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Say What? 

There’s an old Jewish 

joke where a young man 

walks up to his grandfa-

ther and asks him how 

he’s doing. 

  

The grandfather answers, “In a word, good.” 

  

“And in two words?” the grandson presses. 

  

“Not good,” his grandfather replies.1 

  

Events over the past ten years bring the joke 

to mind. While many favorable develop-

ments could be listed since the Global Great 

Recession, have our fortifications been built 

with straw, brick or something else? 

  

To date, financial markets have performed 

extremely well throughout the world this 

year easily overcoming periodic bouts of po-

tentially dispiriting news. Through December 

4, 2019 the S&P 500 has risen 24%. In local 

currency (i.e., not adjusting for US dollar con-

version), European markets have risen by 

22% and China’s Shanghai and Shenzhen 

markets have risen by 15% and 27% respec-

tively over this same period. These figures may 

be surprising given the daily commentary on 

trade developments. Generally speaking, Eu-

rope and China are doing well from an equity 

return standpoint this year. Economic momen-

tum and its contributors may be slowing down, 

but financial markets show little concern. 

 

Overall, World Developed and Emerging Mar-

kets, as measured by MSCI, have risen by 21% 

and 7% respectively.2 Not too shabby. Notwith-

standing Brexit, trade friction, political intrigue, 

new tariffs, and assorted geopolitical scraps, 

these are unusually strong outcomes. Investor 

sentiment, and algorithmic/machine-driven 

trading programs, (key drivers in short-term 

market movements) appear to be of the mind 

that satisfactory foundations have been estab-

lished—or at least adequate in conjunction with 

supportive central banking policies and current 

economic statistics.   

 

However, the world does not appear to be coa-

lescing into the land of Happy Campers and 

Kumbaya. And given the rich pricing and histori-

cally high earnings of many asset classes, the 

next ten years are likely to be less friendly to-

ward investors.  

 

Companies such as BlackRock, Vanguard 

and Morgan Stanley currently project US 

equity returns to average around 5% over 

the next ten years. Overseas equities are 

slated to do a little better. And bonds, 

which are currently priced at bargain base-

ment interest levels, are expected to bring 

up the rear from a total return standpoint. 

These projections do not mean that we 

have run out of steam near-term, but are 

probably much closer to a finale (or recali-

bration) than a bountiful market with the 

wind at its sails.   

  

Despite a laundry list of troublesome de-

velopments, current sentiment and price 

momentum around financial markets re-

mains stubbornly supportive.3 

 

Noise, News and Nosebleed 

  

Negative interest rates, ballooning debt, 

deficit spending, tariff friction, and political 

intrigue have coexisted in a year of stellar 

equity markets around the world. It’s as if 
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Say What — Continued 

financial markets have lost their sense of 

hearing. Why markets behave the way 

they do sometimes goes beyond tradition-

al valuation measures such as free cash 

flow , dividend growth, and the like. Prices 

move up and down on emotion as well. 

 

As it stands, there seems to be a general 

belief that supportive policies from Central 

Banks will continue indefinitely and deflect 

most of the bad news going forward. And 

as long as trade friction between the US 

and China does not worsen, and current 

government policies toward business not 

unravel, markets should be okay. Break-

through negotiations between China and 

the US will probably not occur before the 

next US presidential election as China 

would prefer to deal with someone other 

than Donald Trump. China’s intentions on 

technology transfer, growth, and expan-

sion are thornier issues to contend with. 

The Chinese are not in a position to back-

pedal on key strategies very quickly. 

 

There is also a powerful, but less under-

stood, market driver that needs to be tak-

en into consideration. Something that acts 

without emotion and, at $4.2 trillion, man-

ages more money than that run by humans: 

computerized trading.  Trading Algorithms 

and passive managers —institutions which 

offer an index fund that holds a gasket of 

shares to match the return of the stock 

market, or sector, rather than trying to beat 

it—now drive most of the trading in the 

US.4  

 

According to Deutsche Bank, 90% of equity-

futures trades and 80% of cash-equity 

trades are executed by algorithms without 

any human input. Fewer trades are con-

ducted on the floor of the NYSE and more 

on computer servers in New Jersey. Similar-

ly, High-frequency traders, acting as middle-

men, are involved in half of the daily trading 

volumes. It is debatable as to whether these 

traders add any value or liquidity.  

