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2019: An Unexpected Result

Wow – great year!  But do you remember how we felt in January 2019?  Investor sentiment was quashed by a -9.2% correction in 
U.S. stocks in December 2018, and the anti-growth political events of  the day; a partial government shutdown and the growing 
China-US tariff  dispute. The throngs of  investors sounding the alarm were many.

Defying this negative sentiment, the S&P 500 (SPX) gained +7.87% in January of  2019 - not unexpected coming out of  a year-end 
rout. But according to our client discussions, few investors believed that the market could climb the prevailing “wall of  worry” to 
deliver much more in the way of  gains for the remainder of  the year. So, when January’s gain was followed up with an additional 
+10% advance February through April, a degree of  skepticism set in. The -6.86% pull back in May seemed merited and was perhaps 
the negative confirmation that doubters were looking for, yet U.S. stocks (SPX) produced a total return of  +28.8% for the full 
year – amazing.

Make no mistake, we do believe that the market is over-bought, over-extended, and fueled by expectations that are unlikely to fill in 
quickly enough to avoid a correction. We also believe that taking some risk off  the table at these levels is a prudent move. Neverthe-
less, there are lessons regarding investor discipline to be learned from the market’s resilience in 2019:

 1 Market timing rarely works to your benefit. Economist William Sharpe calculated that a market timer would have to be   
  correct 74 percent of  the time – on both the market decline and recovery – to outperform another investor who just lets their  
  money sit in the S&P 500.

 2 Rather than being too predictive, plan for both bull and bear markets so that you can stay fully invested through both.    
  Market timing relies on speculation, which leads to much higher monthly standard deviations, which leads to more extreme  
  outcomes. Consistency is better.

 3 It is important to remain invested so that you don’t miss the market’s best days – which have a profound effect on future   
  returns. Putnam Investments tracked a $10,000 investment in the S&P 500 from 12/31/2003 – 12/31/2018, a period that   
  includes the financial crisis. The results, according to different holding patterns, are as follows;

   a) Stayed fully invested = $30,711
   b) Missed 10 best days = $15,481
   c) Missed 20 best days = $10,042
   d) Missed 30 best days = $ 6,873

 4 Investors invest in companies, not in the economy and not in government bodies. Publicly traded companies have rising   
  cash flows, for the most part, of  which they are fiercely protective. Yes, there is volatility in the pricing of  these cash flows -  
  but this is the trade-off  for growth.

A fantastic year is often falsely correlated with improving economic fundamentals, and at times the market can be wrong in terms 
of  direction or degree. But 2019 delivered tremendous capital appreciation, so the “why?” and “how?” seem less important. Our task 
now is to use this excess return to make your portfolio more stable for a period in which positive returns are harder to achieve. 
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Uncle Sam wants YOU….to be SECURE

New legislation took effect at the beginning of  2020 that will    a direct impact on how and when you retire. The “Setting Every 
Community Up for Retirement Enhancement”, or SECURE Act is a long overdue reform that could make saving for retirement easier 
and more accessible.

Americans are living longer and working longer as a result. For those nearing retirement, there are three important changes:

 • Required Minimum Distributions (RMD) now begin at age 72
 • IRA contributions can be made beyond the age of  70.5
 • Inherited IRA distributions must now be taken within 10 years

Notes: The increase in RMD age allows for additional tax deferred accumulation before the pay-out phase begins. And if  you are 
working, you can continue to make IRA contributions beyond age 70.5.  Non-spouse beneficiaries of  an inherited IRA are now 
required to claim taxable distributions within ten years, no longer allowing beneficiaries to “stretch” that income stream over their 
own lifetime. These changes may present both planning challenges and opportunities, and this will be a big topic in client discussions 
for 2020.

Businesses have new tools to attract and retain employees, while earning tax credits along the way. Key changes include:

 • Small businesses can receive a tax credit for starting a retirement plan (up to $5000)
 • Small business owners can band together in offering defined contribution plans to its employees
 • Long-term part-time workers can now join an employer’s 401(k) plan. Any employee working more than 1000 hours in 
  one year is now eligible to participate

Notes: The goal here is to open the retirement savings option to as many workers as possible and give business owners the incentive 
to make that happen. With small businesses employing most American workers, the Act helps level the playing field with large public 
and private businesses -but even big businesses can bring “marginal” workers into the fold. 

Parents now have more tools to manage the financing of  higher education. From the cradle to the college dorm, the Act allows parents to:

 • Withdraw up to $5,000 per parent, penalty-free, from retirement plan for the birth or adoption of  a child. 
  In case of  a new family member, the $5,000 withdrawal may be repaid as a rollover contribution to an eligible plan.
 • 529 College Savings Plan assets can now be used to pay down student loan debt (up to $10,000)

    
 
     We have made a change to the format of  your quarterly performance report. Here are a few notes to assist you in better 
     understanding the different data points:
 
     First and foremost 

 You will notice that there are disparate page sequence numbers. This is because we chose to combine the best parts of  two different  
 report templates.

     Portfolio Performance (on page 2 of the document) 
 Selected Period corresponds to the 4th Q of  2019 or 10/01/19-12/31/19 
 Last Quarter refers to the 3rd Q of  2019

 Year to Date refers to the full year’s total return through the end of  the report period, in this case 01/01/19 – 12/31/19             
    
     Comparative Holdings By Investor (on page 5 of the document)

 This section of  the report outlines the total return of  each individual holding. The return figures will always be Year to Date figures  
 – in this case 01/01/19 – 12/31/19.  A $0 balance at the beginning of  the period means that you did not own the investment at that  
 time. A $0 balance at the end of  the period means that the position was sold and is no longer in your account.

  How to Read Your CIR Statement


