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Market Review 

As 2015 came to a close, 
a story from Bloomberg 
ran with the title “The Year 
Nothing Worked:  Stocks, 
Bonds, Cash Go Nowhere.”  
This was an appropriate 
description for markets in 

2015.  Thanks to a blistering rally in October, the 
global equity markets posted strong Q4 results 
despite a fl at November and negative returns 
in December.  The S&P 500 Index gained 7.04% 
in Q4 to salvage a 1.38% gain for the year.  The 
dividend yield was the difference maker; which 
allowed the index to post a slight gain as opposed 
to a slight loss.  Small-cap stocks in the Russell 

2000 Index lagged their large-cap peers for the 
quarter with a gain of 3.59%, but registered a 
decline of -4.41% for the year.  Lagging even 
more were foreign stocks.  The MSCI ACWI 
Index of large-cap foreign stocks gained 3.24% 
for the quarter, but also registered a loss on the 
year with a decline of -5.66%.  Emerging market 
stocks continued to weigh on performance.  Per 
Morningstar, the average Diversifi ed Emerging 
Markets fund gained only 0.72% in Q4 and 
returned -13.73% in 2015.  One of the few bright 
spots in 2015 was the Foreign Small/Mid Cap 
sector.  The three fund categories (Value, Blend 
and Growth) registered gains in the range of 2-7%, 
which looks great in comparison to most other 
fund categories last year.  Fixed-income was fl at on 
the year as the Barclays Aggregate Index returned 
0.55% for the year, despite a loss of -0.57% in Q4.  
These results actually bested the majority of bond 
mutual fund managers as each of the following 
fund categories failed to beat the index in 2015: 
Intermediate-Term Bond (-0.28%), Non-Traditional 
Bond (-1.60%), High Yield Bond (-4.07%).  Market 
anxiety over the high yield segment has been 
moving in lockstep with the lower oil price.  Much of 

the U.S. energy infrastructure build-out over the past 
few years (as new drilling technologies came online) 
was fi nanced with high yield debt.  Debt related to 
the energy sector malaise is under great stress right 
now and will surely continue to be a story as 
2016 unfolds.

Of the nine domestic equity style box categories 
from Morningstar, only Large Growth registered 
a gain in 2015 with the average fund returning 
+3.54%.  Large Growth is home to the so-called 
“FANG” stocks (Facebook, Amazon, Netfl ix 
and Google).  According to Virtus Investment 
Partners, the performance of these stocks in 2015 
contributed 3.7% of return to the S&P 500 Index.i  
In other words, if you strip out the performance 
of these market darlings, the S&P 500 Index 
was negative last year.  Market leadership was 
incredibly narrow in 2015 with only 219 of the 
500 S&P stocks posting gains.  On average, the 
top 25 stocks gained 55.1%, while the bottom 
declined 53.5%.  The median stock returned -0.3%.  
To further demonstrate this point, there are 
investment vehicles that take an “equally weighted” 
approach to investing in the S&P 500 by allocating 
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money equally to each of the index components.  
This way, each of the 500 companies in the 
index has the same weighting and infl uence on 
performance.  This contrasts with the “market-cap 
weighted” approach taken by most index providers 
where the largest companies in the index (think 
Apple, Exxon, etc.) have more infl uence than the 
smallest among the 500.  As an example of the 
equal-weighted approach, the exchange traded 
fund (ETF) that trades under the symbol RSP had 
a return of -2.57% in 2015.  Further evidence that 
the average stock did not have the positive year 
implied by the market-cap weighted S&P 500 
return of 1.38%.  The Value side of the market is 
home to industry sectors most under pressure in 
2015:  Energy, Materials and Utilities.  The average 
fund in Morningstar’s Large Value category declined 
by -4.08%.  Those funds following value strategies 
in Mid- and Small-cap fared even worse.  As the 

chart of S&P 500 industry sectors on this page 
demonstrates, while the average for the index 
made it seem like a fl at year, the reality is that 
being positioned in the best performing sectors 
(or avoiding the worst) made a huge difference in 
performance last year.

