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The Wall of Worry: Why we Remain Bulls 
RECOVERY IN EUROPE OFFSETS SLOWDOWN IN CHINA 

Yes, we worry about China – less about its markets, and more about the evidence that growth is 
probably less than half the official 7 percent (see Chris Konstantinos’ Weekly View from July 13, 
2015: “Bear in a China Shop”). Slow growth in China is, however, more than offset for us by good 
news coming out of Europe and steady growth in the US. China, like Japan before it, is an export-
driven economy, meaning that the slowdown from 10 percent growth to the current rate has 
already been absorbed by a world economy that continues to expand. Sectors that export to China 
(commodities, consumer brands, machinery) have already been hit hard, and we remain cautious. 
Michael Jones and Chris Konstantinos are visiting China in August, and we are open to learning 
something that will change our view. As long as the global expansion continues as a result of 
central banks’ pro-growth policies, we think stocks will continue to deliver better returns than bonds 
or cash. 

In the summer of 2011, the S&P 500 lost 16.5 percent of its value, falling from 1345 on July 22nd to 
1124 on August 19th. Since then, the index has risen to 2100 without a pullback of more than 10 
percent and with just 5 declines that exceeded 5 percent. This is shown in the bottom clip of our 
Weekly Chart. Reflecting that, volatility (as measured by the Chicago Board Options Exchange), 
which rose well above its long-term average in the summers of 2010 and 2011 and spiked recently 
as a result of the Greek crisis, has again died down to low levels. The Federal Reserve’s pro-
growth policies have been good for financial assets, especially stocks and real estate. 

Despite our positive outlook, a very real fear of a significant correction in both US and international 
stocks persists among a portion of our client base. While a study of history quickly reminds us that 
investors in stocks should always be prepared to weather a 5% –15% pullback, we do not expect 
that to occur. Earlier this month, Greece was the “scary headline du jour”; now, it’s China. For 
much of 2014, the fear was centered on Ukraine, and the early part of 2013 was dominated by the 
US fiscal cliff.  Bull markets climb a wall of worry; however, our Weekly Chart shows that by the 
standards of 2009-2011, recent corrections have been minor. In our view, this shows the global 
power of central banks. 

We believe sustained bear markets are primarily caused by the expectation of a decline in earnings 
(usually the result of a recession); or, they are caused by the bursting of inflated valuations and 
often follow a prolonged rise in long- and short-term interest rates. While we have gradually 
reduced risk strategically in our shorter timeframe portfolios, we have not made a significant 
tactical reduction in risk assets in four years. There are three main reasons for this decision: a low 
probability of recession, positive price trends, and valuations for the asset classes we own, which 
have risen but, in our view, are not excessive. Furthermore, we have recognized the power of 
‘accommodative’ (pro-growth, pro-financial market) central bank policies. Both strategically and 
tactically, we have moved money overseas due to better valuations and more aggressive central 
banks. The bottom line is that we believe slow global growth means the next global or US 
recession is not currently in sight. 

A “melt-up” – a move to a higher level of valuation of what we expect to be modest earnings growth 
– seems more likely to us than a meltdown. Judging by flows into funds, retail investors have not 
reduced their holdings in fixed income despite very low yields. Should they do so, because bond 
yields rise and/or they see better return potential from stocks, there is a case over the next 18 to 24 
months for some exuberance. Our Weekly Chart shows that, as we expected, the pace of the 
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