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Clients and Friends of Independence Asset Advisors, 

As of this writing, after U.S. markets closed today, global equity markets are down approximately 5% in 
the first few trading days of 2016 as volatility has spiked.   It has been an inauspicious beginning to the 
year, to say the least.  Risk assets have dropped in varying degrees, with energy and commodity prices, 
and with commodity-linked stocks taking some of the biggest hits.  

Going into the year, many investors were already positioned on the defensive side, many with extra 
cash.  As such, this start to 2016 has surprised a number of strategists (who are busy revising their 
annual projections). 

In retrospect, there is nothing terribly shocking in the headlines themselves.  The surprise is in the 
timing and confluence of the events that are impacting global capital markets.  Similar to the 
August/September equity market correction, lower oil and concerns about Chinese stock market 
volatility as well as currency depreciation are at the forefront.  In addition, the Iranian and Saudi Arabian 
rivalry that, until now, has played out in indirect proxy battles in Syria and Yemen, is inducing fears of a 
sharp escalation.  Of note, oil prices have fallen sharply in the past few days.  This decline demonstrates 
the deeply negative sentiment for oil given that a potential shooting war between the Saudis and 
Iranians (with the logistically crucial Persian Gulf in between them) doesn’t provide a sustainable price 
lift.  On top of all this, North Korea threw in a surprise possible atomic weapon test, adding to the jitters 
in North Asia. 

Investors’ primary worry seems to be that the events in China are more than just adjusting to an 
economy based on consumption versus an infrastructure investment.  Instead, economists now worry 
that the Chinese economic growth miracle was all really a great facade built on the back of a mountain 
of debt that is now starting to implode.  That some of these thoughts are, at least partially, becoming 
more mainstream marks a considerable change in sentiment.  You know I have long voiced concerns for 
China’s over-leveraged banking system and its disregard for the rules of international law.  Not long ago, 
consensus projections envisioned eventual Chinese world economic (and perhaps strategic) dominance.  
As we have opined previously, the reality is probably somewhere in between.  Certainly there has been 
a lot of waste in China (excess public and private investment funded by debt), but all of the trusted 
advisors I speak to who have traveled extensively in China affirm the massive positive transformations 
and real productivity growth that has occurred.  However, economic growth and progress don’t always 
translate into positive investment results. 
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We are primarily concerned that investors’ fear of the unknown, compounded by China’s opacity, feeds 
on itself and creates a self-fulfilling crisis (possibly helped along by other events that are not yet 
foreseeable).  This crisis could then further infect world markets that are not directly exposed to China. 
Our clients have very little direct exposure to China, but anyone that owns the S&P 500 has some 
exposure.   

This situation, for example, is different from the municipal bond scare a few years ago, which we could 
clearly and confidently view as a strong buying opportunity.  Today’s risks are more nuanced, with much 
upside tempered by unforeseeable downside. 

Global stocks are not expensive and, relative to bonds and cash, present good long- term value, 
particularly emerging market stocks (which are getting close to 2008 valuations).  While China has the 
resources at hand to deal with its issues, Chinese bureaucratic skill and experience in dealing with such 
situations has been lacking – especially this week.  Therein lies a major unmeasurable risk in a command 
and control economy. 

Given the risk premium required for the uncertainty and relative valuations, we think this is a solid long-
term buying opportunity for clients who have extra cash or are overweight fixed income and can 
stomach potentially elevated volatility, but not for many more conservative investors.  Markets certainly 
can go lower from here and provide even better opportunities, or they may turn on a dime if 
unexpected good news emerges.  As such, we would advise scaling into any risk asset purchases and 
getting “more greedy” if prices decline significantly more.  So, maintaining some dry powder.   

Generally, we do not see the recent downdraft as a reason for properly allocated clients to reduce risk.  
“Staying the course” through hard times is a fundamental principle to preserving capital in the long 
term.  Remember that, as Benjamin Graham said, “In the short term the market is a voting machine, 
but in the long term it is a weighing machine.”  Continued economic growth and earnings are what 
matters most for how the year will end for equity markets unless we get a significant, unforeseeable 
shock. 

Keep in mind that the S&P 500 is up 12.6% over the last 5 years and 14.8% over the last 7 years. 

Please do not hesitate to call me or anyone on the Independence Asset Advisor team with questions or 
to discuss your specific situation and plans. 

While we expect a recovery in 2016, we plan to take an opportunistic view of any continued volatility by 
taking advantage of attractive valuations and rebalancing client portfolios as necessary and in line with 
their long term goals and allocations.  

Best regards, 

Scott 

PS: U.S. stock futures are up sharply as I pass this off this morning to be sent out. 