The Market’s Top Concerns

Investor concerns from 2015 have only intensifi ed 
as 2016 got underway.  In no particular order, here 
are the top worries for the market right now:

1. Oil/Commodities.  The price per barrel of 
oil is seemingly in free fall with prices declining 
into the high $20s in early January 2016.  This is 
following a price decline of 46% for WTI crude 
oil in 2014 and another 30% decline in 2015 
according to Gluskin Sheff research.ii  While much 
of the world benefi ts from cheaper oil prices, 

energy and commodity producers obviously suffer 
as their revenues decline.  The fears (some already 
realized) of widespread losses in the high yield 
(“junk bond”) debt of these companies leads to 
selling pressure in the equity markets.  With such a 
low oil price, the majority of new shale and fracking 
projects online in the U.S. over the past few years 
are unprofi table and this will pressure a fi rm’s ability 
to make debt payments.  Defaults, bankruptcies and 
job losses are likely to ensue should the oil price 
stay in this low range for an extended period of 
time.  In Q4 we witnessed the closing of the Third 
Avenue Focus Credit fund over its inability to meet 
investor redemption requests.  The fund owned 
highly illiquid debt that was no doubt impacted 
by the declining market prices for energy.  While 
this may turn out to be an isolated example, the 
question for the market is: how many other mutual 
or hedge funds are forced to liquidate due to 
further declines in the high yield sector?

2. The Fed.  Fears that the Fed may have raised 
rates prematurely in December (with more hikes 
planned in 2016) are increasingly prevalent.  While 
the Fed tried to make a case to the market that 
the unemployment rate had fallen suffi ciently while 
U.S. GDP growth was stable, the case for hiking 
rates when they did was not strong.  Many believe 
the Fed hiked rates simply to prove that they could 
get off of the 0% emergency interest rates in place 
since the fi nancial crisis of ’07-’09.  The Fed in the 
past (and in looking ahead to future meetings) has 
used the phrase “data-dependent” to indicate that 
economic data will be the sole determinant of 
interest rate policy changes.  We would argue that 
the Fed is more “S&P 500” dependent in making 
policy.  Looking back to Q3 2015, the Fed was 
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contemplating a move higher in rates, but backed off in 
the face of poor equity performance around the globe.  
In December, the rate hike fi nally came following a 
strong start for equities in Q4.  Considering the very 
poor start for equity markets in 2016, we’d expect the 
Fed to back off on their intention of more rate hikes 
over the course of this year.
 
3. China/Emerging Markets.  While the 
market has widely acknowledged that Chinese 
economic growth has been slowing for several 
years, concerns are mounting that the slowdown 
is much worse than previously thought.  China has 
incurred massive debt over the years as it built 
out infrastructure and consumed commodities 
at a pace the world has never witnessed before.  
Now, the government is attempting the painful 
process of transforming the economy to a more 
service and consumer based model.  As China 
slows its purchase of commodities like oil, iron ore 
and copper, emerging market providers of these 
materials suffer.  The extreme volatility displayed 
by the Chinese stock market last August has 

returned to start 2016 and investors around the 
world are concerned.  Confi dence in the Chinese 
Government to manage the world’s second largest 
economy during this economic transition has taken 
a plunge.  In addition, their poor communication 
over efforts to limit stock market volatility with 
circuit breakers and other measures has only 
added to investor concern.  

4. Equity Valuations.  Per Virtus Investment 
Partners, the S&P 500 became more expensively 
valued in 2015 despite having a fl at year as 
earnings declined.iii  The trailing 12-month P/E ratio 
was 21.1x at the end of 2015 vs. 18.4x for 2014.  
Year over year earnings growth has declined for 
two straight quarters and will likely decline for a 
third straight quarter once the Q4 2015 earnings 
are offi cially tallied.  In terms of expected earnings 
for 2016, the consensus for S&P earnings growth 
is 7%.  The market declines of late December 
and early January have brought the forward price 
multiple on earnings down to 15x; not cheap, but 
hardly expensive by historical standards.  Looking 
to mid- and small-caps, the valuations are still on 
the high end.  As of early January, the mid-cap 
Russell 2500 trades at 21x expected earnings while 
the Russell 2000 small-caps trade at 22x.  In a slow 
growth world with stimulus from the Fed in the 
rear view mirror (most likely), the valuations of the 
major indexes are simply not attractive.  Either a 
recovery in earnings or further declines in prices 
will be needed to make valuation levels 
more attractive.  

