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Everything we hear is an opinion, not a fact. Everything we see is a perspective, not the truth. – Marcus Aurelius
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What began as the worst start ever for stocks 
in early 2016 morphed into a market that re-
couped its early innings damage. As depict-
ed in the accompanying chart, similarities be-
tween corrections observed last August and 
what just occurred are striking. In both cases, 
blue chip U.S. stocks fell by 12-13 percent be-
cause of growth scares emanating from Chi-
na. 

Exports and investment suffered from a 
strong dollar and low oil prices last year. In 
contrast, the U.S. consumer is alive and well, 
benefi tting from a healthy job market, low 
mortgage rates and $2.00 gasoline. Account-
ing for two-thirds of the domestic economy, 
consumer spending is helping ensure that 
the U.S. expansion isn’t derailed by interna-
tional headwinds. 

Economic challenges in Europe and Japan 
notwithstanding, China has caused investors 
the most angst. Capital outfl ows are pressur-
ing the currency as it grapples with a tran-
sition away from excessive investment to a 
better balanced, slower growing economy. 
While some manufacturing has shifted else-
where, China remains the world’s biggest 
exporter, and this key component of GDP 
should provide ballast for the world’s second 
largest economy. Accordingly, we do not be-
lieve they will experience a “hard landing.”

In the U.S., a later-cycle economy puts a pre-
mium on companies’ ability to grow their 
bottom lines. With stock valuations no lon-

ger “cheap,” earnings growth needs to ma-
terialize for stocks to climb. As such, two of 
the biggest headwinds to earnings last year 
– a strong dollar and plunging oil prices – 
appear to be abating. Oil markets are fi nally 
tightening and, after big gains last year, the 
trade-weighted dollar appears to be moder-
ating. 

Though we believe interest rates will rise in 
the U.S., low infl ation coupled with quantita-
tive easing and negative interest rates abroad 
should help cap any rise in benchmark Trea-
sury yields. Amidst these dynamics, we ex-
pect the Fed to carefully remove a degree of 
monetary stimulus. We anticipate an upward 
revision of earnings estimates to renew the 
bid in stocks and look for equities to outper-
form bonds this year. Importantly, we are be-
ginning to see a rotation away from growth 
stocks (e.g. the “FANG” trade) into value sec-
tors of the market, such as energy. To the title 
of this piece, we are sticking with our value 
tilt and warn investors against chasing last 
year’s “hot dots.” 

 Source: FactSet
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COMPOUND INTEREST ...
IN REVERSE 

Dean Dordevic, Principal
Alternative Assets and Portfolio Management

How Solid is Your Negative Interest Rate Strategy?
-Tokyo department store sign displaying a selection of home 
safes.1

For the princely sum of $46,000.00, I purchased my fi rst 
piece of real estate in 1982. It wasn’t actually real estate 
per se, since it was in fact a so-called “cooperative” apart-
ment. Technically, I was buying a few shares in a cor-
poration which entitled me to the “exclusive use” of a 
700-square-foot studio apartment. In my mind, it was ev-
ery bit the real thing. More importantly, it was my stake 
on an island that is, much like Hong Kong, the very defi -
nition of the stuff.  

The apartment was in the old Cotton Exchange building, 
only a few blocks from Wall Street on Hanover Square. 
The building had recently been converted for residential 
use and the cooperative form of ownership (versus a con-
dominium) would create an interesting opportunity for 
me.  

There are, in fact, many young people who toil for very 
little money on the Street. I was one of them, and my 
meager sub-$30,000 salary wouldn’t provide suffi cient 
savings to support the 15 percent or $6,000 down pay-
ment. But this being a cooperative conversion, the devel-
oper could simply infl ate the $40,000 sales price by the 
amount of the down payment, and allowing for good 
credit, I could fully fi nance my down payment. A very 
tiny slice of this remarkable 22.8 square-mile island would 
soon be mine.   

