
“Whether it’s margin debt, mortgages or car loans, Americans have been brainwashed into believing that living beyond their means will somehow get them 
ahead. Consider the data, which simply do not lie.” - Danielle DiMartino Booth, President at Money Strong, LLC; Former Advisor, Federal Reserve Bank of Dallas 

 

Economic Watch 
The global economy is plagued by increasing levels of debt and decreasing prospects for growth.  Gross Domestic 
Product (GDP) is widely considered to be the broadest and most reliable indicator of economic growth.  Real GDP, the 
most commonly reported version of this metric, is adjusted for inflation, while Nominal GDP is its unadjusted 
counterpart.  In the U.S., Real GDP increased 2.4% in 2015, below the 3% minimum which would indicate a healthy, 
growing economy.  The U.S. has not achieved 3% GDP growth since 2005. 
 
Including the economies of Europe, Japan and China are creating an increasingly dismal picture:  aggregate Nominal GDP 
of these 3 plus the U.S. was 3.6% for 2015, down from 5.8% in 2010 and by far the weakest reading since 2009’s 
recession.  Perhaps most concerning is that these international economies are decelerating in the midst of massive 
central bank stimulus programs including quantitative easing (“QE”: a policy where the central bank purchases 
government and other securities in an effort to increase money supply), and negative interest rates, (“NIRP”: whereby 
banks charge to hold deposits).   
Simultaneously, our central bank, the 
Federal Reserve (Fed), is moving away 
from such stimulative measures towards 
tighter policy through ending its own QE 
programs and increasing interest 
rates.  Complications of bifurcated 
global monetary policies aside (U.S. 
tightening with most of the developed 
world easing), our Fed is in the process 
of implementing policies designed to 
slow down an “overheated” economy 
while domestic growth remains well 
under the 3% target.  As economic 
growth struggles, debt levels are rising 
thanks in part to years of QE and 
low/negative interest rate 
policies.  Total debt is estimated to have 
increased by $1.968 trillion last year, a 
whopping $1.4 trillion more than the 
gain in global Nominal GDP.  Debt-to-GDP ratios of this magnitude have historically shown to hinder economic growth 
dramatically on a go-forward basis.    
 
 

Outlook: 
Our thesis is this: global over indebtedness is stifling economic growth and all the monetary stimulus in the world cannot 
overcome the current massive amount of global debt.  Perhaps said best by Lacy Hunt, portfolio manager for the 
Wasatch-Hoisington US Treasury fund, “debt is always a shift from future spending to the present” and its existence at 
levels we are currently witnessing is problematic for the global economy.  Debt is the silent killer of corporate earnings 
and revenues, credit markets, and market stability. 
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In the U.S., Q4 2015 corporate earnings came in negative, as are expectations for Q1 2016.  If corporate earnings decline 
by -9.1% for Q1 as expected, it would mark the first consecutive year-over-year corporate earnings declines since Q4 
2008 - Q3 2009.  Additionally, corporate revenue growth declined in each of the last 5 quarters.  Despite what we 
believe to be a transitory uptick in the Consumer Price Index (CPI), a measure of inflation, deflationary forces are in 
command. In the meantime, stock prices grind higher widening the gap between fundamental financial data and 
prices.  Markets and economies have and may continue to trade at odds with one another, but we believe such 
divergences will fall back in line with historical averages over time.  
 

Market Watch  
In dramatic fashion, the U.S. stock market rallied back into positive territory following the worst start to a year in 
history.  This marked the first time since the Great Depression that the S&P 500 Index fell more than 10% and then 
reversed course to finish with gains during a quarter.  The oil/energy sector followed a similar pattern with a dismal first 
few weeks as investors re-evaluated inventory levels and reassessed the potential for a production freeze agreement 
before rebounding to end the quarter more or less where it started.  Other natural resources and hard assets performed 
extremely well, specifically gold and gold mining stocks which had their best quarterly returns in nearly 30 
years.  International equities struggled with net losses during Q1.  Emerging market stocks, however, reversed trend by 
posting positive single digit returns after lagging their developed market counterpoints for the majority of the last 
several years.  U.S. Treasury yields fell dramatically – their largest quarterly drop in over 3 years.  Since prices increase 
when yields decline, bonds posted strong gains for the first quarter. 
 
