful. Moreover, this report neither constitutes an offer to enter into an investment agreement nor an invitation to respond by 
making an offer to enter into an investment agreement. 

 

Opinions expressed are current opinions as of the date appearing in this material only and are subject to change.  No part of this 
material may, without the prior written consent of Bingham, Osborn & Scarborough, LLC, be (i) copied, photocopied or duplicated 
in any form, by any means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the 
recipient. 
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