The closing would soon follow. Being a securities transac-
tion as opposed to a real estate transaction, the paperwork 
was extraordinary. I signed my name so many times that 
I lost count. With the prize so tantalizingly close, I did 
not care one wit that I had just committed, for the next 
three decades, to pay the principal and interest on a very 
ordinary mortgage at an interest rate of ... 18.5 percent. 
If, for some reason, I failed to make regular payments, I 
would owe more than twice the amount borrowed in fi ve 
years. And in 10 years, I’d be on the hook for more than 

fi ve times that amount. An interest rate of 18.5 percent is 
something only Tony Soprano could love.

A long time ago, on or about the birth of our nation, in 
fact, “interest rates” were negative. You simply deposit-
ed your funds with a bank and at maturity, they gave you 
back your money minus a charge for custody. This cer-
tainly made sense, since back then it was truly The Wild 
West. A bank was preferable to a mattress and return of 
principal was more important than return on principal. So 
yes, the fi rst interest rates in our Republic were negative. 
Over the next 240 years, interest rates would rise until 
just about the day I took down my very fi rst mortgage. 
Adding insult to injury, rates would peak shortly there-
after and a slow-but-steady three-decades-long decline 
would then unfold. Thus began the greatest bull market for 
bonds in fi nancial history.

While we have ultra-low interest rates in the U.S., there 
are now some $7-trillion-worth of global developed 
country bonds at a negative interest rate. This up from 
only $1 trillion a year ago. As a point of reference, the U.S. 
Treasury bond market is about $13 trillion in total. Fully 
31 percent of the outstanding paper of global developed 
bond markets has moved from low-yield … to no-yield. 
Six countries, including Switzerland, Germany and more 
recently Japan, now pay negative returns to investors 
who hold their fi ve-year bonds to maturity.2 

From a central banker’s perspective, the idea behind a 
negative interest rate is really quite simple. Once you’ve 
driven interest rates to ultra-low levels, your ability to 
stimulate the economy is largely exhausted. This, unless 
you depress the pedal so hard that you actually force 
rates below zero bound. What you are really trying to do 
is force investors out of safety and into risk. At some level, 
this makes sense. You want to make safety relatively un-
attractive and riskier investments more attractive. In cen-
tral bank parlance, you are trying to desperately … prime 
the pump. The theory is that negative rates should en-
courage banks to lend more cheaply and savers to spend 
more freely. This while discouraging overseas money 
from fl owing in, and in turn, weakening your currency. 

The most interesting aspect of the current environment is 
that negative interest rates are largely the result of asym-
metric central bank policies. That is, while the U.S. has very 
recently seen its fi rst interest rate increase in seven years, 



Weapons of Reason footnotes and sources:
1. Leo Lewis, Dan McCrum and Robin Wigglesworth, “Negative Thinking,” Financial Times of London, February 18, 2016.

2. Alan Livsey, “The Short View,” Financial Times of London, March 4, 2016.

3. Jeff Sommer, “In the Bizarro World of Negative Interest Rates, Saving Will Cost You,” The New York Times, March 5, 2016.

4. “The New Cash Hoarders,” Wall Street Journal, Editorial Page, March 4, 2016.

5. “Think Gisele Bundchen Still Wants to be Paid in Euros?” Bloomberg Marketwatch, March 10, 2016.
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much of the rest of the world continues to ease. These op-
posing policies are creating very large spreads between 
U.S. bond yields and yields of much of the rest of the de-
veloped world. Not surprisingly, the U.S. dollar has been 
very strong, while virtually all large liquid currencies 
have been quite weak.  

The combination of relatively large coupons, combined 
with a strong currency has produced an environment 
where global demand for U.S. Treasury bonds has been 
very strong. Since the Fed began tightening interest rates 
in mid-December of last year, the yield on the U.S. 10-
year U.S. Treasury has actually fallen by about 0.3 percent. 
This was not the intended result. Perhaps we will be ac-
cused of being “Pollyanna-ish,” but it seems to us that 
the Fed gets to have its cake and eat it too. That is, the 
Fed can reload its gun (i.e., raise the funds rate gradually 
from zero), while longer-term rates stay subdued. With 
the U.S. economy growing, albeit quite slowly, this mix is 
a good thing for us. 

