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Ruminations 

BIG EGOS AND GRAND VISIONS 
 
Rear-window and momentum investors 
beware, significant change is coming. 
Policymakers and government leaders are 
competing for global power and prestige 
with unusual fervor. It’s as if a  ‘once-in-a-
generation’ race is underway where partici-
pants compete for lane advantages so as to 
ensure their place in history. Big egos, grand 
visions, powerful weaponry, and gaining 
ground underscore many of today’s pursuits.  
 
Seeking common ground seems to have lost 
its standing for a time. Perhaps due to re-
vived economic conditions since the financial 
travails of 2008-2009, or the defeat of ISIS’s 
self-proclaimed caliphate, regional self-
interest and global relevancy have become 
prominent themes. As global and regional 
powers seek to reassert themselves in differ-
ent forms, this is both  a time of opportunity 
and danger as well.  
 
How the various tactical and strategic cross-
currents unfold will ultimately impact finan-
cial markets—as policy decisions and out-
comes influence sentiment which in turn 

drives financial market performance—at least in 
the short run. Through May 30, year-to-date 
financial market performance throughout most 
of the world remains in a narrow band of slight-
ly negative to slightly positive. (see pg 5) Market 
participants appear to be processing a variety of 
unfamiliar inputs. President Trump, his admin-
istration, and administrative actions are im-
portant factors in these deliberations.  After a 
period of early optimism, a ‘market pause’ ap-
pears to have surfaced in order to better under-
stand the impact of American leadership 

around the 
world. 
 
To the degree 
that policy-
related out-
comes become 
difficult to as-
sess, financial 
markets could 
quickly experi-
ence indiges-
tion. Consider 
some of the 
loosely defined 

objectives the world is currently contend-
ing with: 
 

 Make America Great Again 
 Return Russia to her glory 
 Made in China 2025 
 Reassert Europe’s role in the world 
 Return of Ottoman Turkey 
 Regional hegemony in  the Middle East 
 Regime survival in North Korea 
 Don’t screw up (central bankers) 
 

Apart from contending with policy uncer-
tainty, various bubbles have also 

Pride goes before destruction, And a haughty spirit before a fall.  

— Proverbs 16:8 

Source: J.P. Morgan; Guide to Markets—US data as of March 31,2018 
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Ruminations — Continued 

emerged—including the US stock market.1 
According to Rob Arnott of Research Affili-
ates, the US market is in another bubble. 
Moreover, a subsector bubble in tech has 
the potential to impact investable asset 
classes far beyond the tech sector. His firm 
also sees micro-bubbles in select stocks 
such as Tesla.2  Other prominent thought 
leaders I follow do not necessarily use bub-
ble descriptors, or define them differently, 
but agree that market prices are abnor-
mally high and could correct with little no-
tice. 
 
Either way, a more discriminating narra-
tive appears to be emerging which may 
well provide increased volatility over the 
intermediate term along with lower re-
turn trajectories in many markets. Look-
ing to the past ten years or less for mar-
ket guidance is probably very dangerous. 
 
Insofar as market volatility, 2017 was an 
aberration; there was only a 3% intra-year 
decrease. We have already seen a 10% in-
tra-year decrease in 2018. (see pg 2 graph) 
However that’s not unusual. Since 1980, 
the average intra-year drop is closer to 
14%. Over that period, the S&P 500 index 
still produced a positive return in 29 of 
those 38 years.  Periodic volatility has a 
cleansing effect that can be healthy to 
markets. We need to get used to more vol-

atility without presuming that the sky is 
falling. By the same token, we should un-
derstand that many markets are expensive 
and bubbles have formed in sectors that 
are currently very popular.  Momentum 
investing is similar to musical chairs. 
 
To the degree that the current market nar-
rative has been shaped around coordinat-
ed global growth, low interest rates, cen-
tral bank support systems, market-friendly 
prompting by the Trump administration, 
and general cooperation among trading 
nations, change is coming. The world 
seems to be incapable of  accommodating 
unilateral desires for expanded borders, 
economic prowess and spiritual influence. 
Increasingly, these crossroads could lead 
to friction which can spill into financial 
markets. 

