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Clear Harbor Flash –  Market DUI 
 
Scarcely two weeks ago, I cautioned that financial markets would likely remain prone to—and be a 

significant source of—indigestion for some time. Recent data continues to reinforce the view that 

markets may prove more fragile than conventional wisdom recognizes. That is largely because zero-rate 

policies in place since the financial crisis have left little room for the Federal Reserve and other global 

monetary authorities to respond to economic slack, financial-market volatility, or both.  

Perhaps the better metaphor today is a twist on the familiar one of the punchbowl. Traditionally, it is 

said that when the Fed takes away the punchbowl of easy money, the exuberant party in the markets 

ends, and more sober considerations return to the fore. Monetary authorities return control of the 

steering wheel to investors willing to take fundamental measures of market value.  

Recent weeks may have proved the reverse: it is monetary authorities who have consumed too much of 

their own proverbial punch, and now risk receiving DUIs from the global investment community. The 

charges are grave, and well-founded for investors concerned about a further drop in risk assets. 

 DUI Charge #1: Bearish Technical Indicators 

Recent technical indicators suggest that major U.S. and global indices rest at important levels. Equities 

are hovering at or below key moving averages, and lack the buying interest often associated with 

temporary corrections. Additionally, some traditional technical “chartists” fear that we are less than a 

5% move from a more significant technical breakdown that would unlock further downside.  

 DUI Charge #2: Declining Monetary Efficacy 

Monetary stimulus, like any other drug, risks losing its efficacy over time, eventually becoming inert by 

the time it is needed again. With interest rates both at home and abroad near zero, little medicine is 

available to ward off any future recessionary storm is currently limited. This warrants particular caution 

at a moment when global growth seems to have decelerated, inflation expectations remain well below 

target, and equity valuations appear volatile and downward-trending. 
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There is rarely consensus during controversial and uncertain moments in a market cycle. Yet many 

members of Clear Harbor’s Investment Committee believe that the Fed missed a crucial moment to act 

several quarters ago, when a more sanguine global and domestic economic backdrop existed. This 

offered the chance to begin the process of gradually weaning the patient from uncommonly low interest 

rates with less risk than would be entailed today—with the side effect of restoring some potency to the 

medicine should it be needed again. This was the course taken in past cycles of the 1980s and 1990s. 

Instead, the only option left at the Fed’s disposal today is to initiate yet another round of quantitative 

easing. We believe this course of treatment has been exhausted, and would generate rapidly 

diminishing returns if repeated. In fact, it may risk a profound and negative effect not only on global 

asset prices, but on the credibility of the Fed itself. 

* 

The recent market volatility coupled with fears of slower global growth present a conundrum for the 

Fed. Do they wait for the global economy to rebound and catch up to reasonably positive U.S. economic 

data before tightening for the first time in nine years? Or, do they tighten now despite volatile and 

declining global asset prices, muted inflation, and a hemorrhaging emerging market backdrop that 

would only be challenged further by higher interest rates fueling an ever-stronger dollar? 

The technical breakdown in the markets is a direct result of the collision between these two conflicting 

imperatives. It means that the Fed’s predicament is now the market’s predicament as well, with much 

hanging on the result. (“If only they’d taken away the punchbowl a bit sooner…”) 

Past episodes of monetary excess have been greeted with chatter about the inevitable financial 

hangover; this one risks us running off the economic road. I highlight this possibility not to urge an exit 

from all equity positions, but to bring this emerging pricing risk to the attention of our broad and 

diversified client base. For while any given day’s trading may seem fleeting, the tail risk of a further 

negative outcome for equity markets may be higher today than at any time over the last several years.   

How should the possibility of such a negative outcome impact your wealth management planning?   

In good markets and bad, Clear Harbor works first and foremost to create wealth management 

strategies that anticipate and mitigate risk commensurate with individual client tolerances. These plans 

should not structurally change due to the first swoon in equity markets in more than three years: 

indeed, over the past half-century, the average correction has occurred about once every 18 months. 

While no growth portfolio can be insulated from all risk, every strategy should anticipate these ebbs and 

flows of the market. 

I emphasize that by fundamental measures, stocks remain well within historical means. Some argue that 

major equity markets appear close to historic fair value, based on earnings expectations for 2016 that 

put the S&P 500 at approximately 15x earnings. Even the more skeptical members of our investment 

committee, who argue that projections of 10% earnings growth is optimistic, would merely put the 

multiple higher in the teens—more richly valued, but hardly bubble territory in and of itself.  
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No: It is the collision between Fed constraints and market technicals, rather than fundamental 

measures, that is driving markets. And investors are beginning to appreciate that the margin of safety 

for many assets may be smaller than markets are currently pricing in.  

It is particularly important at times of market stress to enforce investment discipline. For example, 

rebalancing now offers an excellent opportunity to enhance risk mitigation. Exploring less correlated 

investments within fixed income may have merit for some; for others, adjusting market-sensitive sector 

exposures may prove apt. In select circumstances, we can use put options, market shorts or other 

alternative strategies in combination to benefit from market declines while avoiding tax gains. 

Perhaps most of all: no strategy, regardless of market conditions, should go unexamined indefinitely. 

Children begin their education or complete it; businesses are started, wound down or yield to 

retirement. I encourage you to communicate with your wealth manager to better understand the how 

inherent risks in your current strategy may have evolved; to re-evaluate your long-term goals and 

strategies; and to explore opportunities to mitigate outsized exposures to further market corrections.  

If your ability to withstand a significant drawdown in the equity component of your portfolio has 

changed since our last conversation, then a fresh look is certainly due. At the same time, volatility can 

provide significant opportunities for tax-loss harvesting and other active tax management strategies. 

We cannot guarantee that all strategies will prove impervious to all market conditions. But holistic 

advice on all aspects of your financial life can help anticipate the risks that come in the wee hours, as the 

punch bowl empties and the wrong kinds of drivers seem to block every path. 

Sincerely, 

 

 

Disclosure: 

Clear Harbor Asset Management, LLC (“Clear Harbor”) is an SEC registered investment adviser with its principal 

place of business in the State of New York. Clear Harbor and its representatives are in compliance with the current 

notice filing requirements imposed upon registered investment advisers by those states in which Clear Harbor 

maintains clients. Clear Harbor may only transact business in those states in which it is notice filed, or qualifies for 

an exemption or exclusion from notice filing requirements.   
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The material contained herein is intended as a general market commentary. The commentary may contain general 

information and views that are not directly relevant to your particular account. Opinions expressed herein are 

those of Aaron Kennon and may differ from those of other employees and affiliates of Clear Harbor Asset 

Management LLC. The information contained herein should not be construed as personalized investment 

advice. Past performance is no guarantee of future results. Information presented herein is subject to change 

without notice and should not be considered as a solicitation to buy or sell any security. Any comparison to an 

index, including the S&P 500 and Russell 2000, is for comparative purposes only. An investment cannot be made 

directly into an index, which are unmanaged and do not reflect the deduction of advisory fees. This brochure is 

limited to the dissemination of general information pertaining to its investment advisory services. The current 

account composition is intended for informational purposes and allocations are subject to change. 

For information pertaining to the registration status of Clear Harbor, please contact Clear Harbor or refer to the 

Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov). For additional information about Clear 

Harbor, including fees and services, send for our disclosure statement as set forth on Form ADV from Clear Harbor 

using the contact information herein. Please read the disclosure statement carefully before you invest or send 

money. 

http://www.adviserinfo.sec.gov/

