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Business As Usual
- By Thomas P. Kerins

 Now that the “Silly-Season” of politics is over – 
that is, where everyone who wants to be heard gets 
equal air time – and the presidential races are taking 
on a far more serious tone, I’m being asked frequently 
about how the election of one candidate versus an-
other will affect our investments and the markets in 
general.  The short answer is “not very much.”  Histo-
ry shows that regardless of who is elected, Republican 
or Democrat, it just doesn’t have all that great of an 
impact on financial markets in the long run.  Al-
though investors have tended to overreact initially at 
the election of a Republican (seen as “Pro Business”) 
or fall at the election of a Democrat (seen as “Pro 
Government”), their long term results are approxi-
mately equal.  Investors eventually learn that their 
fondest hopes or greatest fears were based on just so 
much election year campaign rhetoric and won’t ever 
become reality. 
 The reason for this, if you remember from your high 
school civics class, is that our founding fathers intentionally 
designed the office of president to be fairly weak. They created 
two chambers of the Congress (House, Senate) and a Supreme 
Court to ensure that the president of the United States could 
never rule like a king.  Our founding fathers had very bad 
experiences with men and women (particularly in Europe) who 
could rule unilaterally and absolutely and so sought to ensure 

that wouldn’t be repeated here.
 So the bombastic rhetoric that flows so freely during the 
campaigning season, has little chance, if any of seeing the light 
of day as actual legislation.  The president can call upon the 
congress to act in certain ways, however it is ultimately up to 
the House of Representatives to author any new legislation. It 
then gets debated, rehashed and committeed almost endlessly 
before it could ever become law.  Anyone who has served in 
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First Quarter Review
 If we can say anything about the first quarter, it is that the 
first quarter of 2016 has proven to be relatively volatile.  Ongo-
ing concerns about energy, China, and interest rates continued 
to cause turmoil in the market.  However, after dropping as 
much as 11.4% by mid-February, the S&P 500 finished the 
quarter up .77% by March 31 with a total return of 1.35% (as 
reported by Morningstar).
 These concerns don’t appear to be going away anytime 
soon; but we also don’t see them as real concerns.  Let’s begin 
with energy.

EnERgy
 Cheap energy may hurt energy companies and their equip-

ment suppliers which in turn results in lower overall manufac-
turing numbers; however, cheap energy helps consumers.  In 
fact, according to AAA1, Americans paid the cheapest quarterly 
gas prices in 12 years during the first three months of 2016.  
This money then went toward other purchases.  So, while the 
energy and manufacturing sectors in the US may be struggling 
due to the low energy prices, consumer discretionary compa-
nies in the US benefited from consumers who used their gas 
savings to purchase something else.
 The federal, state, and local governments benefited as well 
because the gas tax is based on gallons of gas sold, unlike the 
sales tax which is based on the purchase amount.  So, even if 
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the capacity of a legislator would tell you just how difficult it 
is to get a majority of the 400+ members of the House and 
the 100 members of the Senate to agree on something.  So, 
any particular notion that a new president might have to take 
the country in a radically new direction will soon realize that 
it has many, many hoops to jump through before it would 
ever become a legal reality.  So, Bernie Sanders’ call for radi-
cal income redistribution or Donald Trump’s 1000 mile wall 
will likely remain only as heated campaign rhetoric.
 For us as investors there are really only two things that 
matter throughout this entire presidential election cycle.  The 
first is that this entire election process, which, at times, seems 
to never end and appears so wasteful of time and resources, 

demonstrates to the citizens of the United States that the 
system works.  Certainly you can point out numerous flaws 
and inconsistencies, however, in general, most of the voices 
are heard, dissent is not squelched, and the person represent-
ing their particular party has the majority of the support 
from those who think and believe similarly.  When this long, 
grinding process is complete there are certainly a large num-
ber of the disappointed but you don’t hear cries for armed 
insurrection and radical overthrow of the newly-elected 
government.  As investors we know that the rule of law and a 
stable government are absolutely essential for capital forma-
tion.  Entrepreneurship also is not possible without both of 
these protections.  Truly, what separates the prosperous and 
wealthy countries of the world from the impoverished na-
tions is the existence or absence of these two institutions.
 Secondly, the election removes uncertainty and investors 
love that.  Uncertainty equates to risk so the less there is the 
better investors feel.  Again, it doesn’t really matter so much 
which party’s candidate is elected, as long as someone is.  The 
situation in 2000 between George W. Bush and Al Gore was 
exactly what we don’t want.  The lack of a clear winner roiled 
an already weak market for weeks.  Fortunately, it was all re-
solved fairly quickly but the episode showed just how little in-
vestors cared for the uncertainty.  So, whether your candidate 
wins or loses, as an investor, you should ultimately be hoping 
for a clear and decisive victory by the winner.
 I have no doubt that it will be a very interesting political 
season through the Summer and Fall leading up to the 
election.  The Republican convention looks to be shaping 