The aspirations of Turkey’s president may 
serve as a leading indicator into this amal-
gamation of global murkiness, starting 
with his ‘White Palace.’  Built in 2014 on 
protected forest land—in defiance of a 
court order—President Erdogan spent 

$600 million on a huge mansion in order to 
show his country’s place on the world stage.3  
Critics argue that he seeks to become an Otto-
man sultan and abandon the secular and demo-
cratic credentials of the Republic.4  Trying to bal-
ance NATO membership, newfound Russian alli-
ances, EU acceptance, Hamas support, visits to 
the Vatican, and rekindle an Islamic-run super-
power, is all in a days work for Mr. Erdogan.  
 
These are untenable positions. He can’t have it 
all. Journalists and politicians who oppose his 
efforts are often arrested or without jobs. As his 
visions of grandeur grow, so does his suppres-
sion of dissent and use of authoritarian rule. 
However his ability to hold onto power is not 
assured.  
 
As a geographical gateway between Europe, 
Central Asia, and the Middle East, Turkey is situ-
ated at a vital junction militarily and economi-
cally. Currently, its finances are sputtering and 
the lira is eroding due to easy credit, profligate 
spending, and sizable current-account deficits. 
Although arguably a second or third tier eco-
nomic and military power by today’s standards, 
Mr. Erdogan is an aspiring mischief maker 
whose actions could foster problems beyond the 
Middle East and upset delicate military and eco-
nomic balances throughout the world—
presuming that he prevails in upcoming elec-
tions on June 24 and July 8. 
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Pixie Dust Build-up 

US QE1, QE2 and QE3 
 
Ten years ago we endured a financial crisis 
that shook the entire world. Given the grav-
ity of the situation, and inability of policy-
makers to turn things around quickly, cen-
tral bankers stepped up to the plate  with a 
creative assortment of monetary tools. 
They met little resistance and proceeded 
with good intentions and best efforts. Dur-
ing the global financial crisis of 2007-2008, 
the US Federal Reserve expanded its bal-
ance sheet dramatically by adding new as-
sets and new liabilities without “sterilizing” 
these by corresponding subtractions.5 In 
late November 2008, the Federal Reserve 
began by buying $600 billion in mortgage-
backed securities. Additional purchases 
were made of these and other securities 
through subsequent programs until accu-
mulated purchases rose to $4.5 trillion by 
October 29, 2014 — when the purchasing 
program was discontinued.6 
 
As of May 30, 2018, the Fed’s balance sheet 
reflects holdings of $4.3 trillion.7 The pro-
cess of reducing the size of its balance 
sheet is still in its infancy, but interest rates 
are being directed upward—slowly and de-
liberately pursuant to Fed policy. Now that 
pixie dust pursuits (quantitative easing pro-
grams) are going into reverse, and interest 

rates are rising, financial markets in the US, 
and beyond, are facing headwinds with the 
potential to bring about an assortment of 
negative consequences.  
 
We are in a new era of central bank policy: 
unwinding from a massive monetary ex-
periment. What’s next? Since 1950, the US 
has experienced 13 Fed hiking cycles. Of 
these, ten were followed by a recession.8 
Borrowing money at low interest rates has 
been enticing. And US Corporate balance 
sheets are not in good shape. Although cor-
porate debt-to-GDP ratios contracted to 
40% of GDP in 2011, they have crept back to 
levels associated with credit cycle peaks and 
past recessions. 9 

 
The total value of emerging market debt 
rose to $11 trillion in 2017 from $5 trillion in 

2010; two-thirds of it is estimated to be dol-
lar-denominated.10  Like other sovereign and 
corporate debtors, as their debt matures 
refinancing is needed. Emerging market 
debtors also face a smaller demand pool of 
dollar-denominated investment capital as 
US government debt demand increases.  A 
rising dollar also serves to elevate their debt 
servicing costs. What happens in emerging 
markets will not stay in emerging markets.   
 
Despite favorable world economic headlines 
currently, please understand that many 
economies are still fragile. Leverage works 
both ways. Every Federal Reserve tightening 
creates a meaningful crisis somewhere.11   
 
Your investments assets will continue to be 
managed within an appropriate risk alloca-
tion framework.  
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Asset Price YTD Performance Highlights 

The US dollar index (DXY) has moved slightly higher (1.50% YTD as of 

June 8) against our major trading partners. However the dollar has 

moved much higher versus the Argentinian peso for example, which 

helps to explain the large YTD loss in Argentina index in dollar terms. 

