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QUARTERLY INVESTMENT OUTLOOK 
MARCH 2016 

 
SUMMARY 
 

• The recent 10% correction in the S&P 500 since yearend resulted in the market becoming 
oversold, which was confirmed by extremely negative investment sentiment. 

 
• S&P 500 earnings expectations for 2016 have been revised downward to +2.8% yoy, according 

to Capital IQ.  This includes an estimated yoy earnings decline of -62% for energy companies.  
Any recovery in oil prices could bolster overall earnings growth. 

 
• However global macro trends, as measured by global PMI and the leading indicators, have yet to 

signal recovery.  As such, we are maintaining a defensive investment strategy. 
 

• The markets have signaled tight financial conditions via declining equity prices, widening credit 
spreads, and plummeting inflation expectations since the Fed rate hike in December.  Recent 
Yellen testimony suggests the Fed will likely wait, at least until June, before hiking rates.  This 
would necessitate some revision to their dots plot, which calls for eight quarter point increases 
through 2017. 

 
• The global economy is in need of a prodigious fiscal spending program in order to drive growth 

in incomes.  This is probably unrealistic in a U.S. election year, unless the U.S. economy falls 
into recession.  China recently announced that more federal spending will be allocated to local 
governments in an effort to boost spending. 

 
• The bottom line is that we expect markets (both equities and bonds) to be in a broad trading 

range this year.  Tactical investment strategies will be used in an effort to generate alpha. 
 

• The dollar has weakened, but has yet to breakdown.  The spectra of the Fed raising rates later 
this year may keep a bid under the currency and limit any advance in commodity prices beyond 
the next month or two.   
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MACRO TRENDS 

U.S. economic data has shown surprising resilience in the face of tighter financial conditions.  As shown 

in the chart below, data through December, 2015 shows real personal income rising at 3.4% yoy.   

Viewed over the past five years, incomes are rising at a healthy rate.  This should support personal 

consumption expenditures in the months ahead.  The GDP Now Tracker, updated weekly by the Fed 

Bank of Atlanta, is trending at 2.6% for the 1Q  2016 up from 0.7% in the 4Q 2015. 

 

 

Trends in the global economy, measured by JP Morgan's Global Manufacturing PMI, show tepid growth 

i.e. expanding at a slower, but steady rate.  BCA Research noted the ratio of new orders to inventories, 

both components of the U.S. PMI, is trending higher. 

 

 

With the global economy trending at 2.5-3% for 2016, there are encouraging signs that commodity 

prices may have bottomed.  Raw industrial commodities reached a -31.3% yoy trough for the week of 

11/27/2015.  The index was 80.5.  Latest weekly data for the week of 02/12/16 show a yoy annual 

change of -21.7%.  The index, at 79.1, has been relatively unchanged for 14 weeks.  We believe 

commodity prices are bottoming.  Gold often leads industrial prices.  The recent 16 percent advance 
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since yearend pushed the precious metal price above a downward sloping trendline that has been in 

place since 2012 at 1800/oz.  Noteworthy, the breakout was accompanied by rising volume.  Our target 

price is 1476, which would represent a 50% retracement. 

 

 

 

Dr. Alan Greenspan, former Fed Chairman, used to use gold as a signal that monetary policy was either 

too tight, (reflected in a low gold price), or that policy was too loose, (prices were too high).  We agree 

with Dr. Greenspan, that monetary policy is restrictive, even at zero interest rates.  The adjusted 

monetary base is growing at -2.1% yoy through 02/17/2016 and +1.9% since 12/23/2015. 

 

While inflation expectations, as measured by the 10-year inflation breakeven (10-year treasury yield 

minus 10-year TIP yield) have been trending lower, concurrent with declining oil prices, the level at 

1.2% is below the current yoy change in the PCE price index at 1.4%, and far below the current yoy 

change in core consumer prices at 2.2%.  As such, we feel TIPS offer good value, and are a hedge 

against a renormalization of oil prices. 
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THE STOCK MARKET - Fundamental Trends 

According to Factset earnings insight, the 12-month forward p/e for the S&P 500 is 15.4x, based on an 

S&P 500 price of 1918.  This implies an earnings estimate of $124.25 for 2016, and represents a gain of 

roughly 5% from 2015.  Revenue growth is estimated at +1.8%. 

