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2015: What Worked (or Didn’t) and Why 
 

hile still top of mind, 2015 will be remembered for many 
market moving events: the Chinese stock market’s incredible 

rally and subsequent bust, a surprise yuan devaluation provoking 
more worries about the Chinese economy, oil’s catch-me-if-you-can 
price movement (44% of trading days saw a ±2% or greater move 
and on 11 days the change was greater than ±6%!), and the Federal 
Reserve raising rates for the first time in nine years. Once the year 
devolves into a statistic though, it might barely be remembered. US 
stocks (as measured by the S&P 500), global stocks (MSCI All 
Country World Index), and US bonds (Barclays Aggregate Bond 
Index) ended the year within two points of their starting levels. For 
these asset classes it was as if the year never happened. 
 
Of course averages obscure the details. There were some strategies 
that performed in line or better than expectations. Conversely, there 
were some disappointments. What follows is our shot at disaggre-
gating the soon to be forgotten year. We begin with what worked. 
 
The Quants1 
 
Some quants, or quantitative investment managers, benefitted from 
their differentiated portfolio construction process. A typical money 
manager might purchase a stock based on a thesis derived from 
management discussion, channel checking with key customers, and 
a cash flow model. A quant manager, however, will ask what com-
mon characteristics are shared by securities that show outperfor-
mance in robust historical analyses. The quant buys the entire group 
that shares these factors and, since most are set up in a structure 
that allows for shorting, sells those that score poorly.  
 
Price momentum (the tendency for past outperformers to continue 
to outperform) and quality (the tendency for companies with higher 
margins and stable balance sheets to outperform) seemed to work 
well this year. The former, for instance, helped managers get short 
in sectors such as energy, which was battered by oil weakness, and 
long in consumer discretionary, buttressed by strong performance 
from Amazon among others. Interestingly, value, perhaps the most 
well-known quant factor, suffered a 3.8% drop this year per the 
Russell 1000 Value Index. Strength amongst other factors was 
enough to more than overcome this loss. 
 
Insurance-linked Securities 
 
The business of insuring against catastrophic risk (e.g. hurricanes 
and earthquakes) was profitable in 2015 as, fortunately, the world 

was largely spared any major events. Figure 1 proxies the 2015 profit 
and loss of the catastrophe insurance business. Premiums are the 
coupons paid by the Swiss Re Cat Bond Index. Claims are inferred 
from the price change of the index. (Note this is an imperfect ap-
proximation as there are other reasons the bonds’ prices might 
change.) The net of premiums and claims results in an index profit 
of about 4.5%. We find the strategy compelling because periods it 
works (or doesn’t) are independent of periods the other strategies in 
our portfolios work (or don’t). 

 
The Consumer1 
 
Consumer stocks were leaders in 2016. Figure 2 breaks down the 
sector level returns of the S&P 500: consumer discretionary, con-
sumer staples, and tech (led by companies that are very much con-
sumer oriented) were all positive and represent three of top four 
sectors. Another layer peeled shows that strength was concentrated 
in a few stocks in these sectors. Amazon alone accounts for more 
than half of the consumer discretionary gain. The trio of Microsoft, 
Alphabet (formerly Google), and Facebook accounts for the entire 
gain in the tech sector. 
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Figure 1: Insurance P & L - 2015
Swiss Re Cat Bond Index
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Figure 2: S&P 500 Sector Returns - 2015
Source: JPMorgan
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Why did the consumer stocks do so well? Just a guess: the market is 
fascinated with the disruptive ability of their technologies. This was 
also a successful year for many private consumer/tech companies in 
terms of fund-raising at higher valuations. The Wall Street Journal 
tallies 144 private companies valued above $1 billion. Uber alone is 
worth $50 billion as of their latest funding round. There is a buzz in 
these sectors that you won’t find in energy, materials, utilities, etc. 
 
No doubt there were other winners in 2015, but we now turn to 
some of last year’s performance detractors. 
 
