
A Mountain of Debt 

A s many of you may know, I 

will have both of my kids in 

college this coming Fall Semester.  

As I went through and pondered 

the ever-rising cost of education, I 

came across an article in the Wall 

Street Journal that made my head 

spin.  It was such an eye opener for 

me that I decided to scrap my origi-

nal article and write about it in-

stead.  The article is about an Or-

thodontist that owes over 

$1,000,000 in student loans.  He is 

currently paying about $1,600 a 

month, but his loan is growing by 

$130 a day and will top $2,000,000 

in about 20 years.  Yes, you read 

that right.  He is paying a large sum 

each month and yet his loan is 

growing EVERY DAY.   

H ow did this happen?  The 

answer can be attributed to 

higher education costs, easy credit, 

and wait for it, higher student loan 

interest rates.  According to the 

article, from 2005 to 2012 when 

the Federal Reserve lowered rates 

to almost zero, student loan rates 

rose to over 8%.  In addition, the 

Government started allowing gradu-

ate students to borrow almost any 

amount to cover tuition and living 

expenses without any concrete 

rules on how the funds will get paid 

back.  That to me qualifies as be-

yond easy credit.  

T his got me thinking.  Will stu-

dents be discouraged from 

attending Graduate School?  Will 

this imbalance eventually spread to 

undergraduate loans?  Or worse 

yet, will the system just continue to 

spiral out of control?  As I kept read-

ing the article I realized that these 

astronomical loan amounts have a 

trap door at the end. There seems 

to be a Government sponsored re-

payment plan based on income that 

allows the borrower to pay a per-

centage of their discretionary in-

come as payment and any balance 

remaining after 25 years will be for-

given.  The forgiven amount is then 

taxed as ordinary income to the 

borrower.  The part that struck me was 

that the actual forgiven part/amount 

will then effectively be covered by tax-

payers like us.  I don’t know about you, 

but I sure would like to know how that 

is going to happen.  How am I going to 

be on the hook for some other persons 

higher education loan?  Unfortunately, 

I do not have the answer to that ques-

tion and I’m afraid I might never find 

the answer to that question. 

I  naturally shared this article with 

both of my daughters and made it 

very clear to them that our agreement 

would be the same as the agreement 

the gentleman from the article had 

with his parents. I would be responsi-

ble for their undergraduate education, 

but all bets were off for graduate 

school.  Who knows, either way I might 

somehow be responsible for paying a 

portion of it anyway.  If you are inter-

ested in reading the entire story I have 

referenced in this article, please google  

Mike Meru has $1 Million in Student 

Loans.  How Did That Happen? 

discomfort, and sickness that occurred 
during the summer 
 

I n the summer heat, the iron in 
France’s Eiffel Tower expands, mak-

ing the tower grow more than 6 inches  
 

T he month of August was named 
for Julius Caesar's adopted neph-

ew Gaius Julius Caesar Octavius, who 
held the title “Augustus.” He named the 
month after himself 
 

B efore the Civil War, schools did 
not have summer vacation. In ru-

ral communities, kids had school off 
during the spring planting and fall har-
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form best in the future.  Prices don’t 

matter, only diversification does.  The 

irony is, because the S&P 500 is a mar-

ket cap weighted index, the better large 

companies (Google, Netflix, Amazon, 

Apple) perform, the greater their per-

centage in the index and the less diver-

sification index investors receive.  For 

example, Microsoft makes up 3.2% of 

the S&P 500 index.  The world’s larg-

est retail store (Walmart) is 0.5%. 

Why is this happening? 

T here is a trend among financial 

advisors to move toward a fee 

based RIA model, and away from a 

broker commission based model.  This 

places an emphasis on the fees clients 

are paying.  Low cost ETF’s are allow-

ing some RIA’s to increase their fees 

while keeping the fees that clients pay 

the same.  Financial advisors and hedge 

fund managers are also using these ET-

F’s as tactical vehicles. The turnover 

rate (or the percentage of a holding that 

is bought and/or sold in any given year) 

in ETF’s is 785% versus 144% in the 

stocks themselves.  Actively managed 

mutual funds, on the other hand, gener-

ally have much lower turnover rates.  

Most consider themselves buy and hold 

investors vs. traders.  They also charge 

more to research the companies they 

choose to invest with.   

How does this end? 

S ince the financial crisis ended with 

a stock market bottom in March 

2009, momentum or index style of 

money management has outperformed 

active or value investing.  That may 

change soon.  In fact, over the past 12 

months’ passive index funds have at-

tracted $573 billion compared to active 

‘s $30 billion through the first quarter 

according to Morningstar Direct. When 

money moves into passive ETF’s, the 

demand exceeds supply causing prices 

to rise.  These rising prices attract more 

money and that leads to better perfor-

mance.  Rinse and repeat. 

