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All the news about the debt ceiling and the 
economy may make people question their long-
term investment strategies. Should we?

Over the next few months, two things will largely 
drive the direction of the stock market: the debt 
ceiling and QE3 (Quantitative Easing 3). While other 
factors like Europe’s continuing debt issues, China’s 
inevitable slowdown, and both inflation and 
deflation threats will play a part, the debt ceiling 
and QE3 are the summer’s heavy hitters.

The Debt Ceiling

“Inside Job” 

Too Good To Miss

The documentary "Inside Job" is one of the 
best movies of the year. That's not just my 
opinion - it won the Oscar for Best Picture 
for a Documentary Feature.

"Inside Job" chronicles how Wall Street grew 
to take such unprecedented (and silly) risks 
that it ultimately brought down entire 
economies and industries. It is an important 
story and contains a hugely rich amount of 
information. It also plainly uncovers the 
biases of the people running the show. 

Now I admit, I'm biased toward these types 
of shows. My favorite TV is CSPAN financial 
hearings. But this movie is as fascinating as it 
is important. Obviously, "Inside Job" 
presents the same topic as HBO's "Too Big 
To Fail," but it is more compelling in its 
factual presentation.

Interestingly, I tried to rent "Inside Job" at 
Blockbuster, but it doesn't carry the movie. 
The clerk thought it was a conspiracy 
because "Inside Job" is a not-so-flattering 
movie about big business. I don't know 
about that, but I do find it odd that 
Blockbuster doesn't think that carrying the 
Oscar-winning documentary about our 
economic meltdown is worth its while. 

-Kurt Winiecki, President and CEO

First, Congress must agree to raise the debt 
ceiling. The date to avoid catastrophe may be 
July 22, August 2 or some other date. Regardless, 
the later this is done, the more likely the US will 
default on its debts, and the less faith investors 
will have in the US economy. There are few 
scenarios where a downgrade of the US credit 
rating would not be devastating to economic 
stability and personal wealth.
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In general, I have little faith that our elected leaders act 
in our (the voters’) best interests. First, after receiving 
literally millions of dollars from special interest groups, 
it is hard to believe their policy decisions are unbiased 
by those dollars. Second, their historical policy decisions 
support that they craft public policy in the interests of 
special interests that fund their “campaigns.” For 
example, it can hardly be argued that the deregulation 
of Wall Street, a larger Too Big To Fail problem than we 
had four years ago, abandonment of reasonable swipe 
fee limits, and agreeing to spend more than we raise 
were the result of policies enacted in the interest of 
ordinary citizens.

That said, the stakes are just too high for most 
politicians to crater our financial future to make political 
points. To willingly avoid an agreement that could 
decimate the financial industry and the economy would 
hit everyone, including special interests and Congress, in 
the pocketbook. That’s why, after political 
grandstanding and weeks of headlines, a deal will likely 
be made. 

The Federal Reserve’s Quantitative Easing

The second big issue this summer issue is how the 
market reacts to a reduction of massive federal 
programs designed to help the economy. Starting with 
the bailouts, the US government has actively backed the 
US economy with extraordinary measures. To combat 
economic headwinds, in 2009, Federal Reserve Bank 
Chairman Ben Bernanke implemented Quantitative 
Easing 1 (“QE1”) by buying well over $1 trillion in 
mortgage-backed securities. Next, the Fed fired up 
Quantitative Easing 2 (“QE2”), through which the Fed 
bought $600 billion of long-term US Treasuries by June 
2011. This pumped huge amounts of money into the 
banking system with the goal of stimulating lending and 
the economy. 
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What Now?

Neither of these issues should end negatively (double negative 
intended). Congress should raise the debt limit in plenty of time 
to comfort US and foreign investors who buy US debt and stocks. 
History tells us that Bernanke will use a third quantitative easing 
program if things get shaky.

Unfortunately, resolution of these issues simply kicks the big can 
down the short road. Congress will likely resolve the debt limit 
without tackling the debilitating deficit in any significant manner. 
Bernanke’s pumping additional money into the system (up to now 
and maybe in the future) shows that our economy is 
unsustainable on its own. But until these issues come to a head, 
the US market may continue its rise.

Given this, the safest path to long-term growth remains to invest 
a significant portion of your wealth in asset classes other than the 
US market. Our bedrock philosophy remains: Global 
diversification can provide US market-like returns over the long 
term, reduce losses in certain US downturns, and find 
opportunities not available in US stocks. If Congress fails to raise 
the debt ceiling and the US market plummets, the non-US 
investments will hopefully refuse to follow. We find a globally-
diversified portfolio more palatable than trying to predict 
Congress, the Fed and the direction of the markets.

While quantitative easing may attract fewer headlines than 
Greece, the Fed Chairman’s decision whether to implement QE3 
will likely affect the stock market more than any other economic 
event or issue in the near future (debt ceiling excepted). 


