6,000

5,500

5,000

4,500

4,000

3,500
Dec-2010

Dec-2011

Dec-2012

Dec-2013

Dec-2014

Dec-2015

The next OPEC meeting is scheduled for June but there is not yet an end in sight. But the IMF
has apparently written a report saying Saudi Arabia will be bankrupt by 2020 unless something
gives! But low oil prices help consumers and net oil importing countries.

Other
shocks

In the first week of the year, North Korea claimed to have set off an H-bomb; the Saudi's
executed an Iranian cleric; and that resulted in Iranians attacking the Saudi embassy in Tehran.
If nothing else had happened in that week, markets may have shifted owing to the heightened
geopolitical risk.
But there is more. The Royal Bank of Scotland (RBS) came out with a note saying 'Sell
everything (except high grade government bonds)'. Since the RBS collapsed in the GFC (but
was rescued by the British government) their track record on forecasting isn't that hot. They
claim markets will fall by up to 20%. They could of course turn out to be correct but if they
are not right they pay no penalty for being wrong! It is a cheeky, attention-grabbing note in
a slow-media period.
JP Morgan came out at the same time telling people to sell on the rallies but UBS came out
with a forecast of 2,275 for the end of 2016 (when the index was 1,940). So it matters to
whom you listen! Attention seekers should always be avoided!
Some of the confusion comes from the parallels some try to draw between now and the GFC.
The GFC was as big as it was because no one knew who owed what to whom and so credit
markets froze. Nobody wanted to lend to anyone in case they couldn't pay it back. That is not
the case now. The only issue now is how smoothly China can adjust to a consumer-led
economy. Speed bumps along the way are annoying but they do not alter the long term view
- and, hence investment strategies.

Conclusion

People over-react because they sell before they are able to process the information. As soon
as China fixed its rules over the stock market and the currency market, things settled very
quickly and the market stabilised up. But volatility will not just go away. It will come back.
Investors need a long period of stability to begin to react in a more measured way.
Investors who try to trade through periods like these run the risk of selling during a dip and
not buying back until the market is much higher. That means such investors are locking in
trading losses. It is far better to position one's investment strategy before these events and
then just ride through the volatility - whether in cash or growth assets.
It is impossible to predict with any certainty what will happen in the short-run but 75% of US
companies who reported this week beat earnings forecasts. Little that happened in the last
couple of weeks should affect the long-run but it is hard watching markets fall in the short
run.

*Ron Bewley(PhD,FASSA)- Director, Woodhall Investment Research
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