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The Power of Zeitgeist 

The year is unfolding 
pretty much as anticipat-
ed in the annual ADK 
2016 newsletter. Global 
financial markets have 
recovered after a rough 
patch; economic growth 
is meandering along at 
low levels; a near-term 

recession is unlikely in the US; Ponzi financ-
ing continues unabated; China, Russia, Iran 
and ISIS are influencing geopolitical develop-
ments disproportionately; western policy-
makers are diddling; central bankers contin-
ue to experiment; energy prices are ap-
proaching break-even points for many pro-
ducers; and systematic risks are growing.  
 
If consumer confidence indices and fear 
gauges are any indication, optimism and con-
tentment are currently outweighing fear and 
concern. i ii iii iv So far so good. However de-
spite the current period of relative tranquili-
ty, all is not well with the world economically 
or otherwise. Risk management of financial 
resources, always important, becomes even 
more so as the world contends with global 
uncertainty, volatile political environments, 
the impending tightening of monetary policy 
by the Federal Open Market Committee, and 
a form of financial wizardry that has not 
been witnessed for over 5,000 years.  
 
There are numerous positive and negative 
developments and trends to be sure, but in 

some respects global residents are living in unique 
times— $12,000,000,000,000 in negative yielding 
debt suggests that something is amiss. v In light of 
these and a host of other very strange phenomena, 
prosperity and peace cannot be taken for granted. 

 
From a resource management 
standpoint, significant chal-
lenges and threats remain and 
must not be taken lightly.  Ac-
cording to Felix Zulauf, we’re 
currently in an environment 
completely different from any-
thing money managers have 

seen. The most important aspect of what is occur-
ring now is the shift in the ‘zeitgeist,’ or prevailing 
spirit of the time. vi  This is a very significant obser-
vation from an astute market observer that helps 
explain political movements throughout the world.  
 
Our tiresome mud wallowing may be coming to an 
end. Undesirable policies and political excess are 
making people angry and more willing to ‘throw 
the bums out.’ Brexit, Bernie Sanders’ popularity, 
and disdain of the Republican establishment are 
recent examples. Significant change should be an-
ticipated soon. And change there will be! This may 
create angst on political and economic fronts, but 
exacting adjustments now may save us from hellish 
situations later.  

Overall I’m encour-
aged by these new 

developments—not because of an expected 
change in heart among the entrenched, but by the 

fact that a rising group of people are willing to 
translate their desire for change into action. 
This is generally accomplished at the ballot 
box in western democracies. Takes more work 
in communist countries, but is still happening. 

Either way, the [monetary and govt. policy] 
circus that began in 2008 continues with its 
moldy handlers  trying to juggle unruly per-
formers — low-to-negative interest rates, ris-
ing debt levels, disregard of market economy 
maintenance, bad apples left to fester, slug-
gish growth, unhappy constituents, and illogi-
cal narratives.  What could go wrong? Plenty.  

Unfortunately, what or when is difficult to as-
certain. According to Bill Gross, a highly ac-
claimed fixed income manager, “The Fed has 
to normalize interest rates [raise them above 
inflation levels] over a period of two, three, 
four years or the global economy won’t func-
tion.”  vii 
 
In times like this it is important to engage fi-
nancial markets with an appreciation that 
things could go wrong quickly and rapidly 
spread, even in the USA—despite our coun-
try’s ample resource advantages and history of 
innovation. Consequently, ADK | Wealthcare 
Partners devotes a significant amount of re-
sources to staying current at multiple levels,  
such that the holistic advice and resource 
management we provide can help to keep 
your outcomes favorable. 
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Upside Down and All Around 

 Would you loan some-

one $1,000 if they 

promised to pay you 

back $990 five years 

from now? Seems like 

a bad idea.  Typically interest rates are sufficient 

to compensate the lender for their willingness 

to postpone expenditures. Normally viewed as a 

reflection of expected inflation, creditworthi-

ness, liquidity, currency valuation, and a host of 

other measures, interest rate levels [across a 

spectrum of maturities and countries] can be 

viewed as a forecast of current and future eco-

nomic health. Interest rates are very important 

price mechanisms and their historically low lev-

els should not be taken lightly. 

