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The SECURE Act Affects You!
THE FIRST MAJOR RETIREMENT LEGISLATION SINCE 2006
MAUREEN MATAMOROS, CFP®, MSM, Senior Financial Planning Advisor
The Setting Every Community Up for Retirement Enhancement (SECURE) Act was signed into law on
December 20, 2019, and took effect January 1 of this year. It’s the first major retirement-planning legislation
enacted since 2006, and contains a number of provisions that you and your family will welcome. In addition,
the Act may require you to take some immediate action!
In total, SECURE implements over 25 new retirement planning rules. Here we summarize some of the more
important changes, and what they mean for you:

RMD Start Date Word has spread quickly about the welcomed change the SECURE Act has made to the
start-date for taxpayers’ Required Minimum Distributions (RMDs) from their tax-advantaged retirement
savings accounts. For those of us who did not attain age 70.5 by the end of 2019, the mandatory start for
our annual RMDs has now been pushed back to age 72.
Stretch RMDs Perhaps the most impactful provision of the Act is one that will be a tax-generator for
the IRS. It eliminates “stretch RMD” provisions for many types of individuals who might inherit your
IRA, 401(k) or other tax-advantaged retirement account.
Spouse-beneficiaries are not impacted by the change, and will still be able to stretch the RMDs from an
inherited plan over their own expected lifespan. The same is true for any beneficiary who is less than 10
years younger than you (think, your siblings). Plus, a disabled minor child who is your beneficiary is not
impacted by the new rule.
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However, most other beneficiaries (e.g. your children,
grandchildren, nieces/nephews, etc.), instead of calculating
RMDs over their own expected life spans, will now have
to fully liquidate an inherited tax-advantaged retirement
account by the end of the 10th year following the year in
which you, the original account owner, passed away. One
caveat to this provision is, if the beneficiary is the deceased
plan participant’s minor child, the 10-year countdown will not
begin until the child reaches age 18. It is also important to note
that there is no requirement that funds be taken out annually
over the ten year period. Instead, beneficiaries subject to the
10-year rule can wait until the last year and liquidate the inherited account in a lump sum. Regardless, the
10-year provision still means that many beneficiaries may find themselves with large RMD income during
their prime working years, which often coincide with their years of highest income-tax exposure.

IRA Contribution Years In another beneficial age-related provision, the SECURE Act permits taxpayers
who work past age 70.5 to continue contributing to their Traditional IRAs. Previously, such later-in-life
contributions were only allowed for employer-based plans (e.g. 401(k), 403(b)) and Roth IRA accounts. In
addition to more retirement savings, these extra years of contributions can also translate into additional
opportunities for taxpayers to execute back-door Roth conversions.
Charitable Distributions Although the start-date for RMDs has been pushed back to age 72, taxpayers
who donate to charity can still begin using QCDs (Qualified Charitable Distributions) from their retirement
accounts beginning at age 70.5. Charitable donations you make directly from your qualified retirement plan
can count towards your RMD amount, are not counted as income for you, and will not be subject to income
tax. The maximum allowable annual QCD amount remains at $100,000.1
Annuity Products The Insurance industry strongly supported the passage of SECURE due to another
important provision. The Act eases the way for annuities to be included as 401(k) investment options. On
the one hand, this can be a real positive for individuals at risk of outliving their accumulated retirement
savings. (Annuities provide a guaranteed lifetime income stream in exchange for an up-front investment of
funds.) However, there is a down side to the equation. The reason retirement-plan sponsors will be more
likely to include annuity products in their company plans, is that the SECURE Act removes or lessens a
number of the fiduciary requirements that sponsors previously faced – for fully vetting both the insurance
companies and their annuity products.
Stipends and Fellowships Under previous regulations, certain taxable non-tuition fellowship and stipend
payments were not treated as compensation for the purposes of calculating how much the IRS would allow
taxpayers to contribute to an IRA. The SECURE Act has eliminated those restrictions.
Small Employers Among the remaining provisions of the SECURE Act are two that will make it easier for
smaller employers to set up retirement plans for their employees:
 Section 101 of the bill allows multiple unrelated employers to join together to establish and offer
a pooled retirement plan.
 Section 106 introduces a new tax credit, of up to $500 per year for three years, for smaller
employers who establish new 401(k) and SIMPLE IRA plans that include automatic enrollment.
This is in addition to the plan start-up credit already available.