Perhaps it goes without saying, but negative interest rate 
policies (NIRP) have produced a number of anomalies. 
“It’s all upside down,” said Kathy Jones, chief fi xed in-
come strategist at Charles Schwab, “Negative interest 
is hard even to think about. Our whole fi nancial system 
is built the other way, on positive interest rates. This is 
mind-boggling.”3 As a result of NIRP, the world has fa-
thered its fi rst negative interest rate mortgage. Spain’s 
seventh-largest bank has been paying some customers 
“interest” by deducting an amount from the principal 
the borrower owes. A Danish bank recently extended a 
three-year business loan with a negative rate. In practice, 
this means that the bank agreed to pay their customer the 
Danish-krone-equivalent of about $1.00-per-month for 
three years.  

Perhaps most interesting is the rise in the hoarding of 
cash in NIRP countries. Once the provenance of terrorists 

and drug kingpins, high-denomination bills are in very 
high demand in countries, such as Japan and Switzer-
land. After all, if it costs money to save money, why not 
just keep it in cash in a safe deposit box or a home safe? 

Sales of home safes in Japan are up 250 percent year-
over-year. Demand for the highest denomination notes; 
Japanese 10,000 yen notes, Swiss 1,000 franc notes and 
even 500 euro notes, are soaring.4 Also, with the most 
signifi cant impediments to owning gold now gone, since 
gold pays no interest and costs money to store, so too … 
gold has more recently “caught a bid.”

We do not pretend to know when these policies will 
abate or even reverse. However, we can reasonably pre-
dict how their effects will ripple through the system and 
we have incorporated this into our thinking. 

Perhaps most importantly, from a bigger-picture per-
spective, it’s quite likely that interest rates will remain 
lower for longer. Should that be the case, “yield” of every 
stripe will remain precious. We have seen this most re-
cently with strong performance of higher yielding stocks, 
generally, and strong relative performance from Fergu-
son Wellman’s Dividend Value strategy.  

With the outsized and extraordinary attention that NIRP 
is receiving in the fi nancial press, we are reminded of 
this story. In 2008, just as the U.S. dollar was hurtling 
toward record lows against the euro, Gisele Bundchen, 
the world’s highest-paid model, insisted that Procter & 
Gamble pay her exclusively in euros for her work selling 
Pantene hair products.5 Ms. Bundchen’s call on the U.S. 
dollar-euro exchange rate would mark the bottom for the 
dollar, which shortly thereafter began a seven-year bull 
market.



Never let the future disturb you. You will meet it, if you have to, with the same weapons of reason 
which today arm you against the present. – Marcus Aurelius  
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LESS THAN ZERO

Brad Houle, CFA
Executive Vice President

Nearly 30 percent of the world’s sovereign debt now has 
a negative yield. Said differently, owners of $7 trillion 
worth of government bonds issued by countries all over 
the world are guaranteed to get less money than they in-
vested if they hold their bonds to maturity. Despite the 
common belief that interest rates couldn’t go lower than 
zero, negative interest rates have been used in a couple of 
Scandinavian countries prior to the practice recently be-
coming widespread. Previous usage of negative interest 
rates was to control capital fl ows in an attempt to stabi-
lize currency. Now, negative interest rate policy (NIRP) 
is being used as an economic stimulus. The theory behind 
NIRP is that if you charge banks to keep money in their 
countries’ central bank(s), they will loan the money out 
or invest the money in a more risky asset to get a bet-
ter return. Being that negative interest rates are a com-
pletely new economic stimulus tool, it is not known if it 
is positively impactful to the economies where it is being 
practiced. The economy has ticked up in Europe since 
negative rates were started in 2014, but there is no way 
to know if that is because of this strategy or other factors. 
What is known is that negative interest rates are bad for 
banks because they have to loan money at low rates and 
don’t have the ability to pay depositors less than zero in 
interest. This compression in the interest rate spread neg-
atively impacts the earnings at said banks. 
 
