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Third Quarter 2015 in Review 
 
The third quarter of 2015 was difficult for the global financial markets as there were several developments that 
meaningfully and negatively impacted the markets. The quarter commenced with all eyes focused on Europe. If 
you will remember, at the end of the second quarter Greece voted against further bailout funds and was 
technically in arrears on a large loan to the IMF. However, as the country has done many times before, Greece 
struck a deal at the last possible moment and received the funds it so desperately needed from the rest of Europe. 
Most of Europe was happy Greece did not leave the Euro and Greece was happy it received the funds. 
Structurally, there were almost no noticeable changes within Greece, but the amount of money Greece received 
was enough to kick the possibility of running out of money down the road by at least another 12 months. As soon 
as the situation in Greece seemed to recede to a simmer, the situation in China boiled over with its markets seeing 
some of the worst volatility since the height of the 2008 financial crisis.  
 
From the middle of June through the end of August the main Chinese stock 
index in China fell by nearly 50 percent, experiencing some very scary days in 
between. August 24

th
 was of particular interest as the A Share Chinese index 

declined by 13.65 percent. This day also happens to correspond with the day the 
Dow opened down almost 8 percent, ultimately dropping by a maximum of 
1,100 points that day before turning around heading into the close. The volatility 
that started in China and quickly spread through the financial markets was 
primarily due to the government in China releasing data that indicated that 
China’s growth was slowing down. The fear was further stoked by the 
government taking several different haphazard approaches to halting the 
declining markets. The government quickly learned on the job what should and 
should not be done in the financial markets. Such lessons learned included the 
reality that devaluing the Yuan without notice can cause great concerns in the 
global Forex markets and that telling companies in China that they are not 
allowed sell shares of stocks is not a good idea. The government also learned 
that foreign investment in the Chinese stock market can depart just as quickly as 
it arrived. Fears of slow growth in China had far reaching negative impacts 
around the world.  
 
Raw material countries such as Australia and Brazil struggled with decreasing demands from China. As demand 
from China cooled, the global oversupply of oil became exacerbated and Copper (historically a good gauge for the 
health of the global economy) plunged by more than 12 percent over the course of the quarter. Oil was very 
interesting to watch during the previous quarter because we had reports out of different investment firms 
anticipating a wide spectrum of moves in oil, from oil moving down to $20 or up to $80. OPEC announced it 
would have an emergency supply meeting, only to have Saudi Arabia say the meeting would be a waste of time 
and that the country would not support any of the outcomes of the meeting. Meanwhile, fighting in the Middle 
East seems to be picking up as Russia becomes increasingly involved in the campaign of Syrian President Bashar 
al-Assad. The powder keg of the Middle East truly looks to be building pressure. All of the above mentioned 
developments, however, had less impact on the overall financial markets than one woman here in the US—Fed 
Chair Janet Yellen. 
 
The current Fed chair is Janet Yellen and it is her job to decide when and by how much the Fed will start raising 
interest rates. This will be the first rate hike the US Federal Reserve will have undertaken since 2005 and the 
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potential impacts are very large. Interest rates have been in crisis mode since the financial crisis of 2008/2009 
when the Fed cut rates down to an unprecedented zero to 0.25 percent range. The belief was that if money were 
essentially free for the financial system, US corporations and consumers would start borrowing money to fund 
purchases that would jump start the economy. However, as you may remember, cutting rates was not enough. The 
Fed had to launch several rounds of quantitative easing, which essentially pushed money into the economy rather 
than simply making it available. All of the quantitative easing programs have drawn to an end at this point and the 
low rate policy is a cast off from a much more difficult financial time. Chair Yellen has the dubious honor of 
being chair of the Federal Reserve when interest rates will increase. She has stated many times that she thinks the 
data will show that at some point during 2015 rates will need to be increased. The September meeting was a prime 
opportunity for increasing rates, but the move was not taken due to fears that the global financial markets may 
react badly and that inflation is running too low to be able to cope with an increase in rates. The markets reacted 
negatively to the September decision, taking the adverse thought that the Fed may know or see something 
unfavorable or grave that the markets do not. This was the primary driving force behind the decline in the markets 
that took place following the interest rate announcement and will likely be one of the primary driving forces for 
the markets going forward. 

 

 

Looking Ahead 
 
The fourth quarter will be rife with questions that will serve as the driving force for movements within the 
financial markets. Though no question will be more important than the timing of the rate increase by the US 
Federal Reserve, all have the ability to create meaningful market shifts. These questions span a broad spectrum of 
topics and stakeholders, including: Will the price of oil remain at low levels? Will oil prices push even lower? Is 
Europe strengthening? Will the VW scandal bring the German economy down and, with it, the rest of Europe? 
Will China be able to turn around its slowdown in growth? Will the holiday shopping season be strong or weak? 
Will the Fed finally raise rates in the US? What could be the ramifications of such a rate hike? 
 