T he idea that I should own a com-

pany simply because it exists and 

has been included in an index belittles 

the concept of knowing what you are 

buying.  Who would ever buy a new car 

(or a used one for that matter) simply 

because it is made?  Wouldn’t you want 

to kick the tires first?  Take it for a test 

drive?  Or at least see a picture of it? 

T his market reminds me of the late 

1990’s when momentum investing 

went into tech heavy funds.  Of course 

that ended badly.  After peaking at just 

over 5039 on March 10, 2000, the 

NASDAQ declined to 1169 on Septem-

ber 24, 2002.  If you invested in the 

NSADAQ at the March 2000 high, your 

return from September 24, 2002 just to 

break even would have to be 431%!  

Well as a wise man once said, history 

may not repeat itself, but it often 

rhymes.   

G ood old fashioned value investing 
paid off handsomely in the years 

2000-2002.  Is that history I hear rhym-
ing? 

Allen Minassian 

Follow the Money 

A lthough no formal statistical 
studies have been conducted 

on the health benefits of gardening, 
they are known and prevalent in 
those who garden. The range of ben-
efits and even prevention of diseases 
is widespread in gardening. Benefits 
include: combatting depression, re-
lieving stress, lowering the risk of de-
mentia, boosting self-esteem, in-

creased optimism and increased ser-
otonin levels. The range of physical 
benefits are increased muscle 
strength, increased flexibility, lower 

blood pressure, burning calories 
(contributing to weight loss) and 
prevention of cancer. So, if you are 
interested in a new hobby, grow a 
garden. If you are actively garden-
ing, that is great; keep enjoying it. 
Just remember to garden in shade, 
or wear a hat.  Make sure to drink 
lots of water while in the garden as 
well.  Feel free to send me any gar-
dening pictures that you are proud 
of. 

T he trend is your friend.  I don’t know 

if you’ve heard that expression before 

or not, but it is a well-known wall street 

axiom.  Well the trend may be your friend 

on the way up, but as history has shown us 

again and again, the trend is NOT your 

friend on the way down!  Momentum in-

vesting advances move like an escalator, 

with a deliberate and powerful movement 

up.  Momentum investing on the way down 

resembles an elevator!  Indexing is a natural 

partner for this style of investing. 

What is indexing? 

I n 1973 Burton G. Malkiel wrote the 

seminal research book “A Random Walk 

Down Wall Street”.  In this book Malkiel 

posits that a monkey throwing darts at a 

table of stocks can perform as well as any 

investment professional.  The key to suc-

cessful investing, he claims, is low cost di-

versification.  John Bogle of Vanguard 

group popularized this strategy with the 

vanguard S&P 500 index fund.   

How popular is this strategy you ask? 

T oday index funds account for 43% of 

all stock fund assets, and are expected 

to reach 50% in the next three years.  Over 

$7 trillion is currently not actively man-

aged.  In fact, there are more than 5000 in-

dices and just 3485 stocks!  This approach 

has recently been applied to even lower cost 

exchange traded funds or ETF’s.  This in-

dexing philosophy believes that no research 

on companies is necessary because it is im-

possible to know which companies will per-

Fun Summer Facts 
Doug Lagerstrom 

A Healthy Garden 

vest while urban schools were essentially 
year-round. The long summer holiday 
didn’t come about until the early 20th 
century 
 

W atermelon is one of summer’s 
best summer treats. Did you 

know that watermelons are not a fruit, 
but a vegetable instead? They belong to 
the cucumber family of vegetables 

 

O n September 13, 1922, the 
temperature in the shade in 

the Libyan Desert reached 136 de-
grees Fahrenheit. 
 
 

T he word “summer” is from 
the Proto-Indo-European 

root *sam-, meaning summer. The 
root *sam is a variant from the 
Proto-Indo-European root *sem-, 
which means “together/one.” 
 

T he “dog days of summer” 
refer to the weeks between 

July 3 and August 11 and are 
named after the Dog Star (Sirius) 
in the Canis Major constellation. 
The ancient Greeks blamed Sirius 
for the hot temperatures, drought, 
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Economic Outlook 

W hat will happen when interest 

rates finally go back up?  Will 

our economy be strong enough to sur-

vive?  Will the stock market crash?  Will 

our Government be able to afford the 

interest payments on our debt?  These 

and other questions have been asked, 

and debated for over the past 10 years.  

While still historically low, interest rates 

have FINALLY increased and are likely 

headed higher. 