Clients have recently been asking if NIRP can occur in 
the United States. Treasury bill rates in the U.S. did go 
negative for the fi rst time during the fi nancial crisis. As 
investors panicked and fl ed money market funds, U.S. 
Treasury bills were a natural place for investors to hide. 
As the demand drove prices up, the corresponding yields 
turned negative. There has been speculation that the Fed-
eral Reserve could and would utilize NIRP if there was 
a recession or an external economic shock that required 
the Fed to step in and add stimulus to the economy. The 
concern is that monetary policy may not be “normalized” 
in time for the next recession. This is an unlikely scenario 

and Federal Reserve Chair Janet Yellen said that nega-
tive interest rates were reviewed in 2010 and the Fed-
characterized it as a strategy that is not preferred. 
 

All of this begs the question: Who is buying these bonds 
with negative interest rates and why? Some bond managers 
are forced to buy negative-yielding bonds due to fl ows 
of funds into the mutual funds they manage. For exam-
ple, index funds that replicate the debt markets of coun-
tries experiencing negative yields are forced to invest in 
such as outlined in the prospectus. 

In addition, owning sovereign debt is very important 
to banks due to regulatory capital requirements. This 
means that banks need to own high quality assets as part 
of their capital in order to make loans to customers. If 
you are a bank in Germany, chances are you will need 
to own negative-yielding German government bonds as 
capital. 

The phenomena of negative interest rates will probably 
be with us until global growth accelerates in much of the 
world. Until then, there will be signifi cant demand for 
positive-yielding U.S. Treasuries, thus keeping interest 
rates in America lower than they otherwise would be, 
given the strength of the economy. 
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NIRP:  A Flawed Strategy

Source: Bloomberg

Years



Let not your mind run on what you lack as much as on what you have already. – Marcus Aurelius 
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FOR INDIVIDUALS:
PLANNING FOR YOUR FUTURE

Josh Frankel, CFP®, Senior Vice President
Portfolio Manager, West Bearing Investments

It’s no secret that a thorough fi nancial strategy can help 
you achieve your objectives, big and small, short-term 
and long-term. Whether your goal is to prepare for retire-
ment, purchase a second home, save for a child’s educa-
tion or fund a philanthropic endeavor, a solid plan is crit-
ical to your success. With this backdrop, we are pleased 
to announce that we recently upgraded our fi nancial 
planning capabilities with the addition of enhanced fi -
nancial forecasting software.  

Combined with our existing disciplined investment ex-
perience, we can bring clarity to your goals better than 
ever before. We are also able to provide online access so 
you can review your plan and test various assumptions. 
We can help address important questions that include: 

• What are your short- and long-term cash fl ow needs?
• When would you like to retire and how much income 

will you need to sustain your lifestyle?
• Can you comfortably afford a vacation home?
• What are your charitable giving and gifting strate-

gies?

We all know the future is uncertain and the assumptions 
we make today might change. The program allows us to 
integrate changes in infl ation, investment returns, life ex-
pectancy, taxes and health care costs and other variables, 
into your goals. 

Planning for the future is an evolving process. By work-
ing collaboratively and staying focused on your goals, we 
can make smart fi nancial decisions that will ultimately 
maximize your fi nancial returns and achieve your de-
sired outcomes. Our intention is to help you understand 
where you are today, where you would like to go and 
how to get there. Please contact your portfolio manager 
for more information. 

FOR INSTITUTIONS:
THE ONBOARDING PROCESS

Don Rainer, Executive Vice President
Institutional Services Committee Chair

We have the privilege of working with more than 166 in-
stitutions. In that capacity, we work collaboratively with 
boards of trustees and investment committees to serve in 
a fi duciary role.

Typically, these positions have terms limits and we are 
often introduced to new affi liates for these organizations 
on an annual basis. Our role in the investment process of-
ten provides continuity when there is that planned turn-
over. Thus, there are a number of ways in which we can 
assist institutional clients with onboarding trustees or 
committee members. We can meet with them to discuss 
the current investment policy guidelines and our strat-
egies for staying within those parameters. We can also 
share the history of our work with the portfolio and ex-
plain various asset allocation moves that refl ect our long-
term investment strategies in relation to the institution’s 
goals. 

