
“Sometimes I just wish people would turn off their televisions and 
electronic devices and read a newspaper or a book instead of receiving 

their life-altering information through 30 second sound bites and Russian 
news feeds!” Jim Spreng

“The job of the Federal Reserve is to take away the punch bowl just as the 
party gets going” William McChesney Martin

I’ve never done this before, start a newsletter with one of my own quotes. 
It is either an indication that I feel very strongly about something or that I am 
becoming even more old and crotchety each year. It is probably a function 
of both. The reason for the quote is because of the reaction that the media 
and investors have had to President Trump’s temper tantrum towards the 
Federal Reserve Board of Governors and in particular, his appointee to the 
head of the Federal Reserve, Jerome Powell. President Trump lashed out at 
Mr. Powell, saying he, President Trump, knew more about the economy than 
all of the Fed members and that they were personally trying to squash his 
economic gains.  The cherry on top of all of this drama was when President 
Trump threatened, or at least insinuated, that he was thinking about firing 
Mr. Powell. First of all, it is unclear if the President can fire Mr. Powell. Mr. 
Powell, or any member of the Board of Governors of the Federal Reserve 
Board, may be removed for “cause”. It would appear that it may be possible 
to demote Mr. Powell from the Chairmanship to just a sitting member of the 
overall Board of Governors. Since the Board has been voting unanimously on 
raising interest rates and the Board could vote him back as Chairman of the 
Policy Making Committee, it seems like a pointless discussion upon which 
only Washington insiders or the too numerous talking heads of television 
would focus. 

The reason for the quote is 
because of the history behind 
Presidents and the Federal 
Reserve. Paul Volcker raised 
interest rates by 4% at one time 
in 1980. Rates were averaging 
11.2% in 1979. Prime interest 
rates rose to 21.5% per year in 1981, directly leading to the recession of 1980-
1981 with its accompanying 10% unemployment rate. Does anyone think that 
then President Ronald Reagan was pleased with the Federal Reserve? In 1965 
Federal Reserve Chairman William McChesney Martin and the Fed Board 
raised interest rates. They were concerned about tax cuts and the escalating 
costs of the Vietnam War. President Lyndon Johnson summoned Martin to 
his ranch in Texas and proceeded to bully him to try to get the Fed to change 
its mind. It was reported that Johnson physically pushed Martin several times 
and threatened him with worse. Johnson reportedly was quoted as telling 
Martin that “he (Martin) didn’t care about the boys in Vietnam.” Martin was 
physically shaken but the Fed stood by their course of action. The tapes of 
Richard Nixon’s time in office revealed Nixon’s none too subtle attempt to 
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persuade Fed Chairman Arthur Burns to cut interest rates 
ahead of the 1972 elections. Paul Volcker also revealed that he 
had been pressured by Ronald Reagan’s Chief of Staff, James 
Baker, to not raise rates ahead of the 1984 election.

History shows, if people take the time to read history, that 
an Administration attempting to influence the Federal Reserve 
is nothing new. Some have been much more subtle than 
others, like sending your Chief of Staff to request it so that 
the President’s hands remain clean. Other attempts have been 
clumsy and amateurish like physically assaulting or threatening 
to fire the Chairman but ultimately, it has never worked. The 
Federal Reserve Board is independent for a reason. It has 
been said that President Trump’s twitter barrage leading up 
to the rate increase in December, deriding the Fed and telling 
them not to raise rates, made it virtually impossible for the 
Fed not to raise rates and retain any semblance of autonomy.  
The Fed has been used as a scapegoat for economic woes for 
generations. Hopefully, they will remain independent and 
useful foils for future Administrations for years to come.