As was the case in 2017, technology names are driving a dispropor-

tionate amount of equity returns so far. Despite the merits of many 

fine companies in this field, many appear to be priced to continue 

growing at unsustainable rates. Better to reduce exposure to compa-

nies with bubble-like valuations.  Excesses are never permanent.12 

** Source Data for graphs: The Economist, June 2, 2018 and  LPL Market Barometer May 30, 2018. 
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Business news sites tend to dwell on daily and YTD market perfor-

mance. To longer term investors, this is not terribly helpful information. 

However to the degree that we are smothered with market index infor-

mation, and can be negatively swayed over time, reviewing index sub-

components can be instructive in evaluating the merits of  trends.  

Overall, equity and bond market indices in much of the world  have 

moved only slightly YTD, but there has been quite a bit of variance with-

in sectors. Rising interest rates tend to dampen bond returns of course, 

but they also diminish equity sectors with income distribution charac-

teristics—such as utility, telecom and real estate. 
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Keeping Pests at Bay 

Israel’s Prime Minister, Benjamin Netanya-
hu, recently accused Iran of supplying ad-
vanced weapons to Syria that pose a dan-
ger to Israel, saying that it’s better to con-
front Tehran sooner than later. Consistent 
with this position, Israel has stated that it 
will not tolerate a lasting Iranian military 
presence in neighboring Syria, and likely 
acted on this precept by delivering recent 
airstrikes on Syrian military bases that 
killed Iranian soldiers.13  That’s one way of 
keeping perceived pests at bay. 
 
Ali Khamenei is the current Supreme Lead-
er in Iran. In that position, he is more pow-
erful than the President of Iran as he con-
trols the armed forces, judicial system, 
state television and other key governmen-
tal organizations.14  And with all this power, 
he seems preoccupied with one objective: 
destroying Israel. In the eyes of Mr. Netan-
yahu, Ali Khamenei’s administration is a life

-threatening pest that cannot be ignored. 
Should the 77-year-old Khamenei succumb to 
his bout with cancer, he has built a “deep state” 
network which shares his views and is com-
mitted to protecting its interests.  Recognizing 
these and other threats, Mr. Netanyahu drew a 
line in the sand and is willing to risk any blow-
back that may occur. Syria is the current battle-
field. Despite the underlying perils, Mr. Netan-
yahu made a calculated decision designed to be 
in the best interests of those he governs. The 
current US administration is a staunch support-
er of Israel. Much is at stake. To ignore or delay 
action would appear to increase the odds of fail-
ure in the future.  
 
Just about the time that North Korean concerns 
appears to be settling down, new forms of fric-
tion  are emerging in Syria. Good thing that 
President Trump is youthful [compared to Ali 
Khamenei] and energetic. How things unfold will 
probably impact oil markets and go a long way 
in determining the mood of financial markets in 
the near future. 
 
Apart from geopolitical considerations, there 
are also a trio of financially-oriented pests that 
also need attention sooner than later. These 
pests are relentless and unforgiving. And no one 
seems to be spending much time dealing with 
them: Super-sized debt, rising interest rates, 
and unfunded obligations. For example: 

 The IMF recently reported that global 
debt reached $164.4 trillion in 2016, 
225% of the size of the $73 trillion glob-
al economy. (The highest level ever rec-
orded.) 16 

 Social Security’s trust funds are project-
ed to be depleted in 2034. Thereafter, 
scheduled tax income should manage to 
pay about three-quarters of scheduled 
benefits through 2092. 17  

 The Hospital Trust Fund associated with 
Medicare is scheduled to be depleted in 
2026. 18  

 
Debt matters more and more as interest 
rates rise. And we are now in that environ-
ment. A rising interest rate environment is 
bound to lead to fissures in the financial 
system. Insofar as the bond world, best to 
rely on thorough due diligence while avoid-
ing low grade debt. 
 
There is probably going to be some good 
news to report soon as Q2 GDP growth may 
reach 4.5% or more.19  This could lead to a 
nice bounce in financial markets, but may 
be short-lived if the FED feels emboldened 
to raise interest rates faster and further. 
That could prompt a bubble, or two, to 
burst. Given the nature and number of po-
tential hazards, it is not prudent to take 
unnecessary risk at this juncture.  
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Dirty Money Alternatives 

Paper money can reportedly carry more 

germs than a household toilet.20 Unfortu-

nately there is really no good way to clean 

paper money, and money laundering is 

downright illegal. Almost seems caveman-

like to have to deal with such a nuisance. 

