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“And this, too, shall pass.” A simple yet profound statement Abraham Lincoln referred to during a speech at the Wisconsin
State Fair in September 1859; it is also Multop Financial’s official position looking forward into 2016. In our last Economic
Outlook (published in May 2015) we cautioned investors of a market correction and specifically stated that if the Dow
Jones Industrial Average (DJIA) dropped below 17,100, investors should take note. We also anticipated that most likely
the Federal Reserve would not raise interest rates until 2016. Both of these forecasts have been accurate so far and we
continue to affirm them.
So let’s address the elephant in the room; in August we saw a significant drop across the board in global equity markets
and the obvious question most investors have is, “How long will this continue?” That’s difficult to predict in terms of
stock and bond markets, but economically speaking the U.S. is in pretty good shape. Unemployment is trending steadily
down, housing prices are trending up and the most recent Gross Domestic Product (GDP) figures show our economy is
expanding at 3.9% annually, all positive indicators. Ultimately corporate earnings will lead stock prices up or down and
fundamentals will override emotional swings in the market. Multop Financial does not provide nor do we believe in markettiming advice. We focus on stronger, time-tested fundamentals to help you strike the right balance of risk and reward in
your investment portfolio.
At the end of the third Quarter in 2015 the DJIA was down -8.68% putting us in a “bearish trending market” according
to the Dow Theory. While we are skeptical of a significant reversal in that trend before the end of 2015 and anticipate
continued volatility in financial markets, we also believe there is roughly a 65-75% probability equity markets will end the
year off the current lows.
Here are a few economic figures we believe are worth noticing:
•

The S&P/Case-Shiller Index reports overall prices of existing homes and housing are seeing strong growth with
the index rising at a 4% or higher annual rate since September 2012, well ahead of inflation. Currently sitting at
178.34 in July.

•

The Conference Board Consumer Confidence Index ® which had declined in July, rebounded in August
and improved moderately in September. The index now stands at 103.0, up from 101.3 in August. Consumer
confidence continues on an upward trend. More positive assessment of current conditions fueled September’s
increase, and drove the Present Situation Index to an 8-year high.

•

The Institute for Supply Management’s NMI® Index registered at 56.9% in September, 2.1% lower than the
August reading of 59% representing continued growth in the non-manufacturing sector at a slower rate. Overall,
respondents feel the turmoil in Europe has not affected business performance and continue to remain optimistic
about business conditions.

•

The National Federation of Independent Business reports small business owners have added a net 0.18
workers per firm in recent months, up 0.05 from August returning job creation to the best level of the year. Overall,
September was on par with historically solid numbers.

•

The Commerce Department released news that disposable personal income increased $47.1 billion, or 0.4% in
August and personal consumption expenditures increasing $54.9 billion, or 0.4%.

•

The U.S. Bureau of Labor Statistics reported the official unemployment rate held at 5.1% in September 2015. If
you take into consideration those persons who have quit looking for work or are “marginally attached to the labor
force” the real unemployment figure sits at 10.0%, down 0.3% from August. The majority of job gains spurred
from fields such as health care and social assistance, but declined in fields such as manufacturing and mining.

•

U.S. Real Gross Domestic Product increased at an annual rate of 3.9% in the second quarter of 2015,
according to the Bureau of Economic Analysis’ “third” estimate release. The increase in real GDP in the second
quarter can be attributed in part to the increased contributions from personal consumption expenditures and
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nonresidential ﬁxed investment as well as state and local government spending despite the fact that the imports
increased as well.
•

CBOE Volatility Index (VIX). Since December of last year the VIX has trended steadily downward, reaching a low
of 10.88 in July 2015. The trend had been relatively stable up until recent market volatility in August leading to the
highest spike since the market crash of 2008, at 53.29. Since then, the VIX has returned to a more “normal” level,
sitting at 22.55 at the beginning of October.

•

Playing in the oil patch. With oil prices remaining depressed, the OPEC has begun stating that the market will
improve due to an increasing overseas demand and drop in supply growth. The recent production cuts partnered
with the sharp decline in available U.S. and Russian oil rigs are primary inﬂuences in the positive recovery from
last year’s oversupply. However, the Energy Information Administration has indicated that we may see a longer
anticipated recovery time for prices. U.S. crude oil production estimates for 2016 are still less than the daily
average for this year. Forecasters are still hopeful that the market could stabilize in 2016.

Big swings have oscillated the oil market this year as commodities investors try to determine if oil prices have bottomed
following a historic rut. Prices have quickly reversed course after previous spikes because oil supplies in general have
remained stubbornly high. However, U.S. crude-oil output in September fell to its slowest pace in a year, according to
estimates published by the U.S. Energy Information Administration, further evidence that oil companies are pulling back in
response to a prolonged period of low prices causing expectations that oil prices will see a rebound in 2016 to look more
prominent. OPEC’s Secretary-General, Abdalla Salem el-Badri implied oil prices are likely to rebound due to steep cuts in
investment, stating “[There will be] less supply in the very near future. Less supply means high prices.”
Many analysts are now anticipating 2015 as a year in the loss column for the S&P 500. Suspicions of a slowdown in China
have been repeatedly afﬁrmed; some investors now think the Federal Reserve has been too timid. To what degree will
domestic economic indicators be affected this fall by the malaise in emerging markets? Will the bulls regain conﬁdence, or
will waning fundamentals lead to sell-offs and merely hope that 2016 is better? If the Fed does raise rates in 2015, will that
encourage or discourage investors? There are so many questions as we look towards the end of the year, and that means
the market will contend with some troubling uncertainties. Perhaps – perhaps – they constitute only a short-term test on
the way to a healthier stock market in 2016.
What does this mean for your portfolio? This type of market illustrates the need for advisors and clients to understand
that investments in equity markets require a long-term prospective and should avoid “market-timing”. While the domestic
indicators look relatively positive we have continued to see breakdowns in the Dow Industrials and Dow Transports.
However on October 9th we saw the Dow Industrials and Dow Transports close above what appeared to be signiﬁcant rally
highs, which came after both averages retested their lows successfully. We are entering earning season though, which
typically increases market volatility. Investors should be cautious about entering back into the market but may want to
view this as an opportunity to boost their equity exposure. Also, the global markets appear to be taking the right steps
to improve their economy’s growth through currency devaluation or stimulus programs, meaning developed international
markets may be somewhat attractive moving forward. In the meantime though, enjoy ﬁlling up at the gas stations but
remember to buckle your seat belt for the bumpy ride we may experience.
If you are not yet a client and would like to get access to these strategies please contact our team to ﬁnd out what would
be the most appropriate allocation for you.
You may call (888) 671-7891 to schedule a free investment consultation.
•
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•

The summarizations and outlooks presented here are to be used for overview purposes only and are prepared according
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