Follow the Flows

According to mutual fund fl ow data from J.P. 

Morgan, domestic equity mutual funds have 
experienced net asset outfl ows in every calendar 
year since 2007 with the exception of 2013 
($7 billion net infl ows).iv  Outfl ows in 2015 as 
of 11/30/15 were roughly $140 billion.  The 
cumulative amount of the asset outfl ows since 
2007 was $618 billion as of 11/30/15.  Assets in 
the domestic equity category as of this same date 
still represent $6.22 trillion.  Where have these 
assets gone?  Have they left the equity market for 
good?  It’s a safe bet that exchange traded funds 
(ETFs) were the benefi ciary for a large percentage 
of assets leaving equity mutual funds.  While 2015 
was a volatile and diffi cult year for investors, the 
ETF industry continued to thrive.  Here are some 
statistics from BlackRock and Bloomberg regarding 
the ETF industry in 2015:v

U.S. exchange traded products received 
net infl ows of $231.6 billion across all asset 
classes.  This was just short of the record 
set in 2014 ($243 billion).

The total global assets in ETF vehicles 
ended the year at $3.0 trillion ($2.1 trillion 
domiciled in the U.S.).

ETFs investing in overseas equity took in 
$108 billion, nearly double the amount for 
funds that invest in U.S. stocks.

Emerging market ETFs saw combined 
withdrawals of nearly $2 billion amidst 
fears over China and the ongoing decline in 
commodity prices.
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A new breed of ETFs know as “Smart Beta,” 
which build portfolios based on factors 
such as volatility, size or momentum grew in 
assets by $60 billion.

Speculators added nearly $20 billion to 
ETFs that bet on a higher oil price (ouch).  
$2.5 billion went into an ETF (which doesn’t 
merit a mention) that is leveraged 3x to 
the price movement in oil.  For speculators 
who held on to this leveraged position 
throughout 2015, they lost over 90% on 
the gamble.

2 firms garnered the marjority of the 
inflows.  BlackRock iShares had inflows of 
$106 billion, while Vanguard took in $76 
billion.   

Our Portfolio Strategy & Allocation Outlook

As 2016 has begun with violent pullbacks in equity 
markets, we’re reminded of the importance of 
having defensive or alternative strategies present 
in our portfolios.  These are funds with strategies 
designed to behave differently than traditional 
equity sleeves of the portfolio.  Typically these 
funds hedge equity exposure by going short 
certain companies, sectors or regions.  This hedging 
activity can be a detriment when markets are rising 
and times are seemingly good.  During volatile 
times like these, we can see if managers are able 
to deliver on the value position they promise to 
deliver.  Namely, lower volatility, capital preservation 
and the opportunity to profit from market 

declines (which would act as a valuable counter 
balance to declines elsewhere in the portfolio).  
We’re happy to report that our two primary fund 
managers in this segment of the portfolio are 
delivering the stability we desire during this volatile 
period.  In fact, a 50-50 split of assets allocated 
to each manager would have provided a small 
positive return during the first three weeks of 
January at a time when equity markets have had 
unprecedented declines to start the year.       

Having come into this year with fairly conservative 
positioning, we’re not expecting to make dramatic 
allocation changes to our portfolios in light of the 
market pullback in January.  We took steps in the 
second half of last year in our wealth management 
portfolios to lower the volatility of our equity 
holdings.  A portion of the equity allocation within 
our index segment was devoted to minimum 
volatility ETFs.  These vehicles rank stocks within 
their respective indexes by lowest volatility over 
trailing periods as opposed to equal- or market-
cap weighting methodologies.  This approach has 
historically provided a superior risk/return profile 
compared to traditional index approaches.  So 
far in 2016, these results are playing out again as 
these vehicles haven’t avoided drawdowns, but the 
declines have been far less than the indexes they 
benchmark against.    

One major theme we’ll be talking about with 
both our wealth management and retirement 
plan clients this year is investment costs.  As you’re 
well aware, the cost for investment management 
(expense ratios) have been falling in recent years.  

