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2015: Year End Review 

 The Return to Normal         
As we consider the events of 2015, it’s important to place the details in larger context. Rising interest 

rates, slower global growth and plummeting oil prices all contributed to the visible return of risk in global 

financial markets. While it’s difficult to find an asset class that provided a safe haven for investors in 2015, 

it is generally a good idea to zoom out and gain perspective during times of increased volatility and 

uncertainty.   

 

 

 

 

 

 

 

 

 

“The key to successful investing is not 

predicting the future, but looking at the 

present with clarity.”     

- Dr. David Kelly, CFA, Chief Global Strategies,    

J.P. Morgan funds1 

 Let’s take a look… 
Zooming Out - Gaining Perspective 

Every year since 1995, the S&P 500 has experienced 
a decline of 5% or more at least once during periods 

of elevated uncertainty. Furthermore, declines of 
2% and 3% occur on average at least monthly, with 

full recovery taking only a few weeks. As such, short
-term pullbacks historically have occurred 

frequently and should not, in and of themselves, be 
reasons for anxiety. 

Drawdown Threshold* Historical Frequency # Per Annum Typical Recovery Time 

20% Once per Market Cycle 0 20 Months 

10% Annually 1 8 Months 

5% Quarterly 4 2-3 Months 

3% Monthly 11 2-6 Weeks 

2% High Frequency 18 1-4 Weeks 

Exhibit 1: 

FREQUENCY BY SIZE DRAWDOWN, THRESHOLDS ANALYZED INDEPENDENTLY* 

* Analysis based on each type (size) of drawdown being independent.  For example, the market does not typically see four 5% 

drawdowns and one 10% drawdown in the same year, but rather those 5% drawdowns may compound into a single 10% 

drawdown for the year.  Data as of 1/31/15. 

 Asset Allocation & Financial Planning 

An accomplished financial planner uses statistical models to determine the potential range of outcomes 

for a portfolio.  The primary factors in determining asset allocation are an investor’s risk tolerance and 

the time horizon.  Crafting a plan with the desired level of confidence in achievement of the goal must 

1 This quote opened a paper that was recently distributed by JP Morgan, authored by James C. Liu, CFA, entitled: “Investing with 
Composure in Volatile Markets.” This work emphasized the historical behavior of the S&P 500 index, noting that “volatility is 
unavoidable in investing.”   
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“Investing isn't 

supposed to be 

easy… remain 

steadfast to the 

discipline of the 

long term plan.” 

2015 Year End Review 
continued 

 

consider  potential outcome through multiple market environments.  This is the way 

to achieve the stated goal while balancing the risk of shortfall. 

A comprehensive financial plan should be flexible enough to adapt with life’s 

changes, while being sturdy enough to maintain aim during turbulence. 

Furthermore, it is critical that the asset allocation of investments be thoughtful and 

complementary to the comprehensive financial plan.   

The recent market volatility may serve as an excellent time to examine goals, 

evaluate portfolio risk levels, update financial plans and recommit to intentions. 

A well 

grounded 

financial plan 

is fundamental 

to financial 

success. 

 Zooming In 

Macro Environment 

Equity & Fixed Income Markets 

 

US Equities represented by S&P 500, US Bonds represented by Barclays US Aggregate, Global Equities 
represented by MSCI ACWI, Global Bonds represented by Barclays Global Aggregate, US High Yield 

represented by Barclays US Corporate High Yield, Commodities represented by Bloomberg Commodity2 

 

Exchange Traded  Fund - Equity Indexes               Performance through December 31, 2015  

Index ETF Ticker 1 Year 3 Years 5 Years 

Vanguard Total Stock Market VTI 0.40% 14.69% 12.16% 

iShares MSCI EAFE EFA -0.90% 4.89% 3.50% 

Vanguard FTSE Emerging Markets VWO -15.35% -6.82% -4.80% 

Exchange Traded Fund - Fixed Income Indexes       Performance through  December 31, 2015 

iShares Core U.S. Aggregate Bond AGG 0.48% 1.40% 3.14% 

SPDR  Barclays High Yield Bond JNK -7.21% -0.20% 3.53% 

 
2 Source: Factset. Please see performance disclosure at the end of the presentation. One cannot directly invest in an index.  
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Portfolio  Indexes  

