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“An Active and Enlightening Quarter”
As the markets continue to chug along, this particular bull 
market will go down in history as one of the largest and 
longest economic expansions in U.S. history. As I’ve said 
many times over the last several years, the economy 
is hitting on all cylinders and there has been little reason 
to not participate. We are positioning our advisory 
portfolios to potentially capture as much upside as we 
feel your risk tolerance can handle while also keeping the 
downside in mind. 

Over the past quarter, Alex and I attended three separate 
investment related conferences and I’ll highlight some of 
the findings from each below.

Berkshire Hathaway Annual Shareholder Meeting in 
Omaha, NE.  I finally fulfilled a bucket list item to see 
Warren Buffet and Charlie Munger present live. This was 
one of the most insightful investment presentations I’ve 
ever attended. During this meeting, Warren provided 
some good food for thought, “You don’t have to retire to 
enjoy your life, especially if you love what you do.”

• On the Markets:  Warren and Charlie said that if 
you are worried about the markets and where they 
may be headed over the short term, think longer 
term. When you buy a house, you’re not thinking of 
paying it off in the first month, the first year, or even 
the first few years. The same long-term planning 
should be applied to investing in stocks as they 
rarely make money instantly. But over time good 
companies should continue to grow. Don’t try to 
time the market, just invest long-term.
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“How many millionaires do you know who 
have become wealthy by investing in savings 

accounts? I rest my case.” 

           Robert G. Allen

MARKETUPDATE

• On investing in general: Warren said he would 
rather invest in high-quality companies trading at 
a discount to the market for the next 10-years than 
own a 10-year treasury bond or gold. He compared 
a $10,000 investment in the S&P 500 back in 1942, 
to an equal investment in gold, and found that 
the investment in the S&P 500 would be worth 
approximately $51 million today, versus the gold 
at $400,000. He simply said that gold is for fear 
mongers and that gold does not produce anything. 
He’d rather buy a farm and raise livestock or plant 
crops, which in-turn could be sold to make a profit 
over time.

• On the future of health insurance:  Warren’s 
vision for healthcare is to find ways to lower costs for 
employers. Berkshire Hathaway is partnering with 
Jamie Diamond from JP Morgan Chase and Jeff Bezos 
from Amazon to create a medical insurance company 
headquartered in the Boston area which will be “free 
from profit-making incentives and constraints”.

• On Politics:  Warren said, “We always forget how 
bad our past elected officials were. We’ve always had 
bad elected officials. We’ve also always found things 
to invest in during these times”.

Raymond James Investment conference in Washington, 
D.C.  What an interesting time to be around the Capitol. 
The highlight of this conference was the opportunity to 
hear the insightful words of former Defense Secretary 
Robert Gates. Little did I know that Mr. Gates served our 
country under nine U.S. Presidents and was recruited by 
the CIA directly out of college in 1966.
Mr. Gates believes the United States’ three biggest threats 
are China, Iran, and North Korea. When it comes to 
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politics, he commented that so much changed over the 
50-years he served our country and feels that much of 
the friction has to do with the speed at which we hear the 
news. News, that in the past, we may have never heard 
about. This constant show of force by the media has caused 
most politicians to act in a different manner than before. 
In D.C. there are now very few after hours negotiations 
over a meal with anyone from the other party. He feels 
that D.C., along with the rest of America, spends too much 
time listening and watching the stations that speak only 
to their own belief system and will rarely tune in to the 
other side. This has hurt our country’s progress for the last 
couple of decades.

When asked why he finally decided to retire, he said,  
“I wanted to dance off of the stage and not be wheeled  
off the stage like most of Washington. The lack of term 
limits for Congress is one of the most ridiculous laws we 
have in the US and it holds back our country’s ability for 
positive growth”. 

Excell 2018 Financial Advisor Conference.
This group gathers many of the top financial advisors 
in the industry, from a wide variety of firms each year 
to discuss industry changes, challenges, and investment 
theory. We had the opportunity to hear some of 
the brightest minds in the investment industry, but 
more importantly, we were exposed to some amazing 
technology and forward-thinking individuals. These 
included Netflix founder, Marc Randolph; Howard 
Tullman, who is known as an American serial 
entrepreneur and venture capitalist; and former Navy Seal, 
David Goggins, now considered the Fittest Man in the 
World. If you’re ever down in the dumps, google David 
Goggins’ story and enjoy the rest of your day. 