Here are some additional market data points from 
Q1: 

• Barclays U.S. Aggregate Bond Index Q1 
return: 3.03% 

• 10-year U.S. Treasury yield ended Q1 at 
1.78%, down from 2.17% at the beginning of 
the year 

• 30-year U.S. Treasury yield ended Q1 at 
2.61%, down from 2.75% at the beginning of 
the year  

• S&P 500 Q1 return: 1.35% 
• Dow Jones Industrial Average Q1 return: 

2.20% 
• Nearly half the stocks in the S&P 500 Index 

and half the broad sectors (Energy, 
Technology, Healthcare, and Telecom) were 
more than 20% below their all-time high at 
the end of the quarter 

• MSCI EAFE Index Q1 return: -3.01% 
 
 

Outlook: 
We continue to believe that broad equity markets are overvalued and will eventually decline by 20% or more to fall in 
line with historical averages.  Despite this not-so-optimistic outlook, however, we also believe there are areas of the 
market that are poised for further growth even if a broad market decline materializes.  
 

 



• Long duration, high quality bonds: Lower interest rates will likely continue given the global economic slowdown 
coupled with low and negative interest rates in many developed countries.   We believe rates will fall fastest for 
longer-dated, high quality and government bonds, leading to greatest price appreciation within this area of the 
fixed income market. 

• High dividend paying stocks: While our analysis indicates valuations are high, we still believe the safest way to 
allocate to U.S. stocks is through quality companies paying dividends.  If the market does fall, these types of 
stocks historically hold their value the best. 

• Gold / gold mining companies: As we have noted in prior newsletters, many countries are devaluing their 
currencies, printing money, and now with negative interest rates, banks are charging customers to hold their 
money.  In many ways, gold has always been money and/or viewed as currency and will likely appreciate in 
value during times of currency “depreciation”.  The recent rally in gold supports our outlook. 

• Water: While deflation is a negative for most commodities, one that has not been overdeveloped in recent years 
is water.  Many emerging countries struggle with potable water given the rapid increases in population.  We 
expect the need to supply water, and its necessary infrastructure, to be an ongoing priority for many years to 
come. 
 

 

Portfolio Allocations 
Portfolios benefitted from our defensive positioning during the first quarter of the year.  Allocations remained mostly 
unchanged, with a few tweaks as a result of updates to our outlook.  First, we reduced exposure to international 
equities.  While we continue to find many areas of foreign stock markets attractive due to lower valuations and, in some 
cases, accommodative government policies, we also see considerable headwinds.  Negative interest rates, potential 
issues surroundings “Brexit” (Britain departing from the European Union), and slowing Chinese economic growth are a 
few such challenges.  Additionally, we saw correlations between the U.S. and international stock markets increase 
during the decline in the beginning of the year.  This indicated to us that despite central banker’s efforts, foreign 
markets are not seeing the same positive price impact that such accommodative monetary policies had on the U.S. stock 
market over the last few years.   
 
Secondly, we moved our natural resources allocation from a broad-based fund including energy/oil, agriculture, and 
timber to a fund focused exclusively on capitalizing from the increasing demand and decreasing supply of potable water.  
This fund has historically provided similar diversification benefits as broad natural resource options, but without the 
exposure to the volatile oil and energy sectors.  While there is some evidence to suggest oil prices may have stabilized, 
we believe there are simply too many risks from excesses in supply and slowing demand growth to maintain our 
allocation to the sector.   
 
 
 
 
 
 
 
 
 
 

 
 
 
Past performance does not guarantee future results.  The views and opinions offered constitute our judgment and are subject to change without notice, as 
are statements of financial market trends, which are based on current market conditions. We believe the information provided here is reliable, but do not 
warrant its accuracy or completeness. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The views 
and strategies described may not be suitable for all investors. This material has been prepared for informational purposes only, and is not intended to 
provide, and should not be relied on for, accounting, legal or tax advice. References to future returns are not promises or even estimates of actual returns a 
client portfolio may achieve.  Any forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a 
recommendation. Securities offered through United Planners Financial Services of America, A Limited Partnership. Member FINRA/SIPC. Penniall & Associates is independent from 
United Planners. 

 

 