Rising interest rates make debt service to persis-

tent debtors [US government for instance] more 

expensive. This can be problematic when debt-

ors are over-extended. Having to devote addi-

tional resources to service debt, rather than 

needed public infrastructure and private enter-

prise, hampers future growth.  Moreover, finan-

cial assets tend to lose value in a rising interest 

rate environment. This can become a systemic 

problem if debtors have borrowed more than 

their inflows can later support.  

Alternatively, falling interest rates generally lift 

financial asset prices and encourage more bor-

rowing. They can also prompt entities to borrow 

more than their economic profile would justify in 

normal times. We have seen the lower interest 

rate phenomena play out for about thirty-five 

years now. Bond holders have been well reward-

ed. But interest rates cannot fall much further, or 

can they? Negative interest rates have only re-

cently materialized yet they could expand to oth-

er parts of the world and even fall further if the 

world economy worsens. 

Zero, and negative interest rates  

Over the past 5,000 years 

of interest rate history, 

negative interest rates only 

recently surfaced. Negative 

rates aren’t a naturally oc-

curring phenomenon in 

finance but a creation of 

our ingenious central bank-

ers. They are a sign not of 

constructive policy, but of trouble. If that is the 

case, the disease is spreading. Thirty percent of 

sovereign debt globally now offers negative 

yields, suggesting investors are increasingly fo-

cused on certainty and capital preservation even 

as several major central banks seek to stimulate 

growth and risk-taking. x 

All things considered, interest rates should rise in 

the near future, but hopefully in a manner that is 

gradual and well communicated by policymak-

ers. This is a likely sequence that I believe will 

soon unfold. There will be some economic and 

financial market pain either way, but better to 

absorb some pain for a period of time than risk 

an event that could end the game. 

Savers are destroyed when interest rates get to 

zero. And savers are the bedrock of capitalism 

as they allow investment, which produces 

growth. Continuing to keep interest rates at 

such low levels is thought viable by Central 

Banks, however the experience of the past five 

years [in the U.S.], and maybe the past 15 or 20 

in Japan, has shown that this is not the case.  xi 

Ground-level and negative interest rate policies 

haven’t worked as expected and in fact have 

had opposite effects than intended. xii 

It’s time to stop drinking the Kool-Aid and take 

the medicine. The values of many longer ma-

turity bonds will be negatively impacted; stock 

prices could be adversely affected as well. But 

these asset classes are generally overpriced 

and need to return to fundamental levels 

which are more in line with historic economic 

reality. 
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Handle with Care 

Despite the bizarre level of interest rates, a 

significant Brexit vote, and many other things 

to digest, measures of implied volatility in both 

stock and bond markets globally are close to 

all-time lows. PIMCO terms this dichotomy as a 

global status quo that is “STABLE BUT NOT SE-

CURE.” xiii 

Speaking of awkward market developments, 

the Swiss National Bank’s (SNB) stock portfolio 

of US equities recently rose to $54.5 billion 

francs at the end of March as this foreign cen-

tral bank chose to boost the percentage of US 

equities in its foreign exchange reserves. (A 

Swiss Franc is worth roughly $1.02.) They now 

hold shares in 2,600 US companies. Apple, Mi-

crosoft, Exxon Mobil, Johnson & Johnson, GE, 

AT&T, Facebook, Verizon, Procter & Gamble, 

Amazon, . . . all within their portfolio.  xiv 

The SNB maintains that it does not actively 

engage in equity selection, but instead intends 

to replicate broad-based indexes. Further-

more, their investments are designed for mon-

etary policy, not profit. (As if their involvement 

should somehow be ignored.) Keep in mind that 

the SNB creates money out of thin air [digital en-

try] like other central banks. Now contrast this 

acquisition mode with Joe and Jane Investor who 

have sacrificed and saved to invest in these same 

companies. Their holdings of Apple, for instance, 

resulted in a measure of economic sacrifice. 