Marc Randolph & Howard Tullman are visionaries. They 
spoke about what they believe to be the fastest growing 
areas in technology: (AI) “Artificial Intelligence”, Big 
Data, and (IOT) “Internet of Things”. They also gave 
many pointers on what it takes to become a successful 
entrepreneur or business owner: 

1. You must have a tolerance for risk in order to 
 be successful

2. You must have many ideas, not one or two

3. You must be persistent and optimistic

4. You must be able to look for pain, identify the root 
 cause, and find a solution to eliminate that pain.

Passive Investing -versus- 
Active Investment Management 
Passive investing is essentially the art of mirroring or 
matching the holdings and performance of a chosen index.  
Index funds may be all the rave today, but this is not a new 
product. Vanguard founder, John Bogle, introduced this 
concept back in the 1970’s. Today, there are more index 
ETF’s (exchange traded funds) and index mutual funds 
than there are stocks on the NYSE.

Active investing, on the other hand, involves a more 
research driven approach and is typically led by an 
individual fund manager, co-managers, or even a team 
of managers making decisions on what securities to own 
at any given time. They are constantly “on the ground” 
researching specific investments and attempting to identify 
both areas of risk and opportunity in the market.  Also, 
if the managers feel the economy or markets are getting 
ahead of themselves an active manager may raise cash to 
put to use when the markets offer better opportunities or 
to simply try and protect a portfolio from going down as 
much as the index in a bear market environment.

In a passive investment you are always invested in a 
manner that matches a chosen index, providing both 100% 
of the gains, but also 100% of the declines.

Proponents of passive investing argue that after fees 
the “average” active fund manager can’t beat the index. 
Additionally, with the long steady growth we have seen 
in the markets many passive investments have done very 
well. But now a “herd mentality” is developing whereby 
folks believe that “everyone else” is investing in indexes 
and therefore I too must join the crowd. We don’t believe 
in “following the crowd”.

DID YOU KNOW?
The “average” UNC – Chapel Hill 
geography graduate earns over  
$1 million more in lifetime  
income than those that graduate 
with a geography degree from 
another school?

It’s true! But only because UNC’s 
geography major, Michael Jordan, 
made a lot more than “average”  
in his basketball career.
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Our View in the Active versus Passive Discussion
So where does Stonegate stand on this question?  Let us 
start by looking at the facts in a slightly different way.

This chart from Neuberger Berman illustrates that by 
removing the bottom performing quartile of all mutual 
funds (essentially removing the 25% of mutual funds 
that performed the worst), the funds performing in the 
top three quartiles are much more likely to beat their 
respective benchmarks over a 10-year period. The yellow 
bars represent the percentage of times the top three quartile 
funds beat their benchmark versus the blue bar which 
represents all active managed funds. The funds performing 
in the top three quartiles outperform their respective 
benchmarks 58% to 100% of the time during 10-year 
rolling averages, since January 1997. This is especially true 
when looking at small cap, international, and world stock 
market indexes. This really illustrates a different way to 
look at the argument that the “average” active mutual fund 
can’t beat the index.  Just like Michael Jordan skews the 
income average for all UNC geography graduates with his 
wildly successful NBA career, the worst performing active 
mutual funds can have a similar effect by dragging down 
the average.

Our goal is to be better than “average”. Part of our 
investment process involves researching investment options  
to avoid the bottom quartile of investments, while also 
finding investments we think can be among the strongest 
performers going forward. We use at least three additional 
filters when screening our mutual fund investments:

• Low fees
• High portfolio manager ownership – preferably

$1 million or more of their own personal 
money invested in the fund they are  
managing, we often refer to this as having  
“skin in the game”

• Low downside capture –resilience or lower 
drawdown during prior bear markets 

As the graph above from American Funds illustrates, when 
you utilize these extra research filters (Low costs, high 
manager ownership, and low downside capture), active 
managers can, and have, beat the indexes over time. When 
you perform in the upper left-hand quadrant of the chart, 
you are outperforming the benchmark and most other 
funds, while taking on less risk to achieve those results.

At Stonegate Financial, we believe that passive investments 
can serve a purpose in portfolios, especially when blended 
with active mutual funds or individual stocks.  However, 
we don’t believe in investing 100% of your portfolio in 
an index, which by design will always match the chosen 
benchmark less any fees.  Instead, we intentionally use 
passive investments for exposure to certain areas of the 
market where active managers have typically been less 
successful.  On the other hand, we utilize only high 
quality active management in parts of the portfolio 
where active management historically has outperformed, 
using fund managers we feel strongly can continue to 
outperform over time.

The “Dark” Side of Passive Investing?
The President of Invesco, Marty Flanagan, recently 
warned “Investors are building up risk by blindly pouring 
money into indices. Too many people have created their 
total portfolios with cap-weighted indexes thinking they 
are safe and cheap. The reality is they are turning more 
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established foreign markets. There is no assurance any of the trends mentioned will continue in the future. Investing involves 
risk and investors may incur a profit or a loss, including the loss of all principal. 

Sector investments are companies engaged in business related to a specific sector. They are subject to fierce competition and 
their products and services may be subject to rapid obsolescence. There are additional risks associated with investing in an 
individual sector, including limited diversification.

