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A CHILLY START TO THE NEW YEAR 

 

Although most stock market indexes rebounded from their 3Q lows during the fourth quarter, 2015 will be 

remembered for other…mostly negative…reasons. The Dow Jones Industrials and the S & P 500 both were down 

for the year, not very much, but down nevertheless. Yes, the NASDAQ Composite gained 5.7% but the advance was 

limited to a relatively small number of stocks, notably internet-related. The six+ years of positive returns for stocks 

in general came to an undignified end during the second half of 2015. That ending was sobering enough, but the 

New Year has begun with equity markets around the world in free fall. Why? Most experienced observers point to 

the following factors to explain the sharp drop: 
 Oil prices declined 55% in 2014 and an additional 31% last year. The price, currently at about $27 per bbl., 

is 23% below its closing level at the end of 2015. The effect on the Energy sector [now only 6% of the S & 
P 500] has been nothing short of catastrophic. 
 

 The slowdown in growth of China’s economy, from 7% to perhaps 5%-6%, is another reason for the 
current financial paranoia.  
 

 The strength of the U. S. dollar versus other currencies. Overseas sales/ earnings of U. S. companies plus 
exports of manufactured goods thus have been negatively impacted. 
 

 Additionally, given the fact that equity prices had advanced substantially in recent years, valuations had 
risen to levels considered to be too close to historic highs. Hence, unless corporate earnings continue along 
a growth curve in 2016 and beyond, a degree of vulnerability was present. 

Market movements often tend to exaggerate the fundamentals and/or the realities of any situation. We believe that 

the price declines…not just in stocks but in commodities as well…have been more severe than the fundamentals 

would imply. With respect to oil, the increase in supplies due to: [a] U.S. “fracking” technology; [b] production 

coming onstream in Iran/Iraq/Libya coupled with full production by OPEC; and [c] a slowing of growth in countries 

such as China does not, in our opinion, warrant a 75% drop in the price per bbl. for oil. 

The impact of a slowdown in economic growth within China also may have been overstated by the financial 

markets. A 5%-6% average annual growth rate would be viewed quite positively anywhere else in the world. Also, it 

should be noted that imports from China are a small fraction of U. S. GDP while exports to China represent less than 

1% of GDP. Moreover, American investors have virtually no exposure to their stock markets. 

The value of the dollar admittedly is a problem affecting corporate profitability. However, traders seem to be 

ignoring such things as the U. S. budget deficit as well as our trade deficit. Further, the possibility of massive selling 

of U. S. Treasuries by overseas holders, possibly including China, could change the direction of the dollar versus 

other currencies. 

Finally, the valuation of common stocks has improved as a result the recent sell-off. Many quality stocks now offer 

dividend returns of 3%-5% which compare quite favorably with the current yield on bonds as well as the nominal 

inflation rate. Does this mean that the sell-off in stocks and commodities is over? Perhaps not right away, but we 

believe that “VALUE WILL OUT.” 

Note: Enclosed is our annual mailing of Herold Advisor’s Privacy Policy.  Additionally, we shall be 

pleased to send you, without charge, a copy of our ADV Form, Part II at your request. You may also 

request a copy of Schedule H (the wrap fee brochure.) 
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