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Good morning EFG Family & Friends,
 
Hope your week is off to a good start.
 
We’re writing to you in February, after an exceptionally strong January recovered much of the
decline in market value we observed in our portfolios over the final three months of 2018. What
great timing we have! Downward moves of the magnitude we experienced from late September
through December may compel us to ask questions. Do we need to make any changes? What’s going
to happen next? It’s human nature. And admittedly, making predictions is fun, but we try to limit our
exercises in prediction to realms of little consequence (e.g. Who will New England play in the Super
Bowl next year?). When it comes to our hard-earned savings and the livelihood of our families
however, errant predictions may have unacceptable consequences. So you won’t hear us talk about
making wholesale changes or “bets” with your portfolios and planning, only educated guesses that
acknowledge the limitations of predictive powers when it comes to the unknowable future.
 
With the decade drawing to a close, as we think ahead to the 2020’s, we do have some concerns.
Not about our investment philosophy, but about the state of the world from a financial perspective.
Debt levels, particularly among governments and corporations, are quite high in both relative (to
historical averages) and absolute terms. While we’re naturally optimists, we can’t help but wonder if
the global financial system is somehow more fragile as a result of extreme debt levels. Being in
Illinois, perhaps the saliency of debt influences us more than most, but the data is clear:
governments and corporations appeared to use a decade of sustained low interest rates to borrow
ever more money at low costs, even during a period of economic expansion when we might expect
debt levels to shrink.
 
With our chief concern established, our Firm’s mission for 2019 in preparation for the decade ahead
is to assemble a collection of strategies with the potential to protect your portfolios from fragility.
Frankly, we hope we’re wrong about debt levels being problematic. Or, if we’re right, we hope the
world experiences a positive black swan, perhaps from the biotech/healthcare world, which is the
source of so many of our financial woes. But as it’s often said, hope is not strategy. Below, we
compiled a brief description of the tools in our risk management toolbelt. Expect more to come in
the future.
 

1. Diversification is time-tested and perhaps the most commonly deployed risk management
approach in investing. Diversification to us means owning a broad range of stocks and bonds
of various shapes and sizes from around the globe. Objectively, diversification hasn’t
“worked” in a while if we define “working” as beating the S&P 500 (Large US Stocks) over a
period of years. The last time diversification truly “worked” by this definition was from about
2002 to 2007. As an advisor and a human being, it’s been a bit frustrating. We draw our
resolve from the knowledge that we’re doing the right thing, which is not always the easy
thing. To chase the returns of the S&P 500, particularly now after a long period of S&P 500
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dominance, is risky in our view.
 

2. Hedged Equity is not a new concept, but will be new to many of you. While we’ll share more
details in the future, the short version is that we continue to use index-tracking exchange
traded funds (ETFs) as the core of our portfolios, but we use call and put options in
combination to establish guardrails, limiting downside in exchange for capping gains. Our
anticipated availability date for our Hedged Equity strategies is May 2019. For account sizes of
$250,000 or more, we plan to be able to execute these strategies within investment accounts
held at each Charles Schwab and TD Ameritrade (TD is proving a bit more accommodative of
our requests at the moment). For account sizes less than $250,000, there are similar
arrangements available through each Lincoln Financial and Jackson National, among others,
which we can consider on an individual basis.

 
3. Bonds are loans made by us as investors to companies and governments in exchange for

interest payments and the return of our principal at maturity. Bonds tend to demonstrate less
variability than stocks because the return stream is predefined in the absence of default.
However, bonds are the embodiment of debt, and as such, provide direct exposure to the
very issue (i.e. debt levels) about which we are most concerned. So we will generally favor
bonds of high credit quality and shorter maturity.

 
4. Pensions, Social Security, and Annuities are income streams not directly dependent on stock

and bond market returns. These are not perfect solutions in that they involve costs and
tradeoffs, but they can provide peace of mind that is valuable to many investors.

 
We’ve already met or spoken with many of you in the new year or are scheduled to speak with you
in the weeks and months ahead. Expect to hear us talk about these themes. Think about how you
feel in the context of your own personal circumstances and objectives. And know that we’re here to
help as you consider these important decisions.
 
KP
 
 
Please let us know if we can be of additional service.
 
Best,
 
Kevin J. Prendergast, CFA, CFP®
Vice President, Chief Operating Officer
EFG Advisors
1051 Perimeter Drive, Suite 1125
Schaumburg, IL 60173
847.413.8545 PH
847.413.9039 FX
kevin@teamefg.com
www.teamefg.com

mailto:kevin@teamefg.com
http://www.teamefg.com/


 
 

Securities offered through Valmark Securities, Inc. Member FINRA, SIPC
Investment Advisory Services offered through Valmark Advisers, Inc. a SEC Registered Investment

Advisor
130 Springside Drive, Suite 300 Akron, Ohio 44333-2431 1-800-765-5201

EFG Advisors is a separate entity from Valmark Securities, Inc. and Valmark Advisers, Inc.
The information contained in this email message is intended only for the use of the addressee.  If
you are not the intended recipient, any use, copying, disclosure, dissemination, or distribution is
strictly prohibited.  If you are not the intended recipient, please notify the sender immediately by
return email, delete this communication, and destroy all copies and attachments.  Please do not

submit any securities buy or sell order instructions by voicemail, email, or fax.
Any hypothetical investment performance data or examples contained within this document are
included for illustrative purposes only, not as a representation of past or future results. Actual results
will vary from those illustrated.
 
The information herein is reflective of rules and regulations as of the date of publication. This
material has been prepared for informational purposes only, and is not intended to provide, and
should not be relied on for, tax, legal, or accounting advice. You should consult your own tax, legal
and accounting advisers before engaging in any transaction.
 

The material contained in the commentary is for informational purposes only and is not intended to
provide specific advice or recommendations for any individual nor does it take into account the

particular investment objectives, financial situation or needs of individual investors. The information
provided has been derived from sources believed to be reliable, but is not guaranteed as to the
accuracy and does not purport to be a complete analysis of the material discussed. It does not

constitute an offer or a solicitation of an offer to buy any securities, products or services mentioned.
The opinions expressed do not necessarily reflect those of the author and are subject to change

without notice. Past performance is not indicative of future results.
 


