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The First Tee... 

 
Crude Christmas Card…not a greeting sent in poor taste, but a nice gift to consumers  

as the price of oil falls to a 17-month low…making the average December U.S. gas price the lowest in two years:  
• Concerns of crude oversupply and slowing in the global economy has pushed the price of 

  oil down by 37% in the past two and a half months (with 13% of the decline occurring in the past week):  
• Oil was trading at a 4-year high in October at $76.10...but is currently having its worst quarterly performance since 2014):  

• OPEC has agreed to a 1.2 million barrel per day production cut for the first quarter of 2019…there is skepticism the 
   crude consortium will be able to control the supply glut, especially given the infighting within the group. 

• U.S. and Russia oil production has been running at record production levels (U.S. output is at 11.6 million barrels per day). 

• Gain and Pain…the collapse in oil prices is a negative for the producing countries such as Russia, Venezuela and the  

   Middle-Eastern nations, while large oil importer such as India, Japan and Turkey will reap benefits (Canada is not happy!): 

• A lower oil price is a reduced cost for some, while being lost revenue for others (the yen and the yang of oil): 
• The reduction in energy costs will hamper inflation growth, as well as reduce future price growth expectations: 

• The Fed can separate out the direct oil impact to the inflation data by focusing on the Core numbers…but, it becomes more 
    difficult to assess how much falling oil inflation contagion will affect related items (such as transportation costs).  

• Market Malaise…the oil downturn is a lead factor in the slump in equity, investment grade & junk debt values: 

• Energy sector analysts are wary of a repeat of the oil slump of 2015, when crude fell 40% in value: 

• During this period, the trailing earnings per share for the energy sector declined more than 90%: 

• Since mid-2014, the energy sector’s share of the S&P 500 by market capitalization has declined by 50% to 5.5%.  

• Companies, from the large oil conglomerates to small shale drilling start-ups will feel the pressure: 
• This is especially true for companies who leveraged themselves to the max to take advantage of the shale-oil boom: 

• In 2016, bankruptcies of oil and natural gas drilling companies rose by 367%, with 67 firms going through foreclosure…     
   one in five energy companies defaulted on high-yield debt totaling $39 billion dollars (junk bonds that went up in flame). 

• U.S. investment grade debt is having is worst year since 2008…energy securities comprise 15% of the BBB bonds outstanding. 

• More Yen and Yang…the yen has been one of the most reliable hedging devices for offsetting risk: 
• Japan has experienced low interest rates for several decades, this stability has offered a great vehicle to fund riskier 
   investments…in tough economic periods, investments are sold, and money comes back to the yen and its value rises: 

• In rising risk environments, buy yen…in stable markets, sell yen (when the S&P 500 index is moving higher, the value of the yen weakens): 

• The correlation between risk and the yen still exists but the magnitude has declined from historical levels: 

• There have been three key sources of money outflow from Japan that has kept the currency weak despite recent rising risks: 

• Japanese pension funds have been aggressively buying U.S. equities during the price dips…traders had been anticipating Japanese  
    Investors would start repatriating their money back into the yen, causing the currency to strengthen…this has not occurred. 

• Japanese companies have been the most aggressive in mergers and acquisition activity in over twenty years…they have announced more  
    than $150 billion in foreign deals this year, a number that is equivalent to Japan’s current account surplus. 

• Japanese life-insurance companies have stopped hedging their investment in U.S. bonds due to the high transactional costs. 

• These issues combined with the Federal Reserve shrinking its QE bond balance sheet has led to a steady tightening in  
   the supply of dollars…lack of dollar liquidity is making it more difficult for risk managers (including hedging energy junk bonds). 

• Gee, The Traffic is Terrific…there may be more people traveling as the price of gas goes lower: 

• The national average price for regular gas currently stands at $2.35 per gallon…a year ago it was $2.44: 
• The average price for regular gas in Missouri currently stands at $1.948 (a month ago, it was $2.24)…show-me the savings!: 

• U.S. gasoline prices hit a twelve year low in 2016 with an average price of $2.14 per gallon, with lowest price at $1.45. 
• The pull-back in gasoline prices should prove to be a positive development for U.S. automakers: 

• SUV and pick-up sales will continue to draw the most demand, justifying plans by GM and Ford to eliminate sedans.  
    

  

At the turn... 
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The Back Nine… 

 
Trumped-up Debt…for federal government borrowing, this is not a fake news: 

• U.S. government debt is on track this year to increase at the fast pace since 2012: 
• Since the start of the year, total public debt has increased by $1.36 trillion (up 6.6%): 

• The government’s debt is on track to expand the most since Barack Obama’s first term when fiscal stimulus was being 
   injected into the economy in an effort to recover from the financial crisis…at the end of the government’s fiscal 
   year in 2007 the debt totaled $9.01 trillion, rose to $16.07 trillion in 2012 and currently stands at $21.9 trillion: 

• In a twelve-year period, the government’s debt has increase 143%...compared to the 84% increase seen the previous 12 years. 

• Borrowing to cover the budget short-fall rose by $779 billion during the President’s first fiscal year: 

• This is the widest fiscal gap in six-years…the statutory debt-ceiling limit has been suspended through March 1st: 

• The combination of lower tax receipts (a result of the tax law changes), combined with rising government spending (which is 
   expected to accelerate as infrastructure programs are rolled-out), are forecast to increase the debt by $4.4 trillion during the 

                              President’s first term…this is occurring with the economy growing close to a 3% annual pace and unemployment below 4%. 
 

Baubles, Bangles and Bubbles…heavily leveraged corporate debt boom is concerning: 

•  Companies have been dressing-up their stock price by borrowing to buy-back shares: 
• Non-financial corporate debt currently stands at 45.6% of GDP, close to the highest level since World War II: 

• Where-as, annual corporate investment in non-residential items (includes office buildings, machinery and technology) has only  
   averaged about 13% of GDP during the past six years…borrowing used for M&A and stock buybacks instead of productivity enhancement 

• It is difficult to sustain increased corporate borrowing if the pattern is to transfer cash to the owners (shareholders) instead of  
   investing in assets and innovations that produce additional income to service future debt (I will gladly pay you Tuesday for a hamburger today) 

• End of business cycles are historically accompanied by increased leverage and lending to highly indebted companies (history repeats itself). 

• Leverage lending hit a record last year globally at $788 billion dollars (the U.S. accounted for 70%): 

• According to the IMF (International Monetary Fund), leveraged lending has experienced deteriorating credit  
   quality and investor protection…some transactions arranged to extract cash for shareholders while adding large debt loads to company balance sheets: 

•  According to the IMF’s financial stability chief, a lot of the debt issuance looks like financial engineering rather than 

   investments in assets that will pay for the debt in the future…leading to question whether the corporate debt bubble is sustainable. 

• Debt financed by U.S. merger activity has totaled $717 billion through mid-November, the most 
  in the past five years with the exception of 2016 which totaled $861 billion (Let’s make a deal): 

• The jury is still out on how much the corporate tax-cuts will increase the economy’s growth potential…debt service 

   is rising while the economy is not generating additional dollars to pay for the reduction in tax revenue.  
 

 

19th Hole... 
 

Bull Market…A random market movement causing an investor to mistake himself 

for a financial genius.     Anonymous           
 


