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The Model Wealth Program
Principle-Based Investing
“Principal-based investing means we focus on investment principals
that have stood the test of time rather than basing our decisions
on short-term market predictions. Our goal is to identify a small
number of experienced managers who offer the potential to outperform their peers over a long period of time. Our approach is to
combine a well-defined quantitative and qualitative due diligence
process with proprietary construction tools to build, manage and
monitor our client’s portfolios.”

Year-End Outlook


U.S. economy: The economy should continue to grow at a solid pace in
2019. The U.S. economy is expected to grow 2.8 percent in 2019 after
2.8 percent in 2018. The odds of a recession remain low.1



U.S. stocks: The consensus estimates corporate earnings growth of 30
percent in 2018 and 14 percent in 2019.2 Further expansion in valuation
(price/earnings ratios) is unlikely. Stock returns will likely be driven by
earnings growth.



U.S. bonds: Headwinds include an economy nearing full-employment
and the expectation of modestly higher inflation. Monetary policy normalization is underway, but the Fed will continue to move rates very
slowly.



International stocks: Brexit negotiations, trade disputes and the strong
dollar may limit performance over the near-term. However, attractive
valuations make international stocks compelling for patient investors.

The U.S. Economy
The Model Wealth Program is a managed fee-based investment
program, available through Cornerstone Wealth Management,
LLC. The MWP investment team has developed sophisticated longterm strategies in an effort to manage and control risk, to help investors pursue their financial goals. For more information about
the program, contact your Cornerstone Wealth Management representative.
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In October, the U.S. economy should mark its 112th consecutive month of
growth, making this the second longest U.S. economic expansion since 1854. 3
The 38 forecasters, surveyed by the Federal Reserve Bank of Philadelphia, say
growth will continue with real GDP increasing at an annual rate of 3.0 percent
this quarter and 2.8 percent next quarter, slightly higher than the panel’s
estimate of six-months ago. On an annual-average over annual-average basis, the forecasters predict real GDP growing 2.8 percent in 2018, 2.8 percent
in 2019, 1.8 percent in 2020 , and 1.5 percent in 2021.1

Inflation and interest rates move higher

Outlook for the bond market

As economic momentum has strengthened, inflation and interest rates have
continued to rise from their record lows. In September, the Federal Reserve increased its short-term target interest rate for the eighth time since
the end of 2016. The move underscores the Fed’s confidence in the economy as well as its focus on keeping inflation well-contained. So far in this rate
cycle, things are going as well as could be expected, with the Federal Reserve
gradually “normalizing” interest rates with very little
disruption to the economy or
financial markets. In an interview in early-October,
Federal Reserve Chairman
Jerome Powell said, “interest
rates are still accommodative, but we’re gradually
moving to a place where
they will be neutral.” Then
he added, “We may go past
neutral, but we’re a long way from neutral at this point, probably.” 4 Financial
market volatility has increased as investors seem to be interpreting those
comments as an indication the Fed is a long way from completing this ratehike cycle.

In our December 2017 Investment Insights we said, “We will also continue to
maintain a cautious stance towards interest rates, which could move modestly higher in 2018.” The Benchmark 10-Year Treasury Yield, which started
the year at 2.40 percent has since moved to 3.13 percent. Generally, as interest rates move higher, bond prices move lower. In our view, a more challenging environment for bonds simply highlights the advantages of professional management.

The projections for the annual average level of nonfarm payroll employment
suggest job gains at a monthly rate of 194,800 in 2018, up from the previous
estimate of 185,900 and 167,800 in 2019, up from 160,800 estimated three
months ago.1
Forecasters expect current-year headline CPI to average 2.4 percent, down
slightly from 2.5 percent in the last survey. CPI inflation is expected to fall
back to 2.2 percent in 2019 and 2.3 percent in 2020, unchanged from the last
survey.1 It is hard for us to believe interest rates will move dramatically higher given the tepid outlook for inflation.

In the Model Wealth
Program, we don’t buy
individual bonds. Instead, we use bond mutual funds that we believe have demonstrated
strong performance over
many rate cycles. With
bond mutual funds, the
portfolio manager has
the ability to manage his exposure to higher interest rates by adjusting the
maturities of the bonds in his portfolio. If new money comes into the fund,
he can also buy new bonds that offer higher coupons, which should provide
more income to the investor. Funds can also own hundreds of bonds which
can provide more diversification than many individual investors can achieve
on their own. Many individual investors own 20-year or 30-year bonds,
which can decline in price significantly when interest rates rise. The typical
bond fund in the portfolios we manage own bonds that mature in 5-10 years,
which should fall less if interest rates continue to rise. Bonds with shorter
maturities also can be reinvested sooner at higher rates if rates continue to
rise. For all of these reasons, we are confident that our bond positions will
continue to play their traditional role of providing current income and diversification for investors.

Sources: 1: Federal Reserve Bank of Philadelphia Survey of Professional Forecasters, August 10, 2018; 2: Standard & Poor’s Consensus earnings estimate report, October 15, 2018; 3:NBER business cycle (Recession and
Recovery); 4: CNBC, October 3, 2018. 5: Standard & Poor’s, May 16, 2018; 5: Bank Credit Analyst, October, 2018 6: Source: Morningstar Direct. 7: J.P. Morgan Market Guide Q4, 2018. The MSCI All-Country World exU.S. is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of developed and emerging markets. The S&P 500 index includes a representative sample of
500 leading companies in leading industries of the U.S. economy.
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Outlook for the stock market
We believe over the long-term, corporate profits are the primary driver to
stock market returns. We also believe over the short-term, market psychology—fear and greed— have a powerful influence over market trends. Our
primary measure of this emotional temperature gauge is the price/earnings
ratio.