 

Apart from preset trading algorithms, ma-

chine learning and artificial intelligence are 

enabling machines to pick which stocks to 

buy and sell. What this means is that these 

self-learning machines are acting on prede-

fined data sets (a controllable so far) and 

developing tactics to create profit for their 

owners. Not sure if they have been told to ‘not 

fight the Fed.’ And if they run into a liquidity 

problem in some market, what happens then?  

 

Why This Matters 

  

Market pricing cannot be predicted in the short-

term with any accuracy. Exponentially rapidly 

rising or falling markets usually go further than 

you think, but they do not correct by going side-

ways.5  The public tends to buy the most at the 

top and the least at the bottom.6 And when all 

the experts and forecasts agree – something 

else is going to happen.7 Combine these con-

cepts and we seem to be overdue for a correc-

tion of some sort. Financial markets are expen-

sive beyond their fundamentals. This form of 

musical chairs may well continue for another 

year or so, but artificial forms of demand are 

fleeting. Being nimble, will prove to be an ad-

vantage. 

 

Yield and growth-at-a-reasonable price securi-
ties are scarce. We want to continue owning 
scare resources. Doing so will allow us to con-
tinue participating in market growth while still 
maintaining a reasonable degree of shock ab-
sorption should markets reverse unexpectedly.  
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Contours of a Recession 

Economic growth is an important contribu-

tor to stability and order in a society. Conse-

quently, politicians and policymakers of all 

stripes try to minimize the potential for eco-

nomic decline. Unemployment, stagnant 

wages, rising costs, falling markets and oth-

er symptoms of economic misery can 

prompt leadership changes, disharmony, 

and even war. However even with the best 

of intentions, recessions and worse surface 

periodically. What do these economic terms 

mean? Are they always bad? And is a reces-

sion on our doorstep? 

Let’s begin this journey with a look at a 

King of France back in the day (1594). Hen-

ry IV survived at least 12 assassination at-

tempts. During his reign, he worked to regu-

larize state finance, promote agriculture, 

eliminate corruption and encourage educa-

tion. He was ultimately assassinated in 

1610, but earned a reputation for geniality 

and having a concern about the welfare of 

his subjects. His economic instincts proba-

bly brought him a few more years than oth-

erwise in this troubled kingdom.8 

“I want there to be no peasant in my realm so poor that he 

will not have a chicken in his pot every Sunday.” 

Henry IV of France 

Nothing like some boiled chicken to lift the 
spirits. 

Fast forward a few centuries to the US presi-

dential campaign of 1928. Throughout the 

1920s, the US economy expanded rapidly.9 

No longer content with chicken alone, a cir-

cular published by the Republican party 

claimed that if Herbert Hoover won there 

would be “a chicken in every pot and a car in 

every garage.”  

Herbert Hoover won a landslide victory that 

year and his administration had many im-

pressive achievements. However, his prom-

ise of prosperity was derailed by the stock 

market crash of 1929 seven months after he 

took the oath of office. The Great Depression 

followed shortly thereafter and, at the depths 

of the depression, voters elected Franklin D. 

Roosevelt to replace Hoover in 1932.10  

The Great Depression was the worst eco-
nomic downturn in the history of the indus-
trial world. Officially it ended after ten years 
in 1939,11 but the stock market, as measured 
by the Dow, took an additional 15 years to 
recover.12 (The average time for stocks in the 
broader market to recover was 12 years.)13  

Recessions and depressions are obviously 

negative economic events, but what do they 

mean and how are they defined? 

Recessions and Depressions 

A recession may be declared in instances 

when economic conditions deteriorate suffi-

ciently in a given region. If conditions contin-

ue to deteriorate, a depression could even en-

sue. Essentially the terms recession and de-

pression describe the degree to which an 

economy — global, national, regional or local 

— is operating below some target baseline. 

Additional modifiers, such as Great or Mini, 

are sometimes added to these terms in an ef-

fort to further articulate the economic condi-

tion at hand, but are of little practical use.      

