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Key Benchmarks: Performance and Characteristics as of 10/31/2015 

 

 
Source: Bloomberg 

October 2015 Highlights 

• Global equity markets recover from their 3Q2015 sell-off with Japan and USA leading all regions while 
Emerging Markets and Europe lagged.  Expectations of global monetary stimuli in the wake of weakening 
growth activity helped contribute to the recovery.  Investors also interpreted Fed comments that U.S. 
economic activity seems strong enough to absorb a gradual schedule of rate hikes.  

• Within the U.S., large caps outperformed small caps while value performed in line with growth.  Cyclical 
sectors such as energy, materials, technology, and industrials outperformed defensive sectors with utilities 
and consumer staples being the biggest underperformers. U.S. REITs were also a strong performer despite 
the underperformance of other interest-rate sensitive sectors. 

• U.S. credit markets recovered from the 3Q sell-off with U.S. high yield outperforming all other fixed 
income sectors.  

• Although industrial commodities were flat for the month, oil prices recovered to the mid-$40/barrel and 
had rallied as high as $49.  This recovery helped energy credit spreads narrow, although spreads still 
hover near-term wide levels, indicating that financial stress remains an overhang in this sector.  

• With two straight quarters of earnings declines along with a year-over-year drop in revenue growth, 
earnings recovery will be critical for further market appreciation, especially with the S&P trading near the 
top of its 10-year valuation range based on forward estimates. 

  



  

Market Commentary 

October 2015 
   

2 

111 Founders Plaza, Suite 1707, East Hartford CT 860.291.1998 | www.3DAdvisor.com 
 

October Experienced a Major Upside Reversal from the 3rd Quarter Sell-Off 

At the end of the 3Q2015 Market Commentary, we made this statement: 

“Ultimately, the uncertainties investors face heading into year-end are just a reminder of the importance in 
maintaining a long-term investment time horizon as trying to correctly predict which business cycle regime will 
prevail will prove to be an extremely difficult challenge.” 

So, we rhetorically ask who could have predicted one of the best October rallies in the history of the S&P 500 
given the prevailing negative third quarter sentiment amidst deteriorating macroeconomic and market-based 
signals weighing on risky assets? Indeed, negative sentiment had reached extreme levels at the end of the quarter 
based on our internal market sentiment indicators as well as record net speculative short interest in oil futures 
(see below).  Many investors were clearly positioned for a negative cycle regime but had to scale back their 
bearish positions following the October rally.  Global equities, led by the U.S., were up ~8% while bonds were flat 
(Figure 1 and Figure 2).  U.S. high yield also recovered ~3% but commodities, which were down ~20% in 3Q, 
were barely positive this month.   

Figure 1: U.S. Equites Outperform World Markets 

 

Figure 2: World Equities Outperform Fixed Income 

 
Source: Bloomberg.  Performance data through 10/31/2015 

https://3dadvisor.com/3q2015-market-commentary-investors-flock-to-safety/
http://www.zerohedge.com/news/2015-11-01/jpm-quants-catalyst-october-rally-over-all-4-sectors-are-currently-long-equities
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Cyclical sectors drove the October S&P rally, which caught off guard many quality/momentum-driven investors 
betting on further declines in these YTD lagging sectors (Figure 3).  Macro-driven investors were also puzzled by 
conflicting rationales powering the October rally, namely 1) expectations for further monetary easing following a 
dismal U.S. September payroll release and declining industrial sentiment across Asia and Europe followed by 2) 
prospects of U.S. monetary tightening given hawkish FOMC comments opening the door for a December rate 
hike.  Indeed, the European Central Bank met expectations for further monetary easing when President Mario 
Draghi essentially promised more quantitative easing (QE) once the ECB reassesses macro conditions at the 
December meeting.  Draghi committed to using “all tools” at the bank’s disposal including, 1) extending QE 
beyond September 2016, 2) lowering deposit rates further into negative territory, 3) increasing the pace of QE, 
and 4) expanding the composition of QE to other securities.  In the end, we’ll likely see a bigger ECB balance 
sheet (with more lower-grade holdings) which will be positive for risky assets and European bonds and negative 
for the Euro (which subsequently dropped to 1.09-1.10 EUR/USD from 1.13).  China’s central bank (PBOC) then 
followed suit by lowering the benchmark lending rate to a record-low 4.35% and lowering reserve requirements 
for all banks by 0.50%.  Finally, the Federal Reserve surprised investors following the October FOMC meeting.  
Even though the Fed kept the Federal Benchmark Reserve Rate unchanged, they did signal a possible rate hike at 
the December meeting by removing explicit references to global market volatility as well as pointing to “solid” 
growth in consumer spending and business investment and improvements in housing. As a result expectations for 
a December rate hike surged to 46% from 25-30% (Figure 4).  After having weakened earlier in the month, the 
US dollar strengthened as global-ex-U.S. monetary policy diverged further from the U.S.  U.S. dollar strengthening 
weighed on emerging markets which had led all regions earlier in the month.  Equity markets initially sold off 
following the October Fed statement release but then rallied as the markets positively interpreted the Fed’s 
statement as confidence in reaching economic normalization.  

Figure 3: Cyclicals and Tech the Best Performing Sectors 
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Figure 4: Probability of a 0.25% Rate Hike  

  
Source: Bloomberg.  Performance data through 10/31/2015.  Fed funds probability through 10/28/2015. 

A Relief Rally in October, but What Then? 

