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Markets stabilize . . . 

After a dismal January, financial markets stabilized in February, ending the month at close to 

even following a drop of between 4 percent and 8 percent earlier in the period. The Dow Jones 

Industrial Average was up 0.75 percent, the S&P 500 Index dropped 0.13 percent, and the 

Nasdaq was down 1.03 percent. All major U.S. indices are still down for the year. 

 

February’s initial declines were caused by fears of a slowing U.S. economy, decreasing earnings, 

and political risks around the world. The recovery set in when news began to emerge indicating 

that those fears may have been overblown. For example, corporate earnings for the fourth quarter 

of 2015, though weak, came in somewhat stronger than expected. Per FactSet, earnings for the 

period, reported in February, declined 3.3 percent—a smaller decline than the 3.9-percent decline 

estimated at year-end. In addition, despite the effects of low oil prices on energy companies and 

the strong dollar on multinationals, 69 percent of S&P 500 companies have reported earnings for 

the fourth quarter of 2015 above year-end estimates while eight of ten sectors have shown higher 

growth rates than previously forecast for the period. Results have still been weak, but the 

improvement compared with the expectations is material. 

 

Revenue growth for the last quarter of 2015, reported in February, was also weak, down 3.9 

percent. Only four of ten sectors announced growth in revenue for that time frame, with one flat 

sector (consumer staples) and four declining. Sales data is important because it reflects actual 

customer demand, and higher sales-growth rates support the prospect of future earnings growth. 

For the fourth quarter of 2015, however, much of the damage resulted from poor performance in 

the energy sector. Excluding energy, revenue actually grew 0.3 percent, suggesting the potential 

for recovery when oil prices move back up. 

 

Technically, because of the January declines, the markets started February below their long-term 

moving averages. And, although the markets have partially recovered, results remain well below 

the long-term moving averages, suggesting that risk remains. With improving but still weak 

fundamentals, the difficult technical outlook suggests that market risks are likely to be with us 

for the near term. 

 

Developed international markets posted the worst returns of any major index in February, with 

the MSCI EAFE Index down 1.83 percent, below the results for U.S. indices. The discrepancy 

primarily came from European political concerns, notably a potential banking crisis in Italy and 

the possible exit of the United Kingdom from the European Union (EU). Meanwhile, the MSCI 

Emerging Markets Index did substantially better, down 0.15 percent, in line with U.S. indices, 

despite ongoing turbulence in China. Developed and emerging international markets continue to 

trail the U.S. for the year. Moreover, technically, both indices are still well below their long-term 

moving averages, also suggesting that risks are very present. 

 

Turbulence in the stock markets was good for the fixed income sector. The Barclays Capital 

Aggregate Bond Index was up 0.71 percent in February. The gain was driven by lower bond 

yields, as interest rates dropped across the board and the 10-year U.S. Treasury yield declined 20 



basis points to end the month at 1.74 percent. High-yield bonds, reflected in the Barclays Capital 

U.S. Corporate High Yield Index, returned a low but positive 0.57 percent. Treasury yields were 

down on the expectation that the Federal Reserve would be less likely to increase interest rates 

soon, given financial turbulence and signs of an economic slowdown around the world.  

 

. . . And the economy shows signs of improvement  

Signs of a slowing domestic economy were apparent throughout the fourth quarter of 2015 and 

the start of 2016, but February started to show a thaw. The month began with strong employment 

data, including a good but not great headline number supported by very strong details. A longer 

work week added significantly to labor demand, and wage growth hit its highest level in some 

time.  

 

The improvement in jobs and wages was clearly reflected in the personal income and spending 

releases. Although the figures in early February were relatively weak, those at month-end more 

than made up for them. Personal income growth ticked up to 0.5 percent, and spending growth 

matched it (unlike recent months when consumers tended to save rather than spend).  

 

The positive spending trend extended to housing. Existing home sales were stronger, up to 5.47 

million, the highest level since October 2007 on a 12-month average basis, and home prices 

continued to increase. This improvement in demand, combined with rising prices, is a positive 

indicator for the housing sector and is illustrated in Figure 1.  

 

Figure 1. Existing Home Sales and Median Prices 

 
 

While consumers continued to spend, industry, a source of weakness for the economy, also 

showed improvement. Industrial production figures surprised to the upside, hitting their highest 

growth level since November 2014, and the numbers included growth in manufacturing output, a 

sign of stabilization. The improvement was ratified by the strong durable goods orders report, 

which swung from a decline of 0.7 percent in the previous reporting period to a gain of 1.8 



percent for core orders. Industry appears to be stabilizing, and perhaps even starting to grow, 

which could provide a boost for the economy going forward. 

