
2018 In Review: Markets, the Economy, Employment and Interest Rates

The S&P 500 index declined 4.4% for 2018, including a 13.5% decline in the fourth quarter.
Weaker sectors were technology and energy while utilities and consumer staples
held up the best.  The stock index has gained 103% since the market  high of
October 2007 and 355% since the market low of February 2009. Interestingly,
54% of the S&P 500 stocks declined by more than 20% late in 2018. 

The price earnings ratio of the market stands at 14.4, somewhat below the long-
term average of 16.1. The market is also below the long-term averages for price

to book and price to cash flow measures. The economy, employment and inflation continue to be
positive. GDP is up 3.0% year over year and 3.4% quarter over quarter. Unemployment stands at
3.7%, a 50 year low, and well below the 6.2% long-term average. Wage growth accelerated in
2018, up 3.2%. The consumer price index was up modestly at 2.2%. Oil dropped from the high
$70s to $45.33 at year end. Interest rates have increased somewhat, particularly on short term
bonds, but remain far below historical averages. The two-year treasury yields 2.48%, the ten-year
2.69% and the 30-year 3.02%. The high-quality corporate bond is at 4.02% while the high yield
average is 7.95%. 

IRA and 401(k) Dollar Limits Increase for 2019

The dollar limit on salary deferral contributions to 401(k) and 403(b) plans increases to $19,000
for 2019. The limit for those above age 50 is now $25,000. The limit on annual contributions to
IRA accounts is now $6,000. Those above age 50 can now deposit $7,000 to IRA accounts. 

20 Years and Counting for a Great Team Member!

I am happy to congratulate Mara Scott on her 20 years of outstanding service to our clients and
to me and to thank her for her service and her friendship. Mara assists client with any need they
might have short  of investment advice and is very popular with clients. She genuinely cares
about you!



Mara  and  David  have  three  daughters  and  one  son.  Jake,  their  son,  just
graduated from Oklahoma City Community College and is  now attending
classes  at  the  University  of  Central  Oklahoma.  She  also  has  four
grandchildren from the ages of 1 to 16. She loves spending time with her
family, crafting, home renovation and reading.  

Are We in a Bear Market?

I would so love to know the answer to the question. We will have another
bear market, of course, we just don’t know exactly when. I don’t think this is it. I think most of
the declines in stock prices have already occurred for the time being. The economy and corporate
earnings are strong, inflation is low, employment is high and interest rates are still low. Over half
of the stocks in the S&P 500 index have fallen more than 20% from their peak. So, many stocks
are already in a bear market. My feeling is 2019 will be a positive year for stocks. As always, it
is important to have your portfolio allocated appropriately for your risk tolerance and situation.
Bear markets normally coincide with a recession in the economy. I don’t feel a recession is on
the horizon this year. More about that below. 

Annual Gift Tax Exemption

Individuals can make gifts of up to $15,000 per donor per donee with no gift tax consequences.
So,  a  couple  can  give  $30,000  to  each  child  or  grandchild  each  year.  For  parents  and
grandparents who want to contribute to their children’s or grandchildren’s college fund, the 529
rules allow the bunching of five years of current exemptions up front. So, a person can contribute
$75,000 up front to a child or grandchild’s 529 account. A couple can contribute $150,000. This
uses  up  the  annual  $15,000  gift  tax  exemption  for  five  years.  Many  clients  are  not  aware
payments for tuition and healthcare expenses paid directly to the provider are also exempt from
gift tax. This includes payments for health insurance premiums. So, parents and grandparents can
transfer  significantly more than the annual  exemption amount each year with no gift  tax by
paying health insurance and healthcare costs for children and grandchildren directly  

Apple Computer: The Silver Lining

Apple hares have declined by 35% to $148 from the all-time high of $227 in September of last
year. Much of this decline is in concert with the overall market
and the selloffs in much of the technology sector. There also has
been a focus on disappointing iPhone sales, both in the U.S. and
in China. People are holding onto their iPhones longer. In 2015,
users  upgraded  their  phones  every  two years.  That  has  now
jumped to 35 months. Apple iPhones work better, for longer,
thanks to Apple itself. 

The silver  lining  will  hopefully  be a  shift  in  focus  from the
number of iPhones the company sells to the services sector of the company. An iPhone that lasts
longer keeps customers in the iOS ecosystem longer. This offers an important differentiation



from Android; whose fragmented ecosystem means even flagship devices rarely continue to be
fully supported beyond two years.  For many years, investor focus has been exclusively on unit
product sales with the success of the services (iTunes) being largely ignored. There are positives
to  the  lengthening  of  the  product  cycle.  While  a  blockbuster  product,  and  there  will  be
blockbusters coming out of Cupertino again, will always move the stock price, APPL should be
valued based on the strength of their  customer relationships and the recurring revenue from
having so many users in their ecosystem. I feel the company is underpriced currently on that
basis. 

