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If it looks like a duck, swims like a duck, and quacks like a duck, .  .  . 
 
Just when financial markets were starting to get boring, something happened in China that got people riled up.  After over two 
decades of tethering its currency to the US dollar in a predictable manner, the Peoples’s Bank of China (PBOC) slightly 
devalued the yuan and announced that its currency would be driven more by market conditions in the future. This was 
significant in that it was the first time the market has been allowed to influence the yuan fixing rather than the bank itself. i 
And a regime change within the world’s second largest economy tends to get peoples’ attention.  
 

According to Seal Callow, senior foreign exchange strategist at Westpac, three key reasons most likely prompted the PBOC’s move.ii 

 The possible delay of the yuan being included in the IMF SDR basket [a type of international reserve asset comprised of select currencies and  
maintained by the IMF] 

 Weak trade and inflation date for July; and 

 Impending monetary tightening in the US, something that would support the US dollar and, as a consequence, the yuan 
 
What these observations imply is that one of the largest world growth engines over the past ten years is slowing to a point where its policymakers have 
decided to adjust their currency in order to: 1) enhance their international standing with the IMF; and 2) regain lost marketshare from other exporting 
countries. This has important implications to international finance and banking. Should China’s currency fall further within the near-term, additional 
market volatility can be expected. Moreover, consequential deflationary pressures are likely to grow and central bankers could find themselves in a pork-
barrel like no other if the yuan continues to slip—as other countries may respond with both price and currency discounting.  China cannot be blamed for 
finally responding to a competitive disadvantage [their currency rising versus their competitors], but as they transition to a different economic playbook 
we should not lose sight of the potential for unintended and negative economic consequences along the way.  Much is riding on a smooth transition. 
 
Despite their global signifiance, China’s recent actions should not be taken out of context. Ponzi finance is still alive and well throughout the world.iii In 

essence, too much debt has been applied to unproductive use for too long and debt service is becoming more problematic.  Seen in this light, what we 

observe in global financial markets is easier to comprehend and prepare for. Low interest rates, quantative easing programs, and currency manipulation 

cannot promote economic growth alone. And without complementary fiscal activities, it’s akin to putting lipstick on a pig. In fact, aggressive monetary 

programs can worsen the problem or make it impossible to overcome—particularly if the initiators have gone hog wild. 

 

This biannual newsletter is designed to help us look at the present with clarity and address the means by which we are managing uncertainties on your 

behalf. I hope you find the information helpful and constructive. 
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 Looking Back and Looking Ahead 
 

Geopolitical developments have generally progressed in a manner consistent with perspectives shared in the February ADK 

newsletter. Financial market YTD returns are on the low side of what was envisioned by year-end, but moderately positive 

returns are still anticipated for US equity markets. World economic growth has been hampered by disappointments in China, 

potentially negative implications to trading partners, and negative implications to the rest of the world. By itself, China was 

not identified as as a catalyst for market disruption, but the potential for such an event was something envisioned. On a 

macroeconomic basis the world is still slogging its way forward, but not without some bumps and bruises along the way. And the US is still one of the best 

positioned countries in the world to propel worldwide economic growth, particularly if markets are allowed to function properly. 

 

Geopolitical friction appears to be rising which reduces the window for foot-dragging among policymakers. Leading from behind, or reacting to crises as a 

policy, is not sustainable. The world yearns for wise leadership. Someone will fill those shoes eventually. In the meantime, Vladimir Putin, Ali Khamenei, 

Benjamin Netanyahu and President Obama continue to exert tremendous influence on world affairs. (I’m grateful for Mr. Netanyahu’s leadership.) Central 

bankers continue to delve into different stages of monetary policy with relatively little economic progress to show for their efforts. Government policymakers 

remain more focused on regulations and new taxes than pro-growth policies. Constituents are getting restless. Markets are getting restless. 

 

After a tough couple weeks, equity and commodity markets throughout the world are in negative territory for the year. Bonds show slight gains. With so 

much red across the board, it’s tough to accept the argument that this is simply a technical adjustment, but perhaps that’s the case. A breather can help to 

clean out unwarranted speculation and set the foundation for a more sustainable recovery. Please reference the graphic on the next page for YTD returns. 

 

The recent selloff appears to have been prompted by China’s recent announcement concerning currency valuation. A manageable back-and-forth process 

in financial markets is likely over the next few months as equities are still technicaly vulnerable. We should not be surprised by further corrections into the 

fall.iv Irrespective of what happens, keep in mind that market sell-offs are all about psychology. Economics drive intermediate outcomes; long-run outcomes 

are about valuation.v The investment climate is still reasonably attractive. Valuations and economic foundations are in decent shape and much improved 

since 2008, therefore a systemic correction is unlikely. Nonetheless, because of the recent Chinese regime change and heightened volatility potential into a 

traditionally slow season (September and October), a small portion of your portfolio was recently sold into cash—where it will probably remain until later 

this fall. This was not an implulse decision of course, nor was it based on one of our preset triggers, but instead a thoughtful response to a potential threat. 

