
Peter’s First Quarter 2015 in Review 
April 6, 2015 

 
First Quarter 2015 in Review 

 
Volatility is the single word that best defines what occurred over the first quarter of 2015 in the global 
financial markets. After being lulled into thinking the market would remain calm in the face of uncertainty 
during the end of the fourth quarter of 2014, 2015 almost immediately started very differently. The VIX 
started 2015 with 23 of the first 27 days being above 17, a very impressive feat considering that the VIX 
was over 17 only 29 days in total during all of 2014. In addition to the volatility being seen on the VIX, 
volatility was even more evident on the Dow Jones Industrial average, which also started the year in a 
very volatile manner. In looking at the first quarter, the Dow saw more than two thirds of the trading days 
have intraday moves in excess of 150 points, while 20 percent of the days had intraday moves in excess 
of 300 points. This led investors to feel like they were on a financial rollercoaster as the markets 
searched for direction. There were several reasons for the heightened volatility, not the least of which 
was speculation about when the US Federal Reserve would increase interest rates for the first time 
since 2007. 
 
Speculation about the US Federal Reserve is a passion for many economists that provide advice about the 
global financial markets; rightfully so since what the US Fed does has long reaching impacts all around the 
world. With quantitative easing (the Fed buying bonds) coming to an end during the fourth quarter of 2014, 
the next logical step is for the Fed to start increasing interest rates. Increasing rates, however, comes with 
its own set of problems. Potentially the largest is what it will do to the fixed income market as outstanding 
bonds lose value as interest rates increase, potentially bringing to an end a 30-year fixed income bull 
market. So what is driving the Fed’s decision? The driving forces behind the Fed’s decision are many 
economic variables, everything from labor market indicators to overall health indicators for the US economy 
as a whole as well as inflation figures. During the first quarter of 2015 the economic data points released 
sent mixed signals to the markets, which fueled much of the speculation about the timing of the rate hike. 
The labor market strengthened, in the sense that the overall unemployment rate declined from 5.7 percent in 
January to 5.5 percent in March, but labor force participation did not budge, coming in at 62.7 during March, 
which is the same level we saw in December. Wage growth or lack thereof is also a driving force behind the 
labor market weakness as we still see some of the weakest wage growth in the US of the last decade. All of 
this weakness in turn has led to slowing down in manufacturing and spending, both on the personal side and 
on the corporate side of the economy. Every day a new piece of economic data was released during the 
third quarter the market tried to digest what it meant in terms of speeding up or slowing down the timing of 
the rate increase. At the end of the quarter odds were that a rate hike would be coming during the 
September meeting of the FOMC, but as Chair Yellen has repeated many times, she will be patient and data 
dependant on determining when we have come to the correct time to raise interest rates. While the US was 
full of speculation about raising interest rates, Europe was in a whole different economic situation, one that 
will take several years to emerge from at best. 
 
Europe is a little behind the US economically, because as the US is setting up to increase rates, Europe and 
the European Central Bank (ECB) in particular are just now starting their end all be all quantitative easing to 
try to get the European economy growing. During the first quarter of 2015 the data coming out about Europe 
was very poor with unemployment going up, the value of the Euro sliding, deflation being shown in several 
key economies and weak countries still begging for money to fix their dire economic situations. In light of 
this the ECB did all it could and finally had to take actions rather than just say it will “do whatever it takes.” It 
had to put its money where its mouth is and start buying bonds to the tune of 60 billion Euros per month for 
an undisclosed period of time. Will this be too little too late? Only time will tell, but for the time being it is a 
good start, although Europe still has a very long way to go. One of the biggest headwinds to Europe during 
the first quarter of 2015 was the weakness in the Euro when compared to the US dollar and other global 
currencies.  
 
The US dollar has been doing nothing but move higher since the end of last year and through the first 
quarter of 2015. In total the US dollar increased in value by 7.26 percent against a basket of international 
currencies during the first quarter of 2015. The Euro, on the other hand, plummeted by more than 10 
percent against the US dollar during the same time period. One currency that moved even more than the 
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US dollar during the first quarter was the Swiss Franc as the Swiss stunned the global financial markets on 
January 15th by releasing the Swiss Franc’s peg to the Euro just before the launch of the ECB bond buying 
program. The move was very violent with the Franc increasing by more than 41 percent against the Euro 
over the course of only a few minutes. Several large currency trading firms sustained major trading losses 
and in a few cases entire firms were wiped out due to trades between the Swiss Franc and other currencies. 
The financial world lost one of the “safe” global currencies in a matter of minutes, something that does not 
occur frequently. Commodities moved in the opposite direction of the US dollar during the first quarter of 
2015, continuing their slide from 2014. 
 