risk for investors. A sharp deceleration in Taiwanese and Korean export growth
and softening Chinese demand suggest that growth in world industrial production
and earnings estimates are not yet near a bottom.5
We believe the challenges facing global markets are serious, but temporary. Having underperformed U.S. equities for a record 93 months, this is the longest period
of underperformance since records began in 1972. 6 While international stocks
have been a major disappointment, we do not believe this is the right time to

Currently, the consensus expects operating earnings for the companies in the
S&P 500 to rise to $157.12 in 2018 from $124.51 in 2017, an increase of 26.2
percent. Reported earnings, which reflect one-time write-offs, are expected
to rise to $142.40 in 2018 from $109.88 in 2017, an increase of 29.6 percent.
The consensus expects those gains to be led by the technology and health
care sectors. Analysts expect operating and reported earnings to rise a little
more than 10 percent to $174.07 and $163.33 respectively in 2019.2
The S&P 500 currently trades at 17.3 times 2018 and 15.6 times 2019 operating earnings. The market trades at 18.5 times 2018 and 16.7 times 2019
reported earnings.2 In our December 2017 Investment Insights, we said current multiples “reflect a market that already discounts a measure of good
news next year, and leaves the market somewhat vulnerable to a pullback in
the short-term.” The S&P 500 peaked at 2872.87 on January 26th and
bottomed at 2581.00 on February 8th, a correction of 10 percent. The market has also pulled back about 8 percent in October. With the decline in stock
prices from their peak and significant increase in estimated earnings for 2018
and 2019, price/earnings ratios today seem more reasonable and in our view
do not indicate that the stock market is significantly overvalued.

Outlook for international stocks
The global economic expansion has hit a speed bump, and several leading
indicators are flashing red. Global leading indicators are now pointing down,
suggesting a slowdown in growth is ahead. Industrial production growth has
stalled in Europe and Japan and nominal GDP growth has stalled in both
economies.5 The Trump Administration’s foreign policy remains a key
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abandon this asset class. International stocks trade at a forward P/E of 12.9 versus
16.8 for U.S. stocks.7 Because relative performance is cyclical, we believe a period
of significant outperformance may lie ahead. Investors with a long-term view
should be rewarded for their patience.

The Model Wealth Program: Tactical Portfolio
Our Tactical portfolio seeks to optimize returns by investing in managers
that may have greater flexibility to overweight or underweight certain asset classes or sectors compared to more traditional allocation models.
These portfolios may be preferable for investors who pursue a strategy
that actively adjusts asset allocation. The portfolio is properly diversified
among managers in the three major asset classes: U.S. equity, international
equity, and fixed income. Within the Model Wealth Program, we rebalance the portfolios we manage when market conditions push the
portfolio out-of-balance in an effort to maintain a steady level of risk consistent with your long-term goals and objectives.
We offer five different choices for investors with varying risk tolerance and
need for current income: Aggressive Growth, Growth, Growth & Income,
Income with Moderate Growth, and Income with Capital Preservation. We
believe a professionally-managed advisory account can help take the emotions out of the investment decision-making process, and offers an attractive solution for investors with long-term goals, like saving for, or investing
in, retirement.
Investments and strategies mentioned may not be suitable for all investors. To determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. Asset allocation
does not ensure a profit or protect against a loss. Tactical allocation may involve more frequent buying
and selling of assets and will tend to generate higher transaction cost. Investors should consider the
tax consequences of moving positions more frequently.

Trying to time the market peak
After experiencing such handsome gains in the stock market over the past several
years, some investors are wondering if it’s time to get out. We think trying to guess
when the end of a bull market will come is a fool’s errand. A study by J.P. Morgan
on market peaks since 1945 showed that being out of the market in the last two
years of an advance meant foregoing a 41% percent total return.7 Also, since the
end of World War II, the S&P 500 has advanced a median 23 percent in the year prior to a market top, compared with an average 14 percent decline in the year that
followed. In addition, the gains in the two years following the decline (the first two
years of the next bull market) were big enough to overcome all but 1% of the loss. 6
We don’t believe predicting the short-term direction of the stock market is the key
to long-term investment success. We do believe, to be successful, investors have to
maintain a long-term perspective and a balanced view. Sure, there are risks of being
in the market and potential problems on the horizon, but there are also some good
things happening including a pro-business attitude in Washington, a healthy labor
market, and strong corporate earnings which could lead to more gains for equity
investors.
We believe the Model Wealth Program is well-positioned to take advantage of the
opportunities in the market. For investors with long-term goals, like saving for retirement, our suggestion continues to be: stay the course.

Important Disclosures
The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. Economic forecasts set forth may not
develop as predicted and there can be no guarantee that strategies promoted will be successful.
Stock investing involves risk including loss of principal.
Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline
as interest rates rise and bonds are subject to availability and change in price.
International investing involves special risks such as currency fluctuation and political instability
and may not be suitable for all investors.
There is no guarantee that a diversified portfolio will enhance overall returns or outperform a nondiversified portfolio. Diversification does not protect against market risk.
Price-to-earnings (P/E) ratio is a measure of the price paid for a share relative to the annual net
income or profit earned by the firm per share. It is a financial ratio used for valuation: a higher PE
ratio means that investors are paying more for each unit of net income, so the stock is more expensive compared to one with lower PE ratio.
Forward Price To Earnings is price divided by consensus analyst estimates of earnings per share for
the next 12 months. While the earnings used are just an estimate and are not as reliable as current
earnings data, there is still benefit in estimated P/E analysis.
Past performance is no guarantee of future results. All indices are unmanaged and may not be
investing in directly.
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