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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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DISCOMFORT IS THE 
NEW NORMAL
George Hosfield, CFA  
Principal, Chief Investment Officer

Great Britain threw investors a curve ball 
with its vote to exit the 28-nation European 
Union. Leading up to the vote, equities and 
commodities strengthened in anticipation of 
just the opposite outcome, so the reaction in 
asset prices after the vote was predictable —
stocks and commodities fell while bonds and 
gold rose. 

As we assess the aftermath of Brexit, we ob-
serve the potential for ongoing turmoil. The 
world’s fifth largest economy has elected to 
sever its ties with Brussels, abrogating its 
immigration and trade policies with key Eu-
ropean trading partners. More broadly, we 
observe a rising tide of political populism 
that could result in additional EU member-
ship votes by countries such as Italy, France 
and the Netherlands, as well as potential for 
the “Bremain” voting Scottish to make an-
other push to exit the U.K. While it’s not our 
prediction that a break-up of the European 
Union will occur, investors will have to con-
tend with this tail risk.

In the aftermath, business confidence and 
investment are likely to suffer, producing a 
somewhat stronger greenback that will make 
U.S. exports more expensive and dampen the 
value of multinational profits. As depicted in 
the accompanying chart, economic growth 
post-Brexit is likely to be modestly less than 
previously expected. Domestically, key mit-
igating factors for the world’s largest econ-
omy include a strong job market and even 
lower interest rates, which should continue 

to support housing and the largest compo-
nent of GDP — consumer spending.

As growth becomes harder for companies to 
achieve, investors may continue to pay more 
for it, thus challenging our expectation for val-
ue stocks to continue outperforming growth. 
While banks and other financials may strug-
gle to grow in a lower-for-longer interest rate 
environment, we remain bullish about the 
direction of oil prices and the energy sector. 
In recent weeks, we have modestly reduced 
portfolio risk through moving some capital 
from small-cap equities to income-producing 
real estate. 

We note with a keen sense of irony a mantra 
first penned in World War II by none other 
than Great Britain: “Keep Calm and Carry 
On.” While not recommending any changes 
to client asset allocation at present, we contin-
ue to monitor global events for any opportu-
nity to shift our posture on developed market 
and emerging market equities.

 Source: Citigroup

Economic Growth Is Anemic 
Across the Globe
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Founded in 1975, Ferguson 

Wellman is a privately owned 
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firm, established in the Pacific 
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firm manages over $4.3 billion 
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THE NEW MATH

Dean Dordevic, Principal 
Alternative Assets and Portfolio Management

“U.S. Treasuries are now the One-Eyed King. There’s just a 
shortage of yield on the planet.” — David Keeble, Global Head 
of Interest Rates Strategy, Credit Agricole1

In mid-December of last-year, Federal Reserve Chair Jan-
et Yellen raised interest rates in the U.S. for the first time 
in nine years. At that time, the U.S. 10-year Treasury was 
hovering at a yield of about 2.5 percent. One would have 
logically concluded that in the wake of this seminal tight-
ening of credit, and with quantitative easing (QE) in the 
U.S. then concluded, the U.S. 10-year bond yield would 
now have risen to a level somewhat north of that figure. 
Remarkably, this benchmark yield is some three-quarters 
of a percent lower than it was back in December. In some 
respects, we have all become inured to low-and-declining 
interest rates. They have, after all, been falling now for the 
better part of three decades. But one man’s ultra-cheap 
mortgage is another man’s ultra-low, non-interest-bear-
ing savings account. Rock-bottom interest rates are not ... 
a zero sum game. In describing an investor’s fundamental 
thirst for some minimum level of income, Walter Bagehot, 
one of the first editors of The Economist (1860–1877) said, 
“John Bull (England’s stout and symbolic everyman) can 
stand many things, but he cannot stand 2 percent!”2 

There are two powerful opposing macroeconomic forces 
at work in the financial system at the moment. The first 
is asymmetric central bank policies in most of the devel-
oped world. That is, both Japan and the Eurozone are not 
only not raising interest rates, but they are in the early in-
nings of their versions of QE. The U.S., on the other hand, 
exited QE some time ago and has now embarked on a 
path to very gradually raising interest rates. These polices 
and paths couldn’t be more different. However, unlike 
the U.S., both Japanese and Eurozone QE has resulted in 
the advent of negative interest rates. In the global bond ba-
zaar, this changes everything.

