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Golden Pond Wealth Management 
2nd Quarter 2018 

This is one of my favorite quotes and it sits framed on my credenza alongside my collection of stuffed bears. 
Both are there to remind me that bull markets will eventually and inevitably be replaced by bears and that 
long periods of smooth sailing on calm seas will be interrupted by high winds and choppy waters. 

I attended a forum with about 100 LPL financial advisors in June at the Wharton School of Business in     
Philadelphia. We heard thought provoking presentations and predictions for future investment returns and life 
expectancy. From my experience, those who teach finance and economics in college tend to be much more 
pessimistic than the eternal optimists who populate my profession. The question and answer period at the 
end of each session was always robust with many bullish financial advisors challenging the cases made by 
some of the brightest minds in economics and finance that we should expect and prepare for both lower    
investment returns over the next decade and prepare for life expectancy which will approach 100 by the end 
of the 21st century. 

I was not surprised by my reaction to the professors’ presentations and the consensus of my peers that the 
predictions of much lower future investment returns were way too pessimistic. I listened to both groups      
intently and as always found myself in the realist camp, agreeing with some points on both sides, but strongly 
disagreeing with some of the more robust predictions and comments. In 30 years as a financial adviser, I 
have seen the havoc that blind optimism can eventually wreak on the value of investments and have also 
seen fortunes wiped out by overly pessimistic investors panicking and cashing out at the bottom of a market 
correction…… So, what is a realist to do? Adjust the sails. 

The current investment environment is markedly different than the one we experienced from the stock 
market bottom of March 2009 through the end of 2017. Although corporate earnings have surged in the last 
year, the U. S. stock market as measured by the Standard and Poor’s 500 index is only up 2.7% through the 
end of June. What is creating the headwinds and choppy waters? 

Rising Interest Rates 

The federal reserve has raised its rates the last two meetings and is signaling their intention to continue to 
raise rates as long as inflation stays under control and the economy keeps growing at more than 2.5%.   
Higher rates mean an increase in borrowing costs for the consumer, businesses and the government and all 
three groups have been on a borrowing spree over the last few years as interest rates hit 50-year lows. The 
U.S. government budget deficit, which had been shrinking for the most part of the last few years is now     
predicted to surpass $1 trillion by the end of this year. Higher interest rates on bonds also make them a more 
attractive investment relative to stocks than they have been for the last decade and with rates predicted to go 
higher that risk/reward calculation will continue to be a headwind for stocks. 



Protectionism, Tariffs and Trade Wars  

At a time when most of the developed economies of the world are joining the U.S. in recovering from         
recession and growing at more than 2%, the fear that President Trump’s tariffs and our trading partners’    
responses will trigger a race to the bottom which drags fragile economies back onto the shoals in the harbor 
is very real. There is also legitimate fear that the economic nationalism spreading through Europe could lead 
to a permanent collapse of the Eurozone. 

U.S. Stocks are not cheap 

By all classic fundamental measures of valuation (price to earnings, price to sales, price to cash flow, price to 
book value) U.S stocks are still selling at multiples which significantly exceed their long term historical        
averages. Are these fears overblown by the pessimists and academics or are they like icebergs in the North 
Atlantic ready to rip a big hole in our hull? The realist in me thinks we need to keep our eyes peeled for them, 
but the opportunity is still there to navigate these waters successfully if we adjust our sails and chart a       
different course. There are significant winds at our back… 

Massive U.S. Government Stimulus 

The personal and corporate income tax rate cuts passed in 2017 are contributing to booming corporate    
profits, big increases in capital expenditures on technology, facilities and equipment and stock buybacks.  
Innovation in artificial intelligence is transforming many industries and leading to unprecedented levels of  
operating efficiency. Consumers are also showing confidence and continuing to open their pocketbooks to 
spend those anticipated tax savings.   

Low Unemployment and Low Interest Rates 

Yes, interest rates are rising, but they are doing so in a measured and methodical manner and are still low by 
historical standards and as long as inflation stays under control should still be stimulative for the next few 
years. 

Global Economic Recovery 

Although there has been some recent softening, most of the major economies of the world are now            
experiencing positive economic growth. By any measure, it will be impossible for the U.S. economy to stave 
off recession in just a few years if our companies are not able to expand their global footprints. 

How are we adjusting the sails? 

With bonds, our key strategies are to improve credit quality and shorten average maturities. We are also   
increasing our allocation to bonds which have historically performed relatively better during periods of rising 
interest rates-convertibles and government mortgage bonds for example. 
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With U.S stocks, we continue to dial back the risk meter but only slightly - growth stocks have outperformed 
value stocks for quite a few years now, but the history of economic cycles and the current climate suggest 
that companies that are growing faster than the overall economy may continue to be rewarded. We have also 
slowed our reduction in small and mid-cap stocks primarily due to the impact of the tax cuts. 

We are also sailing more in international waters. After many years of outperformance by U.S. 
stocks,international stocks have staged a comeback in recent history and appear to be a relative bargain.   

We are always looking to reduce investment costs through constant analysis of the pricing of institutional 
funds and exchange traded funds. LPL has also been successful in lowering the cost of investing by          
renegotiating with many of the major investment providers. 

Summary 

So, who is right about the future - the pessimistic Wharton School professor or the optimistic thirty-something 
financial adviser sitting next to me in class? I suspect that both will be right to some degree. Bill Gates is   
famous for saying that any analysis of the future discounts too deeply the future value of innovation. I see 
that as a flaw in some of the professors’ arguments - just think for a moment about how technology has     
improved the profitability of companies which embraced it as a valuable tool instead of a threat. But, I also 
think the thirty-something sitting next to me has not yet had his rose-colored glasses of optimism shattered 
by a technology bubble bursting or a near fatal collapse of the pillars of Wall Street.   

We will continue to embrace plain vanilla investment strategies which are time tested. As we navigate 
choppier waters, I will remember to look at both the framed picture and the faded stuffed bears daily. 

Please don’t hesitate to contact Bert or me or any member of the Golden Pond crew if we can be of service 
to you and on behalf of all of them, thank you for your continued support of and confidence in our efforts. 

Sincerely, 

Brian Bernatchez,CFP® 

Managing Director 

Securities and Advisory Services offered through LPL Financial. A Registered Investment Advisor Member FINRA/SIPC 

Past performance is no guarantee of future results.The market for all securities is subject to fluctuation such that upon sale an investor may lose 
principal. The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for 
any individual. All indices are unmanaged and may not be invested into directly.The economic forecasts set forth in this material may not develop as 
predicted no strategy assures success or protects against loss. International investing involves special risk such as currency fluctuation and political 
instability and may not be suitable for all investors. Bonds are subject to market and interest rate risk if sold prior to maturity. On values will decline as 
interest rates rise and bonds are subject to availability and change mortgage-backed Securities are subject to credit-default prepayment extension 
market and interest rate risk.
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