YOU SHOULD TAKE ACTION!
Given the significant changes enacted with the Secure Act, it is likely your Trust and Estate Planning
documents will need to be updated. We recommend you reach out to your attorney as soon as
possible, to review your plans.

1 Note

that for taxpayers who continue contributing to qualified retirement plans after attaining age 70.5, such contributions must
be netted against any qualifying charitable donations, to calculate their allowable non-taxable QCD. For example, if a working
taxpayer contributed $10,000 to a retirement plan at age 71 and another $7,000 at age 72 then, when making his/her first qualified
charitable donations of $30,000 from the account (say at age 75), the non-taxable “Net QCD” for that particular year would need
to be calculated as follows: Qualified Charitable Donations Made – Post 70.5 Plan Contributions Made = Net non-taxable QCD or
$30,000 - $17,000 = $13,000.
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PRESIDENTIAL ELECTION YEARS AND THE U.S. STOCK
MARKET CYCLE
CRAIG GIVENTER, CFA, Partner, Managing Director, Portfolio Manager
Warning: Even though this article is meant to be apolitical, depending upon your mood,
reading it may incite positive or negative feelings; but rarely both simultaneously!
There has been much financial industry and
academic research about the United States’
presidential election cycle and its ensuing impact
(and vice-versa) on the U.S. equity markets.
A fundamental question practitioners and
researchers have tried to address is: “How will
stock markets perform in a presidential election
year?” One of the more famous attempts at
addressing this question was the work done by
Yale Hirsch, author of the Stock Trader’s Almanac,
and creator of the “Presidential Election Cycle
Theory". Hirsch postulated that a new president’s
first year in office coincided with the weakest
stock market performance of the four year term,
with market performance improving as the term
progressed. Note that this was a theory (not a
fact), and was based upon observations of a new
president, not an incumbent running for reelection and winning.
While we can ascribe a narrative as to how U.S.
equity markets will perform in a presidential
election year, to say that each cycle is similar to
prior cycles, especially in 2020, would definitely
be an overstatement. And further parsing the
data, a presidential election year in which an
incumbent is running for a second term (e.g.
President Trump in 2020 or President Obama in

2012), presents a very different set of conditions
than when a presidential election year does not
have an incumbent (e.g. candidate Trump in 2016
or candidate Obama in 2008).
While we can make several observations about
the equity market’s direction and tempo during
the fourth year of a presidential term, ultimately
what influences market performance has more
to do with macroeconomic conditions than the
candidates. The classic one-liners of “people vote
with their pocketbooks” and “are you better off
today than you were four years ago” seem to be
the drivers of voting either for change or for the
status-quo incumbent. Plus, “love them” or “hate
them”, both Presidents Obama and Trump have
presided over periods of exceptionally strong
equity-market performances.
Chart 1 highlights the impressive U.S. stock market
results during Trump’s first three years of his
presidency, as compared to the historical averages
for prior presidents since 1928. (Note that the chart
does not include the final weeks of 2019.) In the
spirit of being apolitical, I should highlight that
President Obama’s first three years of presidency
also coincided with impressive comparative
returns vis-à-vis the Index: 26.4%; 15.1%; and 2.1%.

CHART 1
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Using the S&P 500 Index as the proxy, and focusing specifically on the election years, from 1928 through
2016 the U.S. equity market has returned, on average, 5.7% during the fourth year of a presidential term.
(See CHART 2 from Yardeni Research, Inc.) This is in contrast to an overall average annual return of 9.2%
over the same time period. In other words, the fourth years of presidential cycles have delivered lower
than average annual market returns.

CHART 2

Source:
Yardeni Research, Inc.

Switching gears to using the Dow Jones Industrial
Average as the proxy, we can further analyze
discrete time periods of presidential election cycles.
It is interesting to note that there is a recurring
pattern in the historical Dow data that extends
from the latter half of third presidential-term years
through to the first half of the fourth years (e.g.
July – May), indicating that the market remains flat
as it prices-in the uncertainty of who will be the
next presidential candidates. In other words, the
market tends to peak in the middle of the third year

of a president’s term, and then trades flat for most
of the following twelve months. Chart 3 illustrates
what would be projected to happen if the third- and
fourth-year cycle repeats itself for 2019 to 2020.
Note, however, that the second-half of 2019’s stock
market performance has already diverged from the
historical patterns indicated in Chart 3. The Dow Jones
Index rose 8.6% in that second-half of the year. Time
will tell what will actually happen in the first-half of
2020, and whether the historical pattern will hold for
this election cycle.

