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Market Commentary – 1st Quarter Review 2016 

Market Summary* 12/31/2015 1/31/2016 2/28/2016 3/31/2016  Performance for Q1 

S&P 500 Index $2,043.94 $1,940.24 $1,932.23 $2,059.74 S&P 500 Index 

    -5.07% -0.41% 6.60% 0.77% 

Dow Jones DJIA $17,425.03 $16,466.30 $16,516.50 $17,685.09 Dow Jones DJIA 

    -5.50% 0.30% 7.08% 1.49% 

MSCI EAFE Index $1,716.28 $1,591.46 $1,558.17 $1,652.04 MSCI EAFE Index 

    -7.27% -2.09% 6.02% -3.74% 

MSCI Emerg Mkts $794.14 $742.37 $740.33 $836.80 MSCI Emerg Mkts 

    -6.52% -0.27% 13.03% 5.37% 

FTSE Global All Cap $617.03 $578.71 $575.81 $619.76 FTSE Global All Stock 

    -6.21% -0.50% 7.63% 0.44% 

Barclays US Agg Bnd  $1,925.40 $1,951.89 $1,965.74 $1,983.77 Barclays US Agg Bnd  

    1.38% 0.71% 0.92% 3.03% 

Barclays Global Agg Bnd  $442.13 $445.96 $455.89 $468.21 Barclays Global Agg Bnd  

    0.87% 2.23% 2.70% 5.90% 
 

An index is a portfolio of specific securities, the performance of which is often used as a benchmark in judging the relative 
performance of certain asset classes. Indexes are unmanaged portfolios and investors cannot invest directly in an index. Past 
performance is no guarantee of future results. Source: Standard and Poors Dow Jones, Barclays, and MSCI. Data as of 3/31/2016. 
Returns are in U.S. Dollars. All returns are calculated on a closing price basis with the exception of the Barclays Bond Indexes.     

EQUITY MARKETS  
 
Equity markets did not give investors any time to get comfortable in 2016. After only six weeks, the S&P 
500 had corrected 13.3% from November highs and was down more than 10% for the year on February 
11th. Markets suffered from a steady drumbeat of negative news related to China’s demise, falling 
commodity prices, and the possibility of a U.S. recession. Additional toxic ingredients included 
uncertainty surrounding the Fed, speculation on the negative effects of energy defaults on banks, unusual 
currency volatility and large sell-offs in high-flying growth stocks that investors fell in love with in 2015. 
As history has shown over time, market volatility is the price of admission and often creates more 
opportunities than it takes away. 
 
Domestic Equities: For the first time since the Great Depression the S&P 500 finished positive after 
falling more than 10% intra-quarter, ending the quarter up 1.4%. In the large cap space, last year’s 
darlings like Amazon and Netflix each sold off roughly 25% as a huge disconnect emerged between the 
economy and the markets. While the U.S. economic backdrop continues to solidify, equity markets have 
not reflected that. The U.S. economy is growing faster than most of the developed world and the U.S. 
consumer is riding a wave of positive momentum. Notably, unemployment in the U.S. has declined to 
pre-recession levels, at 5%, and the early signs of wage growth are emerging. More discretionary income 
for U.S. consumers will equate to more customers for U.S. businesses.  
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Over time, improving economic growth, persistently low interest rates, modest inflation and a more stable 
U.S. dollar will be positives for corporate earnings, which have been poor for consecutive quarters. 
Eventually, these tailwinds should translate into an increase in stock prices, however patience is required 
as this process will take time to come to fruition. Looking ahead, stronger corporate earnings will need to 
materialize before investor apprehensions moderate enough to allow for a widespread reentry into 
equities.  
 
International Equities: With the expectation that the Federal Reserve would begin raising interest rates 
at regular intervals and other developed nations moving in the opposite direction by implementing more 
accommodative policies, the majority of people expected European and Japanese equity markets to 
outperform. Unfortunately for the majority, that narrative did not play out as the MSCI Europe Index was 
down -2.5% and the MSCI Japan Index was down -6.5%. Though developed international markets were 
negative on the quarter, valuations remain attractive relative to U.S. equities and continue to be an 
important part of a global equity allocation.  
 
