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Game Changer 
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 In the classic video game, Pac-Man, the goal is for Pac-Man to clear the board by gobbling 
up all the dots on the screen.  The game would be easy if it were not for the four ghosts who chase 
Pac-Man and will kill him on contact.  The ghosts are constantly getting in his (or her, for Ms. Pac-
Man fans) way and threatening to end his game.  That is, until Pac-Man eats one of the “power 
pellets” which temporarily give him the ability to eat the ghosts!  A true game changer, suddenly the 
hunters become the hunted!  Even in a meaningless video game, the opportunity to turn the tables on 
one’s oppressors and take out your frustrations can be exhilarating.  Game changers can change the 
way a game is played, but it is important to remember that the objective of the game remains the 
same.  Any experienced Pac-Man player will tell you that getting carried away with trying to eat the 
ghosts can easily backfire when the “power pellet” wears off.  If Pac-Man finds himself surrounded 
by (now dangerous again) ghosts, with still more dots to eat, it’s game over.  Savvy players know 
that the key to winning is to use the power pellets to accomplish the broader goal of clearing the 
board. 

Similarly, it appears the election of Donald Trump may be a game changer of sorts.  Many 
entrepreneurs and businesses that had been struggling under the weight of high taxes and the fear of 
ever-increasing regulatory burdens have been invigorated.  With tax & regulatory ghosts on the run, 
expectations have suddenly become much more optimistic for both economic growth and corporate 
earnings, pushing stock prices higher.  Given that all our clients own some equities, we are happy to 
enjoy any gains and naturally, we want only good things for the US economy.  However, we cannot 
help being skeptical that these new, lofty, expectations can be met. The US is in a race against too 
much debt and an aging population.   Without discipline and a focus on chomping our way out of 
debt, our economic Pac-Man is still likely to find itself surrounded by bills it cannot pay. 
 
The Quarter in Review 
 The fourth quarter of 2016 was dominated by the election.  Weak earnings and anxiety over 
Fed rate hikes depressed stocks before the election.  After Trump’s surprise victory, stocks went on 
an historic post-election tear while bonds and gold (the so called “fear trades”) were clobbered.  The 
Fed’s rate hike on December 14th only fueled the fire for both rising stocks and sinking bonds.   
 
Relevant Index Performance 

Total Returns as of 12/30/16 
    Qtr to Date  Year to Date 

 S&P 500   3.82%   11.96% 
 MSCI World ex-US  -0.31%   3.29% 
 MSCI Emerging Mkts  -4.08%   11.60% 
 S&P Municipal Index  -3.30%   0.77% 
 10 Year Treasury  -4.62%   0.63%  
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• Public Sector Pensions 

 
Sentiment & Value 

 
The chart above shows our opinion on where various markets are as of December 31st 2016.  Many of the best 

purchase decisions are made when prices are cheap and sentiment is bearish or depressed (bottom left quadrant).  
Conversely, many of the best sell decisions are made when prices are expensive and sentiment is bullish or euphoric (top 
right quadrant). 
 

 US Stocks International Stocks Bonds 
Sentiment 
change in 
last 3 
months 

Dramatically more bullish.  Just like 
Brexit and the Italian referendum, 
investors now love an outcome 
that they claimed to fear before the 
event. 

Slightly more bearish.  Currency 
volatility and now the threat of 
protectionism are scaring investors 
away. 
 

Dramatically more bearish.  
Investors are suddenly afraid of 
higher inflation.  

Value 
change in 
last 3 
months 

More expensive - prices rose with 
little improvement in earnings.  
Valuation ratios of all sorts are very 
high.  

Cheaper - prices were down 
slightly and earnings are generally 
improving.  Strong rally in the US 
dollar also makes int’l stocks 
cheaper for US investors. 

Significantly cheaper - prices 
declined sharply with little evidence 
of higher inflation or faster growth.   

Signal Sell Neutral Neutral 
FC’s Take We are enjoying the rally, but are 

in the process of gradually 
reducing US stock positions. 

Big US dollar rally has us more 
interested than we were in Q3.  