Despite the looming question of timing, it is certain interest rates will be moving 
higher from current levels; with rates being held at zero the only realistic place 
for them to go is upward. Fed Chair Yellen has said that she still wants and feels 
the economy can handle a first rate hike during 2015. That means that if her 
word rings true she will likely raise rates at the December meeting, since this 
meeting has a scheduled press conference immediately following. If history is 
any indication of what may be expected, the equity markets will likely react in an 
adverse fashion to a rate hike, moving temporarily lower, only to turn back around and move higher over the 
course of the following 12 months. The markets will likely be very volatile leading up to the time when interest 
rates start to increase as rumors and speculation will run rampant. All of this will be exacerbated during October 
as several October months have been very negative for the overall markets, such as October of 1987 (-21.76 
percent) and October of 2008 (-16.94 percent). Once through October, the financial press typically begins to focus 
more deeply on the holiday shopping season and any information they can glean from early sales numbers, 
potentially bringing calm and normalcy back to the markets. 
 
It already seems there will be many more shoppers this holiday season trying to get the lowest price on holiday 
items. Walmart has already begun selling what it thinks will be the hot holiday toys of the year and Target 
recently announced the list of companies it will be price matching for the holidays. Last year Target price 
matched 5 other retailers. This year the company has announced that it will be price matching 29 competitors, 
including for the first time the two big membership clubs: Sam’s Club and Costco. While this may seem great for 
the consumer, what it tends to do is lower overall sales for the holiday as all stores have to lower their prices to 
the lowest cost leaders to attract business. Higher volume at lower prices in turn could hurt the bottom lines of 
many retailers who typically receive a significant percentage of their total annual sales during the holiday 
shopping season. 
 
China will likely continue to be a major driving force behind fourth quarter 2015 performance. China, for the past 
decade, has been one of the major sources of growth in the global economy with its economy growing at double 
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digit rates nearly every year. Now it looks like 7 percent may be a likely growth 
number for 2015 and while most countries (the US included) would be more than 
happy with half of China’s growth rate, China will not be satisfied. The 
country’s slowing demand will continue to have adverse ripple effects across 
many countries, as we have recently seen with some of the smaller South Eastern 
countries and commodity dependent economies such as Australia and Brazil.  
Volatility in the Chinese stock market has been seen to spill into the other global 
markets and the steps China takes to quell such volatility are sometimes just as important as the driving forces 
behind the volatility.  
 
Going forward, the US financial markets look to be headed for very uncertain times, with volatility likely 
remaining high. Risks in assets classes that typically may not have seen much risk in the recent past, such as 
bonds, are also likely to remain high. The markets are likely to trade in a pretty wide trading range through much 
of the quarter with the biggest risks being to the downside, either through a known problem or an unknown 
problem. The markets have been known to easily climb the proverbial wall of worry, but there currently does not 
seem to be any driving force pushing them to the wall. Downward movements are likely to present excellent 
buying opportunities, especially in areas of the markets that have already seen large downward moves, such as 
energy and commodities. Active wealth management will likely continue to shine as managers nimble enough to 
take advantage of opportunities that present themselves during a choppy market will be rewarded  
 
Have a great final quarter of 2015! 
 
Peter Johnson 
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Time for the Third Quarter Numbers 
 

The following is a numerical representation of the third quarter of 2015. The three major US indexes and the 
VIX turned in performance as follows: 
 

 

 

 

 

 
 

Volatility picked up in earnest in the second half of the third quarter 2015, with much of the increase being driven 
by uncertainty over the US Fed and the looming slowdown in China. We have now experienced two consecutive 
quarters with double digit gains for the VIX. When you see the VIX gaining for a quarter it is nearly always 
accompanied by a decline in the equity markets and the past quarter was no exception. All three of the major US 
indexes declined during the quarter by more than 10 percent as we finally received the “10 percent” correction so 
many people had been waiting for. This steep decline was softened at the end of the quarter as we saw a small 
rally try to gain steam. 
 
Globally, there were no country indexes that turned in positive performance for the third quarter of 2015. The best 
performances among the downward moving markets were: 

 

 

 

 

 
 
It is interesting to note that all three countries had largely stayed out of the spotlight in the third quarter, from an 
investment perspective. Ireland has been quietly and methodically recovering from its struggles in the aftermath 
of 2008. Denmark has been dealing with very low oil prices by increasing its exports of machinery and 
instruments and Hungary has focused on keeping to itself while making it though an economic rough patch.   
 