Index ETF Ticker 1 Year 3 Years 5 Years 

iShares Core Aggressive Allocation AOA -0.99% 8.71% 7.75% 

iShares Core Growth Allocation AOR -1.08% 6.80% 6.53% 

iShares Core Moderate Allocation AOM -1.18% 4.45% 4.78% 

iShares Core  Conservative Allocation AOK -1.14% 3.10% 4.01% 

 Benchmark Risk-Allocated Portfolios: 

 Return: Risk Ratio: 

Return: Risk Ratio 

Time Measure S&P 5003 Stocks  
Historical 
Average4 

Difference Barclays 
Aggregate 

Bond5 

Bonds 
Historical 
Average6 

Difference 

3 Year 1.53 0.57 0.96 0.52 0.99 (0.48) 

5 Year 1.21 0.57 0.64 1.12 0.99 0.13 

10 Year 0.50 0.57 (0.08) 1.44 0.99 0.45 

15 Year 0.34 0.57 (0.23) 1.46 0.99 0.47 

3 SPDR® S&P 500 ETF (Ticker: SPY) used as a proxy measure. 
4 Stocks Historical Average is derived by dividing the average return by the standard deviation of the S&P 500 Index as tracked by the Ib-
botson Associates Large Company Stock Index from 1924-2014. The S&P Composite Index includes 500 of the largest stocks in the United 
States as measured by market capitalization; prior to March 1957 it consisted of 90 of the largest stocks. 
5 iShares Core US Aggregate Bond ETF (Ticker: AGG) used for measure 
6 Bonds Historical Average is derived by dividing the average return by the standard deviation of the One-Bond Intermediate-Term Gov-
ernment Bonds portfolio* with an approximate maturity of five years from 1924-2014. The bond chosen each year is the shortest noncall-
able bond with a maturity not less than five years, and it is held for the calendar year.  Ibbotson Associates uses this portfolio to compare 
bond returns over time.    7 15 year Standard Deviation of 15.00 vs. 21.55 from 1924-2014.   8 15 year Standard Deviation of 3.51 vs. 5.46 
from 1924-2014.    

As we consider the performance of asset classes during the 2015 calendar year, it is also important to consider 

our station in the economic and investment cycle. The Return: Risk ratio can provide insight with respect to the 

behavior of assets and their return output per unit of risk (as measured by standard deviation) throughout the 

investment cycle.   The last 15 years has presented a tale of two markets: Equity and Bond markets.   

 

 Equity markets during the last 3 to 5 years have provided exceptionally high levels of return per unit 

of risk while in the longer 10 and 15 year measures have delivered significantly lower returns for the risk 

presented during the respective time frames.  

 Bond market observations have provided greater than average return per unit of risk for the 5, 10 

and 15-year observations, while producing significantly lower output for the 3-year number.   

 

When considering the last 15 years and the “financial crisis,” many investors might be shocked to learn equity 

markets have only presented only about 70% of typical volatility as compared to historical norms7.  During that 

same 15-year period, bonds have only provided about 64% of their historical volatility8.  Given the behavior of 

major asset classes during the highlighted timeframes, we believe investors should be prepared for 

increased volatility for the foreseeable future in both the equity and fixed income complexes, 

underscoring the importance of an appropriately diversified approach to portfolio construction containing both 

offensive and defensive components.   
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For more information:  

110 Linden Oaks Drive  

Suite F  

Rochester, NY 14625 

 

585.281.0001 
www.knightbridgecap.com 

  

 

 Market Overview 

Given what seems like a prolonged adverse feedback loop (global growth concerns, a U.S. dollar that is far too 

strong on a relative basis--though this may be justified, a stubbornly low oil price, uncertainty around domestic 

economic conditions and a whole host of other issues), elevated volatility levels likely remain for the near- to 

medium-term future. This likely continues to pressure equity, fixed income, commodity and currency markets 

throughout the front part of 2016 and may linger longer than usual given an uneven global central banking 

backdrop, where the Fed is attempting to raise rates, the ECB seems to be in a holding pattern (though it 

continues with an aggressive asset purchasing strategy) and China and other emerging markets seem more 

likely to cut interest rates as they try to reaccelerate growth.   

As our strategies do not advocate market timing, we must remain both patient and diligent in our approach, 

disciplined with regard to allocation and embracing opportunities as they arise. We don’t know when 

oil prices will stabilize, when the U.S. dollar will begin to weaken relative to other major currencies and how 

many times the FOMC will raise interest rates in 2016.   

