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Deleveraging Process 

Most major developed economies continue to face headwinds due to high aggregate debt levels and long- term 
deleveraging pressures. Historically, deleveraging periods have coincided with depressions. Interest rates remain near 
historic lows and massive quantitative easing programs – particularly in Europe and Japan – are in place to counteract 
this negative force. 

Limited Policy Tools 

With interest rates near zero, high valuations across most asset classes, and swollen government balance sheets, the 
ability of central banks to provide additional stimulus is impaired. Although we do not anticipate a recession over the 
near-term, we believe there is significant downside risk in the event that the economy unexpectedly weakens and there 
is insufficient ability to engineer an economic rebound. Given constraints to monetary policy, we are likely to see a 
material shift towards more fiscal stimulus. 

Growth of Populism (Brexit and Trump) 

As is typical during deleveraging environments, mounting economic strains and growing disparity between the owners 
of capital and labor have resulted in growing populism across the developed world. The recent Brexit vote in the UK 
and the election of Trump in the US are two examples of the anti-establishment movement gaining momentum. This trend 
increases the range of potential economic outcomes and reinforces the need for a balanced portfolio. Based on Trump’s 
rhetoric and cabinet choices, he seems likely to embark on pro-growth/pro-inflation policies of lower taxes, 
deregulation and infrastructure spending, while protectionist tendencies and foreign relations uncertainty present 
offsetting downside risks. 

Inflation 

Inflation has been falling since the 1980s, reaching dangerously low levels in the after-math of the Global Financial 
Crisis and more recently with the 2014-15 collapse in commodity prices. A convergence of factors may be combining 
to form a turning point. A lack of investment in commodity production over recent years is constraining supply at the same 
time that fiscal stimulus is beginning to pick up globally. After several years of falling unemployment in the US, wages 
are finally starting to rise. Market expectations for inflation have inched upwards in the second half of 2016, but remain 
near secular lows, presenting the potential for upside surprises. Additionally, the ongoing debt overhang in the 
developed world creates an incentive for central banks to retain easy monetary policy. Given these factors, we believe 
it is prudent to increase inflation hedges such as commodities and inflation-indexed bonds. 

Interest Rates 

Since the US election, interest rates in America have risen as the biases of the new administration have led to slightly 
higher growth and inflation expectations over the near-term. The Fed is now expected to raise short-term interest rates a 
few more times in 2017 after raising rates twice in 2016. Outside of the US, interest rates remain very low. Central banks 
in Japan and Europe have maintained deposit rates below zero, while several trillion dollars of the world’s sovereign 
bonds continue to have negative yields (in Japan, Switzerland and Germany). US markets have repriced to reflect rising 
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interest rates in the future, so going forward returns will be based on how the actual path of interest rates compares to 
what is already discounted. 

Low Return Environment 

Most asset classes have performed poorly in the past 4 years (see table below). With interest rates near zero and the 
tailwind of monetary policy near its end, forward-looking returns are likely to remain very low over the next 5-10 years. 
We believe investors should exercise caution around chasing recent outperformers such as US equities, which appear 
to be over-valued. 

Exhibit 1. 4-Year Trailing Asset Class Index Returns1 

Asset Class Index 4-Year Trailing Returns 
(Annualized as of 12/31/16) 

U.S. Stocks S&P 500 Index 14.3% 

International Stocks MSCI EAFE Index 4.0% 

Emerging Market Stocks MSCI Emerging Markets Index -2.6% 

Core Bonds BB Barclays US Agg. Bond Index 1.7% 

Inflation-Protected Securities (TIPS) BB Barclays US TIPS Index -0.6% 

Commodities Bloomberg Commodity Index -10.8% 

Average -- 1.0% 

Emerging Markets 

Since the credit crisis, US equities have significantly outperformed non-US equities, including emerging markets. That 
trend may reverse over the next market cycle, as US equity valuations appear stretched and the rest of the world seems 
more attractively priced. Emerging markets in particular may have reached an inflection point. While many of these 
economies are struggling, pricing reflects a high degree of investor pessimism and many institutional investors are 
significantly underweight the asset class. Cheap currencies, low external debt, and stabilizing commodity prices produce 
a favorable set of conditions for attracting future capital. 

Major Inflection Point? 

The past is not prologue. The low risk environment of recent years should not be extrapolated into the immediate future. 
Most investors are increasing risk in response to lower expected returns by shifting to lower credit quality and less liquid 
assets. With growing global divergences, significant changes to economic and monetary policies, and the potential for 
higher rates of inflation, we would be careful about these types of moves at this time.

 
1 Source: Bloomberg. 12/31/12 – 12/31/16. 
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IMPORTANT INFORMATION 

Past performance is not an indication of future results. 

Advanced Research Investment Solutions, LLC (“ARIS”) and Evoke Wealth, LLC (“Evoke Wealth”) (collectively referred 
to hereinafter as “Evoke Advisors”) are SEC-registered investment advisers that provide investment advisory services and 
investment consulting services to a select set of clients and pooled investment vehicles. None of Evoke Advisors’ services 
are intended to represent a complete investment program.  

This publication is for educational, illustrative and informational purposes only and does not represent investment advice 
or a recommendation of or as an offer or solicitation with respect to the purchase or sale of any particular security, 
strategy or investment product, or any Evoke Advisors investment product mentioned herein. Past performance is not 
indicative of future results.  

Different types of investments involve varying degrees of risk, including possible loss of the principal amount invested. 
Therefore, it should not be assumed that future performance of any specific investment or investment strategy (including 
the investments and/or investment strategies recommended and/or undertaken by Evoke Advisors), or any non-
investment related content, will be profitable, equal any corresponding indicated historical performance level(s), be 
suitable for a client’s portfolio or individual situation, or prove successful. Nothing contained herein is intended to predict 
the performance of any investment. There can be no assurance that actual outcomes will match the assumptions or that 
actual returns will match any expected returns.  

This publication does not constitute, and should not be construed to constitute, an offer to sell, or a solicitation of any 
offer to buy, interests in any Evoke Advisors-sponsored fund, which can only be made by means of an offering 
memorandum and other governing documents for the respective fund. 

This publication does not take into account your particular investment objectives, financial situation or needs, should not 
be construed as legal, tax, financial or other advice, and is not to be relied upon in making an investment or other 
decision. 

Certain information contained herein constitutes forward-looking statements (including projections, targets, 
hypotheticals, ratios, estimates, returns, performance, opinions, activity and other events contained or referenced 
herein), which can be identified by the use of terms such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” 
“estimate,” “intend,” “continue” or “believe” or other variations (or the negatives thereof) thereof. Due to various risks, 
assumptions, uncertainties and actual events, including those discussed herein and in the respective analyses, actual 
results, returns or performance may differ materially from those reflected or contemplated in such forward-looking 
statements. As a result, you should not rely on such forward-looking statements in making any investment decisions. 

Certain information contained herein has been obtained or derived from unaffiliated third-party sources and, while 
Evoke Advisors believes this information to be reliable, neither Evoke Advisors nor any of its affiliates make any 
representation or warranty, express or implied, as to the accuracy, timeliness, sequence, adequacy or completeness of 
the information.  

The information contained herein and the opinions expressed herein are those of Evoke Advisors as of the date of writing, 
are subject to change due to market conditions and without notice, and have not been approved or verified by the United 
States Securities and Exchange Commission (the “SEC”), the Financial Industry Regulatory Authority (“FINRA”), or by 
any state securities authority.  

This publication is not intended for redistribution or public use without Evoke Advisors’ express written consent. 

 


