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To read a financial newspaper these days is quite scary as there is a plethora of negative headlines. 

Whether it is ISIS extremists taking over swaths of land in the Middle East, the Russian threat of invasion 

in Ukraine, global deflation, the end of U.S. Quantitative Easing or an economic slowdown in China, it is 

easy for investors to come up with a reason to panic out of investments. There is a lot going on right now. 

Among all these investor concerns, however, we believe the Ebola epidemic bears close watching. This 

seems to be the one wrinkle that could provide a quick shock to the U.S. economy, and at this point it is 

still unclear how realistic this may be. Fear of the unknown is a powerful thing. As such, we have been 

following the daily Ebola news flow more closely than we normally might. If the potential Ebola 

epidemic can be resolved or credibly contained, we remain confident that the U.S. economy will remain 

on solid footing and the stock market will remain in the clear for at least another year or two. 

 

Initially, our reaction to Ebola was muted. To the layman, it seemed as though the disease was fairly 

difficult to transmit given the infected person had to be showing symptoms and exchange bodily fluids 

with another person. Most important, the virus is not an airborne disease. Yet, as the story has begun to 

unfold, it appears the ease of transmission has been underestimated. When nurses following infectious 

disease protocols are unable to avoid getting sick, it suggests to us that either the doctors don’t really 

understand (or aren’t telling us) how easily it can spread or the CDC protocols are inadequate. Neither 

instills a ton of confidence, and it’s easy to envision some “doomsday” scenario where consumers pull 

back on travel, shopping and other activities due to a fear of being in public – rational or not. A recent 

study by a U.K. economist suggested a global flu pandemic could cause an 8% drop in global GDP. 

 

The key questions we must therefore ask ourselves as investors is whether we 

believe it can be contained and how might this play out? Data has been 

showing cases doubling every month in West Africa, and now there are roughly 

8,500 infected patients with the World Health Organization projecting 20,000 

infections by November. It appears to be spiraling out of control in Africa. 

Given limited resources, Africa’s health care conditions and containment 

protocols are not surprisingly very poor. In many cases, infected patients are 

treated at home by family members without proper protective gear or training. I 

found it shocking that Liberia has only 170 doctors (including retirees) in the 

entire country. Over 4 million people live in Liberia. The world is finally 

wising up to the fact that getting aggressive in Africa could perhaps control it 

better. The question is whether it took the world too long to react. The United 

States is sending over reservists to build and maintain 17 Ebola-facilities and 

the U.K. is advocating for €1bn in emergency funds to combat the outbreak. 

The efforts have been hindered by a lack of infrastructure as local resources are 

so limited they must be airlifted in. My personal opinion is that it is quite 

debatable whether officials can control Ebola’s spread globally at this point, 

but there is one hope: pharmaceuticals. If the pharma industry can develop 

effective treatments and vaccines for Ebola, this issue will rapidly become an 

afterthought. Perhaps even more important, it will be a game changer for both 

investor fear and the fears of consumers who may not want to travel or go shopping. On this front, I’m 



 

encouraged on the treatment outlook because several drug companies have already shown efficacious 

treatments in vitro and in primates that are being fast-tracked and should be available by the spring (with 

clinical trials beginning in the next one to two months).  Only in vivo human trials can confirm success, 

but usually you can tell whether you have an agent that can kill a virus in a petri dish. It seems like the 

efforts will be delayed as trials are designed and mass manufacturing capabilities are ramped, but these 

should be resolved by early next year. 

 

So, our internal view on the Ebola situation and how it relates to the market outlook is that the market will 

continue to be volatile as long as the perceived threat of Ebola remains in the daily news flow. Any more 

announced cases outside of Africa (especially in the United States) in the coming days or weeks will 

likely be met with market selling. That said, if the global efforts to control the disease can slow it down 

(and limit U.S. cases) in time for the pharmaceutical industry to ramp up, the ”Ebola Scare” of 2014 may 

soon be a distant memory like SARs or Bird Flu in the mid-2000s. We are apt to take the optimistic view 

that Ebola will be completely out of investors mind by this time next year. 

