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FROM THE DESK OF BOB CENTRELLA, CFA:        January 8, 2016  
 
2015 REVIEW AND 2016 OUTLOOK 
 
First I want to thank all of you for helping me and Forza Investment Advisory make it through my first 5 years as a 
company!  It's been challenging from both a business and market perspective but I'm truly enjoying it and I can only 
thank you for listening to me over the years and sending your comments back to me.  I just wish the market would be a 
little more accommodating at times.   
 
As the end of 2015 neared we all waited for the Santa Claus rally and were hoping the year would end in the Green.  
Unfortunately the last couple days of the year we witnessed a lot of selling and we got the other Christmas color with 
the year ending in the Red.  And the selling hasn't stopped.  As I sit here writing my annual letter stock markets 
worldwide are in a freefall.  The S&P 500 is already down 100 points or 4.9% in the first 4 days of trading as 
developments in the China economy are spooking the world.  I've talked about China being viewed as a possible 
House of Cards that could come tumbling down, and although it may not tumble in a hard-landing, it sure is slowing 
and this scares investors.  China's spending slowdown is a big downside risk and we are finding that a lot of 
companies grew over the past several years mainly due to China building out its infrastructure.  Also, oil prices 
continue to fall with sub $30/barrel oil a real possibility.  This is good for consumers and some companies that 
consume oil but bad for those that depend on production of oil.   
 
Looking back, global financial markets in 2015 were pulled between two opposing forces: The Federal Reserve’s 
determination to raise interest rates as the U.S. job market strengthened and pressure for lower interest rates in much 
of the rest of the world as China’s economic growth slowed and commodity prices sank. The results of the tug of war 
were a soaring dollar, crumbling junk bonds, stubbornly low Treasury yields and a manic-depressive stock market that 
ended the year roughly where it started.  With corporate profits declining the last 3 quarters of 2015, the stock market 
had little room to move higher as valuation concerns reigned stocks in each time they tried to advance to a new high.  
The S&P 500 finished the year below where it started but nudged out a total return of about 1.4% while the Dow 
Industrial Average's total return was 0%.  Bonds also basically marked time and the Barclays Aggregate Bond index 
finished the year about flat in total return with a gain of .5%.     
 
How tough was 2015?  There was incredibly widespread disappointment for investors. Overall Growth did much better 
than Value and Large outperformed Small and Mid.  Recent analysis showed that investors saw losses in: 

• 8 of 9 domestic equity categories, except large growth 
• 17 of 17 asset allocation categories, from retirement income to tactical allocation 
• 8 of 15 international stock categories 
• 14 of 15 taxable bond categories and 
• 6 of 6 alternative or hedged fund categories 
 

Anything that smacked of “real assets” (energy, MLPs, natural resources) or Latin America posted 20-30% declines.  
Municipal Bonds were a lone bright spot but even the overall returns there were below 5% on average. (At the end of 
this section in Table-1 is a list of YE returns I pulled from an article. )  
 
It's very easy to come up with mountains let alone walls of worry: 

• the aforementioned Fed move to raise rates .25% provided plenty of angst that the move would signal many 
more to come.  The Fed has gone out of its way to say it is not in a predetermined raise mode.   

• China's slowdown - (mentioned earlier)  
• Oil and commodity prices tumbled - Oil prices declined over 30% and are still falling.   
• Europe and ROW continued weakness - Emerging markets are barely growing and Europe is easing credit.   
• Mid-East chaos and terrorism 
• Weak corporate profits - last 3 quarters of profit decline.  
• Strong US Dollar choking exports and hurting multinationals in currency translation.  

  
Finally, widening Credit Spreads which are a real cause for concern because credit spreads historically often lead 
equities and are a harbinger of  recession.  (A credit spread is the difference between US Treasury rates and other 
bond rates of same maturity but different credit quality.)  Could the US be headed back to recession?  It seems unlikely 
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but if the rest of the world and China worsen, then the US could follow.  I assign a low probability but we should watch 
the data.  
  
