
QUARTERLY MARKET COMMENTARY

A new decade has dawned and we mean that 
literally.  Welcome to the roaring 20’s.  Are 
roars actually a good thing or a bad thing?  Do 

bulls roar along with bears?  Only time will tell.

The markets cooperated in dramatic fashion in 
the last year of the “twenty-teens”.  All major asset 
classes including stocks, bonds, and hard assets 
– such as gold and real estate – saw their prices
appreciate in the year that just was.  Rising tides
truly do lift all boats, but remember that when the
tide recedes, that
is when we truly
find out who’s been
swimming naked.
Looking through a
slightly longer term
lens over the last
two years – which
is still far far far
too short of a time
horizon for all but
the most seasonal
of insects that
die with the first
breeze of winter –
investment returns
are more consistent
with long-term
averages.  Yes,
2019 was a strong
year for markets in
general, but 2018
was the worst year for stocks since the global
financial crisis of 2008.

The only disastrous decision was to respond 
emotionally to the volatility of late 2018, as 
unfortunately many investors did.  There were 
plenty of scary headlines with geo-political 
uncertainties – such as trade wars.  And the 
market had its worst December performance since 
1931 as stocks bottomed almost 20% below their 
highs.  During moments like these, we all need 
to realize that volatility is the price of admittance 
to participate in the markets.  While unpleasant 

emotionally, well-embraced 
volatility has been additive to 
investment returns over the 
long-term.  For retirement 
plan investors, downside 
volatility allows your recurring 
contributions to buy more.  If 
the markets are down 20%, 
and you make a bi-weekly 
contribution, that contribution 
just bought you 20% more.  
Who doesn’t like buying things 

on sale?  Keep calm and carry-on down the path to 
retirement that’s appropriate for you – regardless 
of how Mr. Market is reacting at the moment.  
For portfolios our investment team managed 
discretionarily, we made adjustments to exploit a 
perceived opportunity.  As mentioned earlier, in 
late 2018, markets were reacting as negatively as 
they had since the great depression of the 1930’s 
when unemployment reached 25% and bad dudes 
like Hitler and Stalin were committing their crimes 
against humanity.  The economic conditions of late 

2018 – in a good way, 
thank goodness - 
could not have been 
more different than 
the last time we 
saw this type of late 
year volatility.  Our 
internal investment 
committee 
determined that 
an opportunity had 
presented itself to 
add exposure to risk-
assets in late 2018.  
This determination 
was based upon 
economic indicators 
signaling no 
imminent collapse 
as the fundamentals 
remained strong 
(more on overall 

market conditions moving forward later).  
Additions to equities on a risk-adjusted basis 
across our strategies commenced, and as markets 
recuperated, we deactivated this tactical trade 
mid-year 2019.  Did we leave some additional gain 
potential on the table?  Absolutely, but that is also 
perfectly fine.  Our tactical trade had achieved its 
objective and we were unwilling to get greedy, just 
as we were unwilling to be fearful in late 2018.  
Moving forward, our next likely move will be to 
reduce equity exposure further; not because we 
foresee an economic collapse (we don’t), or can 
foretell pending market volatility (we can’t).  Rather 
we will be making further profit-taking adjustments 
as part of our never-ending process of undertaking 
prudent portfolio management decisions on behalf 
of all discretionarily managed clients.  Please 
don’t mistake our cautious tone as we are tickled 
pink over the performance of markets in 2019.  
However, instead of the traditional Wall Street 
back-patting when markets happen to cooperate, 
lets undertake a far healthier exercise.  Put a 
negative sign in front of your returns for 2019.  If 
that potential loss feels like something that you 
would not be able to stomach, changes should 
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be made now.  Risk-reductions should only be 
considered (or more appropriately optimized 
for your unique needs and circumstances) when 
the market skies are sunny like they are at the 
moment.  Wading out to reduce risk in the midst of 
a raging financial storm is a dangerous proposition 
and has never been a prudent (or profitable) course 
of action.

Moving forward, we continue to be overweight 
to U.S. based investments on the aggressive side 
of our portfolios while maintaining a low-risk 
profile on the conservative side of the ledger.  This 
positioning is primarily due to the fundamentals 
looking stronger in the domestic economy 
compared to the rest of the developed world. With 
interest rates being so low globally, the excessive 
risk associated with bonds is not justified by the 
potential returns even though bonds serve a key 
purpose for any well-diversified portfolio as a 

“shock-absorber” when the stock market goes 
cuckoo.  For example, in that crazy December of 
2018 we referenced when stocks were down 13.5%, 
bonds were positive by 4.5%.   Our focus on U.S. 
investments is centered on the strength of the 
American consumer at the moment.  Consumer 
spending makes up nearly 75% of our $22 trillion 
domestic economy.  The current spending habits 
of the American public can best be described as 
cautiously well-calibrated.  Specifically, Americans 
are spending, but we’re not spending recklessly like 
some drunken sailor on shore-leave.  Households 
continue to consume but are running household 
debt ratios – simply put as how much a household 
owes in debt versus how much it generates in 
earnings – at the lowest levels since the 1970’s.  
This is exactly why the economy has hauntingly 
grinded along at slow but steady growth rates 
of approximately 2%.  Furthermore, this type of 
temperance is exactly why it can continue to grind 
on longer.  Plenty of uncertainties have manifested 
themselves over the last decade of growth, but 
they have all lacked the ability to swamp us due 
to these well-positioned debt to income ratios.  
Good news continues to present itself in the jobs 
market preserving this phenomenon further.  As 
graphed, the jobs market is historically strong 
with employers adding to payrolls for over 110 

consecutive months, which is by far and away the 
longest in our great nation’s history.  There are 
over 1 million more available jobs in the economy 
than unemployed Americans looking for work 
now.  Hopefully, the rent-free landlords (aka 
parents) have stopped reading by this point or 
the gig may be up for many basement dwelling 
and jobless boomerang adult children.  One key 
missing element of this strong jobs market over 
the last decade has been wage growth.  Essentially, 
anybody could find a job in America, but nobody 
could find a pay raise.  As graphed to the left, 
wages for the bottom quartile of workers have 
now started to accelerate at a higher rate.  This is 
not some political plug as we’ll all get too much 
of that in this pending season of elections, plus 
politics has no place within prudent portfolio 
management.  The point is that as wages rise for 
lower-income workers, this additional income gets 
recycled in to the economy at a much quicker pace 

to boost the economy.  High-income earners spend 
approximately 80% of their earnings on goods and 
services while low-income workers spend over 
103% of their income.  Thus, the entire economy 
benefits from additional disposable income in 
the hands of these lower income workers to help 
maintain a robust consumer base.   

We are drawing to the close of a prolific decade 
for the financial markets. Hot off the heels of the 
largest global recession in 80 years, investors 
who stayed the course have been rewarded.  Still, 
many remain scarred by the financial crisis. Add 
in the long list of today’s uncertainties, amplified 
by our 21st century soundbite-driven world, and 
it’s no surprise that some investors are fearful of 
what lies ahead.  As is often the case, the reality 
lies in the middle. No, investors shouldn’t expect 
another historic decade, but they shouldn’t expect 
disaster either. Every worry is not insurmountable, 
and it is our job as your investment partner to cut 
through the noise to focus on what really matters.  
As we enter the fifth decade our organization has 
tried diligently to assist in the financial lives of our 
clients, we want to thank you for your continued 
trust, confidence, and support in our investment 
process, long-term strategy and constant vigilance.  