 

Global recovery continues but may be slowing 

Economic reports for the rest of the world were mixed. China’s economy still showed growth at 

lower-than-historical levels, even as the government slowly increased policy stimulus. In 

addition, China’s currency, which is managed by the government, continued a pattern of decline, 

raising concerns about political conflicts—as other nations, including the U.S., protested China’s 

aggressive currency policy—and capital flight. 

 

Europe’s economic situation continued to stabilize, with Germany and other major countries still 

evidencing signs of growth. Smaller countries also showed general signs of progress. 

Nevertheless, serious issues remain, including the Syrian refugee situation and a growing 

potential banking crisis in Italy. Politically, the scheduling of a referendum in the United 

Kingdom on exiting the EU has also generated uncertainty. 

 

Oil continues to generate fear 

Another factor still rocking the markets is the price of oil. With substantial declines and 

recoveries in January, the volatility has driven fears that the global economy is headed into 

recession. As of the end of February, however, prices were almost back to where they had been 

at the start of the year, suggesting that they may have bottomed out. If so, that could be a positive 

factor for markets going forward.  

 

Nevertheless, even if prices have recovered somewhat, they are likely to remain low enough for 

the immediate future to continue to stimulate spending. U.S. car sales, for example, are still at 

high levels, largely driven by low gasoline prices, and other areas of the world are benefiting 

from low oil prices even more than the U.S. If prices continue to stabilize, the potential for the 

gains to outweigh the pain will continue to grow. 

 

Politics a growing risk factor 

Even as the U.S. economy expands, politics are a risk factor. With the unprecedented presidential 

election dynamics, the policy choices on offer have expanded dramatically—and with them 

uncertainty. These dynamics have quite possibly been another cause of this year’s market 

turbulence, and the situation appears likely to continue. Outside the U.S., a rising concern, as 

previously noted, is a pending referendum in the United Kingdom over whether or not to leave 

the EU. If Britain were to vote to leave, the political shock waves could be severe. 

 

Enjoy the stability but don’t be surprised by more volatility 

February’s market recovery was a relief following a difficult January, and improving economic 

reports offered encouragement to investors, but the ongoing U.S. election, along with events in 

Europe and China, highlights that risks remain.  

 

Although we expect the U.S. economy to continue to grow, last year’s weak fourth quarter shows 

that this is by no means guaranteed. In short, although markets have started to recover from the 

fear so prevalent at the start of the year, substantial uncertainty abounds. 

 



Therefore, we believe that it is important to maintain a disciplined investment process. Through 

good times and bad, this is the key to achieving long-term financial goals. 

 
All information according to Bloomberg, unless stated otherwise.  

 

Disclosure: Certain sections of this commentary contain forward-looking statements that are based on our 

reasonable expectations, estimates, projections, and assumptions. Forward-looking statements are not guarantees 

of future performance and involve certain risks and uncertainties, which are difficult to predict. Past performance is 

not indicative of future results. Diversification does not assure a profit or protect against loss in declining markets. 

All indices are unmanaged and investors cannot invest directly into an index. The Dow Jones Industrial Average is a 

price-weighted average of 30 actively traded blue-chip stocks. The S&P 500 Index is a broad-based measurement of 

changes in stock market conditions based on the average performance of 500 widely held common stocks. The 

Nasdaq Composite Index measures the performance of all issues listed in the Nasdaq Stock Market, except for 

rights, warrants, units, and convertible debentures. The MSCI EAFE Index is a float-adjusted market capitalization 

index designed to measure developed market equity performance, excluding the U.S. and Canada. The MSCI 

Emerging Markets Index is a market capitalization-weighted index composed of companies representative of the 

market structure of 26 emerging market countries in Europe, Latin America, and the Pacific Basin. It excludes 

closed markets and those shares in otherwise free markets that are not purchasable by foreigners. The Barclays 

Capital Aggregate Bond Index is an unmanaged market value-weighted index representing securities that are SEC-

registered, taxable, and dollar-denominated. It covers the U.S. investment-grade fixed-rate bond market, with index 

components for a combination of the Barclays Capital government and corporate securities, mortgage-backed pass-

through securities, and asset-backed securities. The Barclays Capital U.S. Corporate High Yield Index covers the 

USD-denominated, non-investment-grade, fixed-rate, taxable corporate bond market. Securities are classified as 

high-yield if the middle rating of Moody’s, Fitch, and S&P is Ba1/BB+/BB+ or below. The MSCI EAFE Index is a 

float-adjusted market capitalization index designed to measure developed market equity performance, excluding the 

U.S. and Canada. 
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