Meanwhile, the SNB steps into the fray and buys 

Apple with money that has been created with 

nothing. How can this be a good thing over time? 

How can it not diminish the value of the holdings 

for the average investor over time? Inasmuch as 

SNB expresses that it did not purchase Apple for 

profit, and could sell on a whim, their actions ap-

pear to diminish the integrity of the market. But 

they are not alone. 

The Japanese Central Bank does something similar 

in that it buys Japanese domestic equities in the 

form of exchange traded funds (ETFs) in order to 

prop of the underlying indices. The European Cen-

tral Bank is buying investment grade corporate 

bonds within the EU. (Typically central banks pur-

chase, or sell, sovereign debt when trying to man-

age economic cycles.) Inasmuch as free markets 

are increasingly being usurped by managers of the 

economy, how this all ends is not clear. We may 

rue the day that we allowed this level of financial 

experimentation to take place throughout the 

world. However betting against their success in the 

short-run is hazardous. 

In the meantime, ADK | Wealthcare Partners will 

continue to manage risk, diversify strategically and 

find opportunities designed to support your 

unique short, medium, and longer term objectives. 

Despite concerns about geopolitical developments 

and the potential for military and economic con-

flict, innovation and creativity continues to shape 

the future. Some of the more notable disruptive 

developments in the business world of late in-

clude: asset-light business models, peer-to-peer 

services, resource access systems, holistic surveil-

lance systems, and new forms of enterprise soft-

ware. 

The world is changing rapidly and potential oppor-

tunities remain for those who are flexible and dis-

ciplined. For advisory clients, we will discuss these 

developments and other information pertinent to 

your financial resources soon—please reference 

the enclosed ‘ADK Summer 2016 discussion out-

line’ for specifics.  
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Topsy Turvey—YTD Financial Market Returns 

For the most part, financial markets have 

performed reasonably well this year. With 

respect to equities, China, Japan and Eu-

rope have struggled somewhat, but 

Emerging Markets and North America have 

generally produced positive returns. Taken 

together, world equity indices reflect fa-

vorable year-to-date gains of 4% – 5%. 

Corporate earnings will probably need to 

improve if equity markets are to continue 

their upward track. That path is far from 

certain, but then again, markets can be-

have in strange and unpredictable ways—

particularly in the short-term.  

Bond markets continue to perform surpris-

ingly well, but falling, and even negative 

interest rates, cannot persist. There is a 

possibility that negative interest rates 

could spread to other countries, including 

the US, and global economic growth could 

limp along for years longer, but these sce-

narios should not give bond investors 

much comfort—as bond valuations are 

already stretched and there appears to be 

little room for much more upside.  

QE, ZIRP and NIRP (quantitative easing, 

zero interest policy and negative interest 

policy) have yet to stoke aggregate eco-

nomic demand sufficiently. There is also a point where load-

ing up on debt becomes counterproductive. Perhaps we have 

already reached those levels in many countries. However we 

have not run out of monetary 

policy programs and acronyms. 

MFFP may be next (Money-

Financed Fiscal Program)—where 

public financing and tax cuts 

could be supported without rais-

ing taxes.  

Due to the pressing need for nor-

malized rates, coupled with a pol-

icy requirement to stoke aggre-

gate demand [real or artificial] in 

order to rekindle economies, It  

appears likely that inflation and 

interest rates will increase sooner 

than later. While it is hoped that 

inflation and interest rates will 

rise slowly and in somewhat of a 

controlled fashion, there is no 

assurance that financial markets 

will remain patient. Market cycles 

are inevitable.  

Presuming that economic growth 

does not take hold, lower valua-

tions would ordinarily be ex-

pected in equities and perhaps 

other asset classes as well. But ‘helicopter 

money’ may be waiting in the wings to save 

the day. Either way, investors have to be 

more discriminating. We’re operating in a 

different era now. 