 

Periods like this may lead some to conclude that equities are too risky, or that bonds are a safe haven of sorts. These conclusions would not be supported 

by history. From a lifestyle standpoint, we will buy goods and services in the future that will become more costly. Therefore purchasing power is an important 

consideration. With interest rates low, and likely to remain low for years, equities will continue to play an important role in your portfolios. Your investment 

allocations have been assembled with a great deal of care—how you are positioned relative to target is the focus of another analytical attachment in this 

packet. Being disciplined with distribution levels (how much you draw from your investment capital each year) is also an important consideration in 

maintaining your portfolio. Try to preserve your seed capital to the heighest degree possible. 
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Sources: Barclays Capital, Citigroup, JP Morgan, Merrill Lynch, S&P 500 GICS, Russell, MSCI and Morningstar 

 

Lots of red ink to report across major asset classes year-to-date, but the magnitude of losses is likely an aberration due to an oversold market and general 

nervousness. Look for a moderate rebound by year-end. Bonds have held up well, but are vulnerable once the Fed begin to normalize (increase) rates. Flows 

of funds into the US dollar should lessen once Asian uncertainty wanes. A diminishing dollar would help to elevate commodity prices and various 

downtrodden sectors as well—such as mining and energy. Plenty of what-ifs to think about and plan around.  
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Key Developments 
 

How prepared are we for another global recession? According to a recent article in The Economist, not very well. A few [countries] could mount a robust 

defense against a new shock, but most are sitting ducks. vi Debt, as a share of GDP, is on average 50% higher than it was before the 2008 crisis. Interest rate 

reductions are limited in many countries as they are already so low. Contrasts between 2007 and 2015 evidence that we have lost some wiggle-room. 
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Parting Comments 
 

“The problem may not be whether China can maintain social and political stability as growth slows, but whether 

countries that depend on the No. 2 economy can do so. Resource-producing nations such as Russia and Brazil are 

more vulnerable to the commodity price rout that has tracked China’s slowdown.” 
 

                                                                   Ken Rogoff – Harvard Economist quote on 8/26/2015 

 

Planning, risk management and investment management (in that order) help to put the odds of success in your favor and keep them that way. Globally 

diversified portflios complement these efforts. Let’s continue working together to ensure that we keep your resources in sync with your objective and 

resources. If your plan hasn’t been updated in awhile, let’s make that a priority this year. 

 
 

Off the Record 
 

With football season approaching, many of us will soon witness pigskins being mistreated by teams throughout this great land of ours.  Players 

and coaches don’t put lipstick on game footballs, but they are known to pamper them before a game. Getting the texture right is particularly 

important to specialists, not to mention air pressure. However at some point the football has to be introduced into whatever chaos ensues. As 

Central Bankers converge on Jackson Hole for their annual meeting, perhaps they can glean insights from someone who knows his way around 

pigskins and pork. A guy like Mike Ditka. Concerning the current Ponzi scheme on steroids (the pig in my analogy), Mike Ditka may say something 

like, “Stop with the lipstick. Time to end this charade before we lose everything we’ve worked for. Turn that pig into “DA PORK CHOP” [reference 

menu items] and get those no-good politicians off their carcasses while there’s still time.”  

 

 Sooner or later, the right leader will emerge. You can count on it. 
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Peace I leave with you, My peace I give to you; not as the world gives do I give to you.  

Let not your heart be troubled, neither let it be afraid 
 

—  John 14:27 
 
 

No strategy assures success or protects against loss.  
 

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To determine 

which investment(s) may be appropriate for you, consult your financial advisor prior to investing. 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 ay 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. 

 

Commodities: 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 ADK | Wealthcare Partners, a registered investment 
advisor and separate entity from LPL Financial. 

 

i “China just devalued its currency,” Business Insider, August 10, 2015, 
   http://www.businessinsider.com/china-just-devalued-its-currency-2015-8 
ii Ibid. 
iii Daniel Stelter, “Ending the Era of Ponzi Finance,” bcg.perspectives, December 14, 2012. 
   https://www.bcgperspectives.com/content/articles/management_two_speed_economy_ending_the_era_of_ponzi_finance/ 
iv August 18, 2015 interview with Felix Zulauf by Financial Sense Newshour. 
v August 24, 2015 observations from Dr. David Kelly, of JP Morgan, during phone meeting.  
vi “Watch Out,” The Economist, June 13, 2015, 15. 
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