From a definitional standpoint, we are left to 

grapple with a range of negative economic 

environments: Recession, Great Recession, 

Mini Depression, Depression, and Great De-

pression. Without getting too far into the 

weeds, recessions are officially declared by 

the National Bureau of Economic Research 

(NBER) in the United States. Two consecu-

tive quarters of economic decline in the GDP 

are generally associated with recessions, but 

the NBER evaluates monthly data to formu-

late their conclusion. The duration they deter-

mine as being relevant may not fall within 

quarterly buckets.  

Recessions are often viewed as acceptable 

events which help to foster healthy business 
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Contours of a Recession — Continued 

[ADK: Improvements are noticeable; more ac-

countability is needed. Regulations continue to 

evolve.] 

(2) Too many small firms taking on too much 

risk – including the shadow banking system, in-

cluding investment firms, which grew to rival the 

depository banking system, but was not under the 

same scrutiny or regulation. 

[ADK: Regulatory changes have been made, but 

not clear on their effectiveness.] 

(3) Excessive borrowing by consumer and corpo-

rations. 

[ADK: Still a weakness. Corporate debt has risen 

dramatically. This is true throughout the world. 

More than half of investment grade debt is rat-

ed BBB.16 (Close to junk bond ratings.) Con-

sumer debt appears more manageable, but 

credit card delinquencies are rising.]  

(4) Lawmakers who were not able to fully under-

stand the collapsing financial system. 

[ADK: Not much improvement in this area. Fis-

cal deficits continue to grow and Modern Mon-

etary Theory (free money for little in return) 

appears to be winning new hearts and minds. 

Meanwhile, the money spigots at the Federal 

Reserve are still helping to plug liquidity gaps 

in our financial systems’ plumbing.] 

 

Is a Recession Imminent 

Business cycles have not gone away, but the 

likelihood of a recession in 2020 appears to be 

cycles—particularly if they are short in dura-

tion and severity. In essence they can serve to 

detoxify bad business practices and other ex-

cesses which can creep into our economic 

wheelhouse. 

A depression is much more severe and pro-

longed than recessions. In general, they are 

defined as either lasting more than three years 

or resulting in a decline of real gross domestic 

product of at least 10 percent.14  

The economic downturn from 2007 to 2009 is 

often referred to as the Great Recession. Some 

termed it the Mini Depression. Either way, it 

was the most severe economic downturn in the 

United States since the Great Depression of 

the 1930s.15 We do not want a repeat of that 

period, but are we completely out of the 

woods? Let’s take a look by first reviewing 

the causes of the downturn and then determine 

where we have made progress and perhaps 

where threats still exist as well.  

Causes of the Great Recession 

According to a 2011 report by the Financial 

Crisis Inquiry Commission, the Great Reces-

sion was avoidable. Contributing factors lead-

ing to the downturn were listed as: 

(1) Failure on the part of the government to 

regulate the financial industry – including the 

Fed’s inability to curb toxic mortgage lending. 

low. Inflation is in check, interest rates appear 

somewhat settled, employment numbers are 

solid, and the US is expected to grow around 

2% next year. The world economy is expected 

to grow in excess of 3% next year. (Please see 

next section for detail.) 

Moreover, actions taken following the Great 

Recession have been supportive of continued 

expansion – albeit at a modest rate. 

Barring a stock market shock, or unexpected 

geopolitical event which quickly spreads, eco-

nomic prospects look okay.  

With respect to our foundational underpin-

nings, a mixture of brick, J-B Weld (strong 

epoxy), and clay may be a fitting descrip-
tion. America continues to dominate the 

global economic and financial domain. Ar-
tificial support systems, such as the Fed 

supplying liquidity to the repo market, are 

still relatively strong and effective, however 
we are accumulating debt in a manner that 

will compromise growth and prosperity in 
the future. This has to be addressed along 

with our entitlements if we are to continue 

prospering. As a whole, our economy is 
highly leveraged and at great risk to rising 

interest rates, hence brittle. 
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Financial Markets and Pivot Points 

Next year, world economic growth is ex-

pected to improve over 2019 and financial 

markets are expected to perform satisfacto-

rily, but probably not as well as they have so 

far this year. Global trade, political gridlock, 

central bank policy and geopolitical friction, 

while fragile, are not expected to rock the 

‘sentiment’ boat. (Sentiment is one of the 

primary drivers of market direction short-

term.) 

