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The End of QE: Energy Markets and Changing Volatility
By Nick Fisher, Portfolio Manager & Principal

As expected and discussed last quarter, we have 
seen the end of the Federal Reserve bond buying 
program known as Quantitative Easing (QE). To 

review, the easy money environment has 
encouraged risk-taking by investors. This has 
manifested itself in nearly every asset class over 
the last 3 years. We pointed out that confidence 
and complacency has crept into the market. This 

investor behavior, a direct result of (QE) will end with mal-
investment and the loss of capital for less disciplined investors 
at some point in the future. In retrospect, it becomes so obvious, 
just as it was with the dotcom bubble, real estate bubble and will 
be with this market cycle.

Energy
One booming cycle coming to an end is in the energy markets. 

Nearly no one at the end of 2013 predicted much of a move in energy prices. Sure, a few 
prognosticators predicted that prices would be up or down at most 5-10%, but people 

forget that many asset classes including energy can be quite volatile. Consider that oil 

since mid 2012 had not moved much more than 10% in either direction. Consequently, 
no one vocally predicted an order-of-magnitude change in prices and yet that is exactly 

what has happened with Natural Gas and Oil prices. This is not out of the ordinary, oil 

prices have frequently had violent changes in price, yet investors have very short 
memories (we call this recency bias) and the recent past of 2012 and 2013 told them 

that prices were less volatile now in this “new normal.”
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Yesterday’s boom appears to have slowed. Rig count across the country has fallen while oil tankers are now being filled and parked off shore in anticipation of higher prices.
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Due to advances in technology and 

cheap money (thank you QE), 
domestic drilling in the US absolutely 

took off.  Remember the headlines of 

the last couple years describing the 
energy revolution and energy 

independence. With cheap money, 

risky energy companies had the 
ability to borrow $550 Billion in the 

high yield (junk bond) market over 

the last 3 1/2 years. In that time 
period, energy companies increased 

the number of drilling rigs from 1200 

to 1800 (Baker Hughes). Of course 
with more rigs drilling and improved 

technology, the supply of oil available 

has ballooned and demand has 
stagnated due to the global slow-

down. 

As of this writing, oil and gas prices are down 53% and 44% 

respectively. Again this is not out of the ordinary. The tide 

of oil is definitely receding. As Warren Buffett has said, 
when the tide goes out, you find out who is swimming 

naked. I speculate there are a whole lot of small energy 

companies swimming naked. According to Deutsche Bank, 
about a third of energy companies with a bond rating of B 

or lower are at risk for bankruptcy. In the short-term, many 

of these energy companies have hedged their exposure to 
the fall in oil prices and this story will take some time to 

play out. In the meantime, investors have been selling 

energy companies, but they are not quite hated or feared 
yet. Only then will we know it has hit bottom.

What other assets have been impacted by QE? Where have 

analysts recently predicted incremental changes when an 
order of magnitude change would not be out of the 

ordinary at this point in the cycle? Time will tell. Ironically, 

once underway investors will avoid these assets like the 
plague, as they have energy companies recently. Just as 

this happens, we will find prices much more interesting. An 
investor must think contrary to the crowd in order to earn 

an above average return. Simply put, an investor should 

like things more when prices fall, sadly most don’t.

Volatility and the recency bias associated with volatility are 

largely responsible for investor greed and envy when 

markets are going up and fear when markets are declining. 
This makes for poor decision making, buying high and 

selling low. Consider that volatility has been much lower 

than is usual across most asset classes and we cannot 
expect below average volatility to go on indefinitely. Just as 

in the energy markets prior to their decline. For the average 

investor this can be a frightening proposition. Why not 
expect it, embrace it and look forward to the opportunities 

it creates?
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With cheap money, risky 
energy companies had the 
ability to borrow $550 Billion 
in the high yield (junk bond) 
market over the last 3 1/2 
years.
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Skewing the Curve
By Rick Thomas, Business Advisor & Principal

Leveraging a theme discussed by Nick a 

few months ago in his article titled, “Heads 
We Win, Tails We Don’t Lose Much,” there 
is a correlation in the view of risk Nick 
illustrated and how we can look at risk in 
our businesses, and more importantly, 
what we can do to skew the curve in our 

favor.

Everyone would agree that risk in business is as 
ubiquitous as rain. There is also unanimity in that the 

return on the business is in general, relative to the 
riskiness of the particular market or industry the business 
is in. In the investing world, we refer to the capital 
markets line, Fig. 1, to illustrate the rate of return an 
investor may expect from a particular asset class that is 
associated with the inherent risk of that class. 

Where your particular business falls along that line is a 
function of the market you are in, your business model 
and the quality of your decision-making. Regardless of its 
location along the continuum, however, there is a range 

of upside and downside outcomes your business will 
experience. 

As the vertical bell curves in Fig. 2 illustrate, there is an 
assumed even distribution of good and bad outcomes to 
a business. While this is an interesting illustration for 
understanding risk, it does not reflect reality. Most 
businesses do not have an even distribution of good and 
bad outcomes and yet many business owners go about 
their work assuming they have just as much chance as 
the next guy to be successful.  As many of you hopefully 

know, this is a horribly flawed assumption and gets at the 
root of what I want to illustrate – how to skew the results 
in your favor. The following five principles will help you 
ensure that your upside is enhanced, or in the least, 
downside is limited as shown in Fig. 3:

1. Do great work – This is the foundation for mitigating 
risk in your business and I am constantly amazed at 
how often I see business owners lose sight of this 
cardinal rule. Deliver quality, stand behind your work 
and treat your customers like royalty whether you 
think they deserve it or not.  Until you have these 
fundamental deliverables in place, I wouldn’t focus 
on much else.

2. Be clear about where you are going – Even if it is a 

company of one, taking the time to reflect and 
memorialize where you are going with the business 
and why, will bring energy and clarity to your actions. 
A common mistake is trying to do too much and 
being all things to all clients. A clarified vision will 
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shiny objects and distractions.

3. Develop a robust hiring process – While the need to have 
great people in the company is a given, you don’t get there 

without a good hiring process. For those that have solely 
relied on hiring friends and family, you either haven’t 
realized the limitations of your approach yet, or are feeling 
the pain and not certain what to do differently. If so, then 
get help soon (your local SHRM chapter can refer you to a 
good HR consultant) as this is not a quick fix.

4. Employ a planning process – Notice I did not say have a 
business plan. Best stated by Dwight Eisenhower when 
reflecting on the execution of the D-day invasion at 
Normandy, “plans are worthless, planning is priceless.” The 

focus needs to be on the discipline of planning. The plan 
itself is the outcome and often changes within a short time 
frame. A good planning process is not a one-and-done, but 
a process that accounts for a shifting landscape and helps 
the owner and/or team adjust to the changing dynamics of 
the marketplace.

5. Get an outsiders perspective – Whether you belong to an 
industry association, attend a business leader roundtable or 
hire an advisor or consultant to help you with your 
business, you need to have another set of eyes on the 

operation. We all suffer from blind spots and tend not to 
see the eyesores and systemic problems, either because we 
are too close to them or are in denial. Having an outsider’s 
perspective will help you see the problems for what they 
are. The sooner you are honest with yourself about the 
issues, the better.

While the law of averages applies to all businesses, these 
principles will help ensure the coin flip ends in your favor. Of 
course, there are no guarantees but one thing is certain; doing 
nothing risks that the averages will stack against you. Your 

choice, but it is likely your competition is hoping you won’t.

“Plans are worthless, planning is 
priceless.” 
-- Dwight Eisenhower