Bonds were very expensive earlier 
this year and are still a little too 
expensive for us to be really 
excited about buying. 
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Donald Trump’s election has triggered a dramatic shift in market perception.  Pundits have been 
arguing that a new era of economic growth, rising inflation and higher interest rates has begun. This 
has investors piling into stocks, shunning bonds and clamoring for ways to bet on rising inflation 
(with the notable exception of gold). We think there is too much uncertainty in the embryonic 
Trump presidency (infancy begins on January 20th) to justify a significant change in our allocations. 
At this point, we believe that leaning against the recent moves (selling winners & buying losers) in 
the market makes sense.  Given the high prices of all financial assets, particularly US stocks, we are 
maintaining high cash positions.  When forced to choose between stocks and bonds today, we favor 
bonds slightly.  All things being equal, if the S&P 500 were to trade below 2000, we would be more 
comfortable buying US stocks and if the 10-year treasury yielded more than 3.00% we would be 
enthusiastically buying bonds. 
 
Protectionism 
Issue: A centerpiece of the Trump campaign was a protectionist trade policy to “Make America 
Great Again” by creating more manufacturing jobs.  This is contrary to the principles of free trade 
and globalization that have been credited as key drivers of economic growth since the fall of the 
Soviet Union. 
 
Impact: The possibility of protectionist policies, particularly a boarder tax on any imported products 
or components, could be very destabilizing.  Proponents of the boarder tax will point out that, 
according to the World Bank, only 12.6% of US GDP was from exports in 2015.  However, those 
arguing against protectionism will correctly point out that averages can be deceiving and many US 
industries such as Technology and Industrials (think Boeing, Caterpillar, General Electric, etc) count 
international revenues as 50% or more of their total revenues.  Boarder taxes and trade tariffs 
historically have motivated other countries to enact similar policies in retaliation.  This process 
generally depresses both importing and exporting while raising prices. 
 
FC Advisors Position: While we see protectionism as step backward economically, we also see it as 
the natural next step from “Currency Wars” (see our 2016 Q1 update for more).  Like it or not the 
pendulum is now swinging away from globalization.  Once major players like the US & UK start 
pulling out of global trade networks in favor of protectionism, the incentive for other players to 
embrace free trade shrinks dramatically.  On balance, protectionist policies probably will create 
more mid & low-skilled jobs in the US, and may push out some highly skilled jobs.  Protectionism 
may also reduce compensation for C-suite executives as global companies could consider breaking 
up to insulate their businesses from tax and trade policy risks.  We are evaluating our portfolios with 
an eye toward the risk of growing protectionism.  Protectionism increases the risks of inflation and 
the risks of geopolitical instability, both of which should benefit our investments in US hard asset 
rich stocks and gold. 
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Infrastructure Spending 
Issue: Another major policy position of the Trump campaign was a massive increase in 
infrastructure spending. 
 
Impact: Investors are betting on increased government spending to accelerate economic growth and 
boost earnings for industries that stand to benefit.  Many cite the expected infrastructure investment 
as sparking the rally in materials, energy and industrial stocks since the election. 
 
FC Advisors Position:  We are stunned that a concept that has been well understood as a tool for 
boosting economic growth for over a century is being treated as panacea for the US’s economic 
weakness.  Believe it or not, the US is currently in year 8 of Obama’s $831 billion American 
Recovery & Reinvestment Act infrastructure spending plan.  If you have not been overwhelmed by 
the resulting economic growth, there may be a reason.  Research by the International Monetary Fund 
indicates that infrastructure spending is less effective in highly indebted countries, particularly when 
those countries already have advanced infrastructure.  For better or worse, the US meets both 
criteria.  If economic growth from infrastructure spending disappoints, “fear trades” such as bonds 
and gold stand to benefit.  We view infrastructure projects in three broad categories. 

 Maintenance Improvement Revolutionary 
Examples *Repairing worn down roads 

*Replacing old bridges 
 

*Upgrading electrical grids 
*Technology upgrade for 911 calls 

*Bringing electricity & telecom to 
unconnected areas 
*Building municipal sewers and 
providing clean drinking water  

Economic 
Impact 

Short burst during the project, little 
or no long-term increase in 
productivity.  

Short burst during the project, 
incremental long-term increase in 
productivity and reduced waste. 

