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Ed Yardeni from Yardeni Research recently posed the following question in Barron’s, “If the U.S. moved to another 

planet, would Earth be in a recession right now?”  The answer is without a doubt and begs the follow up of  whether 

the U.S. will pull the rest of the world into a renewed expansion or be dragged down into recession as we go further 

into 2016.  Market action over the first two months of the year certainly has suggested the latter as investors   

continue to lack confidence in the global economy and are inclined to cull riskier assets out of portfolios until there 

is more tangible evidence that growth is accelerating.  While we are not pleased with returns in U.S. markets to start 

the year, it has been more unpleasant in the Eurozone and much more unpleasant in the resource rich markets that 

have been impacted by falling energy and commodity prices.  Year to date returns for various classes of stocks are 

listed below: 

S&P 500 Index (Large Cap U.S.) -4.77%

S&P 400 Index (Mid Cap U.S.) -4.20%

MSCI EAFE Index (Developed International)      -8.88%

Russell 2000 Index (Small Cap U.S.)       -8.62%

Through all of the turmoil, many 

economists have been slow to call 

for a bear market as there are several 

key economic positives to point to 

within the U.S. that suggest that we 

may be able to avoid a downturn.  

First and foremost is the strength  

of the consumer which has been 

driven by a combination of low    

energy prices, low interest rates and low unemployment.  Beyond that, corporate balance sheets are much stronger 

now as a function of the massive restructuring that occurred in response to the financial crisis so companies have a 

great deal of flexibility in finding ways to add value.  Finally, weakness around the globe has brought foreign money 

into the U.S. economy which helps to explain the resilience our markets have demonstrated.  These factors all point 

to a climate where the economy can continue to grow at a slow pace  which in theory should support gradually  

higher stock prices, but the jury is still out in this regard as this has been far from a typical business cycle. 

History tells us that it is difficult to have a bear market under these circumstances, but the stock market has made  

little progress dating back to the fourth quarter of 2014.  The length of time between new all-time highs for the   

market is of concern as it suggests that the trend has transitioned from bullish to sideways these last several months 

as risks have risen.  Interestingly, this consolidation has coincided with the completion of the Federal Reserve’s      
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quantitative easing (QE) program in late 2014.  The three upward thrusts in the post-2009 bull market were also     

precisely in sync with the three phases of the Fed’s easing program indicating that liquidity has been a major         

fundamental driver in this market cycle.  Since that time, the S&P 500 has been range bound with support just above 

1,800 and resistance slightly over 2,100 as investors have been left to depend on improving earnings growth to drive 

returns.  The problem with this is that earnings growth, while still positive, decelerated slightly during the second half 

of 2015.  There are several reasons for this with the common thread being the myriad of problems that have cropped 

up overseas to curtail demand.   

     The fallout from China’s cyclical ebb has 

had a ripple effect throughout the emerging 

markets many of which are energy and 

commodity based.  It is fair to say that 

weaker demand in these countries coupled 

with a stronger dollar has created some 

headwinds for exports in recent months.  

The demand equation is not helped by   

conditions in the Eurozone and Japan each 

of which has had to rely on extraordinary monetary policy as they attempt to jump start their respective economies 

with negative interest rates.  This is a challenging proposition at best as it suggests that monetary policy alone may 

not be sufficient to get the job done and that more dramatic fiscal stimulus is also  necessary.  The result of this is a 

headwind for earnings and greater uncertainty for investors. 
 

Rising uncertainty has been 

demonstrated by a market that 

has been out of sync in many 

ways.  This has lead us to     

become gradually more          

conservative in portfolios over 

the last six months or so.  Bull 

markets tend to be characterized 

by strong performance among 

economically sensitive sectors, 

more stocks reaching new 52 week highs, stronger upside vs. downside volume, and improving credit quality.  The 

last few months have presented just the opposite on each of these fronts which is troubling in the context of luke-

warm global fundamentals.  Near term sentiment is likely bearish enough for the moment to support a rally, but a 

fundamental catalyst to drive earnings will need to present itself if we are to reach new highs.  We continue to be a 

little more focused on managing risk effectively via positioning the asset allocation  and our disciplined approach to 

stock selection until that catalyst appears and there is more visibility to the upside. 
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