Fideard Group

2015 Year End Market Commentary
A Rough Ride Ahead?

The first half of 2015 saw relative calm across the global equity markets. Here in the US, the
world’s most resilient economy provided a tailwind for stocks which posted modest new
records almost daily despite that year over year operating revenues, had already begun to tail-
off. In hindsight, much of 2015’s market gains were attributable to a couple of sectors and a
narrow band of stocks. Biotech and pharma were on fire through the mid-year while in the
technology sector, the mega-cap four - Facebook, Amazon, Netflix and Google - provided most
of the fuel for the index highs. It was not long thereafter, however, before surprise and pain
would be felt world-wide as China’s stock market crashed and news of its slowing economy
spread fear across global markets. By late August, US equities had experienced their first
major correction in over six years. Notwithstanding a solid comeback in October, by
November, except for employment gains, most economic indicators had become decidedly less
rosy. With wage growth pressures and inflation nearly absent and gas prices cut in half,
personal saving remained inexplicably elevated foregoing the potential for any meaningful
increase in consumer spending. Despite this, on December 16™ the Fed who we think “boxed
itself into a corner” formally ended its six year policy of monetary easing on the notion that
growth was indeed sufficient to warrant the action and that just maybe they had encouraged
excessive risk-taking. While US stocks and bonds took the change in stride, it was clear the
markets were becoming more edgy over the prospect of another round of muted domestic
growth and concern over whether China’s economic landing might be harder than expected. At
best, it certainly became clear to most that the People’s Republic had demonstrated no
meaningful control over its growing economic woes, its narrowly held stock market or its
currency slide. And so, as the year drew to a close, the US stock market finished the year just
about where it had begun.

Performance-wise, large cap stocks driven principally by those technology mega-caps bested
midcap stocks while small cap stocks fell well behind. Growth bested value across the US
capitalization range. This was mainly due to the continuing low growth environment but also to
oil’s eighteen month price collapse and its impact on the energy sector whose footprint is
significant to both the equity and debt markets. Internationally, performance in the developed
world was modestly more respectable, particularly in Europe due to monetary easing, but
emerging markets around the globe continued to absorb the brunt of negative sentiment
driven by the commodity price collapse inflicted by China’s slowing demand and the dollar’s
increasing strength. Arguably, the best performing US asset classes in 2015 were municipal
bonds and the much less liquid commercial real estate markets.

As the holiday season approached, stocks seemed more tepid - but as the New Year set in, a
harsh reality rapidly permeated world markets. The holiday punch bowl! had definitely been



taken away. Not unlike the world at large, here in the US, the first weeks of January saw a stock
slide that was immediately characterized as the most severe in any opening year in stock
market history. Meanwhile, the financial media intensified its search for the culprit and
immediately focused on the direct correlation of front month crude prices to daily market
volatility; weak prices to blame for markets downdrafts one day and price surges the catalyst
behind market strength the next.

While such direct correlation is highly unusual, perception has a way of becoming prophecy and
prophecy, reality. That said, two themes seem to have emerged from oil price swings: the first
is continued oversupply and its immediate effect on anything “energy related” but the second
more salient theme is that short term oil consumption metrics seem to have become the latest
proxy for longer term economic forecast growth.  Rightly or wrongly, it is this phenomenon
that has the broader markets in their current tizzy and investors alarmed as to how economic
growth will play out in 2016 globally and here in the US. Coincidentally, the government just
released its initial estimate of fourth quarter GDP growth. It registered an anemic +.7%. All
said, while we think it’s best to keep our seatbelts fastened for the immediate run, we intend to
remain vigilant and nimble enough to prudently respond to material economic changes as they
may emerge in 2016.



