
Kenjol Capital Management • 4516 Seton Center Parkway, Suite 115 • Austin, Texas  78759 
866.453.6565 • 512.506.9395 • www.kenjol.com 

Page 1 of 6 

 
 

June 29, 2015 

Summer Update 
 
Greetings, 
 
We hope you are doing well as the calendar rolls into summer.  We wanted to take a brief moment to 
comment on the market before we reach the Fourth of July holiday. 
 
Major U.S. markets have been mostly range bound over the last several months with both the Dow 
Jones Industrial Average and the broader S&P 500 trading within unusually narrow ranges since late 
December 2014.   
 
The chart below shows the two major large-cap stock benchmarks – the Dow Jones Industrial Average 
and the S&P 500 – for the last twelve months: 

 

The two benchmarks tracked very closely for the entire period.  Both suffered a mid-month decline in 
October 2014 followed by a rally into year-end.  They again fell to begin 2015 only to recover those 
losses and make a new high in the first few days of March.  Since then, large-cap stocks have been 
chopping up and down within a narrower range.  The Dow reached an intraday peak of 18,351.36 on 
May 19 before falling back again toward the bottom of this range.  Both benchmarks are now at roughly 
the same level as early December. 
 
So far this year, while the market has lacked broad leadership, we have seen strength in both the 
Nasdaq Composite and the Russell 2000 (note the Russell 2000 was a market laggard in 2014).  
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One sector exhibiting notable weakness is transportation, with the Dow Jones Transportation Index 
lagging noticeably since peaking back in December.  According to Dow Theory, the Dow Jones Industrials 
can’t sustain a move higher unless the Dow Transports also move up.  This theory dates back to a time 
when economic growth was evident in the number of rail cars in motion.  It may be less relevant in 
today’s information-based economy.  

 

Nevertheless, there is reason for concern with the Dow Industrials going sideways and the transports 
falling.  Transports are officially in “correction” territory after falling more than 10% from their most 
recent high.  
 

Sailing with No Wind  
To sum up the year for anyone trying to navigate the market, investing this year has been like sailing 
with no wind.  Several factors have contributed to this impression. 
 
CNN runs a daily “Fear & Greed Index” that uses seven factors to measure market sentiment.  You can 
review it for yourself at this link: http://money.cnn.com/data/fear-and-greed/.   
 
As of today, the market is full of fear, with their index reading 14 out of a possible 100.  One month ago, 
the index was only slightly fearful at 43, and 1 year ago it was in Extreme Greed territory at 76. 
 
 
 
 
 
 
 

http://money.cnn.com/data/fear-and-greed/
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The Fear & Greed Index, which CNN updates daily, turned considerably more bearish over the weekend.  
On Friday, it stood at 33, still on the fear side but not nearly so much as today. 
 
One of the indicators – Safe haven Demand – was actually in Greed territory last week.  That changed 
just today as stocks weakened compared to bonds.  Bond are not such a safe haven when interest rates 
move higher, as they have done lately.  On the other hand, higher rates are a sign of a good economy in 
which stocks would likely outpace bonds.   
 
Three other indicators – Put & Call Options, Market Volatility, and Junk Bond Demand – shifted from 
neutral to either Fear or Extreme Fear over the weekend.  Volume in put options had been lagging 
volume in call options by 37% as investors made bullish bets in their portfolios.   
 
In terms of market volatility, the CBOE Volatility Index (VIX) jumped today, indicating that market risks 
are climbing.  Finally, the yield on low quality junk bonds over safer investment grade corporate bonds 
rose, indicating corporate bond investors are turning cautious.  
 
Market Momentum, Stock Price Breadth, Stock Price Strength were all in “Extreme Fear” mode last 
week and became even more so today.  The S&P 500 crossed slightly below its 125-day moving average.  
The index has typically been further above this average recently, so this suggests investors are less 
confident in market returns going forward. 
 
Stock Price Breadth measures advancing and declining NYSE volume.  Over the last month, more of each 
day’s volume has traded in declining issues than in advancing issues, pushing this indicator towards the 
lower end of its two-year range.  Finally, Stock Price Strength, which measures the number of stocks 
hitting 52-week lows, is slightly greater than the number hitting highs and is at the lower end of its 
range.  This indicates extreme fear. 
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Looking at Extremes 
Considering the Fear & Greed Index over time provides some useful insight.  The best market gains often 
come when the market is most fearful.  Conversely, when the market is greedy it is usually time for 
caution.  With a current reading of 14, the market is extremely fearful.   
 

 

We suspect the market may remain fearful over the coming weeks for the following reasons: 
 
Seasonality.  The seasonal period when stocks make most of their gains ended in April.  Stocks 
historically tend to not make much progress from April / May through September / October.  So far, 
2015 is holding true to form. 
 
Corporate Earnings.  There is little corporate news right now, but quarterly earnings reports will resume 
in mid-July.  Meanwhile, many companies are in an SEC-mandated quiet period and have slowed 
buyback activity ahead of their earnings announcements. 
 
