
��n the heels of a rocky 2018, this year has seen a bull market in just about everything.  Broad equity indices around the 
world, as well as the primary fixed income markets, all saw positive returns.  The S&P 500 broke the 3000 level, a 

record high, and ended with its best start to the year in over two decades.  (Ten years ago ,coming out the financial crisis, 
the index was just above 900.)  A rise in Microsoft shares propelled the company past $1 trillion in market capitalization, 
a threshold previously matched only briefly by Apple and Amazon.  As has been the recent pattern, large stocks outper-
formed small and domestic outperformed developed foreign and emerging markets.  In fixed income, yields fell across 
the spectrum due to subdued inflation expectations, a pause in Fed rate hike expectations and strong demand for U.S. 
Treasuries.  According to Goldman Sachs, forward yields indicate a roughly 50% chance of at least four rate cuts by the 
Fed totaling 1% or more through the end of 2020.  Implicit in rate cuts of that magnitude is a rising concern about eco-
nomic growth.  In a conflicting signal, benign credit conditions saw a further shrinking of the yield spread on non-
investment grade bonds.  The spread is only about 1% greater than in the halcyon days prior to the Great Financial Crisis.  
Falling Treasury yields are often a bad sign, presaging growth problems and stock market declines.  But 2019 has thus far 
bucked the trend as both stocks and bonds have rallied markedly.  The two different market signals are not necessarily 
contradictory.  In a world of perpetual monetary easing, I think falling interest rates are due more to global investors 
searching for better yields than an indicator of a looming recession. 

The inconsistent action by global equity markets continues to confound.  It was the best June since the 1950s following 
the second-worst May since the 1960s, following the worst December performance since the Great Depression, which 
was quickly followed by the best January in 30 years.  That’s a lot of bests and worsts!  We’re late in the business cycle, 

political polarity and populism are on the rise and geopolitical 
risk, from an emerging China in particular, continues to grow.  
That suggests a risky environment for growth assets ahead.  In-
terestingly, despite the drama, earnings projections have been 
fairly stable, with the analyst consensus expecting a small yearly 
increase over 2018.  The market narrative seems to be oscillating 
around 2 concerns, fear that a recession is imminent and the Chi-
na trade imbroglio.  Regarding the recession, a plethora of pun-
dits are screaming dire warnings.  I understand the market for it, 
but prediction is a fool’s game.  We’re currently in the longest 
economic expansion in our history.  Expansions don’t just die of 
old age.  They end because of policy actions like Fed rate in-
creases, exogenous shocks like the oil price spike in the 70’s or 
asset bubbles popping like the housing market in 2006.  The Fed 
certainly doesn’t seem anywhere close to a rate increase, there’s 
no obvious overheating in the financial markets and exogenous 
shocks are unpredictable.  A recession will eventually happen, 
but there’s certainly small evidence of it currently on the horizon.  
Regarding the China trade situation, China needs the West as an 
export market to keep their house of cards economy afloat.  
Trade war hysterics just aren't warranted.  Wall Street sentiment 
is fickle and seemingly random.  Short-term trends ultimately 
amount to background noise during the long-term pursuit of your 
financial goals. 
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2nd Quarter Summary 

Total Return % 

  3 month  12 month 

S&P 500  +4.3  +10.5 

Nasdaq Composite  +3.6  +6.7 

Russell 2000  +2.1  ‐3.4 

MSCI EAFE  +3.7  +2.1 

Barclays High Yield  +2.5  +7.5 

Treasury Bond Rates  6/28/19  6/28/18 

2 year  1.75%  2.52% 

10 year  2.52%  2.84% 

Barclays U.S. Aggregate  +3.1  +7.9 

MSCI Emerging Markets  +0.6  +3.4 

	

Source: US Treasury, LPL Financial Research)  Indices cannot be invested into directly. 

Past results are no guarantee of future performance 
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Modern	Monetary	Theory	

There’s been a lot of talk recently, at least in select political circles, about “Modern Monetary Theory”, MMT to the 
cognoscenti.  In particular, the theory has become quite popular among the new socialist wing of the Democratic par-
ty as a “rationale” for unlimited spending on social projects.  (Given the current Republican predilection for deficit 
spending, its surprising that they have yet to jump on board.)  To be honest, I view with great skepticism anything 
endorsed by the likes of Bernie and AOC.  (I can’t get past my loathing of anything socialist!)  However, I’m con-
flicted because Paul Krugman and Larry Summers are prominent opponents and their tired old Keynesian position 
has been both wrong and obnoxious for years. 

The basic tenants of MMT are relatively simple. 

�� A country that prints it’s own currency is a “money monopolist” and can never default on debt denominated in its 
currency. 

�� Fiat money has value as a medium of exchange primarily because the government requires it for tax payments. 

�� Debt may be necessary for private sector savings but not to fund government expenditures. 

�� Inflation is the only constraint to unlimited money printing and can be controlled by fiscal policy. 

