
“The fog comes on little cat feet.”  Robert Frost

Without appearing to be overly melodramatic, this quote from a Robert 
Frost poem entitled “The Fog” might best describe not only the economic year 
just concluded but the apprehension that so many investors carry into 2016 
as well.  For a year that ended with a whimper in the US equity markets, we 
certainly experienced our fair share of significant moments along the path.  
What was surprising is the disruption of what is known in the stock market 
as “The Presidential Cycle”.  Simply put, the third year of a President’s term 
almost always yields positive results in the US stock markets.  The theory is 
that a President up for re-election, or wanting to guarantee that his successor 
would be from his own political party, tries to “juice” the economy in the third 
year so that the economy is performing well at election time.  Voters almost 
always vote with their wallets so a good economy at election time tends to lead 
to re-election or retention of power.   In 19 out of the last 20 Presidential third 
years, the US stock market has delivered a positive return.  This streak began 
in 1927 and the only time that it did not hold true was in 1935 in the heart of 
the Great Depression.  In a gambler’s world that is a 95% “sure thing”!  This 
streak was in question right up until the last day of 2015 when the markets lost 
(0.94%) for the day and the S&P 500 ended up the year with a negative ( 0.7%) 
return.  

 So, just how significant is this statistical anomaly?  It probably is not a 
big deal since there have been other years when the returns might have been 
positive but not by a significant amount.  The theory of pouring billions of tax 
payers’ dollars, pounds or euros into the economy to “prop it up” is a very well 
founded tenet of all basic economic theory and has been done successfully, 
albeit for a limited time, for centuries. However, it does speak volumes about the 
apprehension that investors feel going forward.  If the Obama administration 
tried to stimulate the economy by the usual methods and was unsuccessful, 
what does that really say about traditional economic theory?  Simply put, it 
is evolving the same way that the world and the world’s inter-connected 
economies are transitioning.  We did not have the world wide trading partners 
in the 1940s that we have today.  If China’s economy stumbled or sneezed in 
1964, no one cared except a billion Chinese.  Today, China’s economy starts an 
inevitable slow down and the whole world catches the economic flu from their 
sneeze! 

 Economies grow, economies slow down, 
and unfortunately, some economies basically 
just wither and die because they do not keep 
pace with a changing world.  England just 
closed their last coal mine in December.  It has 
been said, and rightfully so, that the coal that 
was mined out of Wales was the engine that 
powered the British Empire in the late 19th 
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and early 20th centuries.  Coal was so important to England 
that communist infiltrators and money was funneled into the 
leadership ranks of the coal miners’ unions in England to try to 
disrupt production of coal during the 1980s by operatives of 
the former Soviet Union.  The British navy, tramp steamers and 
steam locomotives all helped Britain expand and rule over 25% 
of the people and land mass of the entire world during Queen 
Victoria’s reign.  Now, England certainly is still a significant 
global player, but the advent of oil production in the Middle 
East and West Texas started the gradual decline of the power 
and influence of England.  Without question, the innovations 
from the Silicon Valley in California and the discovery of the 
silicon computer chip, have led to incredible changes in personal 
fortunes and technological leaps over the last 50 years.  There 
is more computing power in one smart phone than all of the 
computing power at NASA’s disposal when we landed a man on 
the moon!  

One of the dangers that we have noticed over the last 
twenty years is that each dollar of federal spending that is poured 
into the economy yields less and less in economic output.  “Cash 
for Clunkers”, “shovel-ready projects” and all of the cute little 
names or acronyms that the political spin doctors want to use, 
really can’t mask the basic premise that we are getting less and 
less bang for the buck that the federal government spends to 
stimulate the economy.  Why is this the case?  There are all kinds 
of theories, most of them shaped by which party’s particular 
political outlook is in vogue at the moment.  Some say that 
redistribution of wealth is not a stimulus; others say that we 
spend too much on services like health care and not enough on 
infrastructure.  Some say government regulations are to blame 
and still others that the government is not involved enough!  
As is usually the case, we think that the truth lies somewhere 
in the middle of both sides of the argument.  Either way, there 
is something amiss with the traditional government spending 
model that has been in place for centuries.  Maybe a new 
economic model is emerging in today’s economies of the world.  
It is possible that this new paradigm will render the old “tax and 
spend” governmental philosophy as insignificant as English coal 
mines.  

2015 was certainly a tumultuous year.  We think that 
there were six stories that pretty much totally encapsulated 
the year for investors.  They were, in no particular order, the 
Federal Reserve finally raising interest rates after almost 10 
years, the continued rise of terrorism, the 2016 Presidential 
elections, the slowing of China’s economy, the rise in the value 
of the US dollar against other currencies and the crash of oil 
and other commodity prices.  Any one of these six, is by itself, 
a big deal.  If you take all six together it is fairly easy to see why 

the equity markets of the world were jittery and why optimism 
for 2016 is restrained.  The Fed finally raised interest rates in 
December by 0.25%.  This was probably long overdue and 
certainly preannounced by the Fed many weeks in advance.  
The fear is that with some parts of the economy struggling and 
the rest of the world actually cutting interest rates, the rise in 
interest costs could hamper economic progress for some parts 
of the economy that require large amounts of borrowed capital.  
Events of 1937 were a prime example of the Fed raising rates 
too quickly.  The Great Depression was receding in 1937 and 
Congress pressured President Roosevelt to “encourage” the Fed 
to raise interest rates to slow down, what Congress felt, was 
excessive government spending.  The increase came too soon 
and drove the economy back down, costing millions of workers 
their jobs.  To be completely honest, the only thing that truly 
broke the back of the Great Depression was the advent of World 
War II and the massive government spending for employment 
of troops and production of war materials.  We are certainly not 
in a situation like the Great Depression but we anticipate that 
the Fed will not significantly raise interest rates again until they 
are certain that the economy can handle the increased costs of 
borrowed capital.  