CHART 3

Source:
Ned David Research, Inc.
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Putting 2020 into additional context, with a strong stock market in 2019, low unemployment levels,
diminishing trade wars, and low inflation, it is easy to see that the average voter is economically in a good
position. As Chart 4 highlights, President Trump is running for re-election with the economic winds at
his back.

CHART 4

However, even solid economic tailwinds are not the sole determinant of elections. As the 2018 U.S. midterm elections proved, the American voter weighs many factors in the voting booth. In spite of a positive
equity market and overall economic back-drop since President Trump’s term began, the Republican Party
lost over 40 seats in the U.S. House of Representatives in 2018 (see Chart 5), and more importantly, lost
its majority. Since then, the outlook for the Republican Party has continued to worsen due to a series of
retirements by Republican members from both the House and the Senate.

CHART 5
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I expect the 2020 election, similar to the 2016 election, will be a “game of inches”. While the Democrats won
the popular vote in 2016, the Republicans won the electoral vote. Key Midwestern industrial states that
have large electoral votes were instrumental in pushing then candidate Donald Trump ahead of candidate
Hillary Clinton. These particular states are sometimes referred to as “purple” states due to the tendency
of certain voting blocs to lean either Democrat or Republican, depending on the issue at hand. Similar to
2016, this handful of key states (and districts) are likely to determine the country’s next President. Chart
6, from BCA Research, highlights how several of the key purple states in the 2016 election (e.g. Michigan,
Pennsylvania, and Wisconsin) will probably have a sizable impact on the 2020 election. Once again, a
“game of inches”.

CHART 6

Digging deeper into the key purple states, the 2020 election
will be a hard-fought battle at both the national and at the local
levels. While the U.S. consumer, accounting for roughly 70% of
U.S. GDP, has been the engine of it's growth, it has been a “twospeed” consumer economy. Equity markets are up significantly,
home prices continue to rise nationally, unemployment is low,
and there is decent wage growth. However, if a family does
not have sizable exposure to equity markets and/or does not
own their home, these gains have not been felt. Similarly, if
one lives on fixed income, low interest rates have not created
real rates of return. While employment has been strong, the
percentage share of lower-paying jobs has been out-pacing
traditional higher-paying jobs such as manufacturing, and
clearly, there is an educational divide in wage and employment
growth.
Furthermore, low economic growth, trade wars, and low
visibility regarding future trade conditions have muted
corporations’ appetite for investment. In various parts of the
U.S. manufacturing base, this low appetite for investing has
had a dampening effect on growth in “hours worked” and on
new hires. Also, one cannot dismiss the fact that the country’s
farming communities have been hard hit by President
Trump’s trade wars. Chart 7, from BCA Research, highlights
an important challenge both parties will face in trying to win
Electoral College votes in the U.S.’ industrial heartland.
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CHART 7

The 2020 election cycle, similar to the 2016 election cycle, will be marked by periods of volatility as
measured by variables such as who will be the Democrat’s candidate, what will be that candidate’s main
policies, and the overall competitiveness of the presidential race. Based upon prior election year cycles,
this political volatility could very well seep into the equity markets, creating both short-term and longterm opportunities and risks. As illustrated in Chart 8 from Ned Davis Research, we are in the middle of
a period of increased volatility that, based upon prior market cycles during election years, is projected to
continue. Combined with the fact that President Trump’s first three years have been very different from
prior first terms, the only safe conclusion is that we should expect the unexpected, and be prepared to take
advantage of the volatility.

CHART 8

Source:
Ned David Research, Inc.

