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From the desk of...
Charles E. Dear, CFP ®, AIF ®, Advisor *
2019 First Half: “Playing for Keeps”
We are very pleased to report uncommonly strong portfolio results for the first half of 2019. Solid gains were achieved in both
defensive and risk assets, which is rare. Whether deserved or not, exceptional gains are always welcome and investors are in a
position of strength when asset values rise.
But this has not been a well-trusted rally, given the tug-of-war between perception and reality. The perception is that lower interest
rates will stimulate the economy, that multiple trade wars will successfully resolve, and that corporate earnings will continue to grow
at a pace that justify current valuations. The reality is declining economic activity, lower corporate earnings, and an inverted yield
curve-a condition that typically signals a recession.
Much of the recent market moving news has come out of the White House, which is notoriously fickle. But second quarter corporate
profit reports, including forward-looking statements, will fill in over the next few weeks to provide a much better sense as to what, if
any, adjustments should be made for the remainder of the year. Our inclination is to respect the declining fundamentals, with
corporate profits among the most important indicators. “Actual corporate profits for all corporations peaked in the third quarter of
2018, according to the GDP report, at $2.321 trillion,” said Ned Davis of Ned Davis Research. “They fell to $2.311 trillion in the
fourth quarter and fell to $2.252 trillion in the first quarter of 2019.” One might ask, how can the market be performing so well if
corporate profits are in decline? The answer is that operating earnings per share for the S&P 500 index have continued to climb as
a result of creative accounting and massive share buybacks – but this can only support stock prices for so long.
Last quarter we took this space to tell you that we had used the markets buoyancy to incrementally reduce portfolio risk - and we
have continued that process through the second quarter. Yet we remain fully invested as we believe that you can be defensive without
being out. We are not alone in this approach to the market. Over this past weekend Morgan Stanley’s Cross Asset team reduced its
equity allocation sighting global economic weakness and its belief that the equity market is not respecting the economic slowdown.
Also, in its last edition Barron’s points out that the large cap S&P 500 has gained 9.4% in the past 12 months while the S&P Small
Cap 600 has lost 8.4%. To us this indicates the economy is not working for everybody. Accordingly, we continue to increase fixed
income exposure, particularly global bonds, and trim aggressive momentum-style growth stock in favor of more stable and
steady-cash flow blue chip names.
As investors we work through volatility and market weakness by emphasizing income with which to reinvest and dollar cost
average, quality growth with companies that innovate their way through challenges, and international diversification. As always,
do not hesitate to contact Charlie if you need specific information, advice, or your economic circumstances have changed.
The habit of saving is itself an education;
it fosters every virtue, teaches self-denial,
cultivates the sense of order,
trains to forethought, and so broadens the mind.
--T.T. Munger

These are the opinions of Charles Dear and not necessarily those of Cambridge, are for informational purposes only, and should not be construed or acted
upon as individualized investment advice. Indices mentioned are unmanaged and cannot be invested into directly. Past performance is not a guarantee of
future results.

* Disclaimer: Registered Representative, Securities offered through Cambridge Investment Research, Inc., a Broker/Dealer, Member FINRA/SIPC. Investment Advisor
Representative, Cambridge Investment Research Advisors, Inc., a Registered Investment Advisor. Riverside Financial Group & Cambridge are not affiliated.

From the desk of...

COLLEGE

David Callahan

JUST AHEAD

The College Experience: Value Over Brand
The recent and well-covered college admission scandal sheds a bright light on what seems to be a persistent misalignment of priorities
in the college selection process, and an inappropriate emphasis on the admission itself. After all, parents feel obliged to save and pay
burdensome sums of money to allow their children to experience “the best four years of their lives.” So, what should parents hope to
buy for their tuition dollars, and what steps can the student take to unlock the best possible value?
We believe and suggest that an emphasis on the “return on investment” is more impactful than “brand name”, and that a higher ROI
can be achieved by focusing on the pursuit of experiences which will create the most value for your student’s future. We also believe
that parents can help their student build momentum and improve focus long before the applications and essays are due.
Here are a few tips to help improve your college value proposition:

Parent: During High School
• Have your student read books that emphasize achievement, such as The Boys in the Boat or Notorious RBG.
• Arrange informal get-togethers with friends or colleagues who can share their career passions.
• Travel with your student to see their subjects of interest “in action”.