According to the International Monetary 

Fund, world economic growth in 2020 is 

projected at 3.4% — compared to a growth 

forecast at 3.0% for 2019.  The improve-

ment in growth prospects is attributed to 

better performance by emerging markets 

and developing economies, which are 

scheduled to grow their combined econo-

mies by 4.6%. Advanced economies are 

expected to grow at 1.7%; the same rate 

projected for 2019. 17 

Earnings-per-share growth in US equities is 

likely to remain modest in 2020, but interest 

rates should remain supportive of equity valu-

ations. Wall Street forecasts for 2020 are still 

trickling in, but ranges I’ve observed hover 

between 5% losses to 15% higher.18 These 

forecast ranges are not particularly instructive, 

but suggest that a deep recession is not antici-

pated. Market sentiment should remain sup-

portive as long as trade discussions and inter-

est rate policy do not reverse. And since Presi-

dent Trump will do everything in his power to 

prop up our economy — which has many 

good things going for it already — chances are 

that a recession can be forestalled.  

Steady as she goes. Don’t fight the fed. Plow 
horse economy. Could be another year of simi-

lar plaudits! Markets have shown an ability to 
absorb lots of bad news and bounce back over 
many years—although the ‘bounce back’ is not 

always rapid. That may well continue in 2020 .  
.  . unless we encounter an event, or practice, 
that disrupts the common narrative.   

Market sentiment can be compared to a vehi-

cle’s warning lights. Check engine lights indi-
cate a potentially serious hazard; conditions 
may worsen. Flashing lights suggest a peril 

which could quickly get out of hand.  

 Unexpected trade turmoil with Brexit 
 Russian, Chinese and North Korean aggres-

sion and potential military mishaps 

 Impeachment threatens presidency 
 Trade negotiations with China may sour 
 

 
 
 Iran’s progression and the possibility of im-

posing its apocalyptic, theocratic practices 

onto the world stage. 
 Bond market strain to fund rising borrowing 

needs at current prices. 
   

[ADK] Will continue to monitor risks and ad-
just as conditions unfold. Current holdings 
tend to be opportunistic, yet defensive. 

CHECK ENGINE LIGHTS 

FLASHING ENGINE LIGHTS 
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Presidential Pursuits 

In a 1903 speech, Roosevelt said, “I believe in 

rough games and in rough, manly sports. I do 
not feel any particular sympathy for the person 
who gets battered about a good deal so long as 
it is not fatal.“ 19 Teddy Roosevelt was a tough 
guy in both word and deed. He was also an una-
bashed unilateralist and imperialist who sought 
to shake up the Republican party.20 Rather than 
work with allies in a multilateral framework, he 
tended to act unilaterally at first, with coopera-
tive allies once the American direction became 
clear. He undoubtedly stuck out like a sore 
thumb to many in his day, but ultimately did 
pretty well for himself as the 26th president of 
the United States from 1901 to 1909.  
 
Donald Trump and Theodore Roosevelt, while 

different in many ways, possess political in-

stincts which are eerily similar. Their distrust 

and dislike of the press (Muckrackers / Fake 

Press) and attacks on political corruption have 

proven to be effective.21 This is not to suggest 

that Mr. Trump will end up on Mount Rush-

more, but that his political biases are not alto-

gether uncommon with those that have been 

successful in the past — even if they only sur-

face every hundred years or so. Many Ameri-

cans continue to distrust the notion of having 

important decisions left to the devices of poli-

cymakers beyond our borders. Trump’s agen-

da is essentially running counter to a globalist 

agenda, which could be defined as those will-

ing to trade off or compromise US interests 

for the sake of a stronger global community 

from which the US benefits.  

 

Using that definition, Obama, both Bushes, 

and Bill Clinton were globalists. Even con-

servatives like Ronald Reagan and John F. 

