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This time of year gives us a fresh, new outlook for the coming year, and 

can be a time to reflect on the past years’ events. The new year is a good 

time to take stock of who we are and to reflect on whether we are the 

person we really want to be. We can never regain the past, but we can 

gain wisdom from our experiences and move forward with new beginnings, 

new possibilities, and new purpose. 

Although the path ahead is filled with unknowns, our feature articles allow 

us to peer down that path from several different angles. In “Chicken or 

Egg?” we examine the sources of volatility and investor anxiety and posit 

that these will continue to be causes of concern in 2016. In “The Anomaly 

of Quantitative Easing” we take a brief look at the effect of QE on asset 

prices and investor behavior. Finally, in “The Path Ahead”, we explain our 

reasons for maintaining a steadfast conviction that our prudent approach 

results in competitive risk-adjusted returns that will help you pursue your 

financial goals over time. 

2015 has the dubious honor of being the second worst year for U.S. bonds 

and equities since 1995, surpassed only by the 2008 disaster. The 

extraordinarily narrow market, where only a small handful of stocks 

showed strength, meant that anyone who happened to be 100% invested 

in these “nifty nine” (listed on the following page) came out ahead, but for 

the rest of us with diversified portfolios, the returns were negative. 

However, this is not the time to lose perspective or ignore the benefits of 

diversification; nor is it the time to turn our backs on our individual 

tolerance for risk by chasing returns of expensive securities or becoming 

excessively defensive.  

2016 may be similar in many ways to 2015, but it will surely present unique 

challenges and opportunities as well. Above all else, it is our sincerest wish 

that you and your loved ones enjoy good health, happiness, and peace. 

Best Wishes, 

Steve Van Houten, CFP® 
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The Chicken Or the Egg? 

Despite the concerns expressed by many investors and the “excitement” of volatility experienced in 2015, the bull 

market survived its sixth birthday and may well live to see its seventh.  Bull markets do not end because of old age, 

or because the Fed raises interest rates or, generally, because of any singular event. They end when excesses 

overwhelm the economy.  We did not overspend, overbuy, overborrow, or overconsume, and in general, we were not 

overleveraged or overvalued.  The U.S. economy grew modestly, unemployment declined significantly, housing and 

banking sectors improved, and the federal deficit fell sharply. In short, 2015 was not a year of excesses. 

Although the American consumer remained fairly disciplined, there was plenty of concern among investors. There 

were numerous events that, while not unexpected, still came as surprises, and the markets reacted with volatility.   

These concerns were focused primarily on uncertainty surrounding Fed Quantitative Easing policies, China, the euro 

zone, oil, and corporate earnings. Some anxious investors react to bouts of volatility by pulling money out of the 

markets during downturns and then dumping it back in during upswings. They may not put it into the same 

investments, but instead into assets that were sold off either previously, unjustifiably or excessively. This creates still 

more volatility which leads to more selloffs and more anxiety.  

It is not our intent to examine which came first, anxiety or volatility, but suffice to say there was clear evidence of 

both in 2015 and, because the list of concerns remains, we will likely see similar reactions in 2016 when concerns 

intrude. Domestic economic expansion has been slow but steady but global growth has been uneven, and one 

important area of uncertainty will be whether global growth slows or will gain a foothold on expansion.  

There is a lot of money moving around and we must become accustomed to large capital flows from high frequency 

trading and from huge pools of capital such as pension funds. This will amplify market swings, but we must try to 

embrace volatility as the friend of the long-term investor for it opens doors to opportunity. Short-sighted investors 

who attempt to time the markets lose out because markets anticipate selloffs.  By the time you see the robin, Spring 

has already sprung! 

 

The Anomaly of Quantitative Easing (QE) 

As the central banking system of the United States, the Federal Reserve’s job is to foster maximum sustainable 

employment and stable prices. The usual method the Fed employs to carry out its mandate is by setting the Fed 

Fund’s rate for overnight lending to banks. This action increases or decreases money supply and its effect is felt 

throughout the economy, but once the interest rates near or approach zero, that method is no longer successful. 

This was the scenario after the financial crisis of 2008/09. When interest rates could not be forced lower through the 

traditional channels, QE was applied. Under QE, the Fed purchased long-dated mortgages backed by Fannie Mae 

and Freddie Mac and longer-dated treasuries issued by the U.S. Treasury Department. The intention was to keep 

long rates down, so as to lower borrowing costs for consumers and corporations. They also kept down costs for the 

U.S. government’s repayment of all their debt obligations. 
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The Anomaly of Quantitative Easing (QE), Continued… 

While most economists agree that QE has been somewhat successful in mitigating some of the economic problems 

associated with the 2008/09 crisis, QE promoted risk-taking by investors because that was the only way they could 

achieve either yield or total return. It also hoped to increase asset values so people would feel a "wealth effect" and 

start spending again.  If consumers spent, thereby unleashing pent-up demand, then corporations would begin 

spending to meet that demand.  That never happened. 