As mentioned earlier, sentiment had reached extreme negative levels heading into October. For instance, in 
“Energy Market Roller Coaster Continues...,” we noted the record net short position in oil futures contracts held 
by speculative investors (Figure 5), which increased even further despite oil rallying from $35-40/barrel to $49 
before settling back to $46 (Figure 6). Shorts were caught off guard from the price recovery but continue to 
maintain their bearish positioning. Also noted in the article was how many leveraged energy producers received a 
reprieve from their lenders despite the overhang of lower oil prices factoring into redeterminations of lending 
terms. Trend-following strategies, such as many found in Commodity-Trading Advisors (CTAs), continue to 
experience whipsaw with the quarter-to-quarter swings in commodity prices.  

Figure 5: # of Long and Short Crude Light Sweet Oil Futures Contracts: Non-Commercial (Ending 10/31/2015) 

 
Source: Bloomberg.  Monthly futures positioning data through 10/31/2015 

Fixed income investors also experienced a relief rally as credit spreads narrowed, led by the energy sector 
(Figures 6 and 7).   

https://3dadvisor.com/the-energy-market-rollercoaster-continues/
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Figure 6: US Investment Grade Credit Spreads 

 

Figure 7: US High Yield Spreads 

 
Source: Bloomberg.  Monthly fixed income credit spreads through 10/31/2015. 

Within equities, investors experienced intramonth leadership switching as Japan outperformed all other regions 
due to a late-month rally while Emerging Markets early month leadership faded and finished the month as the 
worst performing region next to Europe (Figure 8).  In addition, U.S. small caps underperformed large caps after 
having led large caps earlier in the month (Figure 9) while value performed in line with growth (Figure 10) despite 
the outperformance of energy/materials.   
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Figure 8: Japan Leads All Regions While EM and Europe Lag

  

Figure 9: U.S. Small Caps Underperform Large Caps 
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Figure 10: Value Performs in Line with Growth 

 
Source: Bloomberg.  Performance data ending 10/31/2015 

3Q earnings season has not been the disaster investors were fearing, although year-over-year revenue has 
dropped 5% while margins have held at 12.6% (Figure 11). According to Factset Research, of the 340 S&P 500 
companies that have reported 3Q earnings (through 10/30/2015), 76% beaten consensus mean EPS estimates 
while 47% have beaten on revenue.  Factset also reports that, at the current reporting rate, earnings will have 
declined 2.2% versus the prior quarter which would result in the “first back-to-back quarters of earnings declines 
since 2009.” Looking forward, 39 companies have lowered 4Q2015 EPS guidance while 17 companies have 
raised guidance. Finally, Factset noted that many companies are pointing to US dollar strength and slower global 
economic growth as the main culprits driving the quarterly weakness.  Based on latest 12-month forward EPS 
estimates (Bloomberg), the S&P 500 forward P/E multiple stands at 17.58 versus 15.62 for MSCI EAFE and 
12.20 for MSCI EM (Figure 12).  This month saw all three major regions experience price multiple expansions and 
trade at or near their post-2008 financial crisis levels, so the pace of earnings growth will need to pick up in order 
for markets to continue their ascent.  

Figure 11: Year-over-Year S&P Revenue Drops Into Negative Territory…Something That Typically Happens During 
a Recession 

 

  

http://www.factset.com/websitefiles/PDFs/earningsinsight/earningsinsight_10.30.15


  

Market Commentary 

October 2015 
   

8 

111 Founders Plaza, Suite 1707, East Hartford CT 860.291.1998 | www.3DAdvisor.com 
 

Figure 12: S&P 500 Forward P/E Valuation Looks Extended Versus the Other Regions 

 
Source: Bloomberg.  Forward P/E Multiples using Bloomberg Consensus Estimates.  Daily data through 10/31/2015. 

Given the strong October stock market rally, this leaves us with a market that is historically rich amidst a poor 
earnings and revenue backdrop.  However, global economic conditions may have bottomed, particularly in China 
and broader Asia, as developed markets (US, Europe, Japan) drive global growth over the next cycle.  U.S. 3Q real 
GDP is about 2.5%, consistent with historical growth, while European real GDP is expected to grow 1.5% in 
2015.  China’s expected real GDP is projected at 6.8% with further slowdown in activity continuing to affect 
global multi-nationals with significant China exposure (IBM attributed its most recent miss to a 17% drop in China 
regional sales). Finally, as we noted in the 3Q2015 Market Commentary, how U.S. industrials performance could 
serve as a key indicator on forward economic activity.  Both U.S. industrials and financials are down just over 1% 
YTD, so it is critical that these two sectors perform better going forward which will indicate whether we’ve seen 
the worst of the slowdown.    

Disclosure: 

The above is the opinion of the author and should not be relied upon as investment advice or a 
forecast of the future. It is not a recommendation, offer or solicitation to buy or sell any 
securities or implement any investment strategy. It is for informational purposes only. The 
above statistics, data, anecdotes and opinions of others are assumed to be true and accurate 
however 3D Asset Management does not warrant the accuracy of any of these. There is also no 
assurance that any of the above are all inclusive or complete. 

Past performance is no guarantee of future results. None of the services offered by 3D Asset 
Management are insured by the FDIC and the reader is reminded that all investments contain 
risk. The opinions offered above are as of November 3, 2015 and are subject to change as 
influencing factors change. 
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More detail regarding 3D Asset Management, its products, services, personnel, fees and 
investment methodologies are available in the firm’s Form ADV Part 2 which is available upon 
request by calling (860) 291-1998, option 2 or emailing sales@3dadvisor.com or visiting 3D’s 
website at www.3dadvisor.com. 

 