“The only safe conclusion is that we should expect the unexpected, and
be prepared to take advantage of the volatility.” - Craig Giventer, CFA
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2020–2029: POWERFUL INVESTMENT THEMES IN TECHNOLOGY
CHRIS CONWAY, Portfolio Manager
Whether it's mobile phones, apps, e-commerce, PC’s, messaging, social media, or dozens of other
forms of technology, new-tech is playing an increasingly larger role in the lives of individuals
and all types of organizations. Given this importance and the multitude of new developments
in the technology sector, we are highlighting eight secular trends that we believe have the
potential to dramatically impact investments (positively or negatively) over the next 10 years.
Here’s our take on these very interesting developments:
1. Software Will “Continue to Eat the World”:
The venture capitalist Marc Andreessen famously argued in a 2011
letter, “Why Software is Eating the World”, that the most dominant
companies in many sectors, not just technology sectors, will either be
software companies or will be companies that have invested significant
resources in software. While this may be a broad generalization, it is
increasingly clear that companies of all sizes and types need to invest
in software in order to best serve customers, reduce costs, and match
the offerings of competitors. We’ve seen it in on our own holdings,
with companies as diverse as money-center banks, retailers, automanufacturers, media and advertising firms, payment companies,
industrial businesses, and defense contractors - all investing
significantly in software. We hear it frequently when we listen to management teams in other sectors
as well. It is not surprising then, that the five largest companies in the S&P 500 (Apple, Microsoft,
Google, Amazon, and Facebook) all dedicate significant resources to internal software development,
increasingly view themselves as software companies, and have their core services built on proprietary
software. The importance of the software secular trend will be paramount for the decade to come.
2. Artificial Intelligence Will Expand into New Use-Cases:
Within software, one of the most promising and interesting subsector trends is the growth of “Artificial Intelligence” (AI). AI refers
to software and robotics performing tasks that, until recently, only
human beings were thought capable of performing effectively. A
number of popular use-cases that highlight its potential include: facial
recognition software used to identify people and objects in photos
and videos; speech recognition software used to understand requests
and complete the requested actions; and robotic technology used to
locate and retrieve objects (e.g. boxes, pallets) in factories. While it
can be difficult to handicap and/or envision the full impact of artificial
intelligence, we believe AI has the potential to drive dramatic change
in these and numerous other applications in the decade ahead.
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3. Cybersecurity Will Become Even More Important:
The widespread growth in our reliance on software, along with the rapid
expansion of e-commerce, have fueled a dramatic increase in the amount
of cybercrime and fraud over the past five years. Unfortunately, we believe
this trend in criminal activity will continue. Exacerbating the situation, will
be continued growth in the overall number of internet users, accompanied
by rapid increases in the number of “smart” devices in homes (e.g. speakers,
doorbells, thermostats) and “connected” devices in businesses and factories.
Furthermore, cybercriminals are becoming more sophisticated in the
nature of their attacks. All of these factors will intensify and accelerate the
need for cybersecurity solutions in the coming decade.
4. Wearables Will Impact Healthcare in Multiple Ways:
Wearable technologies such as wristbands, watches and body monitors are
increasingly monitoring our health, and we believe this development can
result in a number of secular trends in healthcare. First, wearables will
result in the availability of significantly more health data that will need to
be analyzed and managed. Second, large numbers of people will be able
to have their health monitored both remotely and continuously, hopefully
leading to better health outcomes. Third, the data obtained from these
medical devices, frequently referred to as “real world evidence”, may speed
up the regulatory review processes required to obtain FDA approval for
new drugs and medical devices.
5. Lower-Priced Hearing Aids Will Finally Take Off:
We believe we are likely to see major growth in the use of hearing aids over
the next decade. Traditionally, hearing aids have been very expensive (i.e.
several thousand dollars) and time consuming to obtain. However, due to
technological improvements and to potential changes in regulation, the price
of hearing aids may decline significantly in the coming years. Combining
the reduction in price with our aging population of baby boomers (many of
whom will enter their 80’s during this new decade), there is opportunity for
major growth in the use and sales of hearing aid products.
6. Telemedicine Will Continue to Expand:
Telemedicine enables doctors, nurses and other medical professionals to
provide medical services and medical advice remotely to patients. The
growth of telemedicine over the past few years has been driven by the fact
that it helps with a number of important current-day problems, including
the rising costs of healthcare, the limited supply of medical professionals,
and the lack of critical (and sometimes even basic) medical services in
specific geographies or countries. With continued improvements in
video conferencing, internet access and wearables, we believe the use of
telemedicine will continue to expand over the coming years.
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7. If it Happens, Fully Autonomous Driving Will Have Far Reaching Implications:
While we think there is a low probability that fully autonomous driving
will become a reality in the short- or medium-term, there is clearly a certain
probability that it will become a secular growth trend in the coming decade.
If that were to happen, we believe the impact could be enormous, not
only affecting auto-related businesses such as auto-manufacturers, autoinsurance providers, and ride-hailing companies, but also changing the
market realities for real estate, parking lots, gas stations, work commutes,
goods delivery, and potentially numerous other industries we have yet to
envision.
8. Growth in Electronic Payments May Continue:
Last, but certainly not least, one of the most robust secular trends of the
past few decades has been the growth of electronic payments such as credit
cards and debit cards. These forms of payment have taken significant share
from cash and checks, and we believe the growth trend can continue. Not
only will electronic payments benefit from the continued expansion of
e-commerce and mobile phone usage, but payment companies are finding
new opportunities in business-to-business transactions, government
disbursements, and international markets. At the same time, they are
continuing to further penetrate consumer-to-merchant transactions.
Electronic payments provide both consumers and merchants with highly
valued benefits -- convenience, safety, usage rewards, and automated record
keeping. We believe these factors will drive continued secular growth in
electronic payments throughout the 2020’s.
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OUR INVESTMENT OUTLOOK
AARON COHEN, Ph.D., Partner, President, Portfolio Manager
We still believe the risk of recession over the next year is relatively low. However, the outlook for the global economy
has continued to deteriorate over the past few months, and market risk has increased. In addition, tail risks have also
intensified. On the positive side, both monetary & fiscal policies have become supportive.

