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We found the following quote
about economic forecasting in early January. Due to the volatile
markets of January and February,
we thought it was timely. Given
the economic forecaster’s struggle
to correlate falling carbon based
energy prices, junk bonds, China
or anything else close at hand with
abrupt market swings, we think it
is even more relevant.
“The only function of economic forecasting is to make astrology look respectable.”
John Kenneth Galbraith
The Economist Jan 9th – 15th

Employment
“The March Bureau of Labor
Statistics (BLS) report was released Friday, and the long-expected headline number was better than
expected at 242k new jobs. The
unemployment number came in
unchanged at 4.9 percent, yet the
hourly wage dropped .02% (as opposed to an expected +0.2%).
We also saw revisions upward
to January and December jobs
numbers: December was raised to
271k from 262k, and January was
revised upward from 151k to 172k.
These all strike positive notes for

the U S economy, although the
productivity issue stands out with a
lower average hourly wage.”
Zacks Daily Market & Economic News Alert March 4th, 2016
Watching the unemployment
totals drop below 5% we noted
other, incremental ‘positives’ indicating an economy staggering forward. Housing is also beginning to
show strength in some markets.
What we’ve observed so far this
year is that whatever the goods
news, it simply does not matter.
Little or nothing of the recovery in
the economy has been reflected in
capital markets.

Oil & Gas
Falling crude oil and gas prices
became the ‘drama queen’ commanding center stage in the financial press. Apparently nothing else
matters in the short-term struggle
to correlate something with something else.
Employment in this sector has
fallen as various components from
exploration to refining begin to
shutter onshore operations. Remember that unemployment is
down despite this contraction in
the oil and gas sector in the US. In
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spite of all the sector specific
job losses, the net employment
number is positive. This also
does not matter.
The financial press has
thrashed about trying to fill the
‘uncertainty’ void with explanations. In February a poorly
managed junk bond fund experienced a wave of redemptions
and temporarily closed the door
to other redemptions.
What
followed was a feeding frenzy
predicting a collapse of the junk
bond markets because of —
you guessed it, low oil and gas
prices.
Here is the fearful chain of
reasoning. During the industry
expansion brought on in part by
new ‘fracking’ technology,
many firms borrowed heavily.
Somewhere in the February
panic where headlines foretold
eminent ‘collapse’ because of
this borrowing, a new domino
theory of disaster was born.
Oil and Gas firms borrowed
heavily. Some will undoubtedly experience downgrading in
the quality of their debt with
others experiencing actual default. Default may damage the
balance sheets of large banks
holding a lion’s share of the
debt. Some large banks with
loan portfolios have increased
their loan loss reserves for this
very reason.
The domino disaster theory
found expression in lurid headlines: ‘Junk Bond Collapse,’
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‘Pending Liquidity Crisis,'
‘Another Bank Bailout Around
the Corner?’ We believe this
fearful effort to find some way
of correlating lower prices in
the oil and gas sector with increased volatility in equity
markets was and remains a
misguided endeavor. There is
no correlation.

Uncertainty
What is present in the global economy is widespread uncertainty.
Uncertainty is so
hard to accept, that many prefer
plausible ‘doom and gloom’
domino scenarios rather than
accepting what is unknown in
the situation at hand.
Many of us in the financial
services industry value certainty so highly that we are particularly vulnerable when it can’t
be found. We embrace the notion that markets are efficient
and largely accurate machines
capable of determining value
over time. Analysts struggle
mightily believing that it is possible to forecast earnings per
share eighteen to twenty-four
months into the future.
Rebalancing Supply &
Demand
We reviewed a White Paper on
this topic by Guinness Atkinson
Funds. Their best guess is that
it will take the remainder of
2016 before increased global

demand consumes surplus inventory.
This assumes Iran
continues its commitment to
ramp up production. Increased
political stability in Iraq and
Libya could result in additional
production pushing the timeline
out into 2017.
The operative assumption is
that once the process of ’re-balancing’ is complete, crude oil
prices will stabilize and then
begin to increase. We respect
this work as an informative and
reasoned, global macro overview. At the same time, we are
struck with how quickly various
components of the demand and
supply picture could change
altering the projections.
“Rebalancing the Oil Supply”
Guinness Atkinson Funds
22 March 2016

Uncertainty & Volatility
We expect more occasions
for uncertainty this year. We
also expect periods of increased
market volatility. The triggers
could be virtually anything with
an element of surprise.
Economic factors may or
may not drive short-term outcomes. (As is the case with falling unemployment rates cited
above.) Bombings in Paris and
now Belgium raise concerns.
We live in an information age
where the velocity of sound
bites and fresh geo-political
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theories provide constant reminders of Mr. Galbraith’s observations on the accuracy of
economic forecasts.
In addition to the economic
uncertainty of the moment, we
in the US are experiencing a
remarkable Presidential election cycle with its own currents
of uncertainty. The Economist
magazine has declared a
‘Trump Presidency’ to be one
of the top ten economic risks
for the global economy. Another respected candidate is
promising to abolish the Internal Revenue Service and several other federal agencies, if
elected.
We truly do live in interesting times. As always, we are
grateful for your business and
the opportunity to serve.
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 published for informational purposes as periodic
communication with clients of The Rose Inc
Investment Management.
Discussions of
particular investments do not constitute recommendations to buy, sell or hold such investments. 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.

