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China, Oil, the Fed. Oh My!

In one of my college economic classes years ago we were assigned L. Frank 

Baum’s classic book, “The Wizard of Oz.”  Now you might ask why an 

economics class would study a fairy tale.  The answer is intriguing. “The 

Wizard of Oz” can be interpreted as a metaphor for 19th century U.S. 

monetary policy. The “Yellow Brick Road” may be read as representing the 

gold standard in place at that time, while Dorothy’s silver (play on words) 

slippers may represent the drive to put silver on the same monetary standard 

as gold.  The Emerald City could be construed as representing greenbacks, 

or in other words, paper money, and of course metals are measured by 

ounce, the appreciated form of which is OZ.  The metaphor plays out in even 

greater detail in the book’s character; the Scarecrow as the US farmer and 

the Tin Man as the US steel worker.  While Baum never confirmed that this 

was the metaphor that he had in mind, the symbolism is compelling.

One of the big takeaways I got from that particular economic course was that 

things are often not what they seem to be.  

Transparency is key to investment analysis.  The more readily available 

reliable information, the greater the capacity for solid analysis and, perhaps, 

the lower the volatility of a company’s stock as a consequence.  For instance, 

most economists expect modest growth in the US economy in 2016, perhaps 

in the range of 1.5% to 3%.  However, the lack of transparency in China’s 

economy, lead some economists to project 7%+ growth but with much less 

reliability. The opaque disclosure requirements in China lead other 

economists to predict that 2016 will actually be flat in China.1

Why even care about China when, according to Burt White LPL Financial 

Chief Investment Officer, their more than 1 billion people still only represent 

7% of US exports?  For a very good reason: “They currently represent about 

50% of global demand for copper, steel, aluminum, and 70% of demand for 

coal.2” They are also the largest importer of oil on our planet.

One of the first things learned in Economics 101 is Supply vs. Demand.  

When supply goes down, demand generally goes up.  If supply goes up, on 

the other hand, typically prices fall and production slows until demand picks 

up again. So let’s imagine a scenario in which there would be a slowing 

Chinese economy, the U.S. overtakes Saudi Arabia as the world’s largest oil 

producer, and there is significant world supply growth as a result of the lifting



of Iranian sanctions. This would be a recipe for a dramatic fall in oil prices and 

that is exactly what we have been seeing over the course of the last year.

“Oil and natural gas support 9.8 million jobs and they contributed 8% of our 

(U.S.) GDP3 in early 2014 when oil prices were still over $100/barrel.  Oil is 

now trading around $30/barrel.  We have seen many job cuts not only in the 

energy sector, but also manufacturing as well.  And the transition is not over.  

Regional banks located in areas such as the Dakotas, Texas, and Great Plains 

states may be expected to struggle with the loans extended to these 

companies.  Pipeline companies with contracts to transport oil and gas, will not 

be as attractive as they were a few years ago.  Finally, high yield bonds will 

continue to be under significant pressure since about 20% of them are 

represented in oil and gas companies.  Thus, the US economy and our equity 

markets are about to crumble, right?  

Not so fast.  As I mentioned, sometimes things aren’t always as they seem.  

The good news is that lower oil prices generally means lower gas prices at the 

pump.  I believe U.S. consumers will continue to benefit from lower energy 

prices and will find a way to spend their savings from the pump.  Consumers 

are not the only ones benefiting from the savings.  Airlines saw some of their 

best earnings in years as did UPS and FedEx. According to The Wall Street 

Journal, 2015 was the best year for vehicle sales since 1990. If consumers 

continue to spend, as I expect them to do, not only auto companies but those 

that deal with home furnishings, technology, and consumer goods should also 

do well. 

2016 is not 2008.  U.S. banks have much higher reserve requirements, most 

US corporations have much cleaner balance sheets, real estate prices have 

picked up considerably, and unemployment is hovering around 5%, about half 

of what is was back in 2009.  

Speaking of transparency, under Janet Yellen the Federal Reserve has made a 

commitment to be more transparent. In December, 2015, the Fed finally 

increased interest rates for the first time in over a decade.  Ms. Yellen indicated 

that she felt confident about the fundamentals driving the U.S. economy, the 

improving financial conditions of U.S. households, and the level of domestic 

spending. There continues to be pressures on some sectors of the economy 

such as manufacturing and energy, but the head of the Federal Reserve is 

bullish on the state of the U.S. economy.  

After winning the Super Bowl, Peyton Manning was asked if this was his last 

game and he indicated that he learned years earlier never to make a significant 

decision when emotions are running high.  He is right, “emotions can lead to 

destructive decisions” especially when you are formulating investment 

decisions. You may recall that I recently wrote that “markets go up and down, 

but we must focus on your long term goals.” I would like to borrow another 

piece of advice from Burt White, LPL Financial’s Chief Investment Officer:  “It is 

important to remember that investing is a marathon, not a sprint.  It is about 

endurance.”  



Accompanying this McBork Report is an Investor Education handout from 

Putnam Investments I came across a few weeks ago.  In a nutshell, it talks 

about how stocks have historically overcome short-term turmoil to eventually 

move higher. 

Take care. Here is hoping that Punxsutawney Phil is right and that spring 

comes early this year.  As always, if you want to reach me either call (312) 

923-8700 or email me at gregory.bork@lpl.com.

Sincerely,

Gregory Bork Jr

Registered Principal

PS: We have updated our website, so when you have the chance please go 

and visit it at www.responsibleinvestmentgroup.com.  One new feature is our 

MONTHLY BLOG called “The Responsible Investor” which is written by our 

very own, Danielle Treitman, CFP®.
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Investing involves risks, including the loss of principal.

International investing involves special risks such as currency fluctuation and 

political instability and may not be suitable for all investors.

High yield/junk bonds (grade BB or below) are not investment grade securities, 

and are subject to higher interest rate, credit, and liquidity risks than those graded 

BBB and above. They generally should be part of a diversified portfolio for 

sophisticated investors.

The economic forecasts mentioned may not develop as predicted and there can be 

no guarantee that strategies promoted will be successful.

The opinions voiced in this material are for general information only and are not 

intended to provide specific advice or recommendations for any individual. All 

performance referenced is historical and is no guarantee of future results. All 

indices are unmanaged and may not be invested into directly.