One could guess at the bottom performing countries and indexes for the third quarter and come up with two out of 
the three pretty easily. The bottom three performing countries and indexes for third quarter of 2015 were: 

 

 

 

 
 
 
With the uncertainty surrounding Greece’s financial future at the start of the third quarter, compounded by the 
resignation of the government following the long-sought deal, it is not too surprising to see that Greece was the 
worst performing country to be invested in during the quarter. Brazil took the number two spot as corruption 
charges being leveled against President Dilma Rousseff seem to be gaining traction and she looks as vulnerable to 
being kicked out of office now as ever before. China managed to make it among the bottom three indexes, but 
only by a little as the A share market in China traded wildly throughout the quarter, at times forcing the 
government to step in to prop up the markets. 

INDEX 3RD QUARTER 2015 

VIX 34.39 % 

NASDAQ -6.94% 

S&P 500 -7.35% 

DJIA -7.58% 

INDEX 3RD QUARTER 2015 

Denmark -2.46% 

Hungary -3.30% 

Ireland -3.42% 

INDEX 3RD QUARTER 2015 

Greece -36.13% 

Brazil -34.05% 

China A 50 -27.11% 



 

 

 
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 third quarter 2015. 

 

 

 

 

 

 
The style box performance from the third quarter of 2015 is a standard style box in terms of risk and reward given 
a downward moving market overall. Small caps are typically higher beta than mid or large cap stocks and feel the 
brunt of the downside, as occurred this last quarter. Midcaps are typically in the middle in terms of performance 
and large caps are usually the safest spot to invest if the markets are moving lower. The value versus growth 
performance is a little different than normal with the growth column seeing both the top and bottom performance 
of all style boxes. This tells me that the third quarter was more about getting market capitalization correct than it 
was about the growth and value tradeoff.  
 
The following table gives the performances for the top-performing sectors for the third quarter of 2015: 

 
SECTOR CHANGE 

Residential Real Estate 6.77% 

Utilities 4.93% 

Consumer Staples -1.20% 

Transportation -3.25% 

Insurance -3.39% 

 
Two sectors of the markets did manage to turn in positive performance during the course of the third quarter; those 
were Residential Real Estate and Utilities. Both of these sectors are very defensive in nature and areas of the markets 
investors typically head toward when volatility increases. Seeing transportation and consumer staples in the top 5 list 
also adds to the evidence of the risk off trade that dominated the markets during the last half of the quarter.  
 
The bottom-performing sectors for the third quarter of 2015 were as follows: 

 
SECTOR CHANGE 

Oil & Gas Exploration  -21.17% 

Materials -19.81% 

Natural Resources -19.47% 

Energy -18.36% 

Biotechnology -17.79% 

STYLE/ MARKET CAP VALUE BLEND GROWTH 

Large Cap -8.43% -6.87% -5.43% 

Mid Cap -8.18% -8.02% -8.10% 

Small Cap -10.81% -11.91% -13.02% 



 

 

Oil and Gas Exploration as well as Energy continued to struggle last quarter as the rout in oil has now been going 
in earnest for the better part of a year. Materials and natural resources hit a speed bump during the quarter as 
demand from China slowed as growth prospects for the country also slowed. Biotechnology experienced a very 
interesting move during the previous quarter, going from the top performing sector during the second quarter of 
2015 all of the way down to bottom five during the third quarter. Much of the fall out in Biotechnology was due 
to political risks that hit the sector very hard at the end of the third quarter.  
 
Commodities experienced a very difficult quarter with demand concerns out of China coming on the heels of a 
drastic oversupply of global oil. Returns for the quarter were as follows : 

 
COMMODITIES  CHANGE 

GSCI Commodity Index -19.09 % 

Silver -4.90 % 

Copper -7.72 % 

Gold -12.09 % 

Oil -26.16 % 

 
Starting with the third quarter of 2014, commodities overall have struggled, with four out of the five previous 
quarters experiencing declines in excess of 9 percent. In aggregate, since June 30th of 2014, commodities as 
measured by the GSCI are down 49.6 percent. During the third quarter Gold slowed and Silver held up relatively 
well when compared to the more industrially used Copper, which saw its price decline as demand from China 
waned.  
 
The fixed income market traded very erratically during the last quarter as the market hung on the Fed’s every 
word: 

 
FIXED INCOME CHANGE 

20+ Year Treasuries 5.87% 

10-20 Year Treasuries 3.82% 

7-10 Year Treasuries 3.20% 

3-7 Year Treasuries 1.72% 

1-3 Year Treasuries 0.29% 

TIPS -0.94% 

 
The September FOMC meeting had for the past year been one of the main months targeted as a potential lift-
off meeting for the Fed to start raising interest rates. Throughout the quarter, yields on US government debt 
declined as prices moved higher; contrary to what many economists had been expecting heading into a time 
when interest rates could have been increasing in the US.  