Greece.  Greece’s problems within the Eurozone have been ongoing for five years now.  Their situation 
finally appears near a resolution one way or another in the coming days.  In terms of total economic 
impact, though, Greece’s economic impact is comparable to that of Detroit.  Will Greece default, exit the 
Eurozone and destroy its economy for the next few decades?  In the latest development, the Greek 
government has called for a referendum vote on whether to accept austerity measures demanded by 
the country’s creditor.  If they vote “yes”, the current leadership will probably exit and a new 
government will accept a compromise.  And, if they vote “no”, Greece will likely default and exit the 
Eurozone.   
 
No one knows the outcome today, and the uncertainty has played world markets like a yo-yo.  Yet for 
the last five years, ignoring the Greece news and just sticking to your investment strategy would have 
been better than trying to jump in and out of the market.  Institutions have had a long time to reduce 
their exposure to Greece in the event of a default.  While there may be a negative knee-jerk reaction, 
long-term implications for global markets should be minimal.   
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The Federal Reserve.  As expected, interest rates remained at zero at their June meeting, with the 
consensus belief that the Fed will raise rates 0.25% in September.  They will pause to see how the 
market reacts before potentially moving another 0.25% by year-end.  Time will tell what happens, but 
the anticipation of higher rates sent the ten-year Treasury yield from below 2% early in the year to 
nearly 2.5% (before falling again, at least temporarily, as a safe-haven with the Greek situation 
continuing to develop).  Rising rates puts negative pressure on anything yield-sensitive, including bonds, 
real estate, and utilities.   
 
Experts have talked about the impact of rising rates for many years – when rates move up, yield 
investments lose value as they acclimate to the new rate environment.  While you might believe bonds 
are a safe haven, they can actually be dangerous depending on their interest rate sensitivity. 
 

Stock Valuations 
In addition to the aforementioned market drivers, it is also important to look at market valuations.  The 
current 12-month forward price-to-earnings (P/E) ratio for the S&P 500 is 16.7, above the 5-year 
average (13.8) and the 10-year average (14.1).  The graph below compares the S&P 500 price chart to 
the forward P/E ratio.   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The market has traded higher over the last year while earnings moved sideways.  As such, the market is 
now expensive on a historical basis.  However, valuations are not close to extremes seen at typical 
market peaks, and it is not common belief that the market is significantly overvalued.   Instead, markets 
have gotten ahead of themselves and are taking a breather while earnings “catch-up”. 
 
One big reason for the higher earnings multiple is the negative drag from the energy sector.  Energy 
prices fell 40%, smashing energy earnings.  That’s the bad news.  The good news is energy companies 
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have done a good job of managing the slowdown and have actually performed better than many 
analysts’ expectations.  
 

Kenjol Outlook 
Given our belief that the market will remain fearful, our expectation is the rest of the summer will be 
choppy.  We don’t foresee any major catalysts to drive markets higher and any significant risks to move 
markets lower; as such, our expectation for a range-bound market until the fall.  For now, the strongest 
market sectors are technology, healthcare, financials, and small caps. 
 
In the very near-term, headline risk out of Greece is increasing volatility even though their economy is 
small.  Beyond Greece, in the second half of year we will likely see the Federal Reserve raise interest 
rates for the first time in a decade. This could also increase volatility.  However, stocks typically perform 
well in rising interest rate periods, especially when an improving economy is behind the higher rates.    
 
Looking at the calendar, in the fall we will enter a strong seasonal period, the best six months of the 
year.  In addition, 2015 is a pre-election year, typically the strongest of the 4-year presidential cycle.  The 
Dow has not fallen in the third year of a presidential term since war-torn 1939.   
 
Given these factors and barring any major economic hiccups, we believe reasonable earnings growth 
with drive stocks moderately higher into year-end. 
 
We have turned slightly more defensive in our Kenjol strategies. Balancing the known risk factors with 
the near-zero returns we would earn in cash, we think the best course is to remain bullish in carefully 
selected market segments.  
 

Conclusion 
As we near the third quarter of 2015, we encourage you to consider your asset allocation to ensure you 
are best positioned for the current investment landscape. If you would like to discuss your personal 
financial situation in more detail, please do not hesitate to contact us to schedule a review. 
 
Wishing you a Happy 4th of July! 
 
Best Regards, 

Kenny Landgraf & David Levy 

 

 
IMPORTANT DISCLOSURE INFORMATION: Please remember that past performance may not be indicative of future results. Different types of investments 
involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product 
(including the investments and/or investment strategies recommended or undertaken by Kenjol Capital Management, LLC), or any non-investment related 
content, made reference to directly or indirectly in this commentary will be profitable, equal any corresponding indicated historical performance level(s), be 
suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or applicable laws, the 
content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this 
commentary serves as the receipt of, or as a substitute for, personalized investment advice from Kenjol Capital Management, LLC. To the extent that a reader 
has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the 
professional advisor of his/her choosing. Kenjol Capital Management, LLC is neither a law firm nor a certified public accounting firm and no portion of this 
commentary content should be construed as legal or accounting advice. If you are a Kenjol Capital Management, LLC client, please remember to contact Kenjol 
Capital Management, LLC, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of 
reviewing/evaluating/revising our previous recommendations and/or services. A copy of the Kenjol Capital Management, LLC’s current written disclosure 
statement discussing our advisory services and fees is available upon request. 

 


