
Compass  Points

Year-end

As the year ends it is difficult 
to characterize the finish.  Does it 
end with a ‘whimper’ or a ‘bang?’ 
If a quarter point rise in interest 
rates by the Federal Reserve be-
comes the defining moment for the 
end of 2015, then the finish is 
clearly a ‘whimper!’ 

“The Federal Reserve's liftoff 
day is here, and truth be told, I 
find almost all of the commen-
tary on the subject to be over-
wrought speculation and unin-
formative blather.” 

Barry Ritholtz, Bloomberg Columnist 

This is the time of year when 
information media, in all its vari-
ous forms, prognosticates about 
what lies ahead.  Bloomberg Busi-
nessWeek, the Financial Times, 
The Economist, the Wall Street 
Journal, et al. devote sections and 
sometimes full editions, to detail-
ing what is expected in 2016.  
Sometimes this stuff is really inter-
esting. 

While lacking the time to 
thoroughly research all these pro-
jections, we do feel obligated to 
look at the material in the hope of 
learning something.  This year’s 

offering about what might lie 
ahead in 2016 is pretty thin gruel. 

“More of the same,” sums up 
many of the projections.  ‘Low and 
slow’ appears repeatedly in eco-
nomic assessments for the poten-
tial for growth in the US in 2016. 
Unemployment sinking slightly 
below 5% appears to be a common 
projection. 

The Rearview Mirror 

Looking back at 2015 it seems 
clear that we experienced a market 
correction in all of the major equi-
ty indexes.  After 5+ great years of 
positive returns, we were ready for 
a pullback to more reasonable val-
uations.  Most of the correction 
occurred in the latter half of the 
year.  It was a ‘start’ and ‘stop’ 
process that witnessed two or three 
weeks of declining values and then 
a week in positive territory.  
Someone is already calculating the 
ratio of ‘red’ vs. ‘green’ days that 
will describe 2015. 

In our judgment there were 
other factors intermingled with the 
correction: factors that had little or 
nothing to do with the inherent 
value of stocks.
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Falling Commodity 
Prices: A Negative? 

It is rare that so much 
‘good’ economic news is met 
with dramatic drops in market 
value. 

Crude oil prices are a singu-
lar case in point.   

Falling fuel, and more 
broadly, energy prices have 
long-term benefits for the econ-
omy. Half of the states in the 
US are now experiencing gaso-
line prices below $2.00 a gal-
lon.   

[The last time gasoline was 
below $2.00 a gallon at the 
pump, Indiana’s then Senator 
Richard Lugar argued in the 
nation’s capitol that it would be 
an opportune time to raise gas 
taxes.  He was right. It was a 
good idea then.  It is still a good 
idea.] 

One report we read esti-
mates that the average house-
hold saved $750.00 in gasoline 
prices during the year. 

We try to avoid short-term 
thinking that reads too much 
into current events.  However, 
to illustrate some of what we 
think is happening, we’ll look 
at one particular market day. 

In early December there 
was a day when crude oil traded 
briefly below $35.00 per barrel. 

That was the lowest price in 
roughly twelve years.  That 
same day the Dow Jones Index 
traded down more than 300 
points before closing down 
around 225 points.  That same 
day the VIX, a measure of stock 
market volatility, was up nearly 
25%. 

Summary: Oil down, stock 
market down and volatility up! 

We believe there was abso-
lutely no cause and effect con-
nection between the price of 
crude oil and a one-day market 
decline.  We also believe there 
is no correlation, positive or 
negative, between crude oil 
prices and the value of stocks as 
measured by equity indexes. 

We do believe that the ele-
ment of surprise was a major 
factor, if not the major factor, in 
that stock market decline of one 
day.  The very possibility of 
$35.00 per barrel crude was a 
statistical outlier that caused 
panic selling. Stated differently, 
the falling price of crude oil hit 
the negative limit of everyone’s 
imagination and kept falling. 
Panic ensued.  The next day 
equity market indexes were up 
almost as much as they had 
been down the day before. 