Since we just have defended the Federal Reserve and their 
stewardship of the economy over the last ten years, it is fair 
to question the need to continue to raise interest rates. We 
have discussed many times, our fear of raising rates too high, 
after indoctrinating literally an entire generation of consumers 
over the last 20 years, with artificially suppressed interest 
rates. We have already seen housing sales start to contract 
over the last six months. With a full-blown economic upturn 
in place this can only indicate that sagging housing sales are 
being driven by the cost of financing a home with higher 
interest rates. It is not higher interest rates themselves that 
are the issue. Interest rates are still, on an historical basis, 
incredibly low. It is the movement from Quantitative Easing 
to Quantitative Tightening by the Federal Reserve that has 
had the most effect. Quantitative Easing is nothing more 
than one Department of the Federal government borrowing 
money from another Department of the Federal government 
using money printed on a government printing press! To 
refresh our memories, during the Great Recession the Federal 
Reserve not only lowered interest rates to 0% but they also 
started buying billions of dollars of United States Treasury 
Bonds. This is exactly as odd as it sounds. The Treasury needed 
to borrow money to spur the economy forward and to pay 
off $787 billion of the TARP plan for all of the horribly toxic 
mortgages that the big banks had underwritten.  The Federal 
Reserve took money out of thin air, or right off of the printing 
presses, purchased these Treasury Bonds and held them on 
the Federal Reserve’s books for the last 10 years. The Federal 
Reserve collected the interest payed by the taxpayers. This 
placed billions, if not trillions, of dollars into circulation and 
stimulated the economy through what we term, liquidity, 
or just more dollars available to consumers! This plan was 

so successful that the European Union basically copied this 
Quantitative Easing a few year after the US instituted it. Now, 
we are in Quantitative Tightening, which simply means that 
the Fed is no longer buying US Treasuries. As the Treasury 
Bonds that they currently own mature, they do not buy them 
back. The Fed is currently letting $50 billion per month mature 
into the open market. This $50 billion maturing is on top of any 
other bonds maturing that are held by individual investors or 
foreign governments. We also can’t forget that we are running 
a $1 trillion budget deficit each year that needs to be repaid 
by borrowing as well. Needless to say, all of this debt maturing 
and demanding investment just to keep the government afloat 
is drying up well over a trillion dollars of funds that had been 
used to invest in the stock market, farmland or commercial real 
estate.  When you combine this Quantitative Tightening with 
a rise in interest rates promulgated by the Federal Reserve, it 
is quite possible that the effects of what appear to be minor 
increases in interest rates are instead being magnified by the 
tightening in the bond market. If any of us were in President 
Trump’s position we would probably question the need for the 
continued increase in interest rates. Hopefully, we would do it 
in a more diplomatic way like President Reagan did, but it is a 
fair question to ask.

The equity markets around the world recoiled in horror 
when President Trump floated the idea of replacing Chairman 
Powell. Unfortunately, the threat of firing the recently 
appointed Fed Chairman was not the only issue that the world 
equity markets have struggled with since October of 2018. 
There are a lot of economic uncertainties floating around as 
we enter 2019. England cannot find an acceptable exit strategy 
from the European Union to suit the EU or the electorate 
who chose to leave the EU.  Brexit, as it is called, is a mess. 
The lawsuits, tariffs, additional enforcement funding and 
economic dysfunction that are on the horizon will not directly 
affect the US economy as much as they will Europe and Great 
Britain. However, Brexit will lead to a general world economic 
slowdown which will affect the US economy eventually.

Oil prices and copper prices have plummeted as the world 
fears a slow-down in economic activity. Technology companies 
who have been the darlings of Wall Street and Congress for 
their ample lobbying dollars, have suddenly been cast into a 
very unfavorable light with the revelations of their total lack 
of privacy and selling of personal information. Investors fear 
government intervention that may strangle innovation, growth 
and profits at these huge companies.  

Corporate profits give every indication of slowing in the 4th 
quarter of 2018 and into 2019. According to FactSet, profits 
rose in the first 3 quarters of 2018 by about 25% from the 
previous year helped by corporate tax cuts.  Earnings growth 
projected for the 4th quarter will be less than half of what it 
was earlier in the year and will fall into single digits in 2019.

“California is moving their primary to March 3, 2020 instead of the more traditional date in June. This will have a huge impact on the 
Presidential election as to who comes out of California as an early favorite with the accompanying ability to raise money.”