So it is very easy to talk about the negatives because there are a lot of them.  But something must be going OK, no?  
On the positive side Home Values were up 5.16% in 2015 and the consumer seemingly has more money in their 
pocket due to low gas and oil prices.  Auto sales are near all time highs and should have another good year.  
Unemployment is at 5% and regardless of how low-paying the jobs are, at least more people are working.  Company 
balance sheets are in pretty good shape (outside of Energy and Materials) and the banking system is in a much better 
place and stable.  US economic data is mostly positive albeit at plough horse speed.  Overseas, further monetary 
stimulus is likely by the ECB and BOJ through quantitative easing. 
 
TABLE - 1  Returns of Varying Asset Classes in 2015 

 
 
 
INVESTMENT OUTLOOK 
 
First I'd be remiss if I didn't mention that this is an election year, not that you could forget given the Donald Trump 
show.  I'm not sure what that means anymore given the randomness of returns but historically stocks tend to do well in 
election years. However, they also are supposed to do really well in the 3rd year and obviously that didn't happen.  
You can be sure that there will be a lot of rhetoric that may help or hurt certain sectors. Then when the election is said 
and done we will get the usual list of Republican vs. Democrat stocks.  Personally, I just block it out, vote and look for 
good investments.   
 
I've always tried to look at the investment landscape from a positive point of view.  But I must admit, coming into 2016 
my outlook for the near-term is the most guarded it's been for many years.  The economy is stuck in first gear and 
looks like it is in perpetual 2% growth mode which might be the best house on the world's block!  We now have over a 
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trillion in debt and growing and rates are likely to rise.  We have plenty to worry about as I mentioned earlier and not a 
lot to look forward to on the plus side.  As my old boss just said in his newsletter, "If everybody wasn't so bearish, we'd 
be bearish".  But the recent selloff of the past week actually is making me more positive as I think stock prices are 
getting more attractive.  At 15.3x forward EPS, the S&P 500 is not cheap but also not expensive. But it needs EPS 
growth to move higher.  The 2 biggest problems we face in the here and now are Q4'15 and Q1'16 profits.  They are 
going to be weak.  And the market follows earnings (actually it anticipates EPS) as shown in Table-2 below.   
 
Table-2   

 
 
We already know about Q4 so it is a matter of what companies say about Q1 and 2016 when they report.  But on the 
positive side, I believe that Q1 will mark the trough (or peak?) in earnings declines, and may even show a slight gain.  
One of the biggest hurdles companies have faced has been foreign exchange (FX) due to the strong dollar.  By the 
end of Q1, FX compares get much easier as a year ago the Euro/Dollar was still at 1.20 but ended the quarter at 1.07 
so unless the dollar strengthens further, the FX comps get much easier.  Likewise the dollar/yen was at 1.20 and now 
is about flat. You also start lapping earnings declines in the year-over-year comps so I believe we see positive 
earnings gains for the rest of 2016 starting in Q2 which should spell relief for US Stocks.  Earnings are 
forecasted to grow 7.6% for 2016. Overall I am looking for middling stock returns with gains in the mid to high single 
digits mirroring EPS growth.  Add in the dividend and you could see high single digit total returns.  We may need to go 
through another 10% correction to get there so I see volatility continuing to rear its head.  We have to remember that 
the Fed is not providing liquidity anymore so a consequence will be increased volatility.   
 
International stocks, particularly the European developed markets may do better this year although there is still some 
downside currency risk.  China's industrial slowdown is having a devastating impact to emerging economies so I see 
Emerging market stocks as a speculative play and I'd rather buy when things are better.  I prefer Europe to Asia.   
 
The return outlook for fixed income is not exciting.  With the 10-year UST yielding about 2.2% currently and rates likely 
to rise, that doesn't leave much room for bonds to provide much return.   Due to the High Yield bond selloff at the end 
of 2015 these bonds are looking a bit more attractive, as long as you stay away from energy credits.  I'd steer clear of 
Emerging Market bonds for now and look more at developed markets if you want to own outside US as the ECB 
continues its easing policy.  I continue to favor shorter term bonds as the Fed raises rates and then looking to add 
maturity later.  I also like Preferred stocks with 5% plus yields and muni bonds.   
 
So here's to a better 2016 and have a Happy and Healthy New Year!  Call or email with any questions. 
 