INVESTMENT “BALANCE SHEET”
POSITIVES

CONCERNS

-

One of the most enduring features of this
recovery has been the absence of large economic
imbalances. Economic expansions don’t die of old
age. They die because of over-investment, tighter
financial conditions, and unexpected shocks.

Growth in global manufacturing has been disappointing
since late 2018, partially caused by trade tensions. Although
there are early signs of a turnaround, growth continues to
be anemic.

-

The aggressive trade policy & rhetoric of the U.S.
administration, although justified in some cases, continues
to be erratic and detrimental to global economic growth &
trade.

+

Monetary & fiscal policy should continue to
support global economic growth in the short-term.

-

Fed policy is currently data-dependent, so the Fed might not
lower rates as much as the market expects.

+

We expect a continuation of positive revenue and
earnings growth in the near future, although at a
slower rate.

-

Earnings expectations are becoming more optimistic at a
time that corporate margins are high, which increases the
chance of earnings disappointments in the future.

+

U.S. consumer spending, although moderate,
should continue to be supported by increasing
employment & wages, a recovery in household
wealth, and the end of consumer de-leveraging.

-

Inflationary expectations are extremely low. Even a random
increase in headline-inflation figures could scare the markets
and put significant pressure on monetary authorities.

+

Inflation is expected to remain moderate in the
short- & medium-term, which is expected to keep
Central Banks in an accommodative policy mode.

-

Although U.S. & Global equity valuations are not overextended (given low interest rates & inflation expectations),
equities and riskier assets are becoming expensive relative
to historical standards, and thus are more susceptible to
pullbacks.

+

Potential Positive Surprises: (1) European &
Japanese growth resumes; (2) Diminishing trade
tensions; (3) Resolution of Brexit process; (4) U.S.
Dollar weakens moderately against other major
currencies.

-

Total debt as a percentage of GDP has increased dramatically
over the past 20 years, and particularly since "The Great
Recession". This, plus unfunded government liabilities,
present serious problems for developed economies in the
long-term.

Note that the market reacted positively to the
realization of the “positive surprises” we listed in
our last Investment Balance Sheet in October.

-

Lower productivity, the aging of the population in the
developed economies and low labor participation rates are
important long-term headwinds for global economic growth.

-

Geopolitical & political risks continue to be high across the
globe. Political “Populism” is on the rise around the world,
and could have major long-term economic consequences.

-

Tail Risks: (1) Chinese economy slows down more than
expected, negatively impacting global growth; (2) Severe
slowdown or recession in Europe due to political disruptions
(e.g. Brexit); (3) Market disruptions caused by “technical”
factors; (4) Geopolitical risks (e.g. Iran, North Korea,
Venezuela, China); (5) Sovereign debt problems (e.g. Italy); (6)
Inflation scare and a significant increase in long-term rates;
(7) Domestic political crises.

+

The global economy continues to grow, albeit at a
slow pace.

+
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WHAT ARE WE WATCHING?
Overall, our “key” elements have improved since October; however, at this stage of the cycle we must stay attuned
to economic signals. Economic and earnings growth, movements in the U.S. Dollar, Fed policy, credit conditions,
and political risk, will be determinants of market performance. Beware of increasing signs of speculative behavior.