Terrorism continues to rear its ugly head.  Realistically, it 
is going to continue to be with us for probably the rest of our 
lives.  Terrorism has always been an issue.  Whether it was 
the Vikings raiding England and the western shores of Europe, 
the Huns attacking Rome or Genghis Khan and his marauding 
hordes in Central Asia, disaffected groups who strike quickly, 
violently and randomly will always be on the fringes of societies.  
It only appears to be worse now due to the advent of cell 
phone videos and the 24/7 cable news outlets, all desperately 
seeking stories to fill the airwaves.  The carnage of Viet Nam 
on the evening news was the first time that the average citizen 
actually witnessed that which those on the ground had known 
for 1000s of years, that armed conflict is gruesome and deadly.  
We all know how that worked out for the US government and 
armed forces.  The American public turned against the war and 
a lot of its political institutions as a direct result of this upfront 
and personal viewing of the war.  Terrorists know this and are 
now targeting locations that will not only allow them maximum 
destruction but maximum air time as well.  Paris, San Bernardino 
and a Russian airliner loaded with returning tourists are all the 
new face of terrorism.  Terrorism has always been with us and 
will always be with us.  Investors need to calibrate their thinking 
to accept this fact.

China’s slowing economy and the accompanying 
devaluation of the Chinese currency which was done to stimulate 
export sales by lowering the cost of Chinese products on the 
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world market, are significant for not only the immediate impact 
but also what it indicates about long term economic issues in 
China.  China’s economy is slowing down.  It is not crashing, 
it is slowing down.  China has a structural debt problem that 
is every bit as bad, if not worse, than the US mortgage crisis 
that the world experienced in 2007-2009.  China built cities to 
house millions of people that were expected to move from the 
countryside and their farm communities to the city to work and 
live.  Many of these cities are standing completely empty.  They 
have no inhabitants at all!  These cities were built on borrowed 
money by Chinese real estate speculators, many with very close 
ties to the Chinese communist government.  China’s air and 
water are so polluted and dirty that the average life expectancy 
of the Chinese people is actually starting to decline due to the 
accompanying health issues.  The problem for us as investors 
is that China has been, even in the declining state in which 
they now find themselves, and will continue to be, the engine 
of growth for the economies of the world because of their 
population of 1.4 billion consumers.  Brazil is in a depression, not 
a recession.  They are in a depression because they exported so 
much to China and had become so dependent upon China to buy 
their raw materials of lumber, oil and grains that when China’s 
economy slowed down, reducing their consumption of Brazil’s 
products, Brazil’s economy collapsed.  This is a prime example of 
the benefits, and the extreme dangers, of so many of the world’s 
economies being inter-connected and dependent upon each 
other.  We all have benefitted from China’s miraculous growth 
story over the last 40 years.  However, when the inevitable slow 
down occurs, we all caught the sniffles.

The combination of the US raising interest rates while the rest 
of the world is cutting rates, coupled with China devaluing their 
currency, started a mini-currency war in the world’s economies.  
Currency valuations make a huge difference in the profitability 
of our investments.  If the US dollar appreciates in value 10% 
against a competing economy’s currency then everything that a 
foreign country would buy from the US would automatically cost 
10% more.  The companies that currently comprise the S&P 500 
Index in the US stock market get approximately 48% of their sales 
from foreign countries and technology companies derive 59% of 
their revenues from overseas.  When the US dollar appreciates 
in value as much as it did in 2015 it becomes much more difficult 
for the companies in which we invest to sell goods and services 
overseas!  All politicians and red-blooded Americans love the 
sound of a strong dollar………………until you try to sell products 
against another currency that is worth considerably less than 
the dollar.

Speaking of politicians, we have absolutely no idea who 
the Republican nominee for President will be for 2016 and what 

their stance will be on the issues or what used to be quaintly 
referred to as the “Party Platform”.  It would appear that Hillary 
Clinton will be the nominee for the Democratic Party.  To say that 
the Presidential and Congressional elections of 2016 will be one 
for the ages may be the understatement of the year!  While the 
campaigns may be exciting or nauseating depending upon your 
point of view, they most certainly will add to the uncertainty of 
the world’s equity markets in 2016.