Commodities in general and oil in particular had a very rough start to 2015. They continued the slide 
they found themselves on late last year. While oil performed relatively well, declining only 10 percent 
during the first quarter after falling more than 50 percent since July of 2014, other commodities such as 
livestock were a little less fortunate, declining more than 10 percent during the quarter. Global demand 
was the primary driving force behind the commodity moves throughout the quarter as slowing in Europe 
combined with uncertainty in both the US and China going forward led to heightened uncertainty. 
Violence in the Middle East with ISIS going on a land grab and a potential Arab Spring 3.0 has not 
seemed to cause enough concern for oil to meaningfully turn around and move higher. It seems the 
geopolitical situations around the world during the first quarter of 2015 also fueled volatility and 
uncertainty, but in general it was a pretty tame quarter. 
 
ISIS made some advances in Iraq and other countries, but it currently seems that with the backing of the 
US, the Arab countries that are friendly to the US will be strong enough to overcome the current 
situation with ISIS. Islamic extremism, however, does not stop with ISIS. Throughout the quarter there 
were many violent events in other countries such as Yemen, Kenya, Sudan and numerous other 
countries. While the global financial markets were largely spared from the violent attacks during the 
quarter, there did seem to be an underlying current of concern growing in many of the first world 
countries and markets. Russia and Ukraine made up a bulk of the international headlines during the start 
of the quarter as they were still heavily fighting over eastern Ukraine for much of the quarter. However, 
the violence did deescalate once a cease fire had been agreed to by the Russians, the Rebels and the 
Ukrainians. China was also not forgotten during the quarter as it potentially had the greatest impact on 
the global commodity markets during the quarter. 
 
China has been slowing down economically for the past few years, having seen its annual growth rate 
fall from the mid teens, down to under 10 percent and now down to about 7 percent for 2015. When the 
largest manufacturing country in the world sees its growth rate slow as much as China has it is no 
wonder the raw material prices for the materials the country imports will fall by a large amount. China, in 
response to the slowing down of its economy, had started taking actions such as forming the Asian 
Infrastructure Investment Bank (AIIB) and increasing the number of trade agreements it is partaking in 
with countries such as Brazil, Russia and other key countries. One thing is for sure and that is the fact 
that the Chinese government will do whatever it takes to keep the Chinese economy growing at the 
fastest pace it can, and that the Chinese economy will soon be the largest economy in the world, so 
keeping an eye on it from an investment point of view is very pertinent. 
 
Where do all of the above points leave us? Trading in a wide trading range as the markets await further 
information on a wide variety of potentially impactful items. 

 
Looking Ahead 

 
Looking ahead we have several key items that will likely drive the future movements of the US financial 
markets, the first of which is continued speculation about the timing of the Fed’s rate hike. While it does not 
really matter if the Fed chooses to raise rates in June, September or hold out until early 2016, the market 
sees this as a potential game changing move as investors start to have the ability to move back into fixed 
income investments and get decent rates of return, as opposed to being forced out into the equity markets 
to find yield on their investments. I see no end in sight for the speculation about the Fed because even once 
it does start to raise rates there will be speculation as to how far apart the Fed will space increases and how 
large or small the increases will be. The market will be hanging on each and every word prior to each and 
every hike as investors adjust their holdings to the “new normal” of rising rates. 
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Politics will likely become more and more impactful for the financial markets as the bickering in Washington 
DC between Republicans and Democrats is only likely to become worse as we move closer and closer to 
the Presidential elections to be held in 2016. Already the Keystone XL Pipeline has fallen prey to political 
fighting and several key provisions of the Affordable Care Act have also recently come under fire from the 
US legal system. With no foreseeable changes in the near term concerning the two parties in DC working 
together, the best outcome would be that they continue to muddle through without causing any major harm 
to the US economy. 
 
The financial markets will likely remain range bound for the near future, as there seems to be a general lack 
of a catalyst pushing the markets either higher or lower. Many people point to all of the negatives out there, 
such as Greece’s slowing growth, but these concerns and nearly all others have been out there for a long 
time and have failed so far to cause financial mayhem. It seems likely that the market will continue to ignore 
them in the future. The US financial markets have an innate ability to climb the proverbial wall of worry and 
they will likely continue to do so in the future. This ability is largely derived from the positive nature of 
investors who put money into investments, believing in the potential the investment has and the prospects 
for future growth, while largely ignoring the potential downside. At this point I see nothing that would change 
my feelings for the market returns I spoke of at the beginning of the year. While the first quarter was a little 
slower than anticipated I am still looking for solid positive returns in the US markets for 2015, returns in the 
high single digit or even low double digits. 
 
Have a great second quarter of 2015! 
 
