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Waiting for Buying Weather 

FC Advisors Quarterly Investment Update – Q1 2016 
 
 Anyone who has ever spent much time sailing knows that the best weather for sailing is not 
typical “perfect weather.”  If you really want to sail, you need a stiff breeze and that doesn’t usually 
happen on beautiful, lazy, blue-sky days.  The best sailing weather is often a blustery day, but not a 
hurricane of course.  And that is the trick to investing; knowing when the wind is blowing hard, but 
that the risk of a dangerous storm is low.  We use investor sentiment (when people are scared the 
wind is blowing) and valuation (when prices are low, severe storms are unlikely) to identify these 
opportunities.  Today’s markets do not appear to be good sailing weather.  The wind isn’t blowing 
very hard and there are storms forming in the distance.  So for the time being we are waiting for 
better buying conditions and making sure that we are prepared to weather any storms. 
 
The Quarter in Review 
 The stock market suffered a 10% selloff to start the year and bottomed on February 11th.  
Since then, stocks have rallied back to finish slightly ahead of where we started the year.  Notable 
areas of strength have been gold miners, utilities and telecom companies.  Outside the US, most 
developed markets, such as Japan & Europe, struggled, but emerging markets recovered nicely after 
a terrible year in 2015.  In the bond market, longer maturities (10 years+) did very well as investors 
bought them for safety and then the Fed backed away from its plans to raise interest rates. 
 
Relevant Index Performance 

Total Returns as of 3/31/16 
    1st Quarter  Year to Date 

 S&P 500   1.35%   1.35% 
 MSCI World ex-US  -2.68%   -2.68% 
 MSCI Emerging Mkts  5.37%   5.37% 
 S&P Municipal Index  1.90%   1.90% 
 10 Year Treasury  3.92%   3.92% 
 
Executive Summary 

• Value & Sentiment Update 

• All You Need to Know About: 

o “Brexit” Britain’s Future in the EU 
o Oil Market Drama 
o Currency Wars  
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Value & Sentiment 

 
The chart above shows our opinion on where various markets are as of March 31st 2016.  

Many of the best purchase decisions are made when prices are cheap and sentiment is depressed 
(bottom left quadrant).  Conversely, many of the best sell decisions are made when prices are 
expensive and sentiment is euphoric (top right quadrant). 
 
Sentiment: Currently, both individual investors and professional investors are slightly negative on 
US & International Stocks.  Conversely, now that the Fed has walked back its plans to raise interest 
rates, investors are much more enthusiastic about bonds.  Interestingly, the current bull market in US 
stocks that started in 2009 has yet to see sustained euphoric sentiment, something that has marked 
the top of every other long-term bull market.  This forces us to accept the possibility that the current 
bull market may still have new all-time highs ahead.  We continue to approach the equity markets 
cautiously and will look to add equity exposure during selloffs while maintaining above average 
cash balances in accounts.   
 
Value: The US stock market is expensive with Price/Earnings ratios and virtually all other historical 
measures of value well above long-term averages.  Outside the US, valuations are more attractive, 
particularly in Japan and Canada where we believe risks have been fully priced in.  In the bond 
market, the 10-year treasury now yields less than the most recent Core Consumer Price Index 
(1.77% vs 2.3%) suggesting that bonds are also very expensive.  When forced to choose between 
stocks and bonds today, we favor stocks slightly.  The more expensive markets are, the more 
damage a storm can do.  Current valuations are significantly above long-term averages, making it 
difficult to find anything other than small pockets of opportunity in stocks. All things being equal, if 
the S&P 500 were to trade below 1900, we would be more comfortable buying US stocks. 
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“Brexit” Britain’s Future in the EU 
Issue: “Brexit” refers to the possibility of Great Britain leaving the European Union (EU), there is a 
national vote to “Stay” or “Leave” on June 23rd.  Tensions have continued to rise in the EU around 
economic problems like Greece and political problems like handling the massive influx of Syrian 
refugees.  These problems have grown and festered, leading more countries to question the benefits 
of being in the EU or the Eurozone (the countries that use the Euro as their currency).  Now the Brits 
are putting it to a vote. 
 
Impact:  Europe as a whole is a bigger piece of the global economy than the US.  If Britain were to 
leave the EU, it would be a critical blow to the whole plan for European unity.  Additionally, a 
Brexit would likely embolden other countries, including countries in the Eurozone, that are 
contemplating leaving.  If the EU or the Eurozone were to unravel it could create a 100-year storm. 
 