There are now some $10 trillion-worth of global devel-
oped country sovereign bonds at a negative interest rate 
- this up from only $1 trillion just a year ago. Further-
more, we’ve recently seen the advent of either zero or 

negatively yielding corporate paper. That’s right, you can 
now lend your hard earned euros to Anglo-Dutch giant 
Unilever NV, for example, by simply buying their zero 
coupon bond due in 2020. This bond was priced to offer 
“investors” the princely yield of 0.08 percent — one of the 
lowest yielding euro-denominated debt sales on record. 
More than one-third of global bonds outstanding have 
moved from low yield … to no yield. Six countries, includ-
ing Switzerland, Germany and more recently Japan, now 
pay negative returns to investors who hold their five-
year bonds to maturity. Roughly 75 percent of the entire 
collective Japanese and German sovereign bond market 
is now trading at a negative yield.3 The venerable 10-year 
German bund slipped below zero very recently and even 
British government bonds (gilts) are yielding less than 
2 percent for 50-years. Said James Mackintosh in the Wall 
Street Journal, “Sometimes we should stand back from 
the intraday charts and be astounded, and now is one of 
those times.”4 

What’s transpired most recently is really quite simple 
at its core. With interest rate policy largely if not com-
pletely exhausted, central banks outside the U.S. are us-
ing unconventional monetary policy … in extremis. That 
is, they’re quite literally pushing the “policy” gas pedal 
through the floor. In the end, they hope to make safety 
relatively unattractive, and investments that carry more 
risk, relatively more attractive. While their intended result 
is still very much an open question, to some extent and at 
some level, their efforts have worked. That is, asset pric-
es have been bolstered, and at a minimum, it has made 
people feel somewhat wealthier in the countries that have 
pursued these policies. This is often called the “wealth 
effect” by economists, since people that feel wealthier are 
more inclined to spend and invest. 

On the other hand, the extreme use of monetary policy 
has spawned unintended consequences, most notably 
negative interest rates. Negative interest rates have ig-
nited a global race for yield that has forced yields down to 
unprecedented levels. It is critical to understand, howev-
er, that these disparate policies are not going to reverse 
anytime soon. It could be several years, in fact, before 
global central bank (monetary) policies become synchro-
nized once again. If interest rates continue to remain pos-
itive in the U.S., and negative yields persist in quantity 
in much of the rest of the world, demand for U.S. bonds 
will remain quite strong. Correspondingly, yields on U.S. 
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bonds will remain low and under pressure. In short, in-
terest rates both in the U.S. and globally could remain at 
very low levels much longer than most expect.

How these themes distill into portfolio construction for 
our clients is both relevant and quite significant. Twenty 
years ago, a portfolio composed of 100 percent bonds pro-
vided an investor with a 7.5 percent yield. This portfolio 
had a so-called “standard deviation” of about 6 percent. 
This being the likely amount by which returns could vary 
in any one year. Ten years later, as interest rates contin-
ued to drop, this portfolio would need to have more than 
50-percent stocks to provide the same expected return 
of 7.5 percent, now with a standard deviation of about 
9 percent. Today, however, a portfolio would need to be 
almost entirely invested in stocks or equity-like invest-
ments to produce the same expected result, albeit with a 
standard deviation now of about 17 percent. “Not nearly 
enough attention has been paid to the toll these low rates, 
and now negative rates, are taking on the ability of inves-
tors to save and plan for the future,” said Laurence Fink, 
CEO of Blackrock.5

In our view, one of the best ways to solve for return in 
this equation is to increasingly utilize income-generating 
stocks in our portfolio mix. For example, our Ferguson 
Wellman Dividend Value Strategy portfolio has a current 
yield of 3.8 percent. This would seem to us to be a very 
attractive yield in a world where 10-year U.S. bonds yield 
less than 2 percent, and the S&P 500 not much more. Ful-
ly 84 percent of the portfolio’s constituent companies are 
expected to increase dividends in the coming year, and 
portfolio dividends are forecasted to grow at a rate of 
about 6.6 percent per year. 

Interestingly, many higher yielding stocks now offer div-
idends that provide a yield greater than that of their un-
derlying corporate bonds. Higher yielding stocks also have 
the added benefit of being somewhat more defensive during 
down market cycles. This since the dividend yield on 
these stocks rises inversely to price, and as a result these 
stocks become relatively more attractive to new investors 
as they decline in price. This is often called “dividend 
support.” Perhaps most importantly, it would seem to 
us that if this global ultra-low and/or negative interest 
rate regime persists, investors will become increasingly 
enamored with precisely these types of stocks. 

It is a very good bet that Sir Walter “Two Percent” Bage-
hot never contemplated a world of negative interest rates. 
If he is looking down on us right now, I’m quite sure that 
he is turning over in his grave.