 

The correction in stock prices has improved valuations.  The price earnings ratio of 15.4x has declined 

from roughly 17.8x at the market peak of 2100.  However, profit margins should be pressured by rising 

wages and higher interest costs.  Meanwhile, there is little evidence that corporate pricing power is set to 

improve.  Rising commodity prices would certainly benefit the energy/materials sectors.  Consumer 

discretionary industries would be negatively impacted.  Foreign sourced earnings would benefit should 

the dollar weaken.  With the Fed in a renormalization mode, dollar weakness may be limited.  

 

 

 

Our internal earnings forecast is $110  for the S&P 500, which implies a forward multiple of 17.4x.  

Given the lack of a global growth catalyst, we believe the "fair value" for the S&P 500 is 1750.  

 

We continue to favor defensive domestic plays such as Telecom, Utilities, Soft Drinks, Pharma, 

Insurance and Software.  We added Electrical Equipment in the Industrial sector based on a weaker 

dollar and depressed relative forward earnings.  These industries have pricing power and are recession 

resistant.  We are holding gold miners as a hedge against dollar weakness.  Our selected foreign 

investments offer better value.  Meanwhile foreign central banks (ECB, BOJ, and PBOC) are all 

following accommodative monetary policies.  We continue to recommend Spain and Japan as tactical 

investments and China "H" shares on a strategic basis.  Vietnam is another core holding in the frontier 

market. 
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We have recently executed selective dollar cost averaging in the energy/materials sectors.  We believe 

oil prices are bottoming and that non-OPEC production should decline by 1.5 million bbl/day (including 

900,000 bbl/day from the U.S.).  OPEC production ex-Iran should be flat.  Admittedly, Iran is a 

wildcard.  We are estimating an increase of 400,000 bbl/day for 2016.  With demand set to increase by 

1.2 million bbl/day, the market should be close to balance in the 3Q 2016.  Geopolitical risk remains 

elevated, and is not priced into the market at $30/bbl.  The following chart, courtesy of Transocean, 

shows the impact oil prices have on global supply 2015-2018. 

 

 

THE BOND MARKET 

Ten year treasury yields briefly traded at 1.54% in February, 40 basis points lower than at yearend.  Our 

fair value model targets a yield of 2.35%.  As such, bond yields could back up over 2%, should inflation 

expectations move higher as the oil market rebalances.  Recently, we moved to a below benchmark 

duration, reducing our long treasuries in favor of a core holding of Treasury Inflation Protection 

Securities.  TIPS trade at a 50 basis point real yield (ten year maturities) level and are adjusted semi-

annually for consumer price inflation.  We consider this to be a tactical strategic change.  Should oil 

prices run-up to $60/bbl., inflation expectations would rise.  Eventually the impact on consumer 

spending would be negative for growth, and potentially generate another buying opportunity in long 

duration treasuries. 

 

The 2yr./10yr. spread in the treasury yield curve has flattened to 97 basis points, and should be subject 

to curve steepening given our scenario for inflation expectations.  We have trimmed back our exposure 

to investment grade corporates, reflecting deteriorating cash flow/capex trends.  We recommend zero 

exposure to high yield corporates 
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RISK FACTORS 

• The Fed raises rates in June 

• A financial crisis in a highly indebted EM 

• A sticky dollar prevents growth from rebalancing 

• An earnings recession morphs into an economic recession 

 
 
 

John Cooper, CFA 
Jason Cooper, CFA  
January 2016  
 
 
 
 
 
 
 
 
 
 
 
 
The information set forth herein was obtained from sources that we believe reliable, but we do not guarantee its accuracy. Neither the information, nor any opinion expressed, 
constitutes a recommendation by us for the purchase or sale of any securities.  
 
Discussions and calculations regarding potential future events and their impact are based solely on historic information and Stuyvesant’s estimates and/or opinions, are provided 
for illustrative purposes only, and are subject to certain limitations.  No guarantee can be made of the occurrence of such events or the actual impact such events would have on any 
investment’s future performance.  


