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Dear Friends: 
 

I am going to spend most of my time in this quarterly report letter talking about today's markets, including 
what I expect in the short-term and in the long-term. 
 

In 2015 70% of all investors lost money, the correction in August and September set us all back.  Unless 
we were in cash, or fortunate to have purchased the handful of stocks that made money, we saw positive 

returns for the fourth quarter, but a negative return for the whole of 2015. 
 

For the last several years I have been talking about my expectation of a coming bear market. When you 
have an extended bull market like we've had, it always ends with a bear market.  
 

What does that mean?  The high point of the Dow Jones Industrial Average (DJIA) was approximately 
18,300 and that means for us to have a bear market we've got to see the DJIA fall 20% to approximately 
14,600. 
 

In anticipation of this bear market we have been diversifying our portfolios, with multiple buckets of 
stocks, fixed investments, dividend paying alternatives and cash. That doesn't mean that if the stock 
market falls into bear market territory we won't see some of these short-term losses, but diversification 
has shown in all of the portfolios that we've been reviewing to have protected us on the downside. 
Important to note that past returns are not a guarantee of future performance, and I'm not trying to 
guarantee anyone protection from the bear markets, but we will do everything we can through 
diversification.  At the end of the day, it means we have some of the cleanest shirts in the dirty laundry! 
 

I also wanted to discuss the Institute of Supply Management (ISM) index and how the ISM has influenced 

our vision of the economy. The economy has been growing at a modest rate since the end of the great 
recession in 2009. We have seen the ISM trending down and for the last four months it has been 
at or below 50, the magic number that indicates a contracting economy. I think that if we are not 
entering or in a recession, we most likely will be going through a recession in the near term. I do 
not believe that these things are unexpected:  The current stock market correction, a possible bear 
market, or an anticipated short recession. I also do not believe that they are representative of a 
structural collapse in our economic system like we saw in 2008 or back in 2001 and 2002. 
 

This is our most current scoreboard of returns:   
 

The Scoreboard 

(www.thinkadvisor.com) 

 1stQ 

2014 
2ndQ 

2014 

3rd Q 

2014 

4thQ 

2014 2014 
1stQ 

2015 

2ndQ 

2015 

3rdQ 

2015 

4thQ 

2015 2015 

S&P 500 1.8% 5.2% 1.1% 4.9% 13.7% 1.0% 0.3% -6.4% 7.0% 1.4% 

DJIA -0.2% 2.8% 1.9% 5.2% 10.0% 0.3% -0.3% -7.0% 7.7% 0.2% 

NASDAQ 0.8% 5.3% 2.2% 5.7% 14.7% 3.8% 2.0% -7.1% 8.7% 7.0% 

LBAB 1.8% 2.0% 0.2% 1.8% 6.0% 1.6% -1.7% 1.2% -0.6% 0.5% 

(Investors cannot invest directly in indexes) 



 

So…what are you telling me Jeff?  In the near term I am expecting continued market volatility and I am 
expecting us to have a mild recession. That said, I remain absolutely confident, enthusiastic, and bullish 
for the future. I believe that we will see the DJIA in excess of 18,000 before the years’ end; no 
guarantees, just my best guess. 
 

A couple of other issues that many of us are watching now:   
 

Interest rates are probably not going to be going up any more this year. I thought that raising interest rates 
in such a weak economy was a mistake and I think that it is proving to be a bad decision. Why do I say 
that? Because last week, in anticipation of the possibility of having to lower interest rates in the future, the 
Fed asked all of the major banks to stress test how they would handle negative interest rates. Think about 
that…negative interest rates.  They are already in Europe, they're already in Japan, and now Janet Yellen 
is talking about the possibility that they may have to cut rates even into the negative territory to get the 
economy stimulated and moving again here. 
 

There's no question that being the head of the Fed is a very difficult job. And Monday morning 
quarterbacking like what I do is something that comes with the job. That said, I personally think that 
interest rates were kept too low for too long and now we're going to have to deal with extraordinarily low 
interest rates in the possibility of a real recession and weakening world economy. 
 

As you've heard me say many times, I believe we are the cleanest shirt in the dirty laundry, as identified 
by the rush of dollars from around the world into our 10-year treasury bills. This rush to the quality of the 

United States has sent 10-year treasury bills spiraling under 2% again. To put that in perspective, 
prior to 2008 we had never seen 10-year treasury bills under 2%. 
 

Nobody really knows what is going to happen because of the interest rate manipulation and the ongoing 
quantitative easing, we've never been here before; not you, not me, and not the Fed. 
 

Everyone is making their best and most educated guess and the arguments are compelling on both sides. 
For you and me, it is out of our control. Diversifying our portfolios to maintain a focus on preserving 
principal and getting a reasonable return is the only way I know to get through this. 
 

I also wanted to comment on the freefall of oil. I've used the expression black swan before, it indicates 
something obvious that you don't see, and I didn't see oil dropping to $25 a barrel. Many of the losses that 
we suffered in 2015 came directly from the energy sector. I don't expect to see oil going up very soon or 
very much; in fact, while I was in Miami a week ago I saw gas at a $1.49 a gallon! It won't stay down 
forever, and gas will get more expensive, but not soon. 
 

I want to assure all of you that if you need to talk to me or to Darla we are available and we can meet in 
all kinds of new ways including FaceTime and Skype, if needed, phone calls, or you can make an 
appointment to come in and see Darla and me. We're here, we're available, and we’re ready to help. 
 

I also wanted to brag a little bit about my son John who has left teaching and coaching at Gainesville 
High School to join me at Falcon Financial Management. John is still coaching his kids program, which I 
did for over 20 years, but he has been progressing through the licensing process, completing his Series 7 
securities exam and is currently studying for his Series 66 exam. John is going to be around the office on 
a regular basis so please look him up when you come in. And expect to see him joining us in some of our 
reviews so that you can meet him and he can get to know you for the future. 
 

I also wanted to remind you that our rotating art exhibit at FFM is featuring one of my favorite artists and 
the lady who coordinates all of our exhibits, Linda Pence.  We will be hosting an opening for Linda on 
March 11th at 5:30 PM.  I hope you can join us.  These art openings have been a lot of fun and have given 
a lot of new people an opportunity to see some of the wonderful art produced by local Gainesville artists. 



 

One last commercial for FFM, a reminder that we have been hosting a weekly radio show, Dollars and 
Sense, for over 20 years and are getting ready to celebrate our 1000th radio show. If you're not in 
Gainesville and you'd like to hear the radio show on Saturday mornings it is streamed on WSKY's 
website at www.thesky973.com. It's an excellent way for you to hear what I am thinking and what I am 
observing about the economy and in the markets on a weekly basis.  It is also a great opportunity if you 
have a question; just give me a call and we'll talk about it and see if we can answer your questions. 
 

Again, thank you for your friendship and support all these years. As you come into the office you might 
see I've lost a lot of weight.  It is not an accident and I am doing everything I can to be as healthy as I can, 
including from the food I eat to the life I lead so that I can be here for many, many years. 
 

I look forward to seeing all of you in the coming year and I look forward to continuing to provide the 
service Falcon Financial Management has been known for over the last 20+ years. 
 

Sincerely, 
 
 
 
Jeff Davis, CFP® 

President 
 
All economic and performance information is historical and not indicative of future results.  All views 

expressed in this letter are those of Jeff Davis, CFP® and should not be construed as investment advice.  

All information is believed to be from reliable sources; however, we make no representation as to its 

completeness or accuracy.  Additional risks are associated with international investing, such as currency 

fluctuations, political and economic stability, and differences in accounting standards. 

 

 