Peter Johnson 
 
 
 

Time for the First Quarter Numbers 

 
The following is a numerical representation of the first quarter of 2015. I will start with the three major US 
indexes and the VIX, which turned in performance as follows: 
 

Index 1
st

 Quarter 2015 

VIX -20.36 % 

NASDAQ 3.48 % 

S&P 500 0.44 % 

DJIA -0.26 % 

 
Despite the heightened volatility we saw throughout the quarter the VIX actually managed to decline 
substantially and at the end of the quarter was in the lower end of the range we have seen for the VIX 
over the past few years. The risk on trade seemed to permeate the three major indexes as the Dow lost 
ground, while the S&P 500 gained a little and the NASDAQ turned in a good return for the quarter. 
 
Globally, the top three performing indexes for first quarter of 2015 were 
 

Index 1
st

 Quarter 2015 

Germany Frankfurt Dax 

Index 
22.03 % 

France Paris CAC-40 Index 17.81 % 

China Shanghai Se 

Composite Index 
15.87 % 

 
With all of the money the ECB is currently pumping into Europe it was not surprising to see the two 
strongest countries in Europe benefit the most from the cheap money sloshing around in Europe. Germany 
and France also happen to be the two largest exporting countries in Europe, which means that goods 
coming out of the countries are cheaper when bought with dollars since the dollar has strengthened so 
much against the value of the Euro. 
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Globally, the bottom three performing indexes for first quarter of 2015 were: 
 

Index 1
st

 Quarter 2015 

Mexico IPC Index 1.34 % 

India Bombay Se SENSEX 
Index 

1.67 % 

Canada TSX Composite 
Index 

1.85 % 

 
 
The Dow was the only major global index to post a decline during the first quarter of 2015. Emerging 
markets in general had a pretty tough quarter, so it was not surprising to see both Mexico and India make 
the top two spots for lowest performance during the quarter. 
 
 
For those of you who follow and are interested in the style box performance of various investments 
throughout the quarter, below is the standard style box performance for first quarter 2015:  
 

Style /  Market Cap Value Blend Growth 

Large Cap -2.80 % -1.77 % 4.48 % 

Mid Cap 1.35 % 4.28 % 6.68 % 

Small Cap 1.74 % 3.62 % 6.65 % 

 
The most interesting aspect to the above table is how strong Growth was across all three different market 
cap spectrums. You can also visually see how being in the wrong sector for the first quarter really would 
have hurt your relative investment performance, given the wide gap between the Large and Small Cap 
stocks seen during the quarter.  
 
 
The following table gives the performances for the top-performing sectors for the first quarter of 2015: 
 

Sector Change 

Pharmaceuticals 13.88 % 

Biotechnology 13.21 % 

Healthcare Providers 12.41 % 

Home Construction 9.08 % 

Aerospace & Defense 7.93 % 

 
The strength of the top three sectors continued from 2014 as these three sectors were some of the top 
performing sectors throughout last year and the first quarter of 2015.  
 
 
The bottom-performing sectors for the first quarter of 2015 were as follows: 
 

Sector Change 

Utilities -5.91 % 

Transportation -4.54 % 

Energy -4.09 % 

Financial Services -2.55 % 

Natural Resources -2.04 % 
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Utilities was a little surprising during the first quarter of 2015 as the sector had been a strong performer 
during 2014 with investors hiding in the sector to try to get steady income through dividends while at the 
same time taking on less risk historically than most of the other sectors of the markets. 

 
 
Commodities continued to see very volatile trading throughout the first quarter of 2015. Returns were as 
follows: 
 

Commodities Change 

GSCI Commodity Index -9.64 % 

Silver 5.78 % 

Copper -3.30 % 

Gold 0.07 % 

Oil -10.64 % 

 
 
As mentioned above, the decline in oil may seem fairly substantial, but relative to the amount it has fallen 
over the past year, a 10 percent decline is far better that what we had been seeing. With the strength of the 
US dollar and the uncertainty surrounding many of the other currencies I was expecting to see a better 
quarter out of gold, but that was not to be the case. 
 
 
The fixed income market had a very interesting quarter with yields on various government bonds swinging 
wildly with seemingly every announcement a Fed official made. 
 

Fixed Income Change 

20+ Year Treasuries 3.79 % 

10-20 Year Treasuries 2.52 % 

7-10 Year Treasuries 2.26 % 

3-7 Year Treasuries 1.52 % 

1-3 Year Treasuries 0.51 % 

TIPS 1.41 % 

 
In the end, the quarter turned in positive performance on all of the fixed income investments that are 
commonly tracked. The real fun will be watching investors playing the fixed income market ahead of the 
interest rate increase in what will amount to a giant game of musical chairs and hot potato combined. 
Investors do not really want to be left without a chair or holding the hot potato or, worse yet, both. 
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