Kennedy were firmly in the globalist camp, as 

they relied on NATO, the UN, and the IMF, 

among other multilateral institutions to pur-

sue their Cold War goals. We have observed 

new forms of economic and geopolitical fric-

tion over the past several years over this is-

sue. And as Russia, China, Europe and the US 

continue to compete for global relevancy, 

military and  economic fissures will continue.   

 

When considering these challenges, together 

with a Democratic field that is not currently 

brimming with overachievers, Mr. Trump ap-

pears likely to win a second term as president.  

 

Joe Biden, Elizabeth Warren and Bernie Sand-

ers—particularly the latter two represent 

much different policy orientations that have 

yet to gather momentum. Mr. Bloomberg is 

unlikely to win voters from Warren and Sand-

ers as he is far wealthier than the president.  

 
[ADK] Will continue to monitor policy threats 
and adjust as conditions unfold.  

SOURCE:  RealClearPolitics—Nov 27, 2019 
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Voices and Images 
 

 

 

“The enormous increase in valuation of the largest U.S. tech 

stocks is unlikely to continue.”    [10/23/19] 

 — Rob Arnott, Chairman of Research Affiliates 

“A sudden and steep stock market correction can come at 

any time, and without any warning or obvious cause.” 

 — Robert Shiller, Nobel Laureate Economist 

“At the first whiff of a weaker consumer and the first hint of 

declining payrolls, this recent jump in equity prices and slide 

in bond prices will quickly reverse course.”   [11/13/19] 

  — David Rosenberg, Gluskin Sheff Chief Economist 

Share prices in the US and Japan appear to be overvalued, 

while the credit spreads in bond markets seemed to be too 

low, given the state of the global economy. 

 — International Monetary Fund    [10/16/19] 

“Stocks are still cheap, the economy is not slipping into 

recession. The policy environment is tilted more toward 

growth than it was three years ago, even though it could 

be better. And that means the bull market should contin-

ue.”   [11/18/19] 

 — Brian Wesbury, Chief Economist at First Trust 

“Momentum is so strong that it’s likely to persist, but in-

vestors are paying a higher price than ever for that level 

of momentum.”  [12/14/19] 

 — Doug Ramsey, Leuthold Group CIO 

 

“If you look at today’s economy, there’s nothing really 

booming now that would want to bust. In other words, 

it’s a pretty sustainable picture.” 

 — Jerome Powell, Fed Chair [11/14/19; testimony at US House]  

“Speak softly and carry a big stick; you will go far.” 

 — Theodore Roosevelt 

“Iran does not want peace in the region.  .  .  Until we ad-

dress Iran’s threats, the cycle of violence will continue.” 

 — Mike Pompeo, Secretary of State  [11/16/19] 

 

“The rules have changed: Anyone who shoots at the State 

of Israel during the day will not sleep at night.” 

 — Naftali Bennett, Israel Defense Minister [11/20/19]  

 The Three Amigos 

Iran’s Hassan Rouhani, Russia’s Vladimir Putin and Turkey’s Recep Tayyip Erdogan at a trilateral 

meeting about Syria in the Black Sea resort of Sochi on February 14th. Photograph: Sergi Chirikov 
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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. 

Asset allocation does not ensure a profit nor protect against a loss. 

 

Faithful are the wounds of a friend, 

  But the kisses of an enemy are deceitful. 
 

  — Proverbs 27: 6 

Advisory clients will receive a discussion outline and comments with this newsletter as part of the ADK accountability process.  These submis-

sions are designed to help you better understand the perspectives, strategy and rationale associated with managing your financial resources.  

TRADE DEAL with CHINA  

Thank you for your business.  Please let us know how we can better serve you, your family, and others in your sphere of influence.  If you 

know someone in their 50s or 60s+ that is dealing with a life transition (retirement, divorce, widowhood, etc.) and they’re a nice person like 

you, I’m glad to spend time with them to review their situation and share my thoughts. There’s no cost or obligation. If they’re someone you 

know and like, that’s all I need to know. 


Typewritten text
[Prior disclosure information removed to reduce confusion about current advisory role; please reference www.investor.gov for independent RIA transition timing.]
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