 

Besides Ebola, European deflation is probably the second most pressing “topic du jour,” but ultimately 

won’t have a huge impact on the U.S. barring an EU depression. While Draghi has moved rates to near 

zero and actually instituted negative central bank deposit rates, it is not enough. He seems more inclined 

to use rhetoric rather than aggressive policies to jump-start the money supply and reinvigorate EU 

inflation. The EU inflation rate has ticked down to a meager +0.3% yoy. The primary concern about the 

deflation story is the long-term headwinds to EU debt levels. It’s no secret that EU governments have 

much too much debt, and they need inflation to help dwindle it down. Deflation only exacerbates the 

problem. I have a feeling though that Draghi will soon get more aggressive here as his sole mandate is to 

keep inflation steady. He just started a modest Quantitative Easing program, but if inflation officially 

turns into deflation, he will ramp efforts further. Why now? Germany. Germany has an unhealthy level of 

fear for inflation and has strongly resisted EU efforts to provide further stimulus. Similarly, the country 

has stifled any calls for relaxation on its austerity measures. I believe German sentiment, however, is on 

the precipice of changing. Over the past several years, Germany’s growth has far exceeded its EU 

counterparts, enabling it to remain disciplined. Recent data though suggests that even the German 

economy is showing cracks. German GDP, industrial production, retail sales and economic sentiment 

have all slowed down in the past six months. I thus believe Germany’s fiscal discipline will wane, and 

calls for more fiscal and monetary stimulus in the region will be met. Europe is not going to be a high 

growth area. As U.S. investors, we just want to make sure it doesn’t fall off a cliff. I don’t think it will. 

We must remember that we have been dealing with EU crises for the past three years (Greece, Cyprus, 

Portugal, etc.), and it hasn’t crushed the United States. 

 

In Asia, China is slowing down. This isn’t new news. We have been dealing with the Chinese slowdown 

for months and months, and the U.S. stock market and economy have been able to hold up just fine. From 

a U.S. investment perspective, the biggest areas of concern will continue to be equities linked to global 

commodities such as copper, steel and even oil as China pulls back. China has been consuming 40% to 

50% of key industrial metals, and the world is set to face a supply glut. For example, in September, China 

exports of steel reached a record high (+73% yoy). This is bad for U.S. steel producers, but good for just 

about everyone else in the United States. At this point, I think the Chinese government can manage a 

deceleration in growth in the near term. That said, our longer-term outlook on China is not good, but with 

only 5% of U.S. exports going to China, the U.S. economy should be OK as this story continues to 

unfold. 

 

The United States remains the best house in our global neighborhood. The employment outlook continues 

to improve with payrolls growing an average of 245,000 over the last six months, as well as a falling 

unemployment rate and jobless claims. Jobs are the lifeblood of the economy. There are other nice 

tailwinds though including the recent plummeting oil prices and the resultant lower gasoline prices, which  



 

are already down over $0.50 since June. Some estimate this could amount to over a $100bn stimulus to 

the U.S. consumer despite a modest headwind to our Energy sector. In my opinion, the fall in oil prices is 

not indicative of dramatic economic weakness at all, but a combination of exploding supply, Chinese de-

stocking, the strengthening U.S. dollar and especially, OPEC disunity. Other U.S. economic data points 

such as PMIs, housing, and industrial production have been solid as well. While some will complain that 

wage growth has been mediocre, I would counter that the lack of wage growth is an indicator that slack 

still remains in the system, which is a good thing. As long as the inflation and interest rate cycle is pushed 

off, the end of this expansion will likely be as well. This is a core thesis at Scholtz & Company. We 

believe that the cycle is likely to be elongated. While the growth isn’t nearly as explosive as past 

economic recoveries, the market can work just fine if we plug along at 2% to 3% GDP growth. 

 

To conclude, we remain “cautiously” positive on the market. Corporate profits are growing, and this is the 

No. 1 driver for market performance. The one wrinkle that bears watching is the Ebola epidemic, but I 

think concerns will dissipate by next spring at the latest on the back of pharmaceutical development and 

rollout. Along these lines, our portfolios have maintained a healthy level of cash. We have also continued 

to focus more on companies with a majority of their sales coming from the United States. The benefits of 

the strong dollar and falling commodities are difficult to ignore. While the near term may remain volatile 

on a variety of headlines, there is no need to panic.  

 

 