At times, clients have asked us to arrange training for 
new members on the fundamentals of investment man-
agement. We do our best to align this information with 
the knowledge each attendee may have. We also provide 
these individuals with our investment communication 
comprising our quarterly Market Letter publication, In-
vestment Strategy video, Weekly Market Makers email and 
other periodic communication regarding recent market 
activity and strategic asset allocation moves. 

As individuals cycle off, we continue to share our com-
munication pieces with them, should they fi nd it infor-
mative beyond their role with the institution. We appre-
ciate the commitment of time, knowledge and experience 
those trustees and committee members provide these in-
stitutions. We are continuously seeking ways in which 
we can support the important work they do and provide 
value to new trustees and committee members.  



Our logo features a bronze coin of Marcus Aurelius Antonius, Emperor of Rome from A.D. 161 to 180.  According to historian Edward Gibbon, he 
was the only person in history in which “the happiness of a great people was the sole object of government.” Marcus Aurelius

 was the author of meditations that reveal a mind of great humanity, natural humility and wisdom.  
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WEST BEARING REACHES $100 MILLION 

West Bearing Investments was launched in 2013 as a di-
vision of Ferguson Wellman to serve clients with portfo-
lios starting at $750,000. West Bearing has now surpassed 
$100 million in assets under management and works with 
more than 90 clients in nine states.

West Bearing has experienced steady and consistent 
growth, primarily due to referrals from accountants, at-
torneys and clients. The West Bearing team comprises 
Josh Frankel, CFP®, senior vice president, who became a 
shareholder in 2015 and Lyndsi Fink, investment associ-
ate, who completed her Level 1 CFA exam last year. In 
addition to employing Ferguson Wellman investment 
strategies in portfolios, Frankel and Fink provide wealth 
management services and planning strategies for clients 
at various stages of their growth goals. 

NEW HIRES AT FERGUSON WELLMAN

In recent months, we have welcomed 
two new professionals to Ferguson 
Wellman. Mary Lago, CTFA, joined 
our fi rm at the end of 2015 as execu-
tive vice president, portfolio manager 
and member of our investment team. 

Lago previously worked at Washington Trust Bank and 
has more than fi fteen years of industry experience. She 
also serves on the boards of OHSU Foundation, Estate 
Planning Council of Portland and is chair of the Albertina 
Kerr Centers Foundation. 

Bre Jaspersen joined the fi rm in January 
as client relationship associate. Upon 
graduating from Gonzaga University 
with a degree in fi nance, she worked at 
Ameriprise Financial in Spokane. 

WHAT’S IN A NAME?

by Liz Swagerty Olsen
Vice President of Marketing 

NIRP: An abbreviation for negative interest 
rate policy. NIRP is an unconventional mon-
etary policy tool in which nominal interest 
rates are set negatively, below the zero per-
cent that is theoretically bound. The intended 
purpose of employing negative interest rate 
policy is to stimulate economic growth by in-
centivizing banks to lend money more freely 
and encourage institutions and individuals 
to spend, borrow and invest.

FANG: An acronym for the stocks of Face-
book, Amazon, Netfl ix and Google (now 

Alphabet). In 2015, these companies were 
among a small group of highly-priced growth 
stocks that enjoyed handsome returns in an 
otherwise diffi cult market. However, this 
trend appears to be reversing in 2016 as value 
stocks are starting to lead the way.

Growth stocks: Stocks of companies whose 
earnings are expected to grow at a high-
er-than-average rate relative to the rest of the 
market in the same industry. A growth stock 
typically does not pay dividends or pays 
smaller dividends, preferring instead to re-
invest the earnings into capital expenditures. 

Value stocks:  Stocks of companies that tend 
to trade at lower multiples of earnings, book 
value or cash fl ow. Common attributes of 
value stocks include high dividend yield and 
a lower price-to-earnings ratio. 

In an effort to provide clarity 
and explain industry-specifi c 
terms, we have included these 
defi nitions for your informa-
tion. For additional resources, 
you may contact us at
info@fergwell.com for a copy 
of our Glossary of Investment 
Terms or visit our blog at 
blog.fergusonwellman.com 
for more defi nitions.

Communication 
and Education
Sources: 
Business Dictionary
Investopedia
Reuters
TheStreet.com
Wikipedia