up as a raucous gathering as the two leading candidates face 
off against each other.  Their appearance of complete intran-
sigence towards each other may result in a “compromise” 
candidate and explain why Ohio governor John Kasich has 
remained in the race despite his low delegate tally.  It’s inter-
esting to note that in a recent poll taken by ABC, Kasich was 
the only Republican candidate who polled well against the 
likely Democratic nominee, Hillary Clinton.  He was the only 
Republican candidate who could carry the states of the up-
per Midwest – Ohio, Pennsylvania and even Wisconsin and 
Michigan.  While those states tend to lean towards the Blue 
side, Hillary Clinton is not the type of candidate that they 
typically gravitate towards.  Though, I hasten to add that early 
polling doesn’t necessarily reflect November voting.
 In U.S. presidential elections it’s the middle that ulti-
mately elects the president.  The far left and the far right 
will usually vote for their party’s candidate no matter what, 
and neither has enough to carry the election.  So, it’s the 
center-left and center-right that ultimately choose the win-
ner.  Historically, the center left has shown preference for the 
“fresh-faced new guy” who has come from relative obscurity 
and grabbed center-stage with his brashness and fresh ideas.  
They are the “John Kennedy” types.  Recent examples would 
include Bill Clinton and Barack Obama.   
 The center left tends to be somewhat lukewarm towards 
the members of the Democratic “Old Guard.”  Those indi-
viduals who have seemingly been around forever and have 
lots of baggage.  Examples here would be the John Kerry’s, 
Joe Biden’s and Michael Dukakis’s.  When given this type of 
candidate the center-left tends to become more pragmatic 
and vote more like the center-right who, more often than not, 
has more of an “Old Guard” type candidate on their ticket.  
Hillary Clinton more fits the image of the Old Guard Demo-
crat and so may have trouble reaching those in the middle.  
This may be why Kasich polls so well against Clinton in the 
Mid West where there are large numbers of voters who can 
go either way.  Although the fact that she is the first serious 
female candidate could be the “freshness” some voters are 
seeking.  Stay tuned, it should be interesting.
 Markets should continue to firm up as election uncer-
tainty diminishes along with fears over rising interest rates 
and the effects of low oil prices.  Presidential election years 
are usually positive, and historically America’s markets over-
whelmingly outperform as Election Day nears.  So, regardless 
of how the presidential election turns out we should see a 
pretty solid market going forward.
 I’ll write to you again in late summer.

 Respectfully Yours,
 

 
 Thomas P. Kerins
 Investment Advisor Representative   



the average consumer saved $5 - $10 on each gas purchase, 
the Federal government collected the same gas tax revenue; 
and state and local governments then collected sales tax on 
the $5 - $10 that was spent elsewhere.  Also, that $5 - $10 
became income to another business which then pays business 
taxes.  Multiply these numbers out by all the drivers in the US 
and one could expect a bump in revenue at all government 
levels.  Increased government revenues isn’t really something 
I want to see, but the silver lining is that they shouldn’t be 
looking to raise taxes on Americans.  So, if you see anyone 
campaigning this year on higher taxes, you have to wonder 
whether they’re paying attention.
 All of this is due to the oversupply of energy resources 
in the market.  In 1992 George Bush wanted to open up the 
Arctic National Wildlife Refuge in Alaska to oil drilling; 
and 8 years ago, Sarah Palin kept saying “drill baby, drill.”  
Meanwhile, Presidents Clinton and Obama and others have 
kept ANWR off limits with the Obama Administration even 
proposing as recently as January 2015 to make another 12.8 
million acres off limits to drilling rights.2  
 While the battle raged over expanded drilling, entrepre-
neurs guided by a desire for profit quietly developed fracking, 
horizontal drilling and other methods to acquire more oil 
out of the ground they were allowed to explore.  Thus, we are 
only just now benefiting from an oversupply of oil we could 
have had over 20 years ago.
 As far as how this affects the market and the economy, 
what we have seen with low energy prices is a shift of wealth 
from energy companies to consumers without government 
interference.  How can that be bad news?  