Short burst during the project, 
incalculable benefits to 
productivity and health. 

Opportunities 
in the US 

Millions of opportunities totaling 
hundreds of billions of dollars. 

Hundreds of opportunities totaling 
billions of dollars. 

None that we know of…   

FC’s Take Foregoing these projects was just 
another form of borrowing money.  
These projects are necessary to 
preserve current growth rates and 
living standards. 

We like these projects and are 
slightly more positive on US 
economic growth & US stocks if 
these types of projects become a 
focus. 

The US has already enjoyed these 
game-changing improvements.  
As a result, we are unconvinced 
that infrastructure spending will 
boost long-term US economic 
growth. 

 
Public Sector Pensions 
Issue: Public sector pensions that support the retirement benefits of state & local municipal 
employees such as police, firefighters and teachers are significantly underfunded.  As of 2015, the 
nationwide average funded ratio of state & local pension plans is 74% according to the Boston 
College Center for Retirement Research.  In layman’s terms, factoring in ambitious expectations for 
investment performance, this means that these plans will only have $0.74 for every dollar of 
projected costs.  Based on more realistic assumptions for investment performance, the states and 
towns across the country will need to come up with an extra $3 trillion to pay these bills.  
 
Impact: In order to eliminate this funding gap the average state & local government employee will 
need to have their retirement benefits cut by 26% per year, or retire several years later.  
Alternatively, the portion of the taxes & fees we all pay that fund these retirement benefits can be 
raised 26%.  Neither option, nor a combination of the two will be easy to bear. 



 
 

300 Montgomery St., Suite 730 | San Francisco, CA | 94104 
 

 
FC Advisors Position: This is the game we are playing in the US economy: generate a lot more 
economic growth and use it wisely enough to escape our debt trap.  Our elected officials have been 
making unrealistic promises to public employees and kicking the can down the road for decades.  
These bills are now starting to come due and we are less prepared than ever to pay them.  
Government debt to GDP has increased from 34% back in 1982 to 104% in 2015.  Simultaneously, 
household debt has expanded to uncomfortably high levels.  While state & local government debt 
levels don’t appear to have exploded, these debts are hidden in billions of dollars of forgone basic 
infrastructure maintenance and trillions of dollars of unfunded retirement obligations.  These 
problems were off in the distance in the 1990s, discussed in the 2000s, but now we may be only one 
recession away from pension short falls becoming a nationwide crisis.  Earlier this year the Dallas 
Police & Firefighters Pension System experienced a “run on the bank” when retirees and active duty 
employees suddenly decided that they would be better off taking the lump sum payout now than 
risking a reduction in benefits in the future.  In a matter of months, the pension assets had been 
drained to a critically low level.  Last month the plan was forced to suspend all lump sum payouts 
until the city of Dallas finds a way to fill the multi-billion dollar hole.  Benefits will almost certainly 
be cut and taxes will almost certainly be going up for Dallas residents.  With people living longer 
and the ratio of retirees to workers rising, these problems are approaching us at an accelerating pace.  
We believe that our debt and demographic challenges transcend presidents and trade policies.  
Therefore, we will continue to approach the capital markets with caution until we see better value 
opportunities. 
 

If you have questions about these topics or any other financial needs, please contact 
FC Advisors at: 

415-528-2826 
hello@fcadvisors.us 
www.fcadvisors.us 

 
Following	  Claire	  Advisors,	  LLC	  DBA	  FC	  Advisors	  is	  a	  Registered	  Investment	  Adviser.	  This	  brochure	  is	  solely	  for	  
informational	  purposes	  and	  is	  not	  intended	  to	  provide	  investment	  advice.	  Advisory	  services	  are	  only	  offered	  to	  clients	  or	  
prospective	  clients	  where	  FC	  Advisors	  and	  its	  representatives	  are	  properly	  licensed	  or	  exempt	  from	  licensure.	  	  Past	  
performance	  is	  no	  guarantee	  of	  future	  returns.	  Investing	  involves	  risk	  and	  possible	  loss	  of	  principal	  capital.	  No	  advice	  
may	  be	  rendered	  by	  FC	  Advisors	  unless	  a	  client	  service	  agreement	  is	  in	  place. 