Source(s): The Economist August 27, 2016 and LPL Financial Daily 

Performance Report as of August 24, 2016. 
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Winds of Change 

The US presiden-

tial election is 

close at hand. As 

November 8 ap-

proaches, don’t 

forget the power 

of zeitgeist. Politi-

cians throughout the world are being impact-

ed—including our presidential nominees. The 

US will have a new president on Jan 20, 2017, 

but who will that be? Polls fluctuate on a daily 

basis and their projections are not very illumi-

nating at this point. Prior to the Brexit referen-

dum vote, many large companies and institu-

tions spent significant sums of money to hear 

that voters would not vote for an exit. These 

same organizations were caught flat-footed 

and are now trying to understand how a coun-

try unwinds from a political union that lacks a 

predefined exit path. Europe has yet to feel the 

full consequences of this decision. 

Within the US, there are long-term conse-

quences associated with each presidential ad-

ministration as their legacy lives on through 

those they select in lesser capacities. Let’s take 

a peek at a sampling of policies and potential 

actions unique to each nominee and some 

things they have in common. And then consid-

er potential impacts on the US economy and 

financial markets. xvi  xvii 

Hillary Clinton 

 

 Expand Obamacare (aka the 

Affordable Care Act.) 

 Utilize government medical 

purchasing power clout  to help reign in drug 

costs for American families. 

 Additional support for solar, wind, and other re-

newable-energy efforts. Resist coal mining and 

offshore drilling. 

 Expand financial regulation beyond Dodd-Frank. 

 Increase defense budget somewhat. 

 Expand government regulation. 

 Increase income taxes on high-income people; 

increase taxes on capital gains; reduce tax rate for 

middle-class. 

 Strongly support immigration and immigrant 

rights. Desires to enact an immigration overhaul 

that would create a pathway to citizenship. 

 Desires to make some change to Federal Reserve 

governance. 

 Calls for allowing most students to attend public 

colleges without having to pay tuition. 

HILLARY Industry-specific IMPLICATIONS: Man-
aged-care, hospital, alternative energy and de-
fense contractors would likely benefit from a Hil-
lary administration.  
 
Drug stocks, large banks, brokerages, fossil-fuel 
stocks would not fare as well. 

Donald Trump 

 

 Reduce healthcare regulation and re-

peal Obamacare. 

 Significantly increase defense budget. 

 Scale back or eliminate Dodd-Frank.  

 Reduce government regulation. Implement a mora-

torium on all new federal regulation, including finan-

cial. 

 Challenge existing free trade agreements while back-

ing tariffs to protect American industry from unfair 

competition. 

 Reduce taxes for individuals and companies 

 Develop tighter controls on illegal immigration and 

border security. 

 Content with the Federal Reserve apparatus. Calls 

himself a low-interest rate person unless inflation 

rears its ugly head. 

 Believes in market-driven student lending in which 

the federal government would retreat and private 

banks would take over. 

TRUMP Industry-specific IMPLICATIONS: Biophar-
ma, Exploration-and-Production and Defense con-
tractors would likely benefit from a Trump admin-
istration. Others industries could be favorably im-
pacted as well if lower taxes and less regulation can 
be realized. 
 
Hospital stocks could be damaged due to reversal of 
the Affordable Care Act. 
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Winds of Change — continued 

Similarities 

 

 

 

 

 

Although Hillary and Donald have unique quali-
ties and differ on much, they both support addi-
tional economic prompting from federal govern-
ment coffers in one form or another. Fundamen-
tal spending cuts and entitlement reform do not 
appear to be on their near–term radar.  

Policy parallels include:  

 Increasing defense spending. 

 

 Increasing government debt. 

 

 Significantly increasing public infrastructure 

spending. 

 

 Disinterest in pursuing the TPP arrangement: 

A trade agreement involving 12 countries — 

US, Japan, Malaysia, Vietnam, Singapore, 

Brunei, Australia, New Zealand, Canada, 

Mexico, Chile and Peru — that would create 

a new single market something like that of 

the EU.  

