
What’s in store for the 
markets in 2016?

Market Outlook

After a lackluster 2015 that ended with a slightly 
negative return in the US stock market, 2016 has gotten
off to a very rough start. How rough? It may end up
being the worst January on record – ever. So it is quite
natural for an investor such as you to be asking: is the
positive run in the stock market of the last several years
over? And, also, what is Coconut Grove Bank's Wealth 
Management team doing in my portfolio as a result 
of these developments?

These are fair questions, all the more so in light of the
pervasive negativity in the headlines around the world
that has led to considerable investor angst. On this
front, our view is that we want to resist the urge to act
on a powerful emotion – fear. Simply stated, fear is an
emotion that leads to bad decisions. Instead, we are
taking a cold, hard look at the fundamentals of our 
investments and economic data that will determine the
long-term results of your investments once the panic
subsides. We have concluded that the data presents a
decidedly mixed picture that is not nearly as bad as the
headlines would suggest but, that warrant a cautious,
conservative investment approach.

First the Good News…

•    The US economy continues to perform reasonably 
     well. In the one-year period from September 2014 
     to September 2015, the US economy created over 
     2.8 million jobs. The good news here continues as 
     the past December saw an additional 292,000 jobs 
     created – we are now nearing 5% unemployment, 
     which is considered full employment.

•    Housing, a significant part of the US economy, 
     has recovered substantially and we are consistently 
     at over 1 million new housing construction starts. We 
      also sold a record level of autos – 17.5 million in 2015. 

•    US Gross Domestic Product is expected to have 
     expanded about 2.5% this past year and is expected 
     to remain growing by over 2% in 2016 (i.e. no 
     recession is imminent).

•    Technological advancement continues at a break
     neck pace and medical breakthroughs are numerous 
     – in short, American innovation is alive and well.

•    US corporations have exceptionally strong balance 
     sheets and plenty of cash.

•    Inflation is low, low gas prices alone has meant an 
     average of $550 per driver in savings according to 
     AAA that money in consumers’ pockets provides 
     a boost to consumption (consumption represents 
     70% of our economy).

The US data is not unfailingly good, however. The 
recovery has been subpar compared to others in 
memory. We would like to see better jobs created and
more people participating in the work force. We would
also like to see corporations taking more of their profits
and reinvesting them in new projects rather than 
buying back their shares. 
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But as we embark on the journey towards economic
normalization by beginning to raise interest rates from
unsustainable levels, we are on a solid footing. Even
Europe (yes Europe) is showing signs of growth.

Reality Check

We live in a globalized economy and cannot completely
isolate ourselves from the impact of international eco-
nomic and geopolitical events. There has been no 
shortage of news here to put fear into markets.

•    The amount of conflicts and instability in the world 
     has increased considerably, and the ramifications 
     of these conflicts are felt throughout the developed 
     world (terrorism, refugee crisis). Transacting business 
     in this environment has become more challenging.

•     China, until recently a major engine of global growth, 
      is faltering. China is attempting to maintain a growth 
      rate of 7 to 8% per year but for an assortment of 
      reasons (structural problems, debts, transition to a 
      consumer from industrial economy, corruption 
      crackdown) it is becoming clear it can no longer do 
      so. Although we do not expect a recession in China, 
      we expect that growth will be slower going forward. Wild 
      gyrations in the Chinese stock market are heavily driven 
     by sentiment and psychology and not necessarily 
     tied to the broader economy… but none the
     less given China’s sheer magnitude, and the many 
     countries in Asia and elsewhere that depend on 
     China for business, the effect on them and world 
     economic growth is pronounced. 

•    Oil and commodities have crashed. Lower demand 
      from a slowing China has hurt demand for commodities
     such as copper. Oil, on the other hand, suffers from 
     a supply problem. Growing production from US 
     shale and Saudi Arabia’s growing production to 
     maintain its market share, along with new entrants 
     into the market such as Iran, has created a glut.  
     While this has some benefits (e.g. to U.S. consumers 
     at the pump), the industries and companies in those 
     industries have been decimated.

•    Many countries (not just Greece) are highly indebted 
     and unemployment in many of these countries 
     remains stubbornly high. Emerging markets in 
     particular have taken on a lot of debt.

•    The strength of the US economy compared to the 
     rest of the world has led to the dollar strengthening 
     considerably against most major world currencies.  
     A strong dollar makes US products more expensive 
     for buyers in other countries and also reduces the 
     value of earnings by US companies overseas. This is 
     significant – approximately 50% of the revenues for 
     US firms in the S&P 500 come from overseas. So, while 
      it may be a great time to take the European vacation, 
      for some US companies earning a big piece of their 
      earnings abroad, this presents a major headwind.

This is just a synopsis of the many moving parts which
we must constantly assess in an ever-complex world.
We have attempted to summarize as much as possible,
but wanted to give a good sense of what we are seeing
in the world. The looming question, however, is… 

What Does This Mean for Me?