The prominent underlying risk of using Bitcoin as a medium of exchange is that it is not authorized or regulated by any central 
bank. Bitcoin issuers are not registered with the SEC, and the bitcoin marketplace is currently unregulated. Securities that 
have been classified as Bitcoin related cannot be purchased or deposited in Raymond James client accounts.
Stonegate Financial is not a registered broker/dealer, and is independent of Raymond James Financial 
Services. Investment Advisory Services are offered through Raymond James Financial Services Advisors, 
Inc. Securities offered through Raymond James Financial Services, Inc., Member FINRA/SIPC
Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL 
PLANNER™, CFP® (with plaque design) and CFP® (with flame design) in the U.S., which it awards to individuals  
who successfully complete CFP Board’s initial and ongoing certification requirements.

The Forbes ranking of Best-In-State Wealth Advisors, developed by SHOOK Research is based on an
algorithm of qualitative criteria and quantitative data. Those advisors that are considered have a minimum of 7 years of 
experience, and the algorithm weighs factors like revenue trends, AUM, compliance records, industry experience and those 
that encompass best practices in their practices and approach to working with clients. Portfolio performance is not a criteria 
due to varying client objectives and lack of audited data. Out of 21,138 advisors nominated by their firms, 2,213 received the 
award. This ranking is not indicative of advisor’s future performance, is not an endorsement, and may not be representative of 
individual clients’ experience. Neither Raymond James nor any of its Financial Advisors or RIA firms pay a fee in exchange for 
this award/rating. Raymond James is not affiliated with Forbes or Shook Research, LLC.

204 Towne Village Drive
Cary, NC 27513
919-460-4688
www.SGFNC.com

Index performance is shown for illustrative purposes only and does not reflect the deductions of fees, trading costs or other 
expenses, which will affect actual investment performance. You cannot invest directly in any index. Individual results may 
vary. Past performance is not a guarantee of future results.

Opinions expressed are those of Stonegate Financial and are not necessarily those of Raymond James. All opinions are 
as of this date and are subject to change without notice. This information has been obtained from sources considered to 
be reliable, but we do not guarantee that the foregoing material is accurate or complete. Any information is not a complete 
summary or statement of all available data necessary for making an investment decision and does not constitute a 
recommendation. Investments mentioned may not be suitable for all investors.

The DJIA index covers 30 major NYSE industrial companies. The NASDAQ represents 4500 stocks traded over the counter. 
The S&P 500 is a broad based measurement of performance of 500 widely held common stocks. The Barclays Aggregate 
Bond Index is diversified index measuring approximately 6,000 investment grade, fixed rate taxable securities. The MSCI 
EAFE index is designed to measure the equity market performance of developed markets excluding the US & Canada. 

International investing involves additional risks such as currency fluctuations, differing financial and accounting standards, 
and possible political and economic instability. Also, investing in emerging markets can be riskier than investing in well-

and more into momentum plays. You are ending up 
with a disproportionate amount of your portfolio in the 
biggest stocks.” 

This comment from Marty reminds me of a very dismal 
morning for ETFs, which are most commonly passive ETFs. 
It was the morning of August 24, 2015 when a confluence 
of problems led to a very illiquid and volatile ride for ETF 
investors that day. At the trough many ETFs had lost over 
24% of their value in only minutes, even though the S&P 
500 only declined 5.3% during this “flash crash”.

In Closing
At Stonegate Financial, we never strive to be an “average” 
investment advisory firm. We will do everything in our 
power to make our client’s experience and interactions 
with us better than they could have imagined. We work 
hand-in-hand with our clients throughout all their life 
transitions, whether it’s the birth of a new child, planning 
for college education, marriage, divorce, early and late 
stage retirement planning, buying that second home, 
or implementing retirement income strategies. We help 
clients plan for long-term care events and by building 
multi-generational relationships with their families, 
ensure that their legacy continues to live on after their 
passing. We take pride in personally knowing our clients 
to provide value above and beyond what a “robo advisor” 
offers while managing portfolios using active investment 
management strategies. 

AROUND THE OFFICE
We are so excited about the addition of Lauren Tompkins, 
CFP® to our team! She has very quickly learned how to 
navigate our internal systems and has jumped right in to 

work with many clients on their financial planning needs. 
She offers spot-on insights and solutions, and we love her 
positive energy which truly lights up the office. 

Speaking of brightening the office, we have plans to give 
our office a facelift this month! New colors and flooring 
will be the biggest changes, but while we are at it we will 
also add new work space providing flexibility for summer 
interns or additional staff. As we continue our strategic 
growth through our client referrals we’d like to offer a 
big “THANK YOU” to each of you who have referred a 
friend, colleague or family member to us this year. We’ve 
been super excited to meet the adult children of many of 
our clients, no matter what the stage of life, and help them 
begin the journey of smart financial planning. 

It is a real pleasure to see our Stonegate “Family” growing 
in so many ways! 

Before picture of the office