Master Limited Partnerships (MLPs) 
 
MLPs were a huge disappointment last year. The Alerian MLP In-
frastructure Index dropped 31.7%, further, by 10%, than the S&P 
energy companies more closely tied to oil and gas prices. Some of 
this downward adjustment is fair – the new energy normal means 
that growth prospects for energy infrastructure are below beginning 
of 2015 expectations. But we also believe some of the reduction was 
taken beyond the we’re-not-going-to-grow-as-fast price reset. Mo-
mentum traders, tax loss harvesters, and shorts all exerted tremen-
dous pressures on prices in the second half of the year. 
 
Despite concerns over their business prospects, MLPs were able to 
make distributions worth 5% more than last year (as measured by 
the Alerian MLP ETF). A high profile name in the space, Kinder 
Morgan, did announce a 75% cut in their distribution, but the firm 
had some special circumstances and is no longer organized as an 
MLP. The Alerian Index is priced to yield 8.6% as of this writing. If 
these companies are able to maintain and grow distributions backed 
by cash flowing pipelines this could be an interesting value play; if 
not, potentially a value trap. Our allocations remain in low to mid-
single digits. 
 
Emerging Markets 
 
Emerging market stocks also underperformed significantly in 2015 
– the MSCI Emerging Markets Index lost 14.9% in dollar terms. 
China’s midsummer bust was a contributor, but the rally earlier in 
the year meant that, in all, their stock market wasn’t the biggest 
drag. Figure 3 identifies two other culprits: Latin America, specifi-
cally Brazil, and currency weakness. 

The Latin America portion of the MSCI Emerging Markets Index 
posted an 8.8% loss in local currency terms. Brazil, the largest mar-
ket here, is mostly responsible for the drop. The economy entered a 
recession in 2014 and continues to go backwards in the GDP fig-
ures. Further, a major scandal involving Petrobras, the state owned 
oil company, has waylaid political and business progress. 
 
The larger problem, however, has been currencies. Blue bars in Fig-
ure 3 show the local price return of emerging market stocks (shown 
on the red bars) translated into US dollars. In all cases the currency 
translation was a negative. In particular, the adjustment for the Latin 
American region stung. The Brazilian real, challenged by an unfold-
ing fiscal disaster, dropped by a third against the dollar in 2015.  
 
Our unhedged investments in emerging markets have been exclu-
sive to Asia. On a relative basis, this stance has benefited clients, but 
clearly money was lost last year. We plan to underweight the region 
relative to the global average as we don’t see many potential cata-
lysts to flip this story.  
 
How to Remember the Year 
 
What lessons do we draw from 2015? Generally, uncorrelated strat-
egies, those with return drivers independent of the stock market, 
worked best. Wherever economic growth stories were oversold 
(China, Brazil, American energy), dependent asset classes sputtered. 
As we move into 2016, we favor those uncorrelated strategies for 
which a growth story is not a prerequisite.    □ 
___________________________________________________ 
1 – We generally categorize quant managers under the hedge fund section of our re-
port. Consumer stocks find their way into all of the equity categories, particularly 
growth managers, and some hedge fund strategies. 

This material is distributed for informational purposes only. The investment ideas and expressions of opinion may contain certain forward looking statements and 
should not be viewed as recommendations, personal investment advice or considered an offer to buy or sell specific securities. Data and statistics contained in this re-
port are obtained from what we believe to be reliable sources including Bloomberg, JPMorgan, MSCI, and the Wall Street Journal but their accuracy, completeness 
or reliability cannot be guaranteed. An index is an unmanaged weighted basket of securities generally representative of a certain market or asset class. An invest-
ment cannot be made directly in an index. Our statements and opinions are subject to change without notice and should be considered only as part of a diversified 
portfolio. No conclusion should be drawn from any chart, graph or table that such illustration can, in and of itself, predict future outcomes. You may request a free 
copy of Keel Point's Form ADV Part 2, which describes, among other items, risk factors, strategies, affiliations, services offered and fees charged.  
 

Past performance is not an indication of future returns.  
Securities offered through KPC, Member FINRA and SIPC. Investment Advisory Services are offered by Keel Point, LLC an affiliate of KPC. Keel Point does 
not give tax, accounting, regulatory, or legal advice to its clients.  The effectiveness of any of the strategies described will depend on your individual situation and on a 
number of complex factors.  You should consult with your other advisors on the tax, accounting, and legal implications of these proposed strategies before any strategy 
is implemented. 
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Figure 3: Emerging Market Returns w/ Select 
Regions - 2015
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