
looking into the 
crystal ball 
2016’s first week goes down as one of the worst start in the US markets in 
over a hundred years.  Glad that’s over.  

Market followers measure virtually everything.  One common measure is 
known as the VIX.  The VIX is the ticker symbol for the volatility index on 
the Chicago Board Options Exchange (CBOE).  Also known as the “inves-
tors fear gauge,” the VIX is forward looking and attempts to show the mar-
ket’s expectation of 30-day volatility.

For you math majors, the VIX represents an ex-
pected annual change, with a normal distribution 
(68% probability) of what percentage the market 
may be up or down.  For example, a VIX of 20 
represents a 68% probability of the markets expe-
riencing an annual change of 20% up or down.  

When the VIX values are less than 20 markets 
are perceived to be less stressful or volatile.  And 
when the VIX values are greater than 30 there is 
typically a large amount of volatility and investor 
uncertainty and fear.

As the above quote from Philip Roth insinuates, the VIX tends to be low in 
up markets and high in declining markets.  For example in 2013, the VIX 
spent only 1% of the time above 20 and in 2014 only 5% of the time above 
20.  It is no surprise then that the S&P 500 was up 30% in 2013 and 11% in 
2014. 

In 2015, the VIX spent just under 2 months in the 20+ range, reaching a 
crescendo of 40 in its largest sell-off in late August.  Thus far in 2016 the 
VIX has lived in the 20 plus range reaching a peak of 27 on January 8.  More 
frequent and higher VIX signal confusion and uncertainty and correspond to 
the prevailing sentiments surrounding geopolitical and economic questions.

Volatility is measuring temporary loss not permanent loss of capital.  It is the 
change in price not the evaporation of value.  This is an important distinc-
tion.

Since 1980 we have had 36 calendar market years.  In that period, 27 years 
of the 36 have produced positive returns in the S&P 500.  The market has 
been positive 75% of the time in those 36 years.  

There has been an average intra-year decline in the market of -14.20% during 
this period; i.e. the market has lost -14.20% on average at some point in the 
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year during the last 36 years.  Single digit intra-
year losses; e.g. 9% or less have occurred 16 
times out of 36.  Yet only 3 calendar years have 
had single digit losses.

There have been 20 years where the average 
intra-year loss has been 10% or greater.  Yet only 

5 calendar years have ex-
perienced annual losses 
of 10% or greater.

Six times the intra-year 
losses have been greater 
than 20%.  And only 
twice have calendar year 
returns been greater 
than -20%.  

The point of this boring 
exercise in statistical his-
tory is this…the financial 

markets are constantly anticipating and reacting 
to uncertain events; i.e. experiencing volatility.  
You cannot ignore it.  You cannot measurably 
eliminate it and achieve its relative degree of 
return.  The vast majority of the time the markets 
are increasing in value and rewarding investors.  
Yet investors are often overly obsessed with the 
fear of a decline and a loss of capital.

In a recent interview with Richard Thaler 
from the University of Chicago, author of 
“Misbehaving” and a pioneer in behavioral 
psychology,Thaler states the two biggest behav-
ioral mistakes investors make are loss aversion 
and overconfidence.  Loss aversion (fear) is 
at least twice as emotionally impacting as gain 
(pleasure).  Our thirty plus years of professional 
experience affirms his comments.  We have 
seen investors make more frequent and signifi-
cantly impacting mistakes in declining markets 
than at any other time or with any other aspect 
of their planning or investing.

“Fear tends to manifest itself  much more 
quickly than greed, so volatile markets tend to 
be on the downside.  In up markets, volatility 
tends to gradually decline.”  Philip Roth
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The chart on the following page highlights a “staying 
invested” strategy compared to a strategy of buy-
ing and selling the market after market corrections.  
Unfortunately (for those selling) and fortunately (for 
those staying invested), we have witnessed some of 
this first hand and the chart tells the reality of these 
decisions well. 

Confidence is similar to the care of house plants.  
The primary death of a house plant is from too little 
water.  The secondary contributor to the demise 
of a house plant is too much water.  Confidence is 
similar.  

Too little confidence can bring paralysis resulting 
in taking no actions toward your goal and missed 
opportunities.  Overconfidence tends to bring a lack 
of collaborative decision-making, excessive actions, 
risk taking, and poor results.  Working within your 
sphere of competence, having a simple, articulate 
and repeatable investment philosophy and policy and 
maintaining a reasonable level of diversification tend 
to be good guardrails to protect against being “too” 
smart and overconfident.  

Bull markets (gains of 20% or more)tend to last 
much longer than bearmarkets (losses of 20% or 
more); on average about 2 times as long.  The fact 
that dips, corrections or bear markets last a shorter 
time and occur approximately only 25% as much 
as bull markets highlight that predicting them or at-
tempting to time them are more difficult.

Why so much time on volatility and bear markets?  
First, volatility has been increasing since August of 
2015 and it is our opinion that increasing volatility 
will persist for some months to come.  Second, some 
asset classes are in a bear market (emerging markets 
and natural resources), others are on the verge (small 
cap US stocks, international developed stocks) and 
others may be on their way(large US stocks).  50% 
of the stocks in the S&P 500 have declined by more 
than 20% in 2015.  The average small cap stock is 
down 30%.  Volatility leads to mispriced and cheaper 
assets.

We continue to hold cash of 4% in a 100% equity 
model.  Additionally, we have seen an increase in 
cash holdings in our equity manager’s portfolios.  

Given significant tax trading and profit taking in the 4th quarter, it would not 
surprise us that cash levels rose even more in the 4th quarter.  We would esti-
mate that there is approximately a 7% cash position in our equity allocation.  