For our individual clients, we plan to continue 
utilizing more ETF strategies to obtain market 
exposures at lower costs.  Traditional mutual 
fund strategies will remain in the mix, but the bar 
has been set higher for inclusion and they must 
be offering us something truly unique (as the 
alternative managers mentioned above provide) 
and not available in an ETF vehicle.  On the 
retirement plan side, we have hundreds of millions 
of dollars across our client base allocated to index 
strategies from the big name providers.  These 
strategies already provide market exposure at very 
low costs for our clients.  We’re currently working 
with another major institutional investment 
provider to bring our clients’ index funds at an 
even lower price.  This is pricing normally reserved 
for billion dollar retirement plans.  Now, our 
retirement plan clients will be afforded the same 
access.  There will be much more on this topic to 
come as we meet with you in 2016.

Please let us know if you’d like to discuss your 
personal investing goals and financial planning needs.

Matthew H. McPhail, CFA, AIF®

Chief Investment Officer



Market Scoreboard 

 S&P 500    

 DJIA

 NASDAQ

 Russell 2000 

 MSCI ACWI Ex USA

 Barclays Aggregate Bond  

 Bloomberg Commodity TR

Q4 2015 

7.04

7.70

8.38

3.59

3.24

 -0.57

-10.52

YTD

1.38

0.21

5.73

-4.41

-5.66

0.55

-24.66

1 Year

1.38

0.21

5.73

-4.41

-5.66

0.55

-24.66

3 Year

15.14

12.67

18.38

11.66

1.50

1.44

-17.30

5 Year

12.57

11.31

13.55

9.19

1.06

3.25

-3.47

Index Returns (%)

Source: Morningstar as of 12/31/15

10 Year

7.31

7.75

8.55

6.80

2.92

4.52

-6.43

i   Virtus Investment Partners, “Vital Signs:  2015 in Perspective:  Nowhere to Run”
ii  Gluskin Sheff Research, “Breakfast with Dave” January 4, 2016.
iii  Virtus Investment Partners, “Vital Signs:  2015 in Perspective:  Nowhere to Run”
iv  JP Morgan Research, “Guide to the Markets U.S. 1Q 2016.”  
v  InvestmentNews, January 11, 2016

S&P 500 TR:  A market capitalization-weighted index of 500 widely held stocks often used as a proxy for the large-cap segment of stock market. 

Russell 2000 TR:  Consists of the smallest 2000 companies in the Russell 3000 Index, representing approximately 7% of the Russell 3000 total market capitalization often used as a proxy for the small-cap segment of the stock market.

Barcap Aggregate Bond TR:  The Barclays Capital Aggregate Bond Index is a market capitalization-weighted index, meaning the securities in the index are weighted according to the market size of each bond type. Most U.S. traded investment grade 
bonds are represented. The index includes Treasury securities, Government agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of foreign bonds traded in U.S.

MSCI EAFE NR USD:  Widely accepted as a benchmark for international stock performance, the EAFE Index is an aggregate of 21 individual country indexes that collectively represent many of the major markets of the world.

DJ US Industrials TR USD:  Computed by summing the prices of the stocks of 30 U.S. companies and then dividing that total by an adjusted value--one which has been adjusted over the years to account for the effects of stock splits on the prices 
of the 30 companies. 

NASDAQ:  Measures the performance of all issues listed in the Nasdaq Stock Market and is often used as a proxy for the large-cap technology segment of the U.S. stock market.

DJ/UBS Commodity:  The DJ-UBSCI is composed of futures contracts on physical commodities and is often used as a proxy for broad-based exposure to the commodity markets.

Disclosure: This information is intended solely to report on investment results, strategies and opportunities identified by Sentinel Pension Advisors, Inc. as of the date of this report. Opinions and estimates offered constitute our judgment and are subject to 
change without notice, as are statements of financial market trends, which are based on current market conditions. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. References to specific securities 
are for illustrative purposes only and are not intended, and should not be, interpreted as recommendations to purchase or sell such securities. There are no assurances that any strategy will meet its objective. Past performance is not indicative of future 
results. Index information has been obtained from sources that we believe to be reliable; however, we do not guarantee the accuracy of such information. Diversification neither assures a profit nor guarantees against a loss in a declining market. The target 
date is the approximate date when investors plan to start withdrawing their money. 
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