MMT, as a heterodox position, has outraged Keynesian purists and deficit hawks alike.  The orthodox view of macro-
economics is that a government collects taxes to fund programs like Social Security and to purchase things like battle-
ships.  In the event tax collection is less than expenditures, almost always in our modern era, bonds are then sold to 
the private sector to make up the difference.  In other words, deficit spending.  At some point, it’s assumed that ever 
burgeoning deficits become a problem when interest expenses become a disproportionate part of the budget.  Eventu-
ally, investors view the bonds in a negative light and stop buying.  Consequently, in the orthodox view, large deficits 
matter.  That’s not the case in the MMT world because government spending is financed by printing money, not issu-
ing bonds or imposing taxes.  Since there’s no shortage of paper, just print as much money as is needed to pay for 
everything.  So, if you accept MMT, you can have Medicare for all, the Green New Deal and a Basic Income for Eve-
ryone.  All financed, essentially for free, just by printing money.  You can see why the theory is attracting adherents!  
I can’t disagree that all of the angst about the U.S. deficit is overwrought and misplaced.  We have ample evidence 
that, within limits, fiscal deficits really don’t matter.  MMTers gleefully point to Japan as a real world example.  The 
Japanese have been busily practicing deficit spending for many years.  Consequently, their debt/GDP is around 
240%!  Yet, to the consternation of deficit hawks and to the joy of MMT acolytes, the Japanese 10-year bond yield is 
currently negative and inflation is nowhere to be found.  (Note that the experience of the European PIIGS is not rele-
vant because they were bound to the Euro and not printing their own currency.)  Of course, Japan is a homogeneous 
nation of savers and a demographic time bomb of oldsters with a large appetite for bonds.  Almost all Japanese gov-
ernment debt is held domestically.  I’m not sure how applicable that example is for the U.S. with a diverse society of 
over spenders and a large percentage of Treasuries bought by foreigners.  We only have to go back 100 years to the 
Weimar Republic for a cautionary example.  The Treaty of Versailles required the Germans to pay extremely onerous  
war reparations.  Unable to access the international debt markets, the Weimar Republic naturally resorted to the print-
ing press.  Hyperinflation quickly ensued.  In 1920, the exchange rate was 50 marks per U.S. dollar.  By 1923, it was 
4.2 billion marks per dollar.  That’s a pretty clear cut example of the danger inherent in money printing.  The MMT 
inflation remedy is to take money out of the system by increasing taxes.  However, I doubt that Congress would ever 
have the intestinal fortitude to increase taxes enough to stem hyperinflation.  (That would necessitate taxing everyone 
and not just the “rich”.)  But I also think the problems with MMT go beyond practical politics.  In a global system 
with many investment alternatives, fiat money requires more than just a tax payment requirement to retain value.  The 
US dollar is not worth something just because the overlords say so.  It requires public faith to retain value and the 
surest way to undermine that faith is to abuse the printing press.    
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Things	That	Probably	Only	Brad	Cares	About	I	Actually	Read	it	Somewhere	

George Will on the “The Conservative Sensibility”   
“It’s a persuasion without a party, which is fine.  It may 
have to hope that the Republican Party, when it ceases 
being a cult surrounding the particular personality of the 
45th president, that it will snap back. I’m not sure it will. 
But for the moment, it is homeless.” 

John Cochrane 
“Milton Friedman stood for freedom, social, political, and 
economic. He realized that they are inextricably linked. If 
the government controls your job or your business, dissent 
is impossible.  He championed economic freedom as much 
as a means to political freedom as for its own sake.  He 
favored, among other things, legalizing drugs, school 
choice, and a volunteer army. To call him or his political 
legacy “right wing” is simply ignorant, and I mean that 
also as a technically accurate description rather than an 
insult.” 

Richard Thaler 
“When you look at markets, on the other side of the table 
from Mr. Spock sits Homer Simpson.  In my business, any 
Spock can see when a stock is cheap or expensive.  But 
what can I find that proves that the market is acting like 
Homer? The value-added is the application of these tenets 
of behavioral finance.”  

MSN 6/24/19 
Rapper Cardi B loves to spoil her daughter, Kulture.   For 
her 1st birthday Cardi commissioned a custom chain and 
pendant. The piece, which TMZ reports is worth 
$100,000, is crafted from white gold, diamonds and col-
ored enamel.  Cardi also revealed in an Instagram Live 
video that she's planning to spend nearly half a million 
dollars on Kulture's birthday party. "No lie, I'm spending 
about $400,00" Cardi told fans. "And it's like, damn! 
$400,000 for a birthday party? But that's because it's her 
first birthday party and s--- costs!” 

LA Times 6/10/18                                                            
LA City officials have estimated that staffing and operat-
ing costs for a single mobile bathroom (Porta Potty)  for 
the homeless is about $340,000 per year, or $57 million a 
year to provide facilities for every homeless encampment. 