“At least 136 California cities asked voters in 2018 to approve tax hikes to pay for the pension benefits
previously promised to municipal workers.” (Source: CalWatchDog.com)



The “Trade Tiff” shows no signs of abating even though 
China and the US will appear to be at least talking over the next 
90 days. We don’t hold out much hope of resolution in this 
matter. Even if by some miracle, it was suddenly announced 
that the Trade War was over and that of course, the US had 
won, we would be skeptical. President Trump was weakened 
in the mid-term elections and China may just decide to wait 
him out. That is a dangerous ploy for China as their economy 
is most definitely weakening due to the trade issues. The only 
way to manage 1.4 billion people is either through force or 
through economic prosperity and the prosperity route is much 
easier and longer-lasting. We must not forget that China has 
been around for thousands of years. Two years until the 2020 
presidential election is but a blip on the screen of time for 
them. The trade wars are affecting the US as well. Reuters 
reported that China bought absolutely no soybeans from the 
United States in the month of November, none! They bought 5 
million tons of soybeans from Brazil instead which was double 
the amount bought from Brazil in November of 2017. China 
bought 4.7 million tons of soybeans from the US in November 
of 2017 which had dropped to 67,000 tons in October of 2018 
down to 0 tons in November of 2018! The longer this dispute 
goes on, the more likely the damage to not only the world’s 
overall economy but to the US economy as well.

The housing market and auto sales are showing signs of 
weakness even with six straight months of dealer discounts in 
the auto sector. This is most likely due to rising interest rates on 
these large ticket purchases that require financing by almost 
everyone. The famous mantra of the American consumer, 
“what would my monthly payment be” becomes much more 
onerous as interest rates rise. 

Last, but certainly not least, we arrive at the greatest 
unknown of them all, politics. It has been said that markets 
hate uncertainty and never has it been shown to be more 
true than now with all of the uncertainty swirling around 
Washington D.C. As we go to print with this newsletter, the 
US government is in a partial shutdown over funding of a 
physical wall on the border between the US and Mexico. This 
issue may be settled by the time that you read this, or it may 
go on for weeks if not months. This was a bedrock campaign 
promise from candidate Trump.  Anyone who actually believed 
the Mexican government was going to pay for it was certainly 
at best, delusional.  Border security, or lack thereof, is a huge 
issue. There is no denying that statement. Congressional 
inaction in the past has been disgraceful in their inability or 
unwillingness to tackle honest, compassionate and secure 
immigration reform. Why this has been so difficult to solve is 
a mystery. It appears that every time someone gets serious 
about true reform, the political machines on both sides of 
the issue kick into hyper-drive and release the attack dogs 
frightening the most committed of politicians and forcing them 

to walk away from this issue. With the loss in the mid-term 
elections of the House to the Democrats, President Trump 
rightly realizes that he will never get his “wall” now unless 
the Republicans gain back the House in the near future and 
President Trump is re-elected in 2020. It is now or never for 
the “wall”. The Democrats hate the prospect of a wall and of 
giving President Trump a win on one of his campaign promises. 
Therefore, here we are. The most powerful government and 
nation that the world has ever seen, shut down and denying 
basic services to millions of its citizens. We are not optimistic 
that there is a compromise in the near future. How can there 
be? If the Democrats give President Trump his $5 billion, the 
progressives in the Democratic Party will crucify their members 
in Congress. If President Trump gives in, the populists in his 
Party will excoriate him! This is fast becoming like the famous 
third rail of politics, Social Security. It has been said for many 
years that no politician can ever discuss changing Social 
Security because it is like playing with the third rail of a subway 
system. The third rail carries all of the high voltage electricity 
that runs the subways. Touching this third rail means instant 
death, in the subway and in politics. Immigration reform and 
border security or a wall, are becoming a more dangerous 
discussion for politicians than Social Security!  As we indicated 
earlier, this may all be resolved by the time that you read this, 
or not. If it is not resolved soon, this shut down could last a 
long time, which will not be good for the US economy.