 

What we do know is that we are likely entering a prolonged phase of increased uncertainty and 

elevated volatility for which we need to stay true to our investment philosophy and process while 

keenly aware of mitigating risk as it relates to our overall portfolio strategies.     

 

Equity 

Equity markets provided many challenges during 2015, evidenced by a relatively strong first half followed by a 

volatile second half where a host of significant issues from weak oil prices, a stronger dollar and continued 

global growth concerns drove an adverse feedback loop, which has spilled over into early 2016.  

 

While the broader large cap domestic space underperformed versus expectations, the gap was narrow, 

whereas mid and small-caps experienced greater volatility and ended 2015 in the red.  

 

Foreign 

International equities experienced deeper losses, evidenced by numerous markets realizing double-digit 

percentage losses. Emerging market countries like China and Brazil sold off significantly with declines of 15% 

and 43%, respectively, whereas India and Russia fared better, falling 8% and posting a slight 0.1% gain, 

respectively.  

 

Domestic 

Coming back to the U.S., from a style perspective, growth outperformed value by a wide margin (with ~800 bps 

of divergence across the market capitalization spectrum). Sector performance was mixed with Energy, 

Materials, Utilities, Industrials, Financials and Telecoms all realizing weak performance; and Consumer 

Discretionary, Healthcare, Consumer Staples and Technology delivering gains.   

Finally, dividend paying stocks underperformed, trailing broader large caps by ~300 bps on average, 
pressured by the potential for higher interest rates leading to a shrinking gap between the 10-year U.S. 

Treasury yield and company stock distributions. 
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As we look to 2016, we 

have faith the market 

will come back to 

fundamentals - and we 

anxiously await that 

moment - but significant 

concerns need to be 

reconciled before this 

happens. 

In the meantime, this likely creates opportunities in various 
parts of the market, with equities and high yield coming to mind. 

Our bias remains towards companies of higher quality and 
those with the ability to grow at above-market levels, as we 

feel the market rewards these companies with higher valuation 
multiples. 

We also realize that the current environment, while affording 
opportunity to enhance certain portfolio positions, may also 

demand more before rewarding through price appreciation. This 
likely points to a lower return environment in the coming years, 

a reversion to the mean of sorts after a period of the higher 
returns that were experienced during the recent past. It remains 

our job through asset selection to find these winners and 
appropriately allocate across each strategy in an effort to 

generate portfolio alpha, no matter what return environment 

exists. 

Fixed Income 

Weakness across the commodities complex, highlighted by the dramatic selloff in oil prices, pressured credit 

markets throughout 2015. A stronger U.S. Dollar furthered the weakness and pressures intensified significantly 

during November and December. Spilling over into 2016, albeit at a modestly slower pace, concerns around 

widening spreads and containment to just commodity-related sectors are now top of mind.   

 

What does it all mean? 

Until stability is seen in oil prices and more broadly across the commodity spectrum, volatility is likely to 

remain at elevated levels, thus negatively impacting financial markets across the globe. This is creating an 

opportunity in the high yield category as risk/reward becomes more favorable with the possibility for outsized 

returns in coming years.  

 

2016 Performance of KbC Equity Portfolios 

While the elevated level of volatility did not treat our portfolios all that well in the final quarter of 2015, we 

enter 2016 with portfolios looking much the same and awaiting a recovery in market technicals.   

 

Three of our six equity portfolios generated alpha during 2015 with Select Mid Cap performing best (+784 bps; 

+5.38% vs. MDY’s -2.46%).  

 

Overall, stock selection drove performance within two of our three Select portfolios as Select Dividend 

produced solid results (+194 bps; -0.02% vs. VIG’s -1.96%). Conversely, Select Core struggled some as it lagged 

behind (-187 bps; -0.64% vs. SPY’s +1.23%).   

 

Within the Alpha Beta portfolios, Alpha Beta Core was most challenged as stock selection negatively impacted 

performance (-415 bps; -2.92% vs. SPY’s +1.23%); Alpha Beta Dividend succumbed to late year pressure in 

yield-paying stocks (-44 bps; -2.40% vs. VIG’s -1.96%); and Alpha Beta Market proved itself once again (+127 

bps; +1.67% vs. VTI’s +0.40%).   
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 Additional detail for each portfolio is below in table and text form.  