Conversely, emerging markets bounced back after three years of pain finishing the quarter up 5.37%. The 
strengthening dollar and falling commodity prices were significant impediments to emerging markets in 
2015. This year, that story has reversed as the dollar has weakened, playing an important role in 
stabilizing commodity prices and other currencies. Most notably, prices for a barrel of WTI increased 
58% from February 11th to March 22nd, which spurred a rally in some of the most beaten down areas of 
the market. Despite the rally, uncertainty still persists in the commodities and currencies space and it will 
take more than one quarter to know if this rally is sustainable.  
 
Moving Forward 

Memories of investors are always short on time when it comes to market performance.  As one of my 
favorite market commentators said ”While it’s true NOBODY can continuously time the stock market, if 
you listen to the message of the market, you can certainly decide if you want to be “playing” hard or not 
so hard.”   We had been aggressive into the market late January and have been less aggressive since the 
3rd week of March.  Also of note, due to the May- October timeframe historically being not friendly we 
hope to see a better buying opportunity ahead. 
 
As we look at earnings from the 1st quarter, S&P 500 2016 estimates continue to be marked down and are 
currently standing at $114.73. Based on average market multiples this would equate to higher valuation 
for the market especially if interest rate hikes are on the agenda for the remainder of this year.  However, 
analysts expect for earnings to have hit a trough and if so the 114.73 for 2016 and 133.98 for 2017 might 
be conservative.    
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*Earnings Data provided by http://www.standardandpoors.com under indices “S&P 500”.  Specific current data can be found under 
”Download Index Data” and by selecting the Index earnings link.   
 
Please note that the opinions expressed here are those of Justin Farris, CFP and The Farris Group.  All opinions and estimates 
included in this report constitute their judgment as of the date of this report and are subject to change without notice. This report is 
provided for informational purposes only. It is not intended as an offer or solicitation with respect to the purchase or sale of any 
security or offering of individual investment advice. We assume no liability for loss that may result from the reliance by any person 
upon such information or opinions.  

 

Index definitions: 

The Standard & Poor's 500 (S&P 500) is an unmanaged group of securities considered to be representative of the stock market in 
general. 

The Dow Jones DJIA or Dow Jones Industrial Average is an index that shows how 30 large publicly owned companies based in the United 
States. The DJIA was first calculated on May 26th 1896 and is the second oldest U.S. market index currently followed. 

The Morgan Stanley Capital International Europe, Australia and Far East Index (MSCI EAFE Index) is a widely recognized benchmark of 
non-U.S. stock markets. It is an unmanaged index composed of a sample of companies representative of the market structure of 20 
European and Pacific Basin countries and includes reinvestment of all dividends. 

The MSCI Emerging Markets Index is a float-adjusted market capitalization index. As of May 2005, it consisted of indices in 26 global 
emerging economies. 

The FTSE All-World Index is a market-capitalization weighted index representing the performance of the large and mid cap 
stocks from the FTSE Global Equity Index Series and covers 90-95% of the investable market capitalization. The index covers 
Developed and Emerging markets and is suitable as the basis for investment products, such as funds, derivatives and exchange-
traded  funds. 
 

Barclays Capital Aggregate Bond Index is an unmanaged index comprised of U.S. investment grade, fixed rate bond market securities, 
including government, government agency, corporate and mortgage-backed securities between one and ten years. 

The Barclays Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four different local currency 
markets. This multi-currency benchmark includes fixed-rate treasury, government-related, corporate and securitized bonds from both 
developed and emerging markets issuers. The Global Aggregate Index is largely comprised of three major regional aggregate 
components: the US Aggregate (USD300mn), the Pan-European Aggregate, and the Asian-Pacific Aggregate Index. 
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