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Fourth Quarter 2015 Markets Review 
 
The S&P 500 Index registered a small gain in 2015 with a positive 1.38% return for the 
year (including dividends) but, despite the flat return, many other equity indices ended the 
year with a loss. The Russell 2000 Index declined 4.41% and the Russell 1000 Value 
benchmark fell 3.83%. Large-capitalization equities outperformed small, domestic equities 
outperformed overseas (particularly emerging markets), and growth stocks outperformed 
value by a fairly wide margin (the Russell 1000 Growth Index appreciated 5.67% versus 
the 3.83% decline of the Russell 1000 Value Index).  
 
The flat return of the S&P 500 Index for the year hid the tremendous dispersion among 
stocks and industries. Much has been written about the narrowness of the stock market 
with the top 10 mega-cap stocks appreciating 17% and the other 490 stocks declining 5%. 
 

 
 
 
Stocks recorded gains during the fourth quarter, helping to reverse the previous quarter’s 
slide and pushed the large cap benchmarks into positive territory for the year with most of 
the rebound occurring during October. Stocks were volatile during the closing weeks of 
the year as terrorist attacks, geopolitical instability, and uncertainty over monetary policies 
periodically took tolls on sentiment. While prices were weak across the commodity 
spectrum, announced plans for large mergers in the materials sector helped it to a gain of 
nearly 10% as the top-performing sector. Health care and information technology shares 
also performed well. 
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Varied economic data and the Fed’s anticipated response to growth signals appeared to play a prominent role 
in driving sentiment throughout the quarter, particularly during October’s rebound. In a pattern of bad 
economic news being interpreted as good news by investors hoping for additional monetary stimulus, more 
discouraging news on growth from China and a drop in US consumer prices drove further market gains. 
 
 
The US economic expansion was indicated to be on track by data released later in the quarter. Job growth 
accelerated again in October and November while weekly jobless claims remained near multi-decade lows.  
 
 
The economic picture remained bright enough for the Fed to raise their target for short-term interest rates on 
December 16, the first increase in nearly a decade. Earlier fears over the increase dissipated and stocks rose 
in anticipation and shortly after the quarter-point increase. 
 
 
At year’s end, the energy sector remained the darkest spot on the economic and market landscape.  OPEC’s 
decision in early December not to cut global production combined with rising US supplies pushed oil prices 
back to 11-year lows. By the end of the quarter, the benchmark price for a barrel of domestic crude fell 
below $35, less than half its price of a year ago. 
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International Equities 
 
A strong October rally that outweighed November and December losses allowed the MSCI EAFE Index of 
developed market international equities to post a 4.75% advance for the fourth quarter. It was a volatile period 
with conflicting economic data and diverging monetary policies muddying the waters. 
 
The strong US dollar gained on most major currencies including the euro, the Japanese yen and China’s 
renminbi. The European Central Bank (ECB) bolstered its stimulus program to counter sagging inflation, 
which prompted investors into equities before the actual announcement. The ultimate announcement 
disappointed investors and prompted a sharp sell-off. The Chinese central bank also lowered interest rates for 
the sixth time in a 12-month period.                         
Energy and mining stocks dragged the markets down as oil prices tumbled along with tumbling commodity 
prices. Industrials and business services, benefiting from cheaper energy prices did well in the quarter.  
 
Japan was the outperformer as the world’s third largest economy began to show signs of improvement in 
industrial output and retail sales. The Bank of Japan made adjustments to its stimulus program (increasing the 
average maturity of its bond purchases) and core inflation was on the upswing in the fourth quarter. 
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Fixed Income 
 
Investors were widely expecting the Fed’s action on December 16, raising the federal funds target rate by 25 
basis points. The yield on the two-year Treasury note increased by more than 40 basis points over the course 
of the quarter. Yields on longer-term Treasuries climbed more moderately, resulting in a flatter Treasury yield 
curve. The yield on the 10-year Treasury note increased to 2.27% from 2.06% during the quarter. 
 
 

 
 
 
Falling commodity prices weighed significantly on high yield bonds, where energy and metals/mining sectors 
account for roughly 20% of the US market.  Investment grade corporate debt benefited from lower exposure to 
commodities, losses were moderate as investor demand absorbed relatively high levels of new supply. 
Investors continued to exhibit a preference for debt with higher credit ratings. 