Instead, corporations used cheap money to buy back their own stock, which increased its value, bought other 

companies via mergers and acquisitions since they themselves were not growing, and paid dividends to 

shareholders, thereby increasing the attractiveness of their stock.  Corporations also refinanced their higher yielding 

debt with lower yielding debt, thus lowering the cost of doing business.  For struggling companies, this might 

constitute "extend and pretend", with 2017-2019 being the years that refinanced debt is coming due--possibly, a time 

of reckoning. 

Thus, a case can be made that QE led to anomalies in the stock market that resulted in unnaturally high prices that 

were reflected, for example, by the 33% increase we saw in 2013. Why was the market up 33% in 2013? The 

increase was due to a "multiple expansion"--investors were suddenly willing to pay 19% more for a unit of earnings 

than they had been willing to pay a year before.  In our opinion, 2013 was good but not 33% good.  

Capital markets are a huge confidence game--the Fed tries to cultivate confidence so that people will spend and the 

economy will grow; corporations try to cultivate confidence so that consumers will buy their products. The pros and 

cons of this greatest experiment in modern economic times will be debated for many years to come with history 

being the ultimate judge of the full effects of QE and the consequences for investors and the economy. 

 

Top Themes of 2015 

• Year Zero: it was a remarkable year in which the total returns for the three major asset classes--stocks, 

bonds, and cash--were all within a percentage point of zero.  This unusual phenomenon is explained by 

equally flat earnings, interest rates and inflation.  

 

• In 2015 the Dow declined by 2.3%; it fell 34% in 2008.  Negative returns for other major indices in 2015: The 

Russell 3000 (the broadest gauge of the U.S. market) -1.4%, S&P500 -0.7%, MSCI ACWI -4.3%. 

 

• Technology, health care and telecom sectors outperformed utilities and energy in a market that has been 

so narrow that investors who did not hold positions in the top “Nifty Nine” stocks—Facebook (up 34%) , 

Amazon (119%), Netflix (129%), Google (45%), Microsoft (19%), Priceline (12%), Ebay (16%), Starbucks (48%), 

and Salesforce (32%)-- simply did not see a positive return in 2015.  

 

• During the summer, a decelerating Chinese economy led to the surprising devaluation of the yuan. This 

helped trigger an August drop of 14% in the Dow over its May high. A decline of this magnitude had not been 

seen since 2011. 

 

• For the first time since 2006, the U.S. contributed more to global GDP growth than China. 

 

• After falling 44% in 2014, the price of Brent crude oil, the global benchmark, fell an additional 30% in 2015. 

Since 2014 the U.S. has been the world’s biggest oil producer. 
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Securities offered through LPL Financial, Member FINRA/SIPC. The opinions voiced in this material are for general information only and are not intended to 

provide specific advice or recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult with us prior to investing.  

All performance referenced is historical and is no guarantee of future results.  All indices are unmanaged and cannot be invested into directly. Investing involves 

risk including loss of principal. International and emerging market investing involves special risks such as currency fluctuation and political instability and may not 

be suitable for all investors. No strategy assures success or protects against loss. The economic forecasts set forth in the presentation may not develop as 

predicted and there can be no guarantee that strategies promoted will be successful. There is no guarantee that a diversified portfolio with enhance overall 

returns or outperform a non-diversified portfolio. Diversification and Asset Allocation do not protect against market risk. The MSCI ACWI (All Country World 

Index) is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of developed and emerging 

markets. As of June 2009 the MSCI ACWI consisted of 45 country indices comprising 23 developed and 22 emerging market country indices.  #1-455507 

The Path Ahead 

As we began this newsletter reflecting on the path ahead for us as individuals, so we end with an examination of 

the path we are on as investors. We cannot know with certainty the effects the unwinding of QE will have on us, on 

emerging markets, on Europe, Japan, or any other country.  We cannot know with certainty what will happen in 

China this year that may unsettle markets, or what will happen in the Middle East, North Korea, Africa, or the 

United States.   

We cannot control a systemic downturn, but we can take steps to minimize the downside risk while seeking 

competitive risk-adjusted returns over the long term. Our globally diversified approach is cautious and positioned to 

help cushion catastrophic losses as were experienced in 2008. (For a review of upside/downside ratio, please see 

page 2 of our Fourth Quarter 2014 newsletter on our website.) We know that most of our clients cannot tolerate 

high volatility or unnecessary risk, and recognize that “life’s bills do not always come at market tops.” We align 

ourselves with money managers who have a similar guarded approach and who are willing to hold cash if no 

investment opportunities present themselves.  

Because our risk-reduction strategy relies on a three-pronged approach of diversifying globally, buying cheaply, 

and holding cash, it is not easily carried out.  Nevertheless, we are staunch defenders of it because we truly 

believe it makes sense for the majority of investors. We recognize that our caution in the current environment has 

not paid off, but we don’t believe this invalidates our process. To the contrary, we believe our strategy becomes 

even more important as instability increases. Given our expectation that the factors that contributed to 2015’s 

disappointing and volatile performance are likely to continue in 2016, we remain steadfast in our belief in our 

prudent approach of global asset diversification as a time-honored method to reduce risk.  

Given current market conditions, we are reminded of the quote by Mark Twain: “There are two times in a man’s life 

when he should not speculate: the first time is when he cannot afford to; the second time is when he can.” 

 

                                                                

 


