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MARKET INSIGHTS

“Zero has no meaning, beside being a certain level.” - Alan Greenspan

Wait!  What?  Negative interest rates?  You mean interest rates are now so low that depositors must actually pay their banks 
for the privilege of holding cash?  That sounds absurd. While not yet a reality in the U.S., negative interest rate policies have 
already been adopted by several foreign central banks (European Central Bank, Bank of Japan, and the central banks of 
Denmark, Sweden and Switzerland), and there is an estimated $16 trillion of  negative yielding bonds out of a global bond 
market that totals roughly $113 trillion, according to the Institute of International Finance.  Germany recently issued 30-year 
zero coupon bonds with a guaranteed return to investors of -0.11%!  Meanwhile, in an effort to lock in historically low rates, 
the U.S. Treasury Department is considering issuing 50 year bonds beginning in 2020.  Locking in guaranteed negative 
returns and/or bond maturity commitments equivalent to more than half a lifetime are not investments most of our clients 
would want us to make, regardless of the rationale.  A snapshot of the world bond market at month-end September reflects 
the global phenomena, with more major economy countries offering 5-year sovereign debt with negative yields than those 
with positive returns.  

While we are not investing in negative 
yielding bonds and your local bank may 
not yet be charging you for deposits, the 
latter certainly is not out of the realm of 
possibilities, and it seems probable bonds 
will be providing strikingly low yields 
for the foreseeable future.  As a primer 
on the topic, negative interest rates are 
a technique by which central banks 
try to influence economic conditions 
like employment, inflation, business 
investment, and consumer spending.  
The conventional thinking is that by 
raising or lowering policy interest rates 
the shifts will correspondingly restrain or 
stimulate economic activity.  The problem 
arises when a change in the policy rate, 
such as the cutting of interest rates, does 
not have the intended effect.  The theory of negative interest rates may seem a bit counterintuitive, yet it follows the concept 
of the carrot and stick approach to motivation.  Interest rates are lowered to promote borrowing and spending.  If the rates 
are not low enough to spur the desired economic activity, the theory holds that businesses and individuals are more likely to 
make capital investments if continuing to hold cash becomes increasingly and financially painful.  

There’s no need for U.S. investors to panic as the Federal Reserve has yet to resort to negative interest rates.  In fact, even 
after the September Fed Funds reduction to a range of 1.75-2.00%, the U.S. remains a global outlier.  It’s no surprise that 
foreign investors are clamoring for U.S. denominated debt, placing further downward pressure on yields. It is becoming 
increasingly apparent lower for longer yields on fixed income investments may just be an investment fact of life. That, in 
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turn, requires adjustments, not just to bond return expectations, 
but also ultimately to portfolio asset allocation.  Expect to hear 
more about this from us.  

What? Wait! The media has been all abuzz as short-term 
interest rates have persistently stayed higher than longer-term 
rates.  And, as noted in our second quarter client letter, such 
inverted yield curve occurrences have typically been solid 
harbingers of imminent recession.  That may, in fact, be the 
case, but more and more economists are suggesting an inverted 
yield curve may not be the reliable recession indicator it once 
was.  We don’t aim to be the ones jumping on the “this time it’s 
different” bandwagon, but yields, yield curves, and government 
bond markets have clearly been distorted by unprecedented 
central bank actions, such as negative interest rates.  In years 
past, issuers of long-term bonds had to offer higher yields 
in order to attract investors and to compensate them for the 
possibility of inflation.  These days, it seems the biggest worry 
on every central banker’s mind is not the potential for inflation, 
but the concern over deflation - price levels falling and people 
and businesses holding on to cash (instead of spending or 
investing) with the belief prices will be even lower in the future.  

Besides the U.S. and un-investable basket cases like Greece 
and Italy, Australia is one of the few developed economies with 
positive yielding sovereign debt, and it is possible our former 
sister colony may be giving us an advance look at what we have 
ahead of us.  The Reserve Bank of Australia cut interest rates 
in both June and July, and while the impact has yet to be fully 
gauged, their position on the front line of the trade war between 
the U.S. and China certainly appears to be showing evidence of 
collateral economic uncertainty, if not direct damage.  With that 
as a backdrop, our next investment research trip will take Chief 
Investment Officer/Trade War Correspondent, John Suddeth 
“Down Under” to get a firsthand look.  John’s Australian update 
should be in your hands in November.  

While John is away visiting current portfolio holdings and potential 
equity investment opportunities in Australia, the rest of the team 
will be putting the finishing touches on an internal conversion to 
a new portfolio management and reporting system.  We’ve been 
training on and exploring the new system over the past couple 
of months, and we’re very excited about the upgrade to the 
Tamarac system.  We expect you to see enhancements in both 
the quality and detail of the reports we provide.  Beginning with 
our year-end reports, to be shared around the first few weeks 
of the new year, you will notice changes in the form of graphs, 
charts and ordering of information.  Additionally, the system will 
grant our portfolio managers access to enhanced analytical data 

by which to more effectively manage client assets.  It’s new, cool 
technology, but we continue to understand that the “steak” is 
more important than the “sizzle”.   

We pride ourselves on the meaningfulness of the firm’s continuing 
commitment to research travel.  Not only do we occasionally 
surface investment opportunities that fly under the radar, but 
we gain a global perspective that simultaneously broadens the 
mind and gives us a perspective different than those limited 
in thought by where they sit or what they read or hear.   And, 
apparently, that insatiable curiosity influences not only all current 
NGA team members, but former members as well.  Founding 
teammate and longtime client service stalwart, Tracey Maddox, 
officially retired from the firm in May and promptly left town for an 
extended across the country travel adventure with her husband, 
Jeff.  Tracey has safely returned from her criss-cross of the 
country and settled in the relatively quiet Chiefland, Florida with 
memories, photos and yes, a new perspective.  We are grateful 
for Tracey’s dedication to the firm and our clients, and we hope 
you will join us in wishing her well in retirement.  

Replacing Tracey was no 
small feat, but we think we 
found just the right person. 
We once again dipped into our 
pool of past summer interns 
and Kelly Kramer started 
work with NGA in early May.  
Kelly finished near the top of 
her class both at Naples High 
School and Florida Southern 
College where she graduated 
with majors in Mathematics 
and Economics. Thanks to 
her summer experience and 
some solid mentoring, Kelly has quickly become acclimated. On 
your next visit or call to the office, we’ll look forward to introducing 
you to our newest member. 

This month we begin our 10th year, and it is with nostalgia and 
gratitude we reflect on our business past and business future.  
Despite operating daily in a world that occasionally feels 
chaotic, countered by ever changing client dynamics, we look 
ahead with enthusiasm, optimism and confidence.  Enthusiasm 
for the team of professionals assembled and committed to 
serve you.  Optimism in capitalism and the long-term ability 
for mankind to overcome obstacles in the name of betterment.  
And confidence in our investment approach. Thank you for 
joining us on the journey! 

The views expressed in this material are the views of Michael Morris through 9.30.19. The views are subject to change based on market and other conditions. This document 
contains certain statements that may be deemed forward-looking statements. Please note that any such statements are not guarantees of any future performance and actual 
results or developments may differ materially from those projected. This is not an offer or solicitation for the purchase or sale of any security and should not be construed 
as such. References to specific securities and issuers are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations to 
purchase or sell such securities. Naples Global Advisors, LLC is governed under the Securities and Exchange Commission as an Investment Advisor under the Investment 
Advisors Act of 1940. All investments contain risk and may lose value.
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