(1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔)
KEY

The Economy

Dec
2019

3+⇓

Dec
2018

COMMENTS

3

The global economy has slowed over the past year, but it is showing some signs of
a rebound, led again by the U.S. & Global manufacturing - despite having been hit
hard by trade tensions and an inventory correction. Monetary and fiscal stimulus
and positive credit conditions should continue to support the economy. Overall,
the risk of recession has increased, but we believe the probability of recession
over the next 12 months is still less than 20%.

Consumer
Spending

4-⇓

4-
⇑

U.S. consumer spending has been solid, helped by high employment, higher
wages, deleveraging, and increasing net worth. The savings rate continues to be
high (4-5%), which could translate into higher spending relative to income in the
future.

Employment

5⇔-
⇓

5⇔ 

While still very strong, employment growth has peaked, employment conditions
are tight, and wage pressures are increasing.

Monetary Policy
& Interest Rates

5
⇑

2-⇓

Significant improvement seen since mid-2019. The Fed and most Central Banks
are back in easing mode. Both the ECB and the Fed are expected to expand their
balance sheets.

Fiscal Policy

3+⇓

3-⇓

Governments also are in fiscal expansive mode, especially China. Over the
medium-term, Europe seems to have more flexibility than the U.S. in this regard.

Leverage &
Credit

3
⇑ 

2+⇓

Risk has increased, but conditions are still favorable. Credit is still plentiful, but
banks are starting to tighten credit in certain sectors (CRE, autos, and credit
cards). Corporations have been re-leveraging. Corporate leverage is high in
emerging economies.

Inflation

3 +

2-⇓

Inflationary pressures and inflationary expectations have lessened over the past
year, which lessens the pressures on Central Banks.

Real Estate

3+⇑

2+⇓

Affordability has improved with lower mortgage rates, and the supply-demand
balance looks healthy in the medium- and long-term. One concern relates to the
high cost of housing for first-time buyers.

Corporate
Activity

4-
⇑

4-
⇑

Corporate activity continues to be supportive. Lower regulations and tax reforms
have been significant positives. One serious concern is the higher level of
corporate leverage.

Valuation

2-⇓

4-
⇑

Equity markets have rallied strongly since 3Q19, pushing valuations and investor
sentiment closer to “frothy” levels. Still, market valuation is fair relative to
inflation, interest rates, and other investment opportunities.

Cycle
(10-2+credit)

3+⇑

2-

We believe the probability of a recession in the U.S. over the next 12 months
is low (<15-20%), barring an unexpected geopolitical event. The Yield Curve’s
steepening has lessened the concern for some market participants.

Market
Technicals

4-
⇑

3-⇑

The strong “trend” and “momentum” continue to drive the market. However,
equities look over-extended in the short-term. We recommend waiting for a
pullback to commit additional funds.
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OUR STRATEGIC SUMMARY
We remain constructive on equities in the medium-term, but risks have increased due to valuation and increasing
optimism. Tail-risk continues to be high, and due to both technical factors (passive flows, quantitative and automated
trading, lower trading inventories) and the new “culture” that focuses more on headlines than on real content, we
anticipate additional sharp and unexpected corrections in the future (akin to 4Q18). We advocate waiting for market
pullbacks to allocate new funds, so keep some opportunistic-cash available. For fixed income, we recommend focusing
on short-term treasuries or treasury-like securities. Beware of credit risk, and “promised” vs. “expected” yield.

(1-Poor; 5- Excellent; Trend: ⇑ improving,  deteriorating,  ⇓stable⇔)
Outlook
ASSET CLASS

Dec
2018

COMMENTS

Equities-U.S.

3+⇑

3-⇔

U.S. and global equities have rallied smartly since 3Q19, supported by easier monetary
policy, lower interest rates, a decrease in trade tensions, and decent earnings
performance. We remain constructive in the medium-term relative to fixed income, but
the market seems overbought in the short-term, and we advise caution.

EquitiesGlobal

3+⇑

2-⇔

We expect international markets to start closing the performance gap versus the U.S. in
the short- to medium-term, but it probably won’t happen until the U.S. Dollar weakens.

2-⇔

The bond market has had strong performance helped by slower economic growth,
lower inflation expectations, and a reversal of Fed policy. However, we don’t believe the
bond market offers a compelling investment opportunity on a risk-return basis. The
“term-premium”1 continues to be negative in most developed bond markets, partially
distorted by Central Banks’ buying. We recommend investors focus on the short-end of
the curve (1-4 years), TIPS & selective credit opportunities.