So why the nasty sell-off in the world equity markets 
since the first of October? Most of these issues that we have 
discussed were relevant all summer. I even spent time at our 
Annual Client Event in September expressing my concern 
about the rising levels of debt both from a corporate, but 
especially from a government, standpoint.  Why the sudden 
downturn when there was no single issue to trigger the sell-
off? Welcome to the world of computerized trading. It is 
surmised that 85% of all daily stock trading is now done by 
computers! These computers are completely agnostic as 
to whether Disney is fairly priced in relation to Netflix or if 
Apple has better growth potential than Google. The computer 
programs only look at the upward or downward momentum 
of a stock or an index in relation to the overall markets. If 
something has upward momentum, the computers buy it and 
continue to buy it until the momentum turns the other way. 
If the momentum is in a downward trend, the computers pile 
on and keep selling it downward. It is brutal. It is fast, faster 
than any human being, literally in tenths of one second. So 
when the markets start a downward movement for whatever 
reason, the computers pile on and just keep selling. When the 
Dow jumped up 1000 points in one day on December 27th it 
was driven by the computers. This is a new paradigm for long-
term investors. Volatility has always been around since stocks 
started trading with the South Seas Company in England in the 

“The annual operating budget of Saudi Arabia, completely dependent upon the price of oil,
required a break-even price of $83 a barrel in 2017 and $87 a barrel in 2018.” (Source: IMF)

“The national debt as of 9/30/2018 was $21.5 trillion, up $1.3 trillion in the last year, up $4.8 trillion in the last 5 years
and up $11.5 trillion in the last 10 years.” (Source: Treasury Department)………sounds like a trillion dollars a year to me………



late 1600s. Never in their wildest imaginations could investors 
in the 17th century have foreseen volatility like we now 
witness from supercomputers and algorithms. It is not the end 
of investing as we have known it. It is simply something new 
to be absorbed but can lead to unsettling volatility in today’s 
rapid trading.

So where do we go from here? We have spent the better part 
of this epistle discussing what has transpired in the markets 
and why for the year 2018. This has been the first negative 
year in the overall markets for quite some time. We have 
had 9 straight years of positive returns in the S&P 500. To be 
blunt, investors have become spoiled.  Positive returns in the 
markets are more the norm than negative returns but seldom 
do we have as many years of positive returns in a row as we 
just experienced. If you are a young investor, do not; do not; 
do not; over react to what is occurring and try to time moving 
in and out of your investments! What is occurring is perfectly 
normal and while it can be disconcerting, it is ultimately 
healthy for your overall investments. If you are older, then you 
will have noticed that we have already made some changes in 
some of your portfolios. We are removing some risk in your 
holdings and we are rebalancing. We have not rebalanced for 
some time because we were letting the good markets perform 
for as long as it seemed prudent before we made changes. We 
cannot stress this enough, what is occurring in the markets is 
perfectly normal and healthy.  

If you don’t remember anything else from this newsletter 
please remember this from Tracy Alloway a financial blogger.  
“Risk is not a fluctuating account value. Real risk is arriving at a 
point later in your life and discovering that you have not saved 
enough or taken enough risk with your investments to lead the 
lifestyle that you had hoped to lead.” You don’t want to take 
more risk than is necessary, but there is no reward without 

risk. Volatility always accompanies risk.  That is where we are 
as 2018 closes and 2019 begins.  

We are excited and optimistic about the future both for 
you and for our firm. We continue to receive large influxes 
of new funds thanks to you and your many referrals that we 
receive every month. No one said securing a viable financial 
future is easy; nor should it be. There are many challenges and 
headwinds that we will face every day. The markets contain 
risk and they offer reward. Our task is to balance the two and 
to deliver good returns with an acceptable amount of risk.

If you have questions about your holdings or about the 
general condition of the economy, please contact us at once.  
If we do not have a current email address for you would you 
please email us and allow us to add you to our regular list of 
clients with whom we correspond. Our email addresses are 
jspreng@sprengcapital.com, tbrown@sprengcapital.com and 
lemory@sprengcapital.com. Please be assured that we are 
monitoring market situations at all times.  

If there have been any changes in your financial 
circumstances of which we should be made aware, please 
notify us at once.  If you would like a copy of our most 
recent Form ADV or our Privacy Policy, please call the office. 
If you have not visited our website, please do so at www.
sprengcapital.com.

We appreciate the opportunity to work with you, your 
families and your businesses. We are very grateful for the 
many referrals that you have provided to us.  We can think 
of no greater compliment than to have you recommend us 
to your family and friends. We will continue to do our very 
best to provide you with healthy, consistent returns with a 
minimum of risk. Always remember, “Investing is a marathon, 
not a sprint.”
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