Estimates of What Investors 
Needed to Earn 7.5 Percent 

Sources: Wall Street Journal, Callahan Associates



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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THE SEARCH FOR INCOME

Jason Norris, CFA 
Executive Vice President of Research

As we enter the “dog days of summer,” the global bond 
market looks to be on a race to zero. Short-term interest 
rates in Europe and Japan are negative, and if investors 
want any positive yield, they would have to purchase 
maturities beyond 10-years … and this would produce 
only a minimal return. This global plunge in interest rates 
serves to place a cap on U.S. rates. In fact, the 10-year U.S. 
Treasury has a yield of less than 1.65 percent, down from 
2.5 percent a year ago. This begs the question: Where can 
investors go to find income?

The popular place to invest this year is high-yielding eq-
uities. Equity income strategies are up high single-dig-
its this year, far outperforming the broad market. These 
strategies typically focus on high-yielding stocks, which 
typically results in owning a lot of utilities and telecom 
securities. While that has worked thus far this year, it can 
become problematic. For instance, with high single-digit 
yields in 2015 one of the most popular income vehicles 
was master limited partnerships (MLPs). While the in-
come component of the MLP space didn’t see much dis-
ruption, the stocks were down over 25 percent. This is 
the downside of investing in passive equity income strat-
egies, or active strategies focusing solely on maximizing 
income. When hunting for yield, investors can give up 
diversification and take on more risk than they had in-
tended.

Ferguson Wellman adresses this dilemma through its 
Large-Cap Dividend Value Strategy. While our Large-Cap 
Dividend Value Strategy focuses on yield, we also have 
a stringent focus on cashflow and dividend coverage. 
Therefore, while our overall yield may not be as high 
as other income strategies, our emphasis on cashflow 
growth and dividend growth should allow for a healthy, 
growing stream of income. This results in a highly diver-
sified, lower volatility equity strategy, which is highlight-
ed in the following chart.

Since the inception of the strategy, the income in the 
portfolio has doubled, which equates to a compounded 
growth rate of 6 percent. This includes the 2008 down-
turn when dividends were getting slashed, particularly 
in the financials sector. This strategy can offer investors a 
great vehicle to generate a growing stream of income, in 
an otherwise low-yield environment.

Furthermore, there have been several articles recently in 
the media that pointed out the inability for companies 
to raise their dividends due to slow profit growth. This 
may be true for the broad market; however, with an ac-
tive strategy we can target those companies that offer the 
best potential to raise their dividends.

Over the long-term, the goal of our Large-Cap Dividend 
Value Strategy is to deliver a balanced approach that can 
provide greater income and less volatility than the broad 
equity markets, while capturing comparable, if not supe-
rior performance.

Ferguson Wellman Large-Cap 
Dividend Value Strategy

From January 1, 2004  to March 31, 2016

Source: Ferguson Wellman



Let not your mind run on what you lack as much as on what you have already. – Marcus Aurelius 
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TAKING A BYTE OUT
OF CYBERCRIME

Michael Garcia
Chief Technology Officer 

In June, NATO Secretary General Stoltenberg announced 
that, “we will recognize cyberspace as an operational 
domain, just like air, sea and land.” This has huge im-
plications allowing member nations to invoke Article 5 
(inherent right to self-defense) in certain situations and 
underscores the seriousness with which we all should 
take cybersecurity and cybercrimes. Technology gi-
ant Symantec recently published their Internet Security 
Threat Report (ISTR) which highlighted six eye-opening 
findings from 2015:

• A new zero-day vulnerability or exploit was discov-
ered on average each week

• Over half a billion personal records were stolen or lost
• Major security vulnerabilities in three-quarters of 

popular websites put us all at risk
• Spear-phishing campaigns targeting employees in-

creased 55 percent
• Ransomware increased 35 percent
• Symantec software blocked 100 million fake technical 

support scams

In the face of these threats, it may seem overwhelming to 
load your browser or email your advisor. The good news 
is twofold: One, we are constantly working to keep your 
data safe and two, you are largely in control of your own 
fate. Ninety-five percent of data breaches in the past two 
years are due to human error. Of those, 75–to–80 percent 
are because the user was fooled. Here are some examples 
of the practices we use to protect you from cybercrime:

• Hardware and software security:  We have hardware 
and software firewalls, virus protection and intrusion 
detection to identify and prevent cyberattacks. We 
have redundant server backups at multiple geograph-
ic locations with multiple vendors to ensure critical 
operations can continue in the event of disruption