Student: During College
• Attend seminars, visit office hours, and participate in projects with influential professors, particularly those with connections
to private industry or internship offerings.
• Attend programming from guest speakers and follow-up via email for advice and with indications of interest.
• Write, write, and write – look to publish in campus papers and journals.
• Make study abroad more than a vacation.
• Leave room for classes that expand your field of vision.
• Participate in extracurricular events; clubs, organizations, honor societies. Through these experiences you may build
friendships and contacts that serve you well in the future.
All major colleges, within and outside the U.S., are elite in one way or another. The best value for your tuition dollars will be
achieved by maximizing the best resources of whichever school you choose; through a co-equal emphasis on academic inspiration &
achievement, peer & faculty relationships, and breadth of exposure to the rest of the world.
The chart below shows tuition inflation for years 2007-2018.

Type of College or Degree Program

Rate of Increase in Cost
of Attendance

Rate of Increase in
Tuition and Fees

Rate of Increase in
Net Price

Overall

5.2%

5.8%

4.5%

Public

5.0%

6.0%

4.3%

4-year

4.6%

5.7%

4.0%

2-year

5.3%

6.1%

4.5%

Less-than-2-year

6.0%

11.2%

5.2%

Private Non-Profit

5.5%

5.8%

4.5%

4-year

5.4%

5.5%

4.4%

2-year

5.8%

7.7%

5.4%

Less-than-2-year

6.1%

8.7%

5.3%

4.3%

4.4%

4.0%

4-year

2.8%

3.9%

2.4%

2-year

4.9%

6.0%

4.9%

Less-than-2-year

Private For-Profit

4.8%

5.2%

4.5%

Certificate

5.5%

6.7%

5.2%

Associate’s Degree

5.4%

6.5%

4.7%

Bachelor’s Degree

4.7%

5.3%

4.0%
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From the desk of...
Steve Worth
Catch 22
Netflix has recently introduced a show called “Catch 22”. Its focus is on a disillusioned Army Air Corp bombardier who tries to
convince the Army doctor he needs a discharge because he has become mentally ill. The doctor responds, “If you are asking for a
discharge, it’s proof you are sane, and I can’t discharge you based on mental incompetence. And if you don’t ask for a discharge, I
cannot discharge you because you didn’t ask. It’s a Catch 22.” To some lesser degree this is where the Federal Reserve and securities
markets are, in a Catch 22, relying on easy money policies to keep life normalized, even though this approach comes with some risk.
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This chart was published by Macrotrends and plots the
10 Year US Treasury Bond Yield from 1962 to the present.
It offers a visual of how low interest rates are relative to
any other time in our investing lifetimes. Interest rates are
the cost of money. I will buy a dollar from you today with
the promise to pay you back plus interest. When global
interest rates are as low as they have been, it means there
is more money out there than people would normally want
to buy given their expectation of future economic growth.
This flood of money inflates the nominal value of assets.
Since a dollar is worth less, your house, car, education,
and stocks demand a higher number of dollars to equal
their intrinsic value. As such, the equity and bond markets
are depending on central banks across the world to keep
the supply of money high in order to not disturb current
asset valuations. Further, we can’t reduce the supply of
easy money because securities will reprice. We got a taste
of that in December of 2018 and we don’t know anyone
who liked it.

So, what is so wrong with low interest rates? In our opinion they make the path to success very narrow. The low rate environment
forces investors to look to equities for income generation, and this (if sustained) creates price inflation and asset bubbles. Thus, the
Fed needs to be very careful. The path we hope to walk keeps enough easy money in place until a steady level of real economic
growth returns. In this perfect Fed world, the supply and demand for money eventually normalizes with higher prices for money
(interest rates) and no significant drop in current asset values. Unlike Netflix’s bombardier, there is a way out for us, yet at times it
does not seem quite as probable as we would like.
As an investor, how does one deal with this slippery path to success? The good news is there have been many times when investing
through a period of regime change and volatility has paid off for the long-term. We don’t know of any investor still complaining
about the Apple they bought in May 2008 at $27.46 (split adjusted), or the S&P 500 Index ETF at $142 right before the global
financial debacle. By continuing to invest in companies that are creating income and using that income to benefit shareholders, our
investments will grow and prosper over time. While it is important to be discerning about your investments, it is just as important to
stay invested and follow Warren Buffet’s observation, “The rich invest in time, the poor invest in money.”