FC Advisors Position:  The risks to investors outweigh the rewards.  Until recently, all Europe’s 
problems were economic in nature and political unity kept everyone together.  Now that serious 
political conflicts are coming to the surface, the risks in Europe have increased significantly.  
Additionally, the Greeks are likely to need more money in July and the IMF is threatening to 
withdraw unless the rest of Europe agrees to forgive some of Greece’s debts.  The timing could not 
be worse as the Brits may head to the polls right when the debate over Greece is coming to a boil.  
That said, we think cooler heads are likely to prevail in Great Britain.  Great Britain’s economy 
benefits significantly from being a part of the EU free trade zone.  Therefore the benefits of staying 
will likely outweigh the benefits of leaving.  Despite our optimism about “Brexit” we eliminated our 
dedicated European positions at the end of January, and are likely to stay away until we think the 
risk/reward is more attractive.   
 
Oil Market Drama 
Issue:  Almost every week a new rumor comes out that Saudi Arabia or Russia, etc are planning on 
making an agreement to cap production as long as Iran also caps its production. 
 
Impact:  The oil price has been very volatile and goes up every time one of these new rumors comes 
out.  These rumors have fueled optimism that the price of oil may recover and that investors in oil 
companies are about to make back the money that they lost.  Unsurprisingly, the sources of these 
rumors tend to be beneficiaries of higher oil prices. 
 
FC Advisors Position:  Don’t believe the hype.  There is no chance that the Iranians will agree to 
cap their production which has diminished to only a fraction of what it was before the economic 
sanctions were first put on them in 2006.  Iranian production is only just now recovering and they 
are likely to keep ramping up.  The economics of the oil business have been completely turned 
upside down.  All oil producers (companies as well as countries) are struggling to make ends meet at 
the current price.  Any oil producer that voluntarily cuts its production will lose as all other oil 
producers win.  The only solution to the current supply glut is for oil producers that can’t pay their 
bills to shut down.  Until that starts to happen, don’t be fooled by the rumors. 
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Currency Wars 
Issue: Central bankers around the world have started to compete in order to weaken their home 
country’s currency in order to gain a trade advantage. 
 
Impact:  When country A weakens it’s currency, it makes the goods that country A produces more 
attractive to consumers in countries B, C, etc.  It also makes it more attractive for companies to 
invest in country A in order to take advantage of cheaper labor.  Unfortunately, this is a competitive, 
zero sum game, for every winner there is a loser.  These policies can become contagious because 
any country that decides not to compete for the weakest currency becomes one of the losers and that 
country’s economy will suffer the consequences. 
 
FC Advisors Position: Until recently central bankers had been working together to fix financial 
markets.  This cooperation added to stability and reduced risks.  Some degree of monetary policy 
coordination is the norm.  However, now that central bankers have finished “fixing” financial 
markets, they have shifted to focusing on generating economic growth in their home countries.  
With interest rates already very low, and disappointing economic growth they have begun using 
more extreme measures.  This development is an important change in the global economic 
environment. With everyone fighting for themselves, policies like negative interest rates & money 
printing become contagious.  These extreme monetary policies make the system as a whole more 
fragile and it increases the likelihood of both very deflationary problems (think 2008) AND very 
inflationary problems (think 1970s).  From an investment perspective this means we need to prepare 
for both extremes.  This is like packing for a vacation when the weather forecast is for temperatures 
to vary from 0 to 90 degrees.  It means you need to pack more than you would like to in order to be 
prepared for all sorts of weather. We are packing an all-weather portfolio for you that include assets 
that are likely to perform very well if we find ourselves at one of these extremes.  
 

If you have questions about these topics or any other financial needs, please contact  
FC Advisors at: 

415-528-2826 
hello@fcadvisors.us 
www.fcadvisors.us 

 
 
	  
	  
	  
	  
	  
Following	  Claire	  Advisors,	  LLC	  DBA	  FC	  Advisors	  is	  a	  Registered	  Investment	  Adviser.	  This	  brochure	  is	  solely	  for	  
informational	  purposes	  and	  is	  not	  intended	  to	  provide	  investment	  advice.	  Advisory	  services	  are	  only	  offered	  
to	  clients	  or	  prospective	  clients	  where	  FC	  Advisors	  and	  its	  representatives	  are	  properly	  licensed	  or	  exempt	  
from	  licensure.	  	  Past	  performance	  is	  no	  guarantee	  of	  future	  returns.	  Investing	  involves	  risk	  and	  possible	  loss	  
of	  principal	  capital.	  No	  advice	  may	  be	  rendered	  by	  FC	  Advisors	  unless	  a	  client	  service	  agreement	  is	  in	  place. 
 


