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Month Ended August 31, 2015

Recent volatility has sparked a feverish conversation about the state of the stock market. Given the wild swings of late, suddenly words 
such as “panic,” “crash” and “bear market” have slipped back into the lexicon. Even though it has been more than six years since the 
financial crisis crested, nerves are still jittery. 

With no working crystal ball on hand, we are all left to wonder about the true state of things. And while there is always the possibility of 
more severe erratic moves—we do not believe stocks are en route to a crash. Instead, the “C” word that we feel best describes the 
environment is “correction.” 

As many know, a correction is typically understood to represent a 10% drop from a recent high. To that point, the Dow Jones Industrial 
Average was off nearly -14% from its May 19, 2015 peak to the August 25th trough. Similarly, the S&P 500 was down almost -12% from 
its broader-based May 21, 2015 top, while the smaller stocks comprising the Russell 2000 and Russell Midcap indexes have fallen -15% 
and -12%, respectively.  

It’s safe to say that no one likes to lose money, and we are no different. That said, a correction, as the term implies, can in fact be a net 
positive for the overall market. A correction cuts the froth. 

In recent months, we have said equity prices were feeling a bit stretched. Our thinking was not particularly original, as others held the 
same view. Now that stocks are less frothy, valuations have normalized. At current multiples, the S&P 500 is trading closer to its historical 
norm of 15x earnings. Perhaps the clearest indication of this seeming respite is the fact that it is so broad-based—from U.S. to 
international issues, from large to small-cap stocks. 

In many ways, although impossible to predict, the market’s recent comeuppance should not really come as a surprise. Market corrections 
are to be expected. For example, from 2000 to 2009, stocks experienced a 10% pullback on three different occasions. Then came the 
brutal bear market of 2008, and even with a spectacular recovery, we have had three more corrections since 2009. 

So where does that leave us? Given our longstanding belief that as value buyers, volatility is our friend; now is not the time to cut and 
run. Instead, we strongly advise holding or even opportunistically buying in the current environment. There are bargains to be had, and 
we are optimistic about our plans to deploy our cash to capture some of these bargains. 

 

The opinions expressed are current as of the date of this commentary but are subject to change. The details offered in this commentary do 
not provide information reasonably sufficient upon which to base an investment decision and should not be considered a 
recommendation to purchase or sell any particular security. Past performance does not guarantee future results.  
 
Investing in equity stocks is more risky and subject to the volatility of the markets. Investing in micro-, small- and mid-size companies is 
more risky and more volatile than investing in large companies. The intrinsic value of the stocks in which the portfolios invest may never 
be recognized by the broader market. Certain portfolios often invest a significant portion of assets in companies within the financial 
services and consumer discretionary sectors, and their performance may suffer if these sectors underperform the overall stock market. 
Investments in foreign securities may underperform and may be more volatile than comparable U.S. stocks because of the risks involving 
foreign economies and markets, foreign political systems, foreign regulatory standards, and foreign currencies and taxes. The use of 
currency derivatives and exchange-traded funds (ETFs) may increase investment losses and expenses and create more volatility. 
Investments in emerging markets present additional risks, such as difficulties in selling on a timely basis and at an acceptable price.  
 
The Russell 2000® Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000® Index is a 
subset of the Russell 3000® Index, representing approximately 8% of the total market capitalization of that index. It includes 
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approximately 2,000 of the smallest securities on the basis of a combination of their market cap and current index membership. The 
Russell Midcap® Index measures the performance of the mid-cap segment of the U.S. equity universe. The Russell Midcap® Index is a 
subset of the Russell 1000® Index. It includes approximately 800 of the smallest securities on the basis of a combination of their market 
cap and current index membership. The Russell Midcap® Index represents approximately 27% of the total market capitalization of the 
Russell 1000 companies. Russell® is a trademark of Russell Investment Group, which is the source and owner of the Russell Indexes’ 
trademarks, service marks and copyrights. The S&P 500® Index is the most widely accepted barometer of the market. It includes 500 blue 
chip, large-cap stocks, which together represent about 75% of the total U.S. equities market. The Dow Jones Industrial Average is a price-
weighted average of 30 significant stocks traded on the New York Stock Exchange and the Nasdaq.  


