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Market Overview January 2016 

 

What happened in the Investment Markets last year? 

Despite a volatile 2015, the effect on total returns in the year was relatively sanguine, as you will 

see from the graph below. Returns were similar to those of 2014, OK, but not exciting, as both 

the equity and fixed interest bull markets started to look a little tired. Over the last 12 months, the 

FTSE100 Index (measuring prices of the top 100 stocks in the UK, assuming dividends are 

reinvested), returned -1%, hindered by the high proportion of miners and oil and gas stocks in 

that Index, as both sectors are suffering from lower commodity prices. The average UK Equity 

Income fund returned 5%, the Invesco Perpetual High Income Fund returned 9%, UK Smaller 

companies returned 11%, commercial property returned 5%, while UK fixed interest was flat on 

the year.  

2015 Returns for an average UK Equity Income Fund (red), the Invesco Perpetual High Income 

Fund (yellow), average Global Equity Funds (lime green), the FTSE 100 (blue), the Halifax UK 

Residential Property Market (dark green), the average Commercial Property Fund (purple) and 

the average UK Fixed Interest fund (black)  
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The debate about when various Central Banks would increase or decrease their interest rates 

dominated newspaper columns in 2015. The effect of this extra cheap money sloshing around the 

system did create various bubbles eg London house prices, emerging market equity prices and a 

surge in the number of US shale oil producers, as investors poured into riskier assets. However, 

two bubbles, namely emerging market (EM) equities and US shale oil companies, both popped in 

2015, as the Saudi’s allowed the oil price to fall, to try and drive out competitors. London house 

prices continued to rise in 2015, with the exception of the epicentre of foreign cash, Chelsea and 

Kensington, where prices fell. Dollar strength also played a very important part in 2015, and 

helped commodity prices fall, as most commodities are denominated in US Dollars, and as the 

US Dollar rose, less commodities could be bought. EM currency weakness versus the Dollar also 

continued to raise concern about the large amount of EM corporate debt denominated in US 

Dollars, as these debt levels expand along with any Dollar rise.  

Looking back on 2015, for many investors the pivotal event was August's Black Monday sell-

off, as long-standing concerns about a slowdown in China turned into a market rout following 

the country's shock currency/renminbi devaluation. Perhaps unsurprisingly, emerging market and 

Asia sectors were the worst performers last year as spooked investors pushed outflows to record 

highs. However, the fall in the price of petrol will have a more fundamental impact going 

forward, as in 2014. For oil companies and oil exporting countries, the effect will be very 

negative, but for the majority of the world, and for consumers, this will be very positive in the 

form of the very important extra disposable income in consumers’ pockets, especially outside the 

UK where tax does not comprise most of the cost at the pump. 

Outlook for the Global Investment Markets in 2016 

2016 hasn’t started well, led by the Chinese stock market. The FTSE100 is now down 20% since 

its high in April 2015, including a 5% fall so far this year.  

Year to Date Returns for an average UK Equity Income Fund (black), Global Equity Markets 

(red), the FTSE 100 (blue), and the Chinese equity market (green) 

 

http://www.investmentweek.co.uk/investment-week/news/2421492/china-devalues-renminbi-to-three-year-low-in-shock-move
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US interest rate rose slightly in December, and this was followed this month with further falls in 

both the oil price and global stock markets. In particular, large Chinese stock market falls have 

led to perhaps overblown concerns about the strength of its economy, while a further 0.6% fall in 

its currency, the renmimbi, had led to concerns the Chinese would try and drive the currency 

down further, however this is denied by their leadership. The Chinese stock market by itself 

matters little in a global context, but the issue is whether this stock market fall is simply ‘the 

canary in the coalmine’ reflecting deeper issues in the Chinese economy, which does have a 

much bigger impact on the rest of the world these days. China provided 35% of all global growth 

over the last five years. It is still expected to grow by a further 6% in 2016, and, although this is 

much lower than the 12% it achieved in 2010, the economy is much bigger now, so this 6% 

growth will still mean very large global flow on benefits. 

Uncertainty about Chinese growth is what is being cited by many market commentators as 

triggering these recent stock market falls, but the selling has been across the board, and the 

suspicion is that this was started by large sales programmes by sovereign wealth funds from oil 

producing countries. They are forced sellers at these low oil prices to support state spending and 

to shore up their weakening currencies, and the initial market falls have then been compounded 

by computer sellers following the downward trend, which has panicked other market 

participants.  

