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Index Performance: As of February 5, 2016 

Index Price 
Last 

Week 
YTD 

Dow Jones 30 16205 -1.6% -7.0% 

S&P 500 1880 -3.1% -8.0% 

NASDAQ 4363 -5.4% -12.9% 

Russell 2000 986 -4.8% -14.3% 

Russell 2000 Growth 593 -5.9% -16.1% 

Russell 2000 Value 1238 -3.8% -10.3% 

Russell 1000 Growth 907 -3.9% -9.3% 

Russell 1000 Value 1077 -2.3% -7.4% 

Shanghai SE Index 2892 0.9% -21.9% 

SPDR Gold Shares 112.32 5.0% 10.7% 

GS Crude Oil Total Return 4.81 -6.1% -22.8% 

Powershares US $ Index 25.17 -2.7% -1.9% 

Ishares EAFE Index  53.81 -3.0% -8.4% 

iShares Barclays 20+ Yr 

Treasury Bond 
128.72 1.1% 6.8% 

Utilities Select Sector ETF 46.57 2.5% 7.6% 

Vanguard REIT ETF 75.51 -1.9% -5.3% 

iShares Mortgage Real 

Estate 
8.99 -0.8% -6.0% 

Wells Fargo BDC 18.35 -0.6% -9.5% 

Alerian MLP ETF 9.97 -4.1% -17.3% 

iShares Global Telecom 58.87 0.1% 1.8% 

Source: Bloomberg & MSN, Returns are appreciation only. 

S&P Sector Performance 

Index Price 
Last 

Week 
YTD 

  

A Word on the Market by Pat Adams, CFA 

 

As we have said repeatedly now, we are in a bear 

market that started back in May of 2015. The Federal 

Reserve has been jawboning about raising interest rates 

now for a couple of years and has caused a tightening 

of credit globally. As a result, the dollar rose to the point 

it has put severe pressure on commodity prices. Weak 

global growth has also been an issue. The market needs 

to find a level where the risk/return is more favorable, 

which could be significantly lower. When you do the 

math, it is a little concerning. The old adage, for the 

stock market, “Value only matters when it matters” is 

certainly becoming the environment where it matters. 

At 14.5 x the $117 earnings for 2016 which makes it 

about 1697 on the S&P 500. At that level, it would be 

an official bear market. Somewhere in this area seems 

to be appropriate unless the Federal Reserve changes 

course somehow and becomes more dovish, not likely 

at this point.  

FANG was down -9.9% last week. There is no value 

here. 

What happens in a bear market, you get a series of lower 

highs and lower lows. In the short term, we would look 

for a low below 1813 on the S&P 500, which was the 

low in January, before we get a bounce.   

The investor sentiment toward the banks has turned 

decidedly negative. The concern is credit is weakening 

and the banks are not reserved well enough, in 

particular, regarding loans to the energy sector. 

Deutsche Bank (DB) has been a real concern. Perhaps 

the bigger issue for the market is China. China has 

severe credit issues, which are now becoming a 

problem. It is hard to determine the exposure of our 

banks to China, Chinese banks or European banks with 

http://cts.vresp.com/c/?PVGAssetManagementCo/2f3bc9b062/TEST/aabcf56eb2


Information Technology 649 -5.4% -10.0% 

Consumer Disc. 557 -5.4% -10.3% 

Consumer Staples 509 -2.3% -1.8% 

Health Care 744 -3.3% -10.7% 

Financials 282 -3.7% -12.3% 

Industrials 436 -0.2% -6.0% 

Energy 420 -3.3% -6.3% 

Telecommunications 161 2.1% 7.7% 

Utilities 237 2.5% 7.5% 

Materials 256 4.8% -6.4% 

Source: Bloomberg website, Returns are appreciation only.  

Interest Rates 

Fed Fund 0.50 5-Year 1.16 

3-Month 0.32 10-Year 1.75 

6-Month 0.42 30-Year 2.56 

2-Year 0.66     

Source: Bloomberg.com 

Economic Events This Week 

Date Event Forecast Previous 

9-Feb 
Wholesale 

Inventories 
0.0% -0.3% 

11-Feb 
Initial 

Claims 
280K 277K 

12-Feb 
Retail 

Sales 
0.2% -0.1% 

12-Feb 

Retail 

Sales ex-

auto 

0.0% -0.1% 

12-Feb 
Business 

Inventories 
0.1% -0.2% 

12-Feb 
Michigan 

Sentiment 
92.7 93.3 

Source: Briefing.com 

Economic Events Last Week 

Date Event 

Chinese exposure. The banks have been very weak, and 

the worse performing sector year to date. The Chinese 

currency reserves are quickly evaporating, but still are 

over $3 trillion. The yuan will need to be devalued by a 

significant amount, and our guess is the Chinese are 

allowing a select few friends of the party to move their 

money before they devalue.  The U.S. banks have very 

strong balance sheets, and they should not have any 

significant impact from oil or China, but that does not 

mean they will not go down more from here. They look 

like interesting values, but it may take time for it to play 

out. If the yuan was 30% lower, likely where it should 

be, would it cause a global recession…not sure. 

The market will now watch very closely, China, oil, 

financials, and FANG. Since the Fed is no longer 

pumping a trillion dollars a year into the market, and the 

economic growth has been anemic, there is not enough 

money to support the equity market and the bond 

market. Money is now shifting around, and evaporating 

due to declines. A bottom appears to be at hand for oil. 

Financials are very cheap, but they could get cheaper. 

FANG still has a ridiculous valuation and needs to get 

grossly oversold before the downtrend is over. 

Generally, the leadership stocks (FANG) of the last 

cycle get crushed at the end.   

There are tons of income stocks that have very 

compelling valuations. The valuations reflect 

something that has not happened yet, a recession. 

Valuations reflect recessionary conditions.  

In some of our more conservative strategies we are 

looking to increase our hedging on the next bounce. 

There is likely another 10% plus downside over the next 

9-12 months. It is likely, during the next week we will 

find another short-term bottom, get a significant 

bounce, but then roll over again. 

Our technical indicator has pointed to staying defensive 

so far this year as the market is in a downtrend. As an 

example, the PVG Dynamic Core strategy is flat on the 

year, while the S&P 500 is down 10%. Remember this 

strategy is driven off of moving averages as it follows 

the trend and the trend is down (I know seems too 

simple, but the back test speaks for itself).  Our Equity 



 

1-Feb 

Personal Income for Dec. 

increased 0.3% vs. estimates of 

0.2% 

1-Feb 
Personal Spending for Dec. was 

flat vs. expectations of 0.2% 

1-Feb 

Construction Spending for Dec. 

came in at 0.1% which was 

lower than forecasts of 0.5% 

1-Feb 
ISM Index for Jan. was reported 

at 48.2 vs. estimates of 48.3  

4-Feb 

Productivity for Q4 was -3.0% 

which was lower compared to 

expectations of -1.7% 

4-Feb 
Factory Orders for Dec. was -

2.9% vs. forecasts of -2.6% 

5-Feb 

Nonfarm Payrolls for Jan was 

151K which was lowered than 

estimates of 188K 

5-Feb 

Unemployment Rate for Jan 

came in at 4.9% which was 

slightly better than expectations 

of 5.0% 

5-Feb 

Hourly Earnings for Jan. was up 

0.5% compared to estimates of 

0.3% 

Source: Briefing.com 

 

Income strategy is also a nice place to hide. It has seen 

some volatility this year, about half of the market, the 

hedge looks like it is starting to work well, but perhaps 

we need a little more hedge at some point.  

Please visit our website for more information.  

www.pvgassetmanagement.com 
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