 

 

        

                                                                 KbC Equity Strategy Portfolio Performance   
          

    3-year  Since Annualized  

 Strategy 2015 (ann.)  Inception Return  

 Alpha Beta Core -2.92   17.09 8.16  

 SPDR S&P 500 (SPY) 1.23   16.72 7.99  

 +/- Benchmark -4.15   0.37 0.17  
          

 Alpha Beta Dividend -2.40   13.57 6.53  

 Vanguard Dividend Appreciation ETF (VIG) -1.96   9.67 4.69  

 +/- Benchmark -0.44   3.90 1.83  
          

 Alpha Beta Market 1.67 18.46  66.11 18.46  

 Vanguard Total Stock Market ETF (VTI) 0.40 14.69  50.85 14.69  

 +/- Benchmark 1.27 3.77  15.26 3.77  
          

 Select Core -0.64 19.36  69.92 19.36  

 SPDR S&P 500 (SPY) 1.23 14.79  51.16 14.79  

 +/- Benchmark -1.87 4.57  18.76 4.57  
          

 Select Dividend -0.02 15.48  53.91 15.48  

 Vanguard Dividend Appreciation ETF (VIG) -1.96 11.50  38.56 11.50  

 +/- Benchmark 1.94 3.98  15.35 3.98  
          

 Select Mid Cap 5.38 21.42  78.87 21.42  

 SPDR S&P Mid Cap 400 (MDY) -2.46 12.79  43.43 12.79  

 +/- Benchmark 7.84 8.63  35.44 8.63  

          

 
* Performance is gross of management and transaction fees and includes dividends reinvested; as a result 
model portfolio and actual portfolio performance may differ.  

   Source: Vanguard, State Street and Knightbridge Capital.  
        

Alpha Beta Core trailed its benchmark, SPDR S&P 500 (SPY) by 415 bps during 2015 as stock 

selection negatively impacted performance. While we were disappointed in the strategy’s performance 

during 2015, the portfolio feels well-positioned as we head into 2016 from a fundamental perspective.   

Multinational exposure and the stronger dollar impacted approximately 1/3rd of the portfolio 
evidenced by the challenging performance experienced by Eaton (ETN), Whirlpool (WHR) and VF Corp. 

(VFC), not to mention an all-out debacle seen in the performance of Alcoa (AA) shares—a position we 
stepped away from in late November after admitting we were too early in positioning for a rebound.   

 
Despite weakness in the aforementioned positions we did claim a couple solid victories during 2015 

highlighted by the strategy’s position in J.M. Smucker (SJM) which increased 25% on the year and 
Allergan (AGN), which rose 20% during Q4 as it is slated to be acquired by Pfizer (PFE) during 2016 

and has an additional ~20% arbitrage gap to close as the deal finalizes.   
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Alpha Beta Dividend was challenged during the second half of the year (giving back the 257 bps of 

alpha that was generated during the first half) and ended the year 44 bps behind its benchmark, Vanguard 

Dividend Appreciation ETF (VIG). Despite this, on a two-year basis (since inception), the strategy has 

generated 183 bps of annual alpha (+6.53% vs. VIG’s +4.69%). Strong performance in consumer staples, 

evidenced by Reynolds American (RAI) and J.M. Smucker (SJM) returning 50% and 25%, respectively during 

2015 was offset by weakness in ConocoPhillips (COP), Eaton (ETN) and Whirlpool (WHR).    

 

As we move into 2016 and await direction from the Federal Reserve w/r/t interest rates it will be imperative 

that this strategy continue to balance its reliance of consistent dividend payers with those providing outsized 

dividend growth relative to that of the S&P 500.  Additionally, while the strategy has benefited over the past 

two years from having less exposure to the energy sector, it seems that favorable risk/reward is building in 

the near- and medium-term to close the gap and prudently add where applicable whether through single 

stock selection or through a sector ETF.  

