
Most major equity market indexes posted strong 
performance during the fourth quarter of 2015, largely 
erasing losses in August and September to finish the 
year flat to slightly down. For the year, the Dow Jones 
Industrial Average (DJIA) logged a total return of 0.2%, 
the S&P 500 1.4%, and the MSCI Europe Australasia Far 
East (EAFE) index -3.4%. The NASDAQ was a bit of an 
anomaly, returning a comparatively strong 7.0%, buoyed 
by the performance of biotechnology companies and 
a handful of technology stocks including Facebook, 
Amazon, Netflix, and Google. Nonetheless, on a purely 
price return basis, 2015 was the first down year for the 
DJIA (-2.2%) and the S&P 500 (-0.7%) since the financial 
crisis in 2008.

Entering 2016, the financial markets turned sharply 
negative as global growth concerns sent stocks 
tumbling. As of the end of the third week in January, both 
the S&P 500 and the DJIA were down over 8% while 
the NASDAQ dropped over 10%. Investors flocked to the 
safety of bonds as the yield of the benchmark 10-year 
Treasury note fell from 2.25% at the end of 2015 to 2.03% 
as of January 15. Uncertainty surrounding the effect of 
China’s slowing growth, the collapse of oil prices, and 
the first interest rate hike by the Federal Reserve Bank 
since 2006, have been major concerns.

In our January 2015 Market Commentary, we stated that 
the 47% drop in oil prices in the second half of 2014 from 
$107 per barrel to just over $50 per barrel was perhaps 
our greatest concern entering the new year. We believed 
that stabilization in the price of crude oil around $40 to 
$50 per barrel was critical to calming the markets. Rather 
than stabilizing, crude oil prices rose moderately in the 
first half of 2015, fell throughout the second half of the 
year, then continued to drop in the first few weeks of 
2016, breaking the $30 per barrel level on January 15. We 
believe the rapid drop in the price of oil is mostly due to 
the marginal increase in global supply. New technologies 
in fracking and the reluctance of OPEC to cut production 
continue to create more supply than the global market 
demands. The following graph illustrates the global supply 
and demand of crude oil from 2013 through 2015.
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As shown in the graph, surplus oil began to accumulate 
in the first quarter of 2014 when production reached 
about 92 million barrels per day. According to Goldman 
Sachs, in 2015 the world’s supply of oil exceeded the 
world’s demand by approximately 1.5 - 1.8 million barrels 
a day. Incremental changes in oil supply-demand cause 
massive swings in prices. In 2008, crude oil reached a 
record high of $145 per barrel when global demand of 86 
million barrels per day exceeded global supply of 84.5 
million barrels per day. As production continued and 
inventories rose, prices fell dramatically as was the case 
in 2015. According to the International Energy Agency 
(IEA), world stockpiles of crude oil reached an all-time 
high of 3 billion barrels at the end of 2015. 

Lower oil prices are both good news and bad news. 
The good news is that the consumer has more cash for 
discretionary consumption. 2015 confirmed this thesis. 
The top performing equity sector in the S&P 500 was 
Consumer Discretionary stocks, up 9.4% for the year. 
The bad news is that lower oil prices often signal a global 
slowdown. According to Andrew Garthwaite at Credit 
Suisse, the collapse in oil prices may have subtracted 
up to 1% from global GDP last year by hobbling the third 
of capital spending that is commodity-related. Recall 
that the price of oil dropped 53% from peak to trough at 
the turn of the century and 77% during the 2008-2009 
financial crisis. Since the most recent peak of $107 per 
barrel in August 2014, the price of crude has fallen 72%. 
The last time the price a barrel of oil stood at $30, the 
S&P 500 was under 700. The trend is concerning and 
warrants attention. 
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On the other hand, several economic indicators show signs 
of strength. Weekly jobless claims, a leading economic 
indicator, have remained under 300,000 for almost a year, 
and the US is considered to be at full employment with 
the unemployment rate at 4.5% to 5.0%. Auto sales are 
near record levels of 18 million, and housing starts are 
50% above the lows of 2009. Inflation, measured by the 
CPI (Consumer Price Index), shows monthly changes 
throughout 2015, are less than .5%. Even though the Fed 
has announced a possible four 25 basis points increases 
this year, it seems with the current uncertainty and low 
inflation, the Fed will be more deliberate and gradual with 
rate hikes.

The new year brings several challenges to the financial 
markets including uncertainty surrounding China’s 
growth, geopolitical conflicts in the Middle East, the 
US Presidential election in November, and fluctuating 
currencies. Nonetheless, our investment strategy remains 
intact with a strong allocation to developed market 
equities, balanced with an appropriate allocation to fixed 
income securities. We expect single-digit growth in S&P 
500 earnings which at current valuations and interest rate 
levels should produce modest returns. We continue to 
avoid exposure to emerging markets as we expect the 
ongoing deflationary pressures in commodities to persist. 
Importantly, our strategic allocation to fixed income now 
favors higher quality bonds to account for increased 
volatility in debt issuers, particularly in the energy sector. 
We will adjust and communicate our views accordingly 
if the price of oil does not stabilize, unemployment rises, 
and/or geopolitical events change materially.

CLIENT PORTAL
Beginning this quarter, clients will have access to Winfield’s 
upgraded client web portal. The new streamlined interface 
allows for even greater flexibility in the way you view 
your portfolio. Greater compatibility with mobile devices 
means clients can now easily check on their investments 
and  download copies of important financial documents 
while on the move. Our platform allows clients to gain 
a better understanding of their portfolio by providing 
performance and asset allocation information that is not 
available through traditional brokerage websites. We 
strongly encourage any clients or prospective clients 
who are interested to call for further information.

There are big advantages for 401(k) accounts over 
traditional IRAs. 
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