Oklahoma 529 College Savings Plan

Oklahoma fortunately has a strong, low-cost 529 plan. OK4saving.org is a
self-service 529 plan that allows for an Oklahoma income tax deduction of
up to $10,000 per year. I can help you with projections of college costs for
children or grandchildren. I also can help you with the Oklahoma plan by
showing  you  how  to  set  up  accounts  and  by  explaining  the  investment

options. We do not receive any renumeration from the plan or investments in the plan. This is a
great way to save for college for children or grandchildren

The R Word: Recession

The R word, recession, strikes fear in the hearts of investors and it’s understandable. Nearly all
bear markets in stocks are associated with a recessionary cycle in the economy. Currently, the
domestic economy, employment and interest rates are very positive. So, why is there so much
talk of a recession. Let’s look at it. 

Longer term, the stock market is forward looking. At the February 2009 market bottom, stocks
were holding firm at a time when the economy was continuing
to sink. It was forecasting the economy would stabilize. That is
just what happened. Most stocks declined 20% or more from
their peak last year. The market could be forecasting weaker
economic news ahead. Unemployment is at a 50-year low of
3.7%. Many commentators feel there is just no way for it to go
any lower and inevitably will head higher. This is by no means
certain.  In  ten  prior  instances  of  cyclical  low  unemployment  rates,  recessions  followed  an
average of 9.2 months later. 

Existing home sales posted an annual decline of 5.1% recently and there is now 4.3 months of
housing supply compared to 3.9 months in 2017. Oil prices plummeted during 2018. Again, is
this forecasting a weaker economy? Bank stock prices were hit particularly hard last year. Is this
pointing to higher loan losses coming? The Fed is selling $50 billion a month of the securities it
purchased to fight the Great Recession. This tends to drive interest rates higher at a time when
the economy may be starting to slow down. As Apple told us earlier this month, the economic
news coming out of China is bleak. A continuation or acceleration of a weak China could spread
to other economies in the world as well. 



Interest rates are higher the longer the maturity on a normal yield curve. This stands to reason.
Why lock up your money for longer periods only to receive lower returns?  It is a fact that most
of the time, but not ALL of the time, when the yield curve has inverted (the 30-year treasury
bond yielding less  than the two year)  a  recession has followed.  The curve is  flat  with only
slightly higher interest rates on treasuries for longer maturities. An inversion would certainly
signal a higher risk of recession but would not automatically lead to recession.  

So, it’s fair to say the chances of a recession this year or next are elevated. Therefore, we’ve
raised cash levels and added bond ladders and alternative investments for many clients. But a
recession is far from a certainty. The FED hopes to craft  a soft landing where the economy
weakens but does not go into full recession. If a recession does come, I believe it will be more of
a run of the mill one rather than a deep one like the Great Recession of 2008. Stocks would
possibly drop more but not nearly as much as in 2008 or the bear market of 2000 through 2003. I
would not fear a recession. Rather, look at it as an opportunity to buy great assets at great prices. 

Roth IRA Accounts and Roth Conversions (Now May be a Good Time)

A Roth IRA allows a person to completely avoid income taxes on earnings and capital gains and
avoid  required  minimum  distributions.  A  Roth  provides  a  tax-free  alternative  sources  of
retirement income and is a great way to leave assets to children and grandchildren. A Roth that
has been open for five years allows the owner to withdraw up to $10,000 tax free for a  first-time
home purchase. This is a good reason to open a Roth for children and grandchildren now. 

High earners cannot directly contribute to a Roth. Rather, they must make after tax contributions
to a traditional IRA then convert it to a Roth. I urge clients to evaluate Roth conversions. As one
of my favorite clients pointed our recently, with the lowest individual tax brackets in years and
recent declines in stock prices, now may be a great time to do a conversion of taxable retirement
accounts to Roth. I would be happy to help you understand how a Roth conversion would work
for you and provide projections of costs and benefits. 

Laugh a Little

I try to laugh as much as I can, and I love to try to make people laugh. Not
everybody likes my dumb sense of humor. Studies have shown laughter can
increase memory, lower cortisol (stress hormone) and lead to longer lives. I
highly  recommend it.  Susan and I  have  a  string  of  movies  like  Animal
House, Groundhog Day, Pretty Woman and Moonstruck we watch over and
over and laugh again at things we’ve seen hundreds of times. My Grandma
Bennett  lived a  healthy life  of  102 years.  I’m convinced that  a positive
attitude and lots  of laughter coupled with her good genes were the key.

Most of what happens in the world every day is positive.  Generally, only the most negative
things are deemed newsworthy by the media. So, don’t watch news all day or you’ll have an
inaccurate perspective on the world. It’s much better than the news outlets would let on!!!



Thank You for Your Business!

Michael Dunham CFP®, CPC, QPFC, CRPC
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