2016 will be an unusual year, as for the first time in a long time there is now no one area of the 

world that is doing so well, that the “halo effect” propels the global economy higher. Over recent 

times, the US and China have done the job in tandem, but now both countries are experiencing 

political uncertainty, which has spread to their populace, although both are expected to have 

steady, albeit not exciting growth in 2016, similar to 2015. In the US, the recent good times have 

not flowed to the majority of its citizens/businesses, but to a narrow elite concentrated in Silicon 

valley or its ilk, which has created significant social unrest in the country. Donald Trump, the 

anti-establishment President wannabee preaching US decline is capitalizing on this negative 

mood in the nation. This is a scary prospect for a major power, as his views on economics are 

‘unusual’ to say the least. In China, the new leadership has been more dynamic than before, but 

also more unpredictable, and President Xi Jinping’s anticorruption drive has led to the arrest of 

more than 100,000 people. 

In consequence, this coming year is also likely again to be volatile with a back drop of relatively 

subdued earnings, as the global interest rate cycle turns, led by the US where interest rates have 

already started to inch up. Equity markets aren’t likely to rise much more until earnings start 

growing more strongly. Nonetheless, global economic growth is still expected to be a steady 3% 

in 2016, as consumers everywhere are spending more, and they are the primary engines of 

growth in most countries, despite sluggish global industrial growth and trade. Stock markets 

have never yet had a prolonged downturn when economies are growing, so this is a strong 
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positive for 2106’s investment market prospects. The US and China contributed 82% of global 

nominal economic growth over 2014 – 2015, and so I will start with a discussion of these two 

major economies. 

US 

Finally interest rates started increasing in the US in December, displaying some confidence in 

the strength of the US economic recovery by the Federal Reserve, helped by some very solid job 

growth numbers, although sluggish earnings are a concern.  

However, what does the future hold? No one knows, but we can look to the past as a possible 

guide. Recent research published by JP Morgan found the most important common 

characteristics of the last ten bear markets/stock market falls in the US were economic recession, 

large spikes in either interest rates or the oil price or an extreme over valuation of shares. Only 

the last has some relevance now, as price earnings ratios are high by historical standards, 

however they are by no means at record levels. 

However, along with relatively expensive valuations, a few other investment indicators also tend 

to indicate that we are nearing the top of a bull market, and which could justify a short lived sell 

off are flashing amber in the US:- 

1. Takeovers are back in fashion. The value of deals in 2015 exceeded the previous peak of 

2007. 

2. Corporate indebtedness has increased again, including $US 500b of dubious loans made 

by banks to US shale oil drillers, which are suffering at this oil price. However, the word 

on the street is that hedge funds are poised to buy any assets that come available at these 

prices, as they believe the oil price must rise in the future. Banks are currently also 

taking a longer term view on most drillers, and giving extending payback periods for 

many. 

3. The fact that the market was propped up by so few stocks in 2015. The majority of US 

stocks’ did badly in 2015 in terms of both profitability and stock market returns, lead by 

the energy companies hurt by a 70% fall in the price of a barrel of oil to less than $30. 

The market was only propped up by the likes of Facebook, Amazon, Netflix, Google, 

Microsoft, eBay and Starbucks, all representative of an economy that increasingly 

revolves around services, rather than manufacturing. The top 10 stocks in the S&P 500 

were up by 13.9%, while the other 490 were down by 5.8%. This small number of 

winners is often a sign of a tired equity bull market, which is not surprising as the market 

has been rising since March 2009, therefore some kind of a market fall, hopefully short 

lived, has been expected for a few months now.  

 

Earnings were only up about 0.5% in 2015, but forecasts suggest this will increase to 8% in 

2016. US profit margins (profit as a percentage of revenue) seem to have peaked, partly 
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reflecting dollar strength but this is also typical of this stage of the cycle when wages tend to rise 

and businesses must invest to expand capacity. Fed tightening and dollar strength are also still 

headwinds, but the underlying fundamentals in the US remain positive.  

The first year that interest rates start rising is usually OK for stocks, and the US economy is still 

relatively strong, aided by the money consumers have in their pockets from the 70% decline seen 

in petrol prices over the last 18 months, an unemployment rate which has fallen to just 5%, and a 

housing market which is recovering well. However, household spend only increased by 2.1% in 

2015, the weakest in six years, as consumers paid down debt or saved more than expected, but 

nonetheless they are still spending, so this would normally mean any downturn in stocks is likely 

to be short lived, as consumers make up 70% of this economy, however we will have to see this 

time, as markets do tend to overshoot on both the downside and the upside. 