What are modern day, digitally advanced, 

homo sapiens to do? How about getting rid 

of physical currencies altogether? 

Sweden is already making great strides to 

become a cashless society. According to the 

Riksbank (Swedish Central Bank), cash trans-

action made up barely 2% of the value of all 

payments made in Sweden in 2015. Cards 

are now the main form of payment. Mobile 

phone apps have also taken off in spectacu-

lar fashion. Swish, a popular app developed 

jointly with major banks, uses phone num-

bers so anyone with a smartphone can trans-

fer money from one bank account to another. 21 

Not to be outdone, the Riksbank is investigating 

whether kronor need to be issued in electronic 

form. Should the authorities in Sweden subse-

quently decide to issue e-krona, the bank stat-

ed, that “it would not be to replace cash, but so 

that the e-krona can act as a complement to 

cash.” The European Central Bank is working 

with the Riksbank to determine the feasibility 

and practicality of making digital central bank 

money available to the general public. 22 

Privately-issued alternative digital payment sys-

tems are growing at a rapid rate. Over 1,600+ 

such systems are  now working their way into 

the economic fabric of many people. Left un-

checked, these developments have the poten-

tial to usurp some of the critical oversight and 

monetary functions provided by central banks. 

Consequently, central banks around the world 

are researching the means by which  they can 

introduce more recognizable digital currencies. 

And by entering the market for electronic cur-

rencies, central banks could pose a profound 

threat to the commercial banking business 

model. 23 

While the future of private digital payment sys-

tems is unclear, blockchain, the technology 

which enables these digital transactions, ap-

pears to be ascending. Other digital resources 

such as contracts, legal records, medical rec-

ords, trade logistics, and artistic recordings 

can be accommodated as well.  Benefits asso-

ciated with blockchain technology include in-

creased transparency, accurate tracking, ledg-

er permanence and cost reduction. These are 

important developments which should lead to  

significant investment opportunities in many 

industries—particularly once security and reg-

ulatory frameworks mature. 24 

Cash is quickly becoming less relevant, as are 

various forms of conventional banking. From 

an investment standpoint, blockchain-related 

resource contributors appear to have tre-

mendous potential. On the other hand, pri-

vately-issued digital payment systems are in 

their infancy and should not be viewed as le-

gitimate investments or stores of wealth at 

this juncture in my view. 
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Other Voices 
 

Therefore do not worry about tomorrow, for tomorrow will worry about its own things. Sufficient for the day is its own trouble. 

— Matthew 6:34 

 

“The market can stay irrational longer than you can stay solvent.” 

  John Maynard Keynes 

 

“I can calculate the movement of heavenly bodies, but not the madness of men.” 

 Sir Isaac Newton 

 

Shorting a bubble is a dangerous strategy. .  . Rather than look for bubbles, it is better to look for “anti-bubbles”. If capital is over-allocated to assets in a bubble, 

then other assets have been under-allocated capital. . 

Rob Arnott — [Research Affiliates Chairman; April 25, 2018, Financial Times] 

 

“We’re watching reports that Iran plans to increase its enrichment capacity. We won’t allow Iran to develop a nuclear weapon. Iran is aware of our resolve.”     

Mike Pompeo [Secretary of State; June 7, 2018; DEPKAfile] 

 

“Let me make it absolutely clear once and for all, we will neither outsource our security nor will we renegotiate or add onto a deal we have already implemented 

in good faith.” 

Mohammed Javad Zarif [Iran’s Foreign Minister; May 3, 2018; DEBKAfile] 

 

Our stance against Israel is the same stance we have always taken. #Israel is a malignant cancerous tumor in the West Asian region that has to be removed and 

eradicated: it is possible and it will happen. 

                         Ali Khamenei [Supreme Leader of Iran; tweet on June 3, 2018] 
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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. International debt  securities involve special additional risks. These risks include, but are not limited to, currency risk, geopolitical and regulatory risk, and 

risk associated with varying settlement standards. These risks are often heightened for investments in emerging markets. 

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. 

 I will bless those who bless you, 

And I will curse him who curses 

you; And in you all the families of 

the earth shall be blessed.  

— Genesis 12:3  

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

perspectives, strategy and rationale associated with managing your financial resources.  

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

You’re fried! 

Is that an order!!? 
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