Alpha Beta Market delivered solid performance during 2015, ending the year 127 bps ahead of its 

benchmark, Vanguard Total Stock Market ETF (VTI).  The strategy benefited from exposure to food with 

Starbucks (SBUX) and J.M. Smucker (SJM) and healthcare with Acadia Healthcare (ACHC) all significantly 

outperforming during 2015. Offsetting this modestly was weak performance from Hain Celestial Group 

(HAIN), a manufacturer of natural and organic products whose shares have fallen considerably since mid-

year. Our investment thesis that HAIN is well-positioned within its core categories to gain market share as 

consumers migrate to more “better for you” products while becoming more efficient from a productivity 

standpoint continues to hold, however, price competition within the space has risen and over the near- and 

medium-term and likely provides a manageable headwind to the shares.  We have adjusted our valuation 

framework on the shares and continue to feel favorable risk/reward is present and as a result continue to 

hold the shares but will admit the bar to maintaining the position moving forward has risen.   

Select Core trailed its benchmark by 187 bps during 2015 as stock selection negatively impacted 

performance.   Alcoa (AA), Whirlpool (WHR), Eaton (ETN) and Ameriprise (AMP) all significantly impacted 

the portfolio in a negative fashion during 2015, while positive offsets included positions in Alphabet (GOOG), 

J.M. Smucker (SJM), Cigna (CI) and Altria (MO).  Since inception three years ago, the portfolio has produced 

annual outperformance of 457 bps (average annual return of +19.36% vs. SPY’s +14.79%). 

Select Dividend generated 194 bps during 2015 as stock selection significantly aided the 

outperformance.  This outperformance comes against the backdrop of a challenging year for dividend paying 

strategies which trailed broader large cap core strategies by ~300 bps as pressure from the likelihood of 

rising interest rates was felt.  That said, as we move into 2016 the 10-year U.S. treasury yield has actually 

softened and this has provided a lift to dividend paying strategies and as uncertainty looms around the timing 

and number of FOMC interest rate increases in 2016 this should be a positive.  Since inception three years 

ago, the portfolio has produced annual outperformance of 398 bps (average annual return of +15.48% vs. 

VIG’s +11.50%). 

Select Mid Cap once again produced significant alpha during 2015 outperforming its benchmark, the 

SPDR S&P MidCap 400 (MDY) by 784 bps.  Since inception three years ago, the portfolio has produced annual 

outperformance of 863 bps (average annual return of +21.42% vs. MDY’s +12.79%).  While exposure to 

consumer-related positions once again provided a decent sum of outperformance, alpha generation was far 

more diversified in 2015—a hopeful positive sign heading into 2016.  Finally, two sizeable positions within 

the portfolio, Jarden (JAH) ~8% (of portfolio) and Rite Aid (RAD) ~7% (of portfolio) are both in the process 

of being acquired by Newell Rubbermaid (NWL) and Walgreen Boots Alliance (WBA), respectively with deals 
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 scheduled to close during the first half of the year.  From an arbitrage 

opportunity perspective both present favorable risk/reward currently 

with anticipated appreciation in the coming months of ~8.5% and ~13%, 

respectively should deals close as expected.  

In summary, as we move into 2016, volatility levels are likely to remain 
elevated given continued concerns around global growth, commodity 

price stability and the strong U.S. dollar.  While we are not active traders, 
it is imperative that the portfolios pay close attention to both 

fundamentals of the underlying companies invested in as well as stay true 
to the valuation framework in place to highlight areas of opportunity (to 

the upside) and risk (to the downside).  As was experienced in 2015, our 
portfolios are likely to experience a modest uptick in trading as we 

attempt to capitalize on some of the opportunity that this added volatility 
generates. 

 

The information provided herein is the opinion of Knightbridge Capital and 
subject to change without notice.  It is not be construed as investment, legal 

or tax advice.  Past performance does not guarantee future results.  This 
publication may contain forward looking statements which reflect our best 

judgment based on factors currently known but involves significant risks 
and uncertainties.  Actual results will differ from those anticipated in 

forward looking statements as the result of changes in underlying 
assumptions including, but not limited to systemic, macro and company 

specific risks.  Citations made in this publication are believed to be from 

reliable sources but are provided without warranty. 

For more information: 

110 Linden Oaks Drive 

Suite F 

Rochester, NY 14625 

585.218.0001 

 

The Advisor’s Advisor 

Knightbridge Capital is an investment management option available through 
Prentice Wealth Management, LLC, an SEC Registered Investment Adviser. 
Securities offered through Cadaret, Grant & Co., Inc. member FINRA/
SIPC.  Advisory services offered through Prentice Wealth Management, 
LLC. Prentice Wealth Management and Cadaret, Grant & Co., Inc. are separate 
entities. 