Other Commodities 

Much has been written 
about the widespread decline in 
commodity prices around the 
globe.  More specifically, much 

is written about the negative 
impact of falling prices. China’s 
diminishing demand is often 
cited in these discussions.  
Clearly the reduced prices and 
related production has a nega-
tive impact on the value of 
those stocks in the commodities 
and materials sector.  Just ask 
someone who owns Alcoa. 

Rarely discussed are the 
longer-term benefits of reduced 
commodity prices on other sec-
tors of the global economy.  
The Eurozone and Japan are 
heavily dependent on imported 
commodities.  With falling 
prices and less competition 
from China, they stand to bene-
fit significantly.  The same is 
true for many emerging mar-
kets.  

None of this will transpire 
in a day.  It takes months for the 
benefits of reduced commodity 
prices to move through the 
economies of the globe.  It 
takes a few more months — 
possibly years — before those 
benefits are reflected on the 
balance sheets of particular 
corporations. 

LNG Transit & Termi-
nals

2016 is forecast to be the 
first year the US begins ex-
porting oil and gas. Oil tankers 
have been around for a long 
time. LNG (Liquid Natural 
Gas) tankers are a relatively 
new development. 
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LNG tankers and terminals 
will come online after years of 
preparation and construction.  
This added dimension of glob-
al mobility in an energy deliv-
ery system previously held 
hostage by fixed pipelines and 
those nations controlling them, 
constitutes a proverbial ‘new 
day.’ This technology will be 
widely disruptive in both an 
economic and a geo-political 
sense. 

Hydrogen, Hybrids & 
Electric Cars

San Francisco is something 
of a beta site for Toyota’s hy-
drogen cars.  There is a small, 
installed base of charging sta-
tions.  The cars are here now.  
It will be interesting to follow 
the learning curve and monitor 
the adoption rate. 

The second generation of 
Toyota’s Plug-in Hybrids will 
hit the East and West coast 
markets at the end of the first 
quarter of next year. The first 
generation had an electric ve-
hicle range of 10 – 12 miles on 
a single charge.  The second 
generation has a range of 30 – 
35 miles before reverting to 
hybrid mode and burning gaso-
line.   

For a person with a one 
way commute under fifteen 
miles, it becomes probable that 
filling up the gas tank can be 
postponed indefinitely.   

We have a friend who is 
enjoying his all electric Volk-
swagen immensely.  He is 
planning a garage roof installa-
tion of solar panels devoted to 
charging his car.  He delights 
in driving by gas stations 
where he will never be a cus-
tomer.  He also delights in 
pointing this fact out to his 
friends who are customers of 
the gas stations! 

2015

As 2015 comes to a close, 
US equities are still in positive 
territory in spite of all the 
shocking news, terrorist at-
tacks, and to quote Mr. 
Ritholtz, ‘blather’.  At mid-
December the NASDAQ 100 
is up 11.9% YTD as measured 
by the performance of QQQ.  
The S&P 500 is up 2.9% YTD 
as measured by SPY. 

We’ll elect to position the 
Bull/Bear Christmas ornament 
on the office Christmas tree 
with the Bull in the up position 
for 2016.  We don’t expect to 
see double-digit positive num-
bers, but we might be sur-
prised.  We’ve been wrong be-
fore. 

In fact, we are hopeful 
about the New Year.  We ex-
pect to be surprised by events 
and developments that we 
can’t imagine now.  We know 
one thing for certain: by this 

time next year the Presidential 
election in the US will be over. 

Actually, there are two 
things we know for certain.  
The second is that we enjoy 
this work and value the rela-
tionships we share with clients.  
We’ll close this year optimistic 
about the next one and grateful 
for your continued support. 

Thank You, 

Stephen & Susan 

Thanks for reading! 

“Past performance is no guarantee of  future 
returns.”  This statement applies equally to the 
portfolios we manage as well as any mutual 
fund or individual security discussed in this 
publication.  Compass Points newsletter is pub-
lished for informational purposes as periodic 
communication with clients of  The Rose Inc 
Investment Management.  Discussions of  
particular investments do not constitute rec-
ommendations to buy, sell or hold such invest-
ments.  Some content is drawn from other 
sources that are presumed, but not guaranteed, 
to be accurate.  Nothing in this publication 
should be construed as professional advice 
recommending any particular course of action 
to a reader.
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