• Physical security: Our locations and equipment, both 
internally and at external providers, have extensive 

physical security including key cards, key pads and 
even biometric security measures at offsite data cen-
ters. At our office, we use a keyless entry system with 
a code that changes regularly to ensure only autho-
rized employees have access 

• People and processes: Our people are our greatest as-
set in keeping our clients’ data safe. We follow many 
internal processes in our daily practices to thwart po-
tential attempts at obtaining client or firm informa-
tion. For example, we never respond to emails ask-
ing for sensitive information, such as SSNs or wire 
transfers. We confirm the person calling is actually 
the client and the request is legitimate. We also are 
required, and happily follow, many procedures en-
forced by the custodians’ of our clients’ assets

Additionally, here are some recommendations for indi-
viduals to protect themselves and their data:

• Protect yourself: Use a modern internet security solu-
tion that includes anti-virus and behavioral malware 
prevention, among other capabilities

• Update regularly: Keep your system, program and 
virus definitions up to date

• Be wary of scareware tactics: Don’t be tricked into 
thinking your computer is infected and pay money to 
have the problem “removed”

• Use an effective password policy: Mix letters and 
numbers and change them often, at least every 90 
days. Do not use the same password for multiple sites

• Think before you click: Be suspicious of email at-
tachments and links even from trusted senders, in-
cluding social media sources. Only click through to 
trusted sources

• Safeguard your personal data: Limit the amount of 
personal information you make publicly available on 
the internet. Regularly review your bank, credit card 
and credit information

• Wi-Fi connections: When using public wireless, use 
HTTPS whenever possible. Configure your home Wi-
Fi network to use strong authentication and always 
require a unique password to access it

Lastly, take responsibility for your digital security. Be 
cautious, prepare for trouble and take action should you 
be compromised.



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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coMMunIcatIon and educatIon
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UPDATING YOUR 
COMMUNICATION PREFERENCES

One of our core values here at Ferguson Wellman and 
West Bearing is “Advocate innovation and manage change.” 
To that end, we are continually striving to evaluate our 
practices, particularly in regard to technology and com-
munication. Like many other companies, we rely on email 
technology to quickly and efficiently disseminate infor-
mation to our clients, professional partners and friends of 
our firm. Some examples of digital communications we 
send include save-the-date notices for client events, post-
event surveys periodic Capital Market Updates, Investment 
Strategy Updates and our Heads Up emails. 

If you are not receiving email notifications from us or 
would like to update the email address you use, please 
contact your portfolio manager, executive associate or 
send an email to info@fergwell.com. 

GARCIA HIRED AS 
CHIEF TECHNOLOGY OFFICER

We are pleased to announce that Michael Garcia has 
joined the firm as chief technology officer. 

Prior to joining Ferguson Wellman, Garcia worked as 
the communications director for a family office and its 
various business ventures. He was also the principal 
and owner of a private technology consulting company 
that provided data analytics, web development and web 
maintenance to clients. He holds a B.A. in English from 
Oregon State University and has his Series 7 and 63 li-
censes from the National Association of Security Dealers.

If you have any questions regarding our IT operations or 
protecting yourself online, please do not hesitate to con-
tact Michael at mgarcia@fergwell.com. 

DECODING JARGON

by Liz Swagerty Olsen
Vice President of Marketing 

HTTPS: Hyper Text Transfer Protocol Secure 
is the secure version of HTTP, the protocol 
over which data is sent between your brows-
er and the website that you are visiting. The 
‘S’ at the end stands for secure and signifies 
the communications between your browser 
and the site are encrypted.

Ransomware: a type of malware that can be 
subtly installed on a personal computer with-
out the knowledge of the user that restricts 
access to the infected system in some regard. 
The cybercriminals then demand that the 

user pay them ransom to remove the mal-
ware. 

Spear-phishing: a false email notification to 
a user that appears to be a valid notice from 
an individual or business that you know but 
is actually the doing of a cybercriminal who 
wants your credit card number, bank account 
or other personal and sensitive information 
from your computer.  

Standard deviation: a statistical measure-
ment of the dispersion of a set of data from 
its mean. In finance, it is applied as a measure 
of risk through expressing the volatility of in-
vestment returns.

Wealth effect: the idea that when asset prices 
rise, consumers feel better about their finan-
cial situation and are more prone to spend. 

In an effort to provide clarity 
and explain industry-specific 
terms, we have included these 
definitions 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 definitions.

Communication  
and Education
Sources:  
Business Dictionary
Investopedia
Reuters
Techopedia
Wikipedia