It means we need to be selective with your funds and
pick our spots to invest in very carefully. It does not, by
any means, entail selling out of positions wholesale at a
time when the market is depressed. As an example, we
are very comfortable with the large cap dividend stocks
we hold across our portfolios. That strategy garnered a
positive return in a tough 2015 and holds up very well
when the market is down. Even this year in a market
that’s down over 7.5%, this strategy is down far less –
2.4%. It also pays a robust 4% cash dividend in a 
market where yield is hard to attain. Additionally, we
have worked hard at properly positioning bonds in the
portfolios for a rising interest rate environment. These
bonds have held up very well and provided decent in-
come without taking undue risk. In essence, we do not
believe this market cycle to be over, but it is getting long
in the tooth – which warrants being more defensive.
When panic ensues in the market, many things go on
sale below prices that make sense, finding these stocks

Market Outlook



J a n u a r y  2 0 1 6

“on sale” is something we continue to endeavor to do.
For instance, we continue to like European stocks, which
are inexpensive and have been hit by some events
which may turn out to be transient. Other areas we are
avoiding; we get asked all the time about whether it is
time to buy oil stocks. To date, we have avoided trying to
catch this falling knife. At some point they will present
an interesting opportunity, but we need to see stability
in those markets before we consider adding significant
exposure there with our clients’ capital. The same is true
of emerging markets. Over the course of the past year
we have lowered our exposure to these volatile areas of
the market and focused on more quality, defensive stocks.

Every client portfolio is unique, as every individual is
unique. Everyone has different goals and tolerance for
risk. We aim to construct your portfolio to meet your
own personal goals. That is why it is so important that
you meet with your portfolio manager periodically to 
assess your personal circumstances so that we may
take actions to tailor your portfolio to your needs. 
This being the beginning of the year in an uncertain 
environment, we think this is a great time to reach out
to your relationship manager and set up an appoint-
ment to meet with your team at Coconut Grove Bank. 
We look forward to it and look forward to continuing 
to work with your family and serve as prudent, 

responsible stewards for your assets and tailor them 
to reach your goals.

Wishing you a healthy, happy, and prosperous 2016.

Regards,

Xavier Martinez, CFA
Chief Investment Officer ǀ Coconut Grove Bank

The information presented here is not specific to any individual's personal circumstances. To the extent that this material concerns tax 
matters, it is not intended or written to be used, and cannot be used, by a taxpayer for the purpose of avoiding penalties that may be
imposed by law. Each taxpayer should seek independent advice from a tax professional based on his or her individual circumstances. 
This communication is strictly intended for individuals residing in the State of Florida. No offers may be made or accepted from any 
resident outside the specific states or countries referenced. This update is provided for general information and educational purposes 
based upon publicly available information from sources believed to be reliable—we cannot assure the accuracy or completeness of 
these materials. The information in these materials may change at any time and without notice.

Coconut Grove Bank cautions that this presentation contains forward-looking statements. These forward-looking statements are found in
various places throughout this letter and include, without limitation, statements concerning our future business development and economic
performance. While these forward-looking statements represent our judgment and future expectations concerning the development of our
business, a number of risks, uncertainties and other important factors could cause actual developments and results to differ materially from
our expectations. Neither this presentation nor any of the information contained therein constitutes an offer to sell or the solicitation of an
offer to buy any securities. 

NOT A DEPOSIT | NOT FDIC-INSURED | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT GUARANTEED BY THE BANK OR AN AFFILIATE OF
THE BANK | MAY GO DOWN IN VALUE



Additional Capabilities & Services
•     Institutional-quality portfolio management
•     Well diversified portfolios among and within asset classes
•     Tax-efficient portfolios  
•     Investment* Management accounts
•     Revocable, Grantor, and Living Trusts
•     Foundations and Endowments
•     Irrevocable and Testamentary Trusts IRAs, 
      Rollover IRAs, SEP IRAs and Simple IRAs
•     Pension plans
•     Profit sharing plans
•     Traditional banking services, including competitive 
      rates on interest-bearing accounts
•     Commercial mortgage financing

•     Conflict free advice and counsel
•     Trust and estate administrative services, trustee 
      and personal representative services
•     Commercial loans, including loans secured by
      wealth management accounts
•     Guardianship accounts
•     Special Needs Trust
•     Charitable Trusts
•     Custody accounts
•     Life Insurance Trusts
•     Financial Planning
•     Estate plan and document review and counsel

About Coconut Grove Bank
Founded in 1926, Coconut Grove Bank (CGB) is the oldest continuously operating bank in Miami-Dade County. CGB is a 
full service financial institution offering personal and business banking, lending, trust and wealth management services to
clients desiring a personalized level of service. An independent and privately owned bank, CGB has five offices located in
Aventura, Coconut Grove, Coral Gables, Palmetto Bay and South Miami. 

Trust & Wealth Management Approach
CGB’s Trust & Wealth Management team provides comprehensive wealth management and fiduciary services tailored to
meet the needs of successful individuals and their families. We focus on preserving wealth through risk management, 
diversification and goals-based investment planning while addressing the qualitative aspects of wealth. 

Trust & Wealth Management Capabilities
Serving as a trusted advisor, CGB prides itself in the deep relationships we forge with successful individuals and their families.
Our approach is a unique planning experience designed to give a better understanding of the purpose of wealth and clarify
personal objectives for our clients and their families. We assist clients by taking a 360-degree look at personal and financial
circumstances. This process is designed to involve wealth planning and investment experts, as well as a client’s own legal
and accounting professionals, to proactively implement a dynamic action plan in this constantly evolving environment.

Each client portfolio is customized for each particular investor. Through our “open architecture” investment platform, we 
select managers on a “best of strategies” basis. We believe in proper asset allocation given the facts and circumstances, 
appropriate diversification and goals-based investment planning. We utilize portfolios that consistently deliver the highest
possible net return (fees and taxes) for a given level of risk and seek the lowest level of risk for a desired expected rate of return.

Our investment philosophy includes:
•     Customized strategies to meet each client’s needs and objectives
•     Strategically planned, tactically managed and monitored
•     Focused risk management
•     Extensive due diligence process

About Us

Investment Products: Not FDIC Insured | May Lose Value | No Bank Guarantee | Not a Deposit | Not Insured By Any Federal Government Entity 

www.coconutgrovebank.com




