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2015 Q4 Highlights and Year in Review

e Real (after inflation) U.S. Gross Domestic Product (GDP) grew by 1.4% in the fourth quarter,
and third quarter real U.S. GDP growth was revised down from 3.1% to 2.0%. Real U.S.
economic growth increased by 2.4% for all of 2015, continuing the trend of modest annual
growth in the 1.5 - 2.5% range since 2010.

e U.S. and foreign developed market stocks rebounded from sharp losses in the third quarter with
gains in the range of 3 - 7%. For the calendar year of 2015, U.S. and developed foreign market
stocks generally posted small single digit gains or losses. Foreign emerging market stocks were
roughly flat in the fourth quarter. For the trailing 12 months, emerging markets stocks and
commodities had significant declines of 15 — 25%, due to falling prices for energy and metals.

e With the exception of U.S. municipal bonds, which posted small positive returns, taxable U.S.
and foreign bonds had small losses during the fourth quarter. For the full year, higher quality
(investment grade) U.S. bonds had small single digit gains, while low quality (“junk™) U.S.
bonds posted mid-single digit losses. Foreign developed market bonds had losses for the quarter
and the year, due to very low or negative interest rates in Europe and Japan, and the continued
strength of the U.S. dollar against most foreign currencies. Emerging market bonds were
roughly flat for the fourth quarter, but had double digit losses for the year due to declining
commodity prices, falling currencies versus the U.S. dollar, and political uncertainty.

e For the first time in over nine years, the U.S. Federal Reserve Bank (the “Fed”) raised the
Federal Funds interest rate by 0.25% at its meeting in December, to a range of 0.25 - 0.50%.
This effectively ended the emergency policy of holding short-term interest rates at 0% since the
financial crisis in late 2008. U.S. monetary policy is diverging from monetary policy in many
other areas of the world, where central banks are continuing their extremely accommodative
monetary policies in order to try and promote faster economic growth.

e The Fed’s forward guidance suggested that they anticipate four interest rate increases in 2016 if
the U.S. economy continues on the path they are forecasting. Four interest rate increases in one

year would be an additional headwind for U.S. stock and bond prices in the year ahead.

Investment Recap

After a violent correction in late August and September, US stocks staged a sharp rally in October
and early November, with the major indices approaching the all-time highs set earlier in the spring
of 2015. Year-end selling, however, trimmed the gains for the quarter. Large cap stocks performed
better than mid and small cap stocks during both the fourth quarter and the calendar year. For all of
2015, U.S. large cap stocks produced a very small gain of about 1%, while mid and small cap U.S.
stocks posted modest losses of about -2% to -4%. Foreign developed market stocks also rallied in
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