
10/17/2014 % Wk Chg % Yr Chg

DJIA 16,380.41 -0.99% -1.18%

S & P 500 1,886.76 -1.02% 2.08%

Nasdaq 4,258.44 -0.42% 1.96%

EAFE 1,737.51 -0.66% -9.30%

Emerging Mkts 976.76 -1.32% -2.59%

Hang Seng 23,023.21 -0.28% -1.22%

NIKKEI 14,532.51 -5.02% -10.80%

FTSE 6,310.29 -0.47% -6.50%

CRB Index 272.64 -1.07% -2.69%

Dow Jones Utility 562.56 0.16% 14.67%

TIPS Index 114.00 0.18% 3.73%

VIX Index 21.99 3.53% 60.28%

OIL 86.16 -4.49% -22.24%

Gold 1,238.32 1.24% 3.32%

Euro 1.28 1.05% -7.27%

Yen 106.88 -0.72% 1.43%

Sterling 1.81 12.55% 9.44%

High Yield 6.02% -1.63% 1.18%

Investment Grade 3.40% -1.73% -12.14%

2 Year Gov't 0.37% -11.90% -2.63%

5 Year Gov't 1.42% -7.19% -18.39%

10 Year Gov't 2.19% -3.95% -27.72%

30 year Gov't 2.97% -1.33% -25.19%

2 Year Muni 0.39% -2.50% 18.18%

5 Year Muni 1.08% -7.69% -6.09%

10 Year Muni 1.97% -6.19% -28.88%

30 Year Muni 2.83% -4.71% -33.10%

3m LIBOR 0.24% 0.00% -4.00%

Fed Funds 0.08% 0.00% 100.00%

Prime 3.25% 0.00% 0.00%

Money Market 0.38% 0.00% -5.00%

12m CD 0.71% 0.00% 5.97%

30 Year Mortgage 3.95% -4.82% -13.00%

15 Year Mortgage 3.05% -1.93% -14.08%
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It's brutal to watch a market go down and have to deal with the 

anxiety it creates.  TV commentary then whips the events of the 

day to an even higher level of dread.  Who really got hurt this week 

as the market sold off?  Let's look at the boring stuff first, the 

economic news, how bad was it?  Housing Starts came out on 

Friday showing a strong number above 1 million units up 17.8% 

from a year ago, not bad.  Jobless claims continue to drop to 

264,000 the lowest level since the recovery began and a level not 

seen in 13 years.  Industrial production rose 1% which was higher 

than analysts projected and inflation as measured by the Producers 

Price Index stayed in check with little signs of inflation.  What 

about the monetary front?  Our Fed once again proved they 

understand markets reiterating they might provide some new 

economic stimulus if needed.  Even the start of the earnings release 

this quarter was positive.  So what was this week's excuse for the 

market sell off?  One word seems to bubble to the surface, 

collapsing oil prices.  What does it mean when a single product like 

oil goes down in price from $120 a barrel to $80 barrel in a short 

period of time?  Was this a bubble bursting event? 

  

The current state of global oil supply is rising as new methods of 

drilling have come onboard.  That fact alone coupled with a world 

of stable demand says prices would seem to be at risk of falling.  

But look at how we got to $120 a barrel oil.  Rising production and 

a belief that global demand would also be rising pushed prices 

higher and higher and as is normally the case an unknown amount 

of speculation thrown in the mix and we're at $120.  Bubble or not, 

this week the market for oil corrected trading to below $80 a barrel.  

Who has been hurt perhaps more than any one due to the price 

decline?  It might surprise you but it looks like it's Russia. The state 

controlled Russian Oil machine has created over the last several 

years a near nirvana situation for their citizens.  High prices have 

helped fix their economy and placed the country's leader into 

almost rock star popularity. The Russian economy is as close to a 

one trick pony as you can get and revelations this week showed just 

how at risk the Russian economy is to the price of oil.  

  

One headline said it best, "Putin Loses His Best Friend: Expensive 

Oil."  Oil is Russia's most important export and critical to the 

Russian government's ability to operate.  Experts predict that if the 

price of oil is below $104 the Russian budget falls into a deficit 

mode.  At $90 a barrel Russia is forecast to see their GDP drop 1.2 

percent.  Keeping in mind that all of this is occurring as the West 

has instituted varying sanctions against the country because of their 

actions in the Ukraine.  If oil stays at $80 the economic impact and 

potential political impact in Russia could be severe.  After Russian 

annexed Crimea some Kremlin officials were quoted as stating that 

the US and Saudi Arabia would artificially push the price of oil 

down to hurt the Russian economy. But Russia does not stand alone 

as a country at risk if oil prices stay low or drop further.  Iraq, 

Venezuela, and Libya all suffer in a low price oil world.  These are 

not exactly countries that are the most stable in the world.  We have 

seen how a Russia on top of the world acts, now we may see how 

one that is struggling might react.  Oil might have suffered a mild 

bursting of a bubble in the last week but the fallout is still yet to be 

seen and volatility is certainly back. 

  

Carl Gambrell 

  

  