China 

China’s transition from an exporter of the world’s goods and an investor in buildings and 

infrastructure towards an economy based around the domestic consumer will take time, and it is 

creating some volatile conditions for both its investment markets and its currency, the renmimbi 

(also called the Yuan). Its huge manufacturing sector continues to slowly shrink, as it has since 

the end of 2011, which has driven down commodity prices around the world as a consequence. 

Chinese central policymakers are struggling to deal with a range of competing objectives, 

stabilising growth, gradually reforming the exchange rate mechanism, and liberalising 

investment markets and interest rate decisions, all while the economy is slowing. In addition, 

reforms of state-owned enterprises, which are at the heart of China’s problems and would deliver 

the biggest dividends from a growth and rebalancing perspective, are proceeding too slowly. 

There has also been a worrying boom in credit, much of it misallocated to loss-making state-

owned enterprises and excessive property development in tier 2 and 3 cities. The one-child 

policy had also led to a super-charged version of the greying of the workforce familiar in Japan 

and Europe. But these problems are well known, and it still looks probable economic growth will 

be similar to that seen in 2015, officially quoted as 6.9%, although many commentators think it 

was more like 5-6%. Considering the enormous size of the economy, this is still very large by 

any standards. 

 

Other Emerging Markets 

Developing countries now make up 58% of all global economic growth, and as they are growing 

faster than the developed world, 4.3% in 2015, this percentage continues to rise. Although China 

is the most important, others play an important role too. India is probably the most buoyant 

major world economy currently, and it is expected to grow by 7.8% in 2016, led by both a 

dynamic prime minister Narendra Modi and an impressive Central Bank Governor, Raghuram 

Rajan.  Indonesia is also expected to grow by 4.9% this year. To put this into context, India has 

1.3b people (17.5% of the world’s population), while Indonesia holds 253m (3.5%), so strong 
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growth for 21% of the world’s population from a relatively low economic base is good news for 

the area, although both equity markets are looking a little expensive. Earnings in India grew by 

11% in 2015, and these are expected to grow by a further 20% in 2016.  

However, overall emerging market profit margins have been eroded even faster than in the US, 

and this has led to large capital outflows, exacerbating the negative outlook for the region as a 

whole in the short term. Commodity exporting countries, eg Russia (oil), Brazil (soy, sugar, 

meat, iron, coffee, tobacco, and orange juice, mostly to China) and Venezuela (oil), have been 

very badly affected by higher borrowing costs, depreciating currencies and the Chinese 

slowdown. Commodity prices in the main are not expected to improve in the near term, although 

longer term forecasts for oil suggest that it could rise to about $50 in a year’s time, compared to 

less than $30 now, however, in the short term the huge over supply of oil, and a weaker 

renmimbi further affecting Chinese demand, could lead to even lower levels.  

 

Europe 

The economy is gradually improving, led by Spain (forecast to grow by 2.7% in 2016, and which 

grew by 3.2% last year), and Eastern Europe, although Germany, France and Italy are expected 

to grow by less than 2%. Unemployment has also fallen to 9.3%, while the weak Euro has helped 

exporters, cheap petrol has helped consumers and the transport sector, while belated European 

Central Bank quantitative easing is helping confidence levels. Mario Draghi, the European 

Central Bank president has hinted that he may do even more in March, which helped to stabilize 

markets this week. 

 

This part of the world looks relatively cheap, which is always a good start when looking for 

places to invest over the long term. On a multiple of 2016 profits, European shares are priced at 

15 times earnings versus 17 times in the US. In addition, expectations for growth in earnings is 

forecast to be superior in Europe, as they are further behind the US in the economic cycle. 

However, there is also disruption being caused by enormous migration from Africa, and the 

Middle East. The majority of migrants are fleeing conflicts in Syria, Afghanistan and Eritrea, 

while some just want a better life in the west. This has created one of the two major political 

risks dominating the European agenda for the coming year, whether Angela Merkel will survive 

the German voters’ antagonism towards her for supporting the inward migration of these new 

immigrants into Germany. Germany need this new young work force, as this country is ageing 

fast, however so many new people coming in at once has caused social problems, although these 

young workers are expected to start boosting economic growth almost instantly. 

The other major political issue is whether the U.K. leaves the European Union, so called Brexit.  
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UK 

The UK economy is expected to grow in 2016, led by the dominant services sector, especially 

financial and transport firms, although manufacturing as a whole continues to struggle. However, 

the recent fall in the value of the pound, and the very low cost of shipping currently, should help 

exporters going forward. A PwC survey of UK chief executives this month found that 84% were 

optimistic about their company’s prospects in 2016, and two thirds were expecting to increase 

their work forces. Corporate profitability is at a record high, if banks are excluded, which has 

allowed wages to start to rise slowly, currently at 2%. It also allowed 2015 to be a record one for 

UK dividends, income payouts were up 6.8%, although this is likely to fall back in 2016. 