       Total Return 
Index Q4 2015 2015   
Barclays US Aggregate Bond Index -0.57% 0.55%   
     
Credit Suisse High Yield Index -2.58% -4.93%   
     
Barclays Municipal Bond Index 1.50% 3.30%   
     
Barclays Global Aggregate Ex-US Dollar 
Bond Index -1.26% -6.02% 

  

     
J.P. Morgan Emerging Markets Bond In-
dex Global Diversified 1.25% 1.18% 

  

     
Barclays U.S. Mortgage Backed Securities 
Index -0.10% 1.51% 

  

     
Figures as of 12/31/15. Past performance cannot guarantee future results. This chart is 
shown for illustrative purposes only and does not represent the performance of any spe-
cific security. 
   



                        
Eurozone government bond yields were volatile. Yields on Japanese government debt decreased, but both the 
yen and the euro declined against the dollar, reducing returns on Japanese and Eurozone sovereign bonds for 
US based investors.  
 

 
 

Municipal bonds were relatively strong as solid demand and limited new supply provided support. The fiscal 
crisis in Puerto Rico was a focus of the municipal bond market in 2015 but the negative headlines had little 
effect on tax-free bonds in general.  
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Commodities 
 
 
Commodities suffered their worst year since 2008, with industrial commodities in particular seeing outsized 
losses. The Bloomberg Commodity Index fell more than 25% in 2015, its fifth straight losing year. The index 
now stands around its lowest level since 1999. 
 

                  
 
Industrial metals minders ramped up investment and production to supply what was viewed as an endless 
demand from China. With the pivot in development policy in China to growing consumption rather than 
expanding investment, demand for key commodities disappointed producer expectations. A stronger greenback 
contributed additional pressure to US dollar-based commodities. Prices of some commodities have become so 
low that buyers may be prompted to stockpile them for future use. 
 
Platinum and palladium, often referred to as “sister” metals, did not act like siblings when the Volkswagen 
scandal broke in September. In the days following the revelations of the emission-cheating affair, prices for 
palladium gained while platinum suffered declines. The scandal was seen as providing a potential boost to 
gasoline-powered vehicles, which usually use palladium catalysts while platinum is used in catalytic 
converters for diesel vehicles. Both metals were down around 30% for the year. 
 
Oil and gas prices experienced well-documented declines, oil down to half its year-earlier value and natural 
gas down about 38% for the year.  
 
Losses for gold were not as steep as other commodities with the metal losing more than 10% as investors 
positioned themselves for the expected interest rate increase by the Fed. After the announcement on December 
16, gold prices sold off. 

 

                                  Page 6 



 
Mergers and Acquisitions 
 
The year 2015 saw global “M&A” surpass $5 trillion for the first time on record. Volume increase 37% from 
2015 to $5.03tr. During the fourth quarter alone, volume was $1.61tr, the highest quarterly total on record, 
accounting for 32% of the year’s total. 
 
Volume has been driven by 69 $10 billion + M&A deals including 10 that exceeded $50 billion. Healthcare 
has been the most targeted industry with $723.7 billion in M&A during 2015, up 66% from 2014 to the highest 
level on record. Technology followed with a record high of $713.2 billion, with real estate rounding up the top 
three industries with $457.8 billion, its second highest annual volume behind 2007. 
 
Pfizer’s proposed $160 billion merger with Allergan, announced on November 23, is the second largest M&A 
deal on record behind Vodafone’s $172 billion acquisition of Mannesman in November 1999. The Americas 
leads global $10bn+ volume with $1.40tr via 50 deals in 2015 YTD, up from just $512.1bn via 19 deals in the 
comparable 2014 period. EMEA and Asia Pacific follow with $301.2bn (nine deals) and $171.8bn (eight 
deals), respectively. 
 

                          
 
 
In a hallmark of a bull market in M&A, deals in many cases appeared to beget others as company officials 
acted on a fear of being left behind by rivals. There was a burst of activity among semiconductor makers, 
capped off by Avago Ltd.’s May agreement to pay $37 billion for Broadcom Corp. In July, Anthem Inc. 
agreed to buy Cigna Corp. for $48 billion; just three weeks after Aetna Inc. agreed to buy Humana Inc. for $34 
billion. The deals would shrink the number of big U.S. health insurers to three from five, assuming regulators 
allow them. 
 
With the fundamentals still present, limited organic growth, low interest rates, lots of debt capacity and 
shareholders who are friendly to the right strategic deals, the extraordinary pace of activity shows no sign of 
abating. 
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MLPs 
 
Weakness in the energy markets, tax loss selling, forced liquidation of ETN and ERF portfolios driven by 
redemptions, margin pressure on hedge funds and panic selling by relative newcomers to the group, all 
continued to pressure MLP share levels during the fourth quarter. Energy weakness could persist for some time 
but share prices may very well have been driven down to attractive valuation levels in light of comparatively 
solid business fundamentals. 
 