 Little desire for significant change to popular benefit programs such as Medicare and Social Security. 

Whether our preferences are reflected in the current presidential nominees or not, one of these individ-

uals will become the next US president. Many polls suggest that Hillary has a slight lead among voters 

currently. Zeitgeist suggests that Donald could surge unexpectedly—as was the case with the recent 

British referendum. How the US presidential election plays out may well be determined by how Mr. 

Trump manages to incorporate a sense of humbleness into his communications. If he can control his 

tongue, there could be a photo finish.  

As the race is probably too close to call, and financial markets do not like uncertainty, there appears to 

be little benefit in attempting to position resources on the basis of a likely winner in my opinion. Even if 

the winning candidate could be easily determined, Congress has much to say about what moves forward 

and when.  

Whoever the winner is, they will shape the future of our country long after they leave office by virtue of 

their programs, policies, leadership choices, judicial nominees, and by the moral fabric they sow.  

Lots of challenges ahead. Our country is in need of strong leadership. We may be pleasantly surprised 

when the dust finally settles.  
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Other Voices 

But let your ‘Yes’ be ‘Yes’ and your ‘No,’ ‘No.’ For whatever is more than these is from the evil one. 

— Matthew 5:37 

     

“To believe all men honest is folly. To believe none is something worse.” 

John Adams        

 

“And in the end it’s not the years in your life that count; it’s the life in your years.” 

Abraham Lincoln  

 

“Fiscal and monetary stimulus combinations are the future. And this will not lead to prosperity.” 

Felux Zuluaf    [Financial Sense Podcast, August 10, 2016] 

 

“You can’t save your economy by destroying your financial system.” 

Jeffrey Gundlach    [Reuters; 7/30/16] 

 

“What is needed is more demand for the product of business. This is the core of the case for policy approaches to raising 

public investment, increasing workers’ purchasing power and promoting competitiveness.” 

   Larry Summers    [larrysummers.com/2016/08/08] 

 

“The difference between good care and great care often lies in the very minute details.” 

Jeffrey P. Ciaramita, MD Cardiovascular Disease  [St. Louis Magazine, August 2015] 
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No strategy assures success or protects against loss. The opinions expressed in this material do not necessarily reflect the views of LPL Financial. They are for general information only and are 

not intended to provide specific advice for any individual. All performance referenced is historical and is no guarantee of future results. All Indices are unmanaged and may not be invested into 

directly. Economic forecasts set forth may not develop as predicted and there can be no guarantee that strategies promoted will be successful.  

Investing involves risk including loss of principal. Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields will decline as interest rates rise and bonds are 

subject to availability and change in price. Because of its narrow focus, sector investing will be subject to greater volatility than investing more broadly across many sectors and companies. 

Quantitative easing is a government monetary policy occasionally used to increase the money by buying government securities or other securities from the market. Quantitative easing increases 

the money supply by flooding financial institutions with capital in an effort to promote increased lending and liquidity. 

The fast price swings  in commodities and currencies will result in significant volatility in an investor’s holdings. There is no guarantee that a diversified portfolio will enhance overall returns or 

outperform a non-diversified portfolio. Diversification does not protect against market risk. International investing involves special risks such as currency fluctuation and political instability and 

may not be suitable for all investors. 

Securities offered through LPL Financial, Member FINRA/SIPC. Investment advice offered through Wealthcare Advisory Partners, a registered investment advisor. Wealthcare Advisory Partners 
and ADK|Wealthcare Partners are separate entities from LPL Financial  

   

 

 He who walks with wise men will  

be wise, But the companion of  

fools will be destroyed. 

                — Proverbs 13: 20  

Advisory clients will find a detailed discussion outline along with this newsletter.  These submissions are designed to help you better understand 

our perspectives and rationale in managing your financial resources. I look forward to discussing the contents with you soon. 

Thank you for your business and the opportunity to assist with your life journey.  Please let us know how we can better serve you and others. 
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