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Although a lot of other stories grab the headlines on a daily basis, the biggest change in 

the financial markets in 2019 has been the Federal Reserve’s decision to stop raising    

interest rates…and to hint quite strongly that they are prepared to cut rates if there are 

signs of further weaknesses in the major economic reports. 

As a result, the stock market has rallied, with the first 6 months of 2019 being the best 

start to a calendar year since 1997. Pushing back against the tailwind created by the 
Fed’s decision until recently has been the uncertainty and fear caused by trade wars and 

tariffs the U.S. has imposed or threatened to impose on other countries, most notably 
China. After the G20 meeting, the U.S. and China announced a temporary truce and 

agreed to resume negotiations: with the U.S. holding off on further tariff increases. The 
stock market has responded by inching higher to all-time highs.   

The current economic expansion which began with the end of the Great Recession is now 

over 10 years old… What is next? Did we just hit a soft spot in a what will be a            
decades-long expansion or are we in the late stages of this economic cycle? We continue 
to believe it is prudent to continue to gradually reduce the risk in both the stock and bond 

allocations in your portfolio. The Fed’s decision to turn dovish has likely extended the  

current cycle and therefore we have adjusted our target allocation plans accordingly.   

Legendary investor Benjamin Graham famously said, “ The intelligent investor is a    

realist who sells to optimists and buys from pessimists.”  

Optimists will insist that the tax cuts, deregulation, low interest rates, and low            

unemployment will reward risk takers in much the same way they did over the last     
decade.   

Pessimists will point to rising corporate and government debt levels, the uncertainty and 

economic pain created by the trade wars, and the 2020 Presidential election. 

Our view as realists is that neither side is completely right and we should continue to 

check our ego at the dock and prepare for rougher seas without trimming the sails too far. 

None of us will know exactly when the next recession or major correction hits and the 
fundamentals still point to further economic growth-which should lead to gains in the    



financial markets. However, the pessimists have some valid points and you have hired us 

to both grow and protect your treasure. Therefore, our focus now and over the next year 

will be primarily on the following protection strategies designed to “recession-proof” your 

portfolio as much as possible without eliminating the potential for continued growth.   

Bonds 

If there is a bubble in the financial markets it just might be in low credit quality corporate 

bonds. Many companies have built their growth strategy around borrowing money to fuel 
their stock buybacks, acquisitions and, in some cases, even their dividends. If the      

economy slows too quickly, many of these companies will be exposed as being too 
overleveraged with what was considered cheap debt during the expansion. Our strategy is 
to continue to reduce your allocation to lower-rated bonds in favor of high quality         

corporate, government and municipal bonds. We are also lengthening the average         
maturities in light of the dovish Fed position on interest rates. 

Stocks 

Our strategy with stocks is built around the following themes: 

 Increase the average size of the companies you own 

 Increase the dividend yield 

 Emphasize companies and industries which historically outperform during recessions 

 Remain underweighted to companies headquartered outside the U.S. 

 “X-ray” your actively managed mutual funds to ensure they are staying diversified and 

sticking to their investment style 

 Reduce fund/ ETF and transaction costs 

 Increase the tax efficiency in your non-retirement accounts 
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Overall Target Allocation  

For the past decade, we have been close to our upper limits on our allocation to:  

 Stocks vs. bonds  

 Small cap stocks vs. large cap stocks 

 Growth vs. value stocks 

In short, we have been playing more offense than defense. With the moves we will be  
making this quarter, we will have returned very close to what we consider our normal  

long-term target allocations for each investment objective. A more equally weighted      
consideration given to both the pessimists and optimists. 

The most important objective is that we provide you with long term returns which allow 

your family or institution to realize your financial dreams. That requires us to keep our 
eyes on the horizon looking for both storms and opportunities…but most importantly to 

resist any short term urge to go sit anchored in the harbor. Your portfolio is built to   
withstand choppy seas and strong winds…and your captain and crew have the experience 

and training to navigate through the fiercest of storms. 

It is increasingly becoming our privilege to serve multiple generations of your family. We 
even have accounts now for great-great grandchildren! Please contact Bert, me or any 
member of our crew if we can be of service. 

Sincerely, 

Brian Bernatchez, CFP® 

Managing Director 

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  
in-tended to provide specific advice or recommendations for any individual. Securities and Advisory Services offered 

through LPL Financial.  A Registered Investment Advisor Member FINRA/SIPC 
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