 
 
Alerian MLP Index 
 

 
 
 
For the year, the AMZ was down 36.9% on a price basis, resulting in a 32.6% loss on a total return basis. The 
propane group produced the best average total return, while the upstream sector was the weakest. 
 
MLP yield spreads, as measured by the AMZ yield relative to the 10-year Treasury bond finished the year at 
626 bps. This compares to a trailing five-year average spread of 421 bps and the average spread, adjusted for 
the financial crisis period of 317 bps. The Alerian indicated yield at year-end was 8.5%. 
 
Following the Kinder Morgan (KMI) dividend cut, analysts rushed to speculate on who might be the next to 
cut among the midstream “blue chips”. In the interim weeks, speculation on specific company plans to cut 
dividends has been offset, in the case of Oneok Partners for example, by management raising its 2016 outlook 
and affirmation of the dividend payout. Until market conditions begin to normalize, some midstream 
companies with otherwise resilient operating cash flows, but with substantial capital spending plans, may 
choose to reduce their payout ratios to help fund these projects. 
 
Midstream companies will respond to capital market distress by seeking to fund their capital spending plans 
through alternative markets. Some may rely more on their current credit facilities or seek alternative financing 
such as preferred issues or private equity joint-venture financing, while others may slow down their capital 
spending or even choose to lower their distribution payouts. In general, distribution reductions should remain 
the exception rather than the rule and of course companies that choose this option will seek to return to their 
previous payout policies as soon as practical. 

                                  Page 8 



 
For example, Plains All American Pipeline was facing a 2016 funding gap of an estimated $1.7 billion after 
paying its dividend, distribution to its general partner and investment in growth spending.  With a yield of 
almost 14%, issuing additional units was not an attractive option. Instead, Plains said it would sell $1.5 billion 
of convertible preferred to private buyers with a coupon of 8 percent. This at least reduced the immediate 
concern. Plains was able to raise capital more cheaply than through the sale of new equity and, based on 
current forecasts will not have to cut either dividends or capital expenditure this year and possibly next year as 
well. Plains hopes that the issue will buy it valuable time in the most tumultuous energy market since the 
financial crisis. 
 
There has been fear of a negative effect on MLP cash flow if there is a surge in bankruptcies by non-
investment grade E&P companies. It should be noted that 77% of US onshore production is done by 
investment-grade rated companies. In the event that an E&P company should find itself having to file for 
bankruptcy, the company’s natural resources still flow from the wellhead and still need to reach their final 
destination.  MLPs can effectively be likened to a toll road serving both the producing customer and demand 
customers such as utilities, refineries, petrochemical and other industrial users; many midstream companies 
have been deemed as critically important and can actually be considered senior to bondholders. 
 
The 40-year-old ban on the export of crude oil from the United States was lifted in December. The current 
narrow differential between domestic and international crude oil prices may restrain prodigious exports in the 
near term; however both Enterprise Products Partners (EPD) and NuStar Energy each announced export 
cargos. EPD announced that it had contracted a 600,000-barrel export that is scheduled to depart via a terminal 
facility on the Houston Ship Channel in January 2016. 
 
Continued equity weakness in the sector is prompting buyback programs. EPD announced plans for its general 
partner to acquire $200 million of EPD units during the first quarter of 2016. Similar plans have been 
announced by Golar LNG Partners, American Midstream and Summit Midstream Partners. 
 
Within the MLP space, crude oil price weakness has been a significant contributor to poor investor sentiment 
in spite of the solid operating performance that most sector participants experienced. Correlation between oil / 
gas prices and trading performance has been low over long periods of time historically, with correlation 
heightening during periods of stress.  The severity and length of the current market softness has been unusual.  
Eventually, these technical factors should fade and investor focus may return to fundamentals. 
During the reporting season that wrapped up for MLPs in November, operating performance (EBITDA) came 
in 7.8% higher than the previous quarter. Third quarter distributions announced by 82 midstream companies 
were 2.0% higher than the second quarter of 2015, which reflected an 11.1% increase over the year-ago period. 
 
Demand remains robust with global oil demand for 2015 at 1.9MMbbls/day than 2014 and global demand for 
2016 forecast to be 1.0MMbbls/day higher than 2015.  Total demand growth is estimated to approximate 5 
MMbbls/day to 7MMbbls/day over the next five years with North American produces expected to be the most 
likely source of incremental production. 
 
Although energy weakness may persist for some time, we do know that momentum driven trading patterns 
eventually dissipate and fundamentals come back into focus. Without midstream assets, producers cannot get 
their production to market for sale. They are effectively a necessary link in the energy value chain. 
 
As always, we appreciate the opportunity to be of service. 
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