 

The main risk for the UK economy this year is political, whether we will stay in Europe or 

whether we won’t. It is hard to say which would best suit us going forward, with equally 

eloquent arguments coming from both sides, but any potential move from the status quo creates 

uncertainty, never beloved by markets. Our departure certainly would not help Europe, which is 

making their leaders a little more conciliatory in their dealings with David Cameron currently. 

Core inflation, which excludes volatile food and energy prices, is 1.2% and this is the figure 

most looked at by the Bank of England. With inflation this low, many forecasters now say the 

Bank of England won't increase UK interest rates until 2017. 

The UK consumer makes up 70% of the economy, and the picture here too is slowly improving. 

The UK employment rate hit a record high of 74% between September and November, and the 

proportion of people between 16 and 64 in work is at its highest level since comparable records 

began in 1971. There are 31.3 million people in work, 505,000 more than the same period last 

year. In addition, the unemployment rate is 5.1 per cent, its lowest level since January 2006, and 

down from 6 per cent last year. Pay, excluding bonuses, is increasing by 2%. Government 

figures also show that after deducting debt, net household assets stood at 7.67 times income in 

2014, a stronger financial position than at any point in almost 100 years. All this positive news 

encouraged consumers to splash out on meals and holidays, as spending grew by 3.9% in 2015, 

compared to 3.3% in 2014. 

House Prices 

In 2015, house prices across the UK increased more than expected, as interest rate rises were 

delayed by the Bank of England. They rose by 9.5% (Halifax), 7.7 % (year to November, Office 

for National Statistics, 10.2% in the East) or 6.9% (Nationwide), depending which numbers you 

believe. The Nationwide found that price growth in the South, including East Anglia was up by 

8.9%, while in the North, prices rose by just 1.6%. Growth seems to be slowing slightly, despite 

both the shortage of homes that are available to buy, which is at a record low, and a last minute 

rush by buy-to let investors trying to purchase before the stamp duty rises due in April. The 

Halifax is forecasting a 4-6% rise in 2016, while the Royal Institute of Chartered Surveyors is 

http://www.ons.gov.uk/ons/dcp171776_430114.pdf
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forecasting a further UK rise of 6% in 2016, and 8% in East Anglia, helped by the dualling of the 

A11. Savills sees particular hotspots in Cambridge and Norwich, and is forecasting UK house 

price growth to be 4-5%. 

House prices in London continued to rise in 2015, except for Westminster, Kensington and 

Chelsea, where home owners were particularly affected by the increase in stamp duty to 12% for 

house worth over 1.5m, and the government plans to levy inheritance tax on UK residential 

property from April 2017 for people who own property through offshore companies. Many 

potential foreign buyers from Russia and the Gulf have also been affected by the fall in value in 

the oil price, and their currencies, and this has also led to a few distressed sales already. For US 

buyers, the strength of the US Dollar means that house prices are little changed since 2011. 

Unlike the rest of the world, where institutions dominate ownership, 2m people own buy to lets 

in the UK, but the changes in tax relief for buy to let expenses for higher rate tax payers and the 

3% extra levy on stamp duty from April 2016 onwards is likely to change this asset’s 

attractiveness going forward for those requiring a mortgage. This will only become worse once 

mortgage rates begin to increase again. The government hopes that this will allow a few more 

first time buyers to get into the housing market. The base interest rate in the UK remains 0.5 per 

cent. According to the Taylor Rule (a pretty well accepted monetary policy rule that suggests 

what interest rates in any one country should be) it should be 4.2 per cent.  

UK Commercial Property 

I still prefer this asset over fixed interest assets at current prices, and forecasts seem to suggest 

total returns of another 5-6% or so in 2016, helped by the rental growth that we are currently 

seeing of about 4%. 

In Conclusion 

2016 has started badly for global stock markets, so I hope that this does not determine the 

outcome for the rest of the year! In terms of underlying economies and markets, the picture 

suggests slow growth, low inflation and subdued earnings, but nowhere near the gloom 

suggested by recent price moves. Interest rates are expected to remain low, which is good news 

for both companies and consumers. Investment diversification will again be important in 2016, 

and these falls are likely to open up some buying opportunities, although it is never a good idea 

to try and ‘catch a falling knife’, while markets are still falling, but instead to wait until the 

situation stabilizes. 

 

This information is based on our understanding of current legislation, and the proposed new 

legislation.  Future changes in legislation may affect the information given above, and it is 

possible such changes may be implemented retrospectively. 

 


