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Where to From Here 
 

s we close the books on October and continue to work 
our way through a year of tepid, yet volatile, market re-

turns, we are increasingly hearing this question from clients, 
“where is the market going from here?”.  While it is always 
difficult to discern the market’s future prospects, it has been 
particularly challenging of late given recent trading volatility 
and the cacophony of investment narratives reverberating 
throughout the market.  These narratives include questions 
about what is driving the Fed’s delay in moving U.S. interest 
rates, a concern about slower global economic growth (led by 
China) and the potential impact of increased monetary stimu-
lus expected from foreign central banks.  While the dominant 
themes ebb and flow, the core questions remain the same.  
What is really going on and how are markets likely to react?   

S&P Correction 

The current state of capital markets and the potential impact 
of evolving economic conditions on client portfolios are con-
sistent topics of debate within Keel Point’s Investment 
Committee.  In order to gain a perspective on the future, it is 
important to first have a clear understanding of the present.  
As of the close of business on November 4th, the S&P has re-
turned 3.9% (including dividends), however the ride has been 
a bumpy one, with trading volatility increasing significantly 
since June.  On August 25th, the S&P found its low point for 
the year thus far, closing 12.2% below the high established in 
May (meeting the technical definition of a market correction 
by declining more than 10% from a high).  While implied vol-
atility (which is used to price equity options and is widely rec-
ognized as a barometer of fear in the market) spiked in Au-
gust to levels not seen since the European debt crisis in 2011, 
it is important to put the August correction into historical 
perspective.  As Figure 1 shows, it is not uncommon to expe-
rience a significant intra-year decline during a calendar year in 
which the S&P produces positive returns.  Taken in isolation, 
we are not overly concerned about the recent S&P correction, 
and believe it was long overdue.  

   
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Global Growth 

We are, however, concerned about slowing global growth and 
the potential impact on capital markets should some recent 
troubling trends persist. In October, the IMF lowered its pri-
or projection of global GDP growth for 2015 by 0.2% to 
3.1%,1 which would be a contraction of 0.3% from 2014’s 
GDP growth of 3.4%.  China’s economy is currently experi-
encing an unmistakable slowdown, as evidenced by the Octo-
ber manufacturing PMI recently reported by the Chinese 
Federation of Logistics at 49.8 (a number below 50 signifies 
contraction within the manufacturing sector).2 Since China is 
the European Union’s 2nd largest trading partner (behind the 
U.S.), the country’s economic downturn has disproportionate-
ly affected recent European economic growth, as well as the 
growth of those emerging market countries that have tradi-
tionally exported raw materials to China.  Also, it is generally 
acknowledged that the weakness in China’s equity markets 
during the 3rd quarter was a significant catalyst for the global 
selloff in equities.  At one point in August, the Shanghai 
Composite Index had lost 43% of its value from a high estab-
lished in June.2  

 
                                                           
1 IMF, World Economic Outlook Update, October 2015 
2 Bloomberg 
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Figure 1: S&P Calendar Year Returns & Intra-Year Declines 
Source: JPMorgan Guide to the Markets, September 2015 
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Figure 2: S&P Quarterly Earnings Year-on-Year Growth 
Source: Bloomberg 

Corporate Earnings 

Closer to home, we are watching closely the persistent decline 
in S&P corporate earnings growth since the 3rd quarter of 
2014.  Figure 2 details this decline.  As of the time of this 
writing, with roughly 80% of S&P companies reporting, 3rd 
quarter earnings are coming in 4.1% lower than the prior year.  
Figure 2 also shows that, while 4th quarter earnings are cur-
rently projected to have another 4% year-on-year decline, the 
market is expecting S&P earnings to reestablish a growth 
trend in 2016.  Given that trailing P/E ratios are above his-
torical averages, we feel it is vitally important for earnings to 
regain positive growth for equity prices to move higher next 
year. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Finally, in thinking about market performance going forward, 
one must consider future Fed actions.  Earlier in the year, it 
was widely accepted that the Fed would begin to normalize 
monetary policy by increasing the Fed Funds rate by 0.25% at 
the September meeting. When that did not happen, market 
participants struggled to interpret the decision.  Was the net 

impact on markets a negative due to the Fed’s lack of confi-
dence in the U.S. economy or was it a positive considering 
that the market would be better supported by lower rates for 
a longer period of time?  Subsequent to the September meet-
ing, Fed Chair Janet Yellen indicated that the drivers of the 
Fed decision to hold off were concerns about economic 
growth outside of the U.S. and the persistent lack of inflation 
within the U.S. economy.  In the end, taken in tandem with 
public indications of more monetary stimulus coming from 
the European Central Bank and the Bank of Japan, market 
participants have digested the recent Fed move as a positive, 
and U.S. equites have now traded back to positive returns for 
the year.  We now expect that if October and November 
Nonfarm Payroll numbers come in above 175,000 (the esti-
mate for October, which will be reported on 11/6 is 
182,000)2, the Fed will increase rates at the December meet-
ing.  We view this as a positive development for the market 
longer-term, as the Fed will be signaling that U.S. growth is 
on stable footing. 

We are keenly aware that the recent bounce in U.S. equity 
prices has been fueled by expectations, rather than earnings 
growth (i.e., P/E expansion), and we will be closely watching 
corporate earnings going forward.  Therefore, we remain cau-
tious about future market risk, and still expect U.S. economic 
growth to be between 2.0% - 2.5% in 2016.  While our view is 
that the U.S. market is currently the strongest developed 
economy in the world and that U.S. equities can sustain posi-
tive returns in 2016 if corporate earnings rebound, we also 
expect much lower equity returns than in years past.  We 
think market volatility will continue to increase as we get later 
in the cycle.  This more cautious view has been reflected in 
recent repositioning within client portfolios.  However, if 
corporate earnings cooperate, we believe 2016 can deliver 
continued slow, but steady, U.S. growth and positive U.S. eq-
uity returns.      □ 

 


