
Volatility prevailed during the third quarter of 2015 as news 
of slowing economic growth affected global financial 
markets. The Dow Jones Industrial Average (DJIA) and the 
S&P 500 Index fell 7.0% and 5.3% respectively. International 
equity markets generally fared worse as the MSCI EAFE 
Index dropped 10.3%. Bonds rallied as the yield of the 10-
year Treasury note fell from 2.35% on June 30 to 2.06% on 
September 30, despite concerns that the Federal Reserve 
Bank would raise interest rates at their meeting in October. 

In our July Market Commentary, we discussed the increasing 
economic importance of China. Fifteen years ago, China’s 
GDP stood at $1.09 trillion, equal to roughly 3.4% of global 
GDP. Since then, China’s GDP has grown approximately 
9.0% per year compared to 2.1% annual growth in the US. 
China’s economic output is now almost ten times as large as 
it was in 2000, reaching $10.36 trillion representing 13.3% 
of global GDP. The graph below illustrates the exceptional 
growth rate of China over the past decade and a half. Note 
that China never entered a recession in the global financial 
crisis of 2008-2009. Growth slowed from 15% in 2007 to 
6% in 2009, but never went negative.
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It is with this backdrop that investors now view China 
as a critical component of the global economy, and any 
uncertainty surrounding China’s growth is certain to cause 
volatility. In August, the People’s Bank of China (PBOC) 
jarred international markets when it raised the yuan’s daily 
fix against the US dollar by 1.9%, leading to the biggest 
plunge in the currency’s value since the mid-1990s. 
Beijing’s decision comes at a time when the country’s 
economy is showing signs of weakening and in the wake of (Continued on back) 

export data for July that showed a decline of 8.3%. While 
Beijing’s intention may be to liberalize the yuan’s value and 
allow it to float more freely against the dollar in the long run, 
market strategists are concerned that the currency move is 
signaling a policy change in Beijing to stimulate flattening 
economic growth rates by cheapening exports. 

Beijing’s decision to track the yuan close to the dollar 
has had several important side effects over the past year. 
In Europe and Japan, home of two other major global 
currencies, quantitative easing and other forces have 
resulted in a depreciation of the euro and yen against 
the dollar. The yen has fallen by about a third since the 
last half of 2012, and the euro has fallen by a fifth since 
early 2014. Meanwhile, the yuan has essentially remained 
stable against the dollar. This means that the yuan has 
appreciated dramatically over the past year relative to 
the currencies of its major trading partners – Japan and 
Europe. In fact, since June 2014 the yuan has been the 
world’s strongest currency, increasing by 13.5% relative to 
the official IMF basket of international currencies — more 
than the US dollar (12.8%) and the Swiss franc (11.4%).

The important point of the PBOC’s announcement is that 
Beijing has decided to break the tie with the strong US 
dollar. The implications of the decision are far-reaching. 
Countries around the world have been weakening their 
currencies while Beijing has attempted to maintain a strong 
yuan. China is signaling that it will not move in step with 
the United States and will allow its currency to trade lower. 
The PBOC’s hope is that the devalued yuan will rekindle 
exports, thereby stimulating China’s GDP growth. 

China’s slowing economy almost certainly played a 
role in the Federal Reserve Bank’s decision to leave the 
fed funds rate at 0.00%- 0.25% at the Federal Open 
Market Committee (FOMC) meeting in September. FOMC 
minutes confirmed that international worries prompted 
the Fed to hold interest rates steady. Nonetheless, the 
Committee seemed constructive on the US economy in 
general. Fed Funds futures are currently handicapping a 
10% probability of a rate hike at the October meeting and a 
40% probability in December. 

China was not the only reason markets stumbled in the third 
quarter. Political positioning also played a role. Presidential 
candidate Hillary Clinton announced her intentions to curb 
the rising cost of prescription drugs. Her September 21 
tweet quickly sent the Nasdaq Biotech Index from a minor 
intraday gain to a loss of nearly 5%. 

https://www.stratfor.com/analysis/chinas-housing-sector-short-recovery-hides-longer-slowdown
https://www.stratfor.com/analysis/china-us-exchange-rate-dispute-continues
https://www.stratfor.com/analysis/china-us-exchange-rate-dispute-continues
http://www.federalreserve.gov/monetarypolicy/files/fomcminutes20150917.pdf
http://www.federalreserve.gov/monetarypolicy/files/fomcminutes20150917.pdf
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The selloff in pharma/biotech names continued through the 
end of the quarter and into October, negating most of the 
sectors’ gains in 2015. Although drug price concerns may 
continue to impact pharma/biotech stock multiples, we do 
not expect material new laws challenging drug prices to 
be enacted until after the November 2016 elections. We 
believe that select specialty pharmaceutical companies 
that have relied upon significant price increases could 
continue to be the most exposed/volatile to ongoing 
government scrutiny. However, select pharma/biotech 
companies that deliver major innovation should be in the 
strongest position long-term, but would still be significantly 
exposed if the government were to move to control or limit 
drug price freedom. We will monitor developments closely.

Despite negative headlines about international growth and 
drug pricing, there was good news in the third quarter. The 
US economy is still expanding, albeit at a slower rate than 
in the second quarter. Auto sales are over an 18 million 
unit annual rate - near historic highs, and new home sales 
are at a nearly 600,000 annual rate, the highest level since 
2008. Perhaps most importantly, the unemployment rate 
continues to trend down, now at 5.1%. 

Our investment strategy remains intact with a strong 
allocation to developed market equities, balanced with an 
appropriate allocation to fixed income securities. We have 
reduced our exposure to energy as the imbalance between 
supply and demand of crude oil will likely continue to 
pressure pricing and consequently, volatility of stock 
prices. Despite the third quarter stock market swoon, the 
likelihood of a recession in the next year seems remote.

The maximum contribution for Traditional IRA and Roth 
IRA accounts is $5,500 (under age 50) or $6,500 (age 50 
or older).

For single individuals, the ability to contribute to a Roth 
IRA begins to be phased out when modified adjust gross 
income (MAGI) is between $116,000 and $131,000.

For married couples filing jointly, the ability to contribute 
to a Roth IRA begins to be phased out when MAGI is 
between $183,000 and $193,000.

Since 2010, there is no income limit for taxpayers who 
wish to convert a Traditional IRA to a Roth IRA.

Traditional IRAs require withdrawals (based on age) 
beginning at 70 ½. Roth IRAs have no mandatory 
withdrawals until after the death of the owner.

Required minimum distributions for Inherited IRAs/
Roth IRAs are complex and should be discussed with 
a tax professional.

SCHWAB SECURITY GUARANTEE
With data breaches making news more and more 
frequently, your security is a primary concern. To ensure 
confidence in the safety of your assets, Schwab offers a 
simple guarantee: Schwab will cover 100% of any losses in 
any of your Schwab accounts due to unauthorized activity. 
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