T he 10 year US treasury bond was 

yielding 1.37% less than 2 years 

ago.  It yielded 2.07% less than one year 

ago and recently topped 3% and is 3.05% 

as of this writing. *  Putting pressure on 

bond prices, and subsequently causing 

rates to increase is: 

1. The strong US economy 

2. The Federal Reserve Board’s (FRB) 

balance sheet  

Strong US Economy 

T he US economy is slated to grow in 

excess of 3% this year for the first 

time since the 2018 recession.  That in-

creased economic activity increases the 

demand for loans, which causes rates to 

rise.  Additionally, this stronger econo-

my leads to fears of inflation causing the 

lenders (bond buyers and banks) to de-

mand higher interest rates.  This supply/

demand imbalance leads to higher 

rates. 

FRB Balance Sheet 

I n the wake of our financial crisis, 

with the federal funds rate near ze-

ro, the FRB undertook a new strategy 

called quantitative easing.  In the past, 

the FRB would set short term interest 

rates by raising and lowering the rate at 

which they lend money to banks and 

fixing the rate at which banks lend to 

each other.  The longer term rates (like 

the 10 year US treasury bond) that gov-

ern mortgages and typically business 

loans, are set by market forces.  The real 

target of FRB policy is this 10 year US 

treasury rate.  Rather than decrease the 

federal funds rate and hope that longer 

term rates drop too, the FRB undertook 

the aggressive unprecedented and con-

troversial step of purchasing 10 year US 

treasury bonds on the market to keep 

interest rates low.  On November 3, 

2010 the Fed announced they would 

purchase $75 billion of longer term US 

Treasury securities up to a total of $600 

billion.  They stopped buying in June of 
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Thoughts 
One in four graduat-
ing college seniors 
feels unprepared to 
enter the job market.
-New York Post, May 
1, 2018 

In the latest fiscal 
year, Apple brought 
in $229 billion, more 
than 5 times the en-
tire economic output 
of Wyoming.-New 
York Times, May 7, 
2018 

According to a recent 
survey, to be finan-
cially comfortable in 
America today re-
quires an average of 
$1.4 million. To be 
considered wealthy, 
an average net worth 
of $2.4 million is 
needed.-Bloomberg, 
May 15, 2018 
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2011.  Well now that the econo-

my is on relatively sound footing, 

the FRB is beginning to sell off its 

holdings.  In the 2nd quarter of 

last year the FRB sold $18 billion 

of these bonds.  That number 

increased recently to $30 billion 

by the fourth quarter.  This in-

creased supply on the market is 

also driving prices lower and 

rates higher. 

Other fears 

S o why aren’t US rates high-

er?  As the global economic 

recovery continues to trail the US 

economic recovery, their return 

to more normalized interest 

rates is following ours as well.  

Germany is paying 0.65%, Swit-

zerland is nearly negative and 

Great Britain is weighing in at 

1.15%.  Global investors are 

choosing US rates at 3% over the 

local ones that are substantially 

lower.  Recently, Italy government debt 

has been in the news.  The politicians 

recently elected in Italy favor increased 

government spending on welfare and 

infrastructure and cutting taxes.  They 

propose to pay their debts with IOU’s!  

They are not the only government run-

ning up record levels of debt.  Accord-

ing to the Bank for International Settle-

ment, total nonfinancial private and 

public debt amounts to almost 245% of 

global GDP, up from 210% before the 

financial crisis and 190% at the end of 

2001.  Fiscal responsibility is so last 

century!   

Conclusion 

E conomics is about tradeoffs.  

Higher rates benefit some at the 

expense of others.  In the case of high-

er US rates, savers, investors and pen-

sion funds benefit from having a more 

attractive investment option.  Home 

buyers, car buyers, bond holders and 

stock holders may be unhappy about 

the higher interest rates.  The good 

news is the FRB will now have some 

tools to help deal with the next eco-

Client Corner 

There is no doubt about 
it, people are living longer 
today than ever before.  
Some of our more experi-
enced clients have 
reached triple digits in 
their age.  

Eleanor Peltz, a client 
of Private Wealth Solu-
tions for over 25 years, 
celebrated her 102nd 
birthday on November 
20th last year. 

Constance Jensen, an-
other long time client, ex-
pects to celebrate her 
100th birthday later this 
year on November 8th. 

Happy Birthday Ladies!! 

nomic crisis.  When rates are zero, or 

close to it, the FRB options are more 

limited.  So embrace it savers, and 

pension funds, and deal with it first 

time home buyers. 

*Source: Federal Reserve H.15 
Report  