ChinA
 Looking to China, we see the concern over China is com-
ing from the fact that their GDP Growth Rate has gone from 
10.6% in 2010 to 6.9% in 2015.  This drop in growth (still 
growth, just lower) has pundits concerned.  Leaving aside 
the fact that the US (currently growing at 2.4%3) would love 
a 6.9% growth rate, the fact is that these numbers do not tell 
the whole story.  
 The 2010 number was made up of a 4.9% growth from 
Consumption (Chinese consumers), 6.9% from Government 
Spending and -1.2% from net exports (they imported more 
than they exported).  The 2015 number is made up of a 4.6% 
growth from Consumption, 2.5% from Government Spend-
ing, and -.2% from net exports.  Government spending’s 
contribution is now 4.4% lower than in 2010, while Chinese 
Consumption is only .3% lower.4  Also, China has increased 
their exports which should help their domestic producers.  
 So, while pundits have been decrying the drop in growth, 
we’re actually watching a transition in China from an econ-
omy driven by Government spending to an economy driven 
by Consumer spending.  To be sure, the decrease in govern-
ment spending is hurting the manufacturing and industrial 
sectors, but the shift to less government spending is actually 

good in the long run.  China has been artificially propping 
up the economy with its spending and by moving away from 
that, the global economy is also shifting to less reliance on 
China’s government.

intEREst RAtEs
 Finally, we look to interest rates.  Last December, the 
Federal Reserve raised short term interest rates. This was the 
first rate increase in nearly a decade.  We have lived in a low 
interest environment for so long that many pundits predicted 
doom over the increase and created a lot of tension.  This 
“new” move to normalize rates resulted in what has typi-
cally happened with rate increases – a short term stretch of 
volatility and a short term dip in the market.  However, once 
everyone had a chance to digest the impact of the increase, 
the market began to move forward.
 At the time of the increase, the Fed had promised a virtu-
al timetable of future increases with four promised this year 
alone.  However, as all of us here expected, they have backed 
away from that promise.  If the US were the only nation on 
earth, they could probably raise the interest rates.  However, 
we are one of many economies and currencies on this planet.  
Thus, a careful balance must always be maintained between 
the strength of our currency and other currencies.  One of 
the factors that can affect that strength is interest rates.  
 If one nation has higher interest rates than other na-
tions, that increases the demand for the currency offering the 
higher rate.  This strengthens that currency which makes im-
ports cheaper, but makes exports more expensive.  If exports 
are more expensive, then businesses that rely on exports will 
find their sales reduced which then hurts the economy of the 
nation with the higher rates.
 Today, the US short-term rate is hovering between .25% 
and .50%.  That doesn’t sound very high and it’s not.  But, as 
of March 31, the Eurozone rates were hovering between -.5% 
and 0%; while Japan is holding rates between -.01 and 0%.5  
So, while our rates are low, they’re at least positive.  
 Overseas investors are just like everyone else – they want 
to see positive returns rather than negative.  Consequently, 
our rates are incredibly attractive in spite of how low they are

continued on back page

First Quarter Review continued



14301 FNB Parkway, Suite 206
Omaha, NE 68154

Fortress Wealth advisorsPRSRT STD
U.S. POSTAGE

PAID
OMAHA, NE

PERMIT NO. 678

 precisely because they’re not negative rates.  This has created 
a great deal of demand for our currency, which has made our 
exports more expensive and hurt the exporting companies of 
our market. 
 When the Fed was promising more increases in rates, this 
attracted even more interest in our dollar.  Now that the Fed 
is backing away from that promise, some of that wealth has 
moved out of our dollar and back into foreign currencies with 
the result that our dollar has weakened somewhat over the last 
2 months. Those overseas investors have not suddenly changed 
and decided they want negative interest.  Instead, they are mak-
ing a rational choice between continued low interest rates in 
our country and the potentially higher return of equity invest-
ments in their own markets.  Those investments in their own 
nations will help them recover from the economic struggles 
they continue to face.
 As you can see, there is too much weakness in overseas 
economies for our Fed to raise the interest rates.  Unless some 
of these dynamics change quickly, we just don’t see how the Fed 
will be able to justify another increase any time soon.  It may 
not even happen until next year in spite of their desire to do an-
other one this year.

 So, what does this leave us with?  A low interest environ-
ment, low energy prices, recovering overseas economies and a 
global economy that is becoming less reliant on China’s Gov-
ernment.  That looks pretty good.  We do believe that we will 
see continued volatility as these issues will continue to con-
found the pundits.  Also, there always seems to be some form 
of global turmoil and violence that erupts somewhere during 
the summer.  But, with regard to the long term, the future looks 
pretty good. So, for now, take advantage of the dips caused by 
volatility and ride the market up.

(Endnotes)
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life Refuge, January 25, 2015, http://www.npr.org/sections/thetwo-
way/2015/01/25/379795695/obama-proposes-new-protections-for-arctic-
national-wildlife-refuge. 
3  Bureau of Economic Analysis, March25, 2016, http://www.bea.gov/
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