I’ve always been a book nut.  I read a lot and few things 
give me greater pleasure than discovering an interesting 
new author.  However, beyond the entertainment value of 
reading, I also just love to own a lot of books.  It’s not nec-
essarily rational, but I buy compulsively and accumulate 
books faster than I can read them.  But that’s OK.  Build-
ing a library over time that reflects my personal interests 
and taste is its own separate and distinct pleasure.  I love a 
room filled with books.  So, combine the fear of missing a 
great read with the joy of accumulation and that’s a recipe 
for a lot of books!  Consequently, there are four rooms in 
our house with floor to ceiling bookshelves and that’s still 
not enough.  Of course, not all of the mess is mine.  Be-
yond a collector, the Little Princess is a hoarder in the first 
degree.  It’s hard to believe with only two inhabitants and 
four bedrooms, but we’re running out of room.  I’m trying 
to institute a policy, unsuccessfully so far, that for every 
new book she buys, one must go.  Thankfully, the advent 
of e-books has reduced some of the pressure to build even 
more bookshelves.  If not for the advent of Kindle, we 
would be in crisis.  (I just checked and there are 710 books 
in my Kindle library.  I’m doing my part in the fight 
against global climate change. Think of the CO2 absorbing 
trees that I’ve saved!)   

I’m not sure about the genesis of my accumulation prob-
lem.  (For the Little Princess, it’s clearly a lack of self-
discipline.)  My parents always encouraged reading.  How-
ever, being frugal with 3 kids in Catholic school and a 
mortgage they could barely afford, the public library was 
our source for reading material.  Why buy your kid books 
when borrowing was free?  I started building my library in 
high school.  I impulsively bought 2 boxes of used books 
for $2 at a swap meet.  All paperback popular fiction, 
mostly westerns, with the name “Peach” written inside the 
front cover.  (Like Peach, I’ve written my name in every 
real book that I own thinking about the readers that may 
come after me.)  So the Peach purchases jump-started my 
library.  At the same time, we got a new neighbor who 
read prodigiously, but only westerns.  He’d plow through a 
book and then give it to me.  Because of him, I’ve read 91 
books by Louis L’Amour.  Consequently, my library in the 
early days leaned heavily to the “Old West” and was a lit-
tle one dimensional.  Anyway, both the Little Princess and 
I really value books.  The end result is that we have a 
great , and constantly growing, library.   



Past performance does not guarantee future performance and your actual results will vary. These opinions are for general information only 
and are not intended to provide speci ic advice or recommendations for any individual. Consult your attorney, accountant, or tax advisor 
with regard to your individual situation. The S&P 500 is an unmanaged indexes re lecting the overall returns attained by leading US stocks. 
The MSCI EAFE is comprised of large company stocks in established foreign markets.  The MSCI EM (Emerging Markets) Index is a free loat
-adjusted market capitalization weighted index that is designed to measure the equity market performance of the emerging market coun-
tries of the Americas, Europe, the Middle East, Africa and Asia. Govt bonds and T-Bills are guaranteed by the US government as to the timely 
payment of principal & interest and, if held to maturity, offer a ixed rate of return a& principal value. The Barclay’s  bond indexes are rep-
resentative of total returns earned by various segments of the bond market.  Indexes cannot be invested into directly & are unmanaged.  
International and emerging market investing carries special risks such as currency luctuation and political instability.  The Russell 2000 
Index is an unmanaged index generally representative of the 2000 smallest companies in the Russell 3000 index, which represents approxi-
mately 10% of the total capitalization of the Russell3000 Index. The Barclays  High-Yield Market Index captures the performance of below-
investment-grade debt issued by corporations domiciled in the United States or Canada. Stock investing involves risk including loss of prin-
cipal. 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.  Economic forecasts set forth may not develop as predicted and there can be no 
guarantee that strategies promoted will be successful. No strategy assures success or protection against loss. The NASDAQ Composite Index 
measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ Stock Market. The market value, the last sale 
price multiplied by total shares outstanding, is calculated throughout the trading day, and is related to the total value of the Index.  The 
prices of small cap stocks are generally more volatile than large cap stocks. International investing involves special risks such as currency 
luctuation and political instability and may not be suitable for all investors. These risks are often heightened for investments in emerging 

markets. 

 

Business Philosophy 

Our objective is to make working with us a pleasant as 
well as rewarding experience   

�� We take our responsibilities seriously 

�� We return calls promptly 

�� We’re nice when someone does call 

�� We don’t lie or mislead 

�� We do what we say we’re going to do. 

�� We’re knowledgeable and  current in our discipline 

�� We admit (infrequent) mistakes and do our best to right 
the wrong 

�� We listen to suggestions and take them seriously 

�� We work in your best interest in the most straightfor-
ward and transparent way possible 

Brad Lancaster is a Registered Principal with and securities 
offered through LPL Financial, Member FINRA/SIPC 

Please notify me in writing if you would like a hard copy of 
our full ADV part 2A brochure or if there are any changes to 
your  financial situation  or investment objectives  

Leading the Descent 

Thank You ! ! 

Special thanks to the following people for referring 

their friends, family and associates 

Ryan	Stearns		

Anne	Hempy	

This is the back wall of our room downstairs.  The 
bookshelves elsewhere in the house were done by pro-
fessionals and look much better.  I built these shelves 
almost 40 years ago in the living room of my apart-
ment in North Long Beach.  They don’t look very 
good.  I obviously didn’t miss a calling as a carpenter, 
but the shelves have withstood 3 moves, earthquakes 
and the heavy weight of hundreds of books for many 
years. 