Perhaps the second most significant development outside 
of the slowing down of the Chinese economy would have to be 
the collapse of the world’s crude oil markets and all of the other 
raw commodities markets.  Oil prices dropped 30% in 2015 
and over 60% over the last two years.  Copper prices fell 27%.  
Grain prices fell along with farm land prices.  Natural gas prices 
are dancing close to prices never before experienced.  Over 
285,000 high quality jobs have been lost in the energy sector in 
2015.  The collapse in energy prices can be correlated directly 
to OPEC’s decision to not limit production for its members for 
the very first time since OPEC’s formation in 1973.  This over-
production of energy coupled with China’s slowing economy has 
led to surpluses in almost everything.  There is speculation that 
there is enough steel currently lying around to meet the entire 
needs of the world for the next 10 years!  Mining companies 
and some oil drillers have already defaulted on their debts and 
the worst may be yet to come as even more companies find it 
impossible to pay or refinance their debts.

For the year, the Dow Jones Industrial Average lost 2.2%.  
The Standard & Poors 500 Index lost 0.7% and the NASDAQ 
Index of Technology stocks was up 5.7%.  The NASDAQ was 
up because of the four stocks that make up FANG, Facebook, 
Amazon, Netflix and Google.  Without these four stocks and their 
phenomenal performance in 2015 the NASDAQ would have 
been negative as well.  2015 is a prime example of the dangers 
of relying too heavily on index investing as your primary source 
of investments.  The NASDAQ of 2015 is eerily similar to the 
NASDAQ of 1999 when only a handful of stocks were performing 
well while the rest were actually doing very poorly.  Due to the 
weighting of the size of the companies and their performance, 
a few large companies that have a significant increase in their 
stock price can unduly influence the performance of an entire 
index.  We are not suggesting that the markets are poised for 
a collapse like the internet craze of the late 1990s.  We are just 
pointing out that often there is a lot more under the surface 
than just the 30 second sound bites that today’s mainstream 
and financial media are so fond of reporting.

What lies in store for us as investors in 2016?  The only 
certainty is uncertainty!  As the New Year begins, Saudi Arabia 
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and Iran are at odds over the beheading of a cleric by Saudi 
Arabia.  Just as an example, if this issue were to escalate into a 
more severe conflict, the price of oil could move upwards very 
quickly.  Gasoline prices would rise even more quickly but good 
paying jobs in the energy sector suddenly would be available 
again due to a conflict thousands of miles away.  Such is the 
world in which we live today.  Religious conflict, terrorism, 
Chinese economic policy and our own flamboyant, flawed but 
wonderful election process all will make for interesting times 
in 2016.  These are just a few of the main issues on which we 
focus.  There will be dozens of more issues or occurrences that 
we can’t even fathom.  Who could have predicted the flow of 
millions of refugees from the Middle East pouring into Europe at 
this time last year?   How all of these issues interact will dictate 
a great deal for world stability and prosperity.  

We are always analyzing and testing our processes to make 
sure that we are flexible and nimble.  We want to make sure that 
our investment decisions are as sound today as they were when 
we made them for you however long ago.  We want to be able to 
respond to any and all situations that might arise to protect your 
investments………………but not to the point of being reactionary 
traders!  There is a saying that we adhere to, no matter how 
painful it might be.  The saying is, “If something in your portfolio 
is not losing money every day, then your portfolio is not properly 
diversified.”  Investors need to think about that for a moment.  
No one likes to lose money, no one!  However, a bigger danger is 
chasing the FANGs of the world, trying to grab the hottest new 
fad or investment.  We prefer slow and steady growth.  An even 
better description might be that we try to manage risk, weighing 
the risk of loss of capital against the loss of some short term 
gains.  We will continue to strive to protect your investments 
in what appears to be an ever increasingly dangerous and risky 
world.  2015 is over; we look forward to working with you in 

2016.  The fog may arrive on little cat feet each and every year 
but our task will remain the same; to continue to navigate 
through the fog to reach our financial goals.

We are excited and optimistic about the future both for 
you and for our firm.  We continue to receive large influxes 
of new funds thanks to you and your many referrals that we 
receive every month.  No one said securing a viable financial 
future is easy; nor should it be.  There are many challenges and 
headwinds that we will face every day.  The markets contain risk 
and they offer reward.  Our task is to balance the two and to 
deliver good returns with an acceptable amount of risk.

 If you have questions about your holdings or about the 
general condition of the economy, please contact us at once.  
If we do not have a current email address for you would you 
please email us and allow us to add you to our regular list of 
clients with whom we correspond.  Our email addresses are 
jspreng@sprengcapital.com, tbrown@sprengcapital.com and 
lemory@sprengcapital.com. Please be assured that we are 
monitoring market situations at all times.  

If there have been any changes in your financial 
circumstances of which we should be made aware, please notify 
us at once.  If you would like a copy of our most recent Form 
ADV or our Privacy Policy, please call the office.  If you have not 
visited our website, please do so at www.sprengcapital.com 

We appreciate the opportunity to work with you, your 
families and your businesses.  We are very grateful for the 
many referrals that you have provided to us.  We can think of 
no greater compliment than to have you recommend us to 
your family and friends. We will continue to do our very best to 
provide you with healthy, consistent returns with a minimum of 
risk.  Always remember, “Investing is a marathon, not a sprint.”
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