This long bull market amidst historically low interest rates has created some 
mal-investment.  It certainly happened in the oil sector.  The collective geopo-
litical and economic concerns are creating doubt about the value of some of 
these mal-invested assets. 

As stated previously, we have identified US small cap stocks and emerging 
markets as potential investment opportunities.  The commodity complex and 

our natural resource positions have been extremely hard hit in this mar-
ket decline.  Though there are record inventories, production is not being 
curtailed and the price-controlling Middle East cartel is weakened it does not 
seem realistic for oil to remain at the $30+/- barrel for the foreseeable future.  
Producing any product or service at levels that remain unprofitable in a free 
market economy does not work long-term.  We will rebalance/buy our un-
derweighted positions to our targets and take advantage of these lower prices 
and potentially market out-perform assets.  It would not surprise us that the 
early part of 2016 presents an opportunity to rebalance and/or increase these 
allocations.

The fixed income markets may have some continued volatility in 2016 as 
well.  There may be some carry forward of the downturn in high yield and 
global bonds in 2016.  However, we are generally in the camp that the Fed-
eral Reserve will raise rates slower than their expressed mandate.  This will 
keep interest income low again in 2016.

“My sense is that econoMic anxiety 
Means electoral volatility.” 

– Tim Kaine
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the iMPortance oF staying investeD

Large Cap Value 25.00% 

Large Cap Growth 22.00% 

Small Cap Value 1.50% 
Small Cap Growth 0% 

International Large Cap 25.50% 

International Small Cap 4.00% 
Emerging Markets 6.50% 
Natural Resources 4.50% 
Allocation Funds 7.00% 
Cash 4.00% 

Total 100% 

The Abuls, Bone & Eller Equity Allocation
As of December 31, 2015:

The Abuls, Bone & Eller Income Allocation
As of September 30, 2015:

Core Bonds 69.00% 

Global Bonds 15.00% 

Multi-Sector Income 15.00% 

Cash 10.00% 

Total 100% 
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reqUireD DisclosUres

views expressed in this newsletter are the current opinion of the author, but not 
necessarily those of raymond James & associates. the author's opinions are subject 
to change without notice. information contained in this report was received from 
sources believed to be reliable, but accuracy is not guaranteed. Past performance is 
not indicative of future results. this is not a recommendation or a solicitation to buy 
or sell any security.  investments and strategies mentioned may not be suitable for all 
investors. Investing always involves risk and you may incur a profit or loss. No invest-
ment strategy can guarantee success. international investing involves additional risks 
such as currency fluctuations, differing financial accounting standards, and possible 
political and economic instability. these risks are greater in emerging markets. there 
is an inverse relationship between interest rate movements and bond prices. generally, 
when interest rates rise, bond prices fall and when interest rates fall, bond prices rise.  
since past performance is no indication of future results, there are no guarantees as to 
future performance.  Past performance is provided for illustrative purposes only. 
Diversification and strategic asset allocation do not ensure a profit or protect against a 
loss. investments are subject to market risk, including possible loss of principal. gross 
Domestic Product (gDP) is the annual market value of all goods and services produced 
domestically by the Us. alternative investment strategies involve greater risks and are 
only appropriate for the most sophisticated, knowledgeable and wealthiest of inves-
tors. high-yield bonds are not suitable for all investors.  When appropriate, these bonds 
should only comprise a modest portion of your portfolio.

the s&P 500 is an unmanaged index of 500 widely held stocks. the Msci emerging 
Markets index is designed to measure equity market performance in global emerging 
markets. the russell 2000 index is an unmanaged index of small cap securities which 
generally involve greater risks. barclays capital U.s. aggregate bond index is made 
up of the barclays capital U.s. government / corporate bond index, Mortgage-backed 
securities index, and asset-based securities index, including securities that are of 
investment grade quality or better, have at least one year to maturity, and have an 
outstanding par value of at least $100 million. the Msci eaFe (europe, australia, and 
Far east) index is an unmanaged index that is generally considered representative of 
the international stock market. these international securities involve additional risks 
such as currency fluctuations, differing financial accounting standards, and possible 
political and economic instability. the Dow Jones-Ubs commodity index aims to 

provide broadly diversified representation of commodity markets as an asset class.  It 
is not possible to invest directly in an index.  the vanguard reit index is a real estate 
investment trust fund that offers investors wide exposure in the real estate sector at 
a low price.  the fund holds each of its stocks in approximately the same proportion 
as the weighting in the Msci Us reit index.  it is not possible to invest directly in an 
index.

the nasDaq composite index is an unmanaged index of all stocks traded on the 
nasDaq over-the-counter market. the Dow Jones industrial average is an unmanaged 
index of 30 widely held securities. 

The value of fixed income securities fluctuates and investors may receive more or less 
than their original investments if sold prior to maturity.  bonds are subject to price 
change and availability.

this analysis does not include transaction costs and tax considerations.  if included 
these costs would reduce an investor's return. as federal and state tax rules are 
subject to frequent changes, you should consult with a qualified tax advisor prior to 
making any investment decision. raymond James does not provide legal or tax advice 
on these or any other transactions.

raymond James & associates, inc., member new york stock exchange, makes a mar-
ket in Facebook, Amazon, Netflix and Google.  Investing in small and mid cap stocks 
are riskier investments which include price volatility, less liquidity and the threat of 
competition.  investments in the energy sector are not suitable for all investors.  Fur-
ther information regarding these investments is available from your financial advisor.

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, 
CERTIFIED FINANCIAL PLANNER™ and federally registered CFP (with flame logo) in 
the U.s., which it awards to individuals who successfully complete cFP board’s initial 
and ongoing certification requirements. 

raymond James & associates, inc., Member new york stock exchange/siPc