2-

Supply-demand conditions are still favorable in housing and commercial real estate.
Affordability and rising construction costs are headwinds. With regard to Commercial
Real Estate (CRE), cap rates look low for most sub-sectors. We are focusing on higher
quality assets, and low-leverage opportunities.

U.S. Bond
Market

Real Estate

1

Dec
2019

2-

3+⇑

U.S. $

3-

4+
⇑

The U.S. Dollar has remained relatively strong in spite of the Fed’s easing position, but
the underlying fundamentals have weakened. We continue to expect a weaker U.S.
Dollar, but would not take a speculative position until the downtrend is firmly in place.
Long-term the U.S. Dollar looks expensive on a purchasing-power-parity basis. Fiscal
and trade deficits should also constrain long-term appreciation.

Gold

3-

3+⇑

Gold has rallied in spite of lower trade tensions, helped in part by lower real interest
rates, geopolitical uncertainty, and the expectations of a weaker U.S. Dollar. We
continue to recommend holding some gold within an investment portfolio.

Commodities

3+⇑

2-

Commodities have rebounded somewhat in sympathy with indications of bottoming
economic growth, and the completion of the first phase of the U.S.-China trade
agreement.

EquitiesStyle
Strategy

 We are currently neutral between Growth & Value.
 We continue to favor large- and medium-cap stocks at this stage of the cycle, but small-caps are likely to
outperform in a market rebound.
 We favor “Dividend Growers” vs. “Dividend Payers”, and seek “Growth at a Reasonable Price” (GARP),
strong balance sheets, and companies generating free cash flow (FCF).
 We will increase our non-U.S. exposure selectively.

EquitiesSector
Strategy

FAVOR: Financials, Energy, Health Care and selective Tech.
INTERESTING: European banking.
DISLIKE: Utilities, Venture Capital, Private Equity.

The “premium” that investors demand to buy long-term bonds versus rolling-over funds based on expected short-term rates.
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KEY INVESTMENT TAKEAWAYS
Relative to current investment opportunities, we are positive on equities in the medium-term. However, we believe
equities are over-extended in the short-term, and we have serious concerns about the economy and markets over
the longer-term. Political “populism”, low productivity, extreme expansionary global monetary policies, and fiscal
irresponsibility are dangerous headwinds for global economies and for equity markets.



We are still in the midst of a “secular bull” market
in equities (start date: March 2009).



Over the next year, the probability of a U.S.
and/or global recession is relatively low. Market
downturns in non-recession years tend to be
shallower and of less duration.



We remain constructive on equities in the
medium-term, and advocate increasing equity
exposure when there is ample liquidity and a
long-term horizon.



Political and geopolitical risks are high and could
have a meaningful impact on markets, but their
timing are impossible to predict, so stay the
course and hedge if necessary - mostly with cash.



We remain optimistic about an eventual rebound
of late-cyclical stocks in the latter part of this
economic cycle, driven by tax reform and an
increase in capital expenditures. However, we
would see this rotation as temporary given the
stage of the economic cycle, and foresee favoring
a less-cyclical, less-risky positioning over the
longer-term. At this time, we continue to favor
technology, financials, health care and energy,
but we are also warming up to industrials and
materials.





International markets, including emerging
markets, should offer attractive investment
opportunities in the long-term, but their relative
performance versus the U.S. is unlikely to
improve until the U.S. Dollar starts weakening.

inflationary pressures should resume at some
point in the future.


Credit risk has risen with increasing leverage
at the corporate and consumer level, but credit
conditions remain favorable in the short-term.
We favor government and agency bonds with
good liquidity, and selective corporates. We also
favor TIPS and callable bonds.



For the most part, we recommend disregarding
short-term movements in equity markets. Today’s
short-term fluctuations are driven in good part
by flows in and out of passive investments, quant
strategies fueled by momentum-investing, and
the new culture that focuses on “headlines”
instead of fundamental news and analysis.
This short-term volatility (i.e. “noise”), although
it could generate anxiety, also creates long-term
investment opportunities.



Relative to the current investment opportunities,
we are positive on equities in the medium-term.
However, we believe equities are over-extended
in the short-term, and we have serious concerns
about the economy and markets over the longerterm. Political “populism”, low productivity,
extreme expansionary global monetary policies,
and fiscal irresponsibility are dangerous
headwinds for global economies and for equity
markets.



We continue to be opportunistic and patient and,
as always, are keeping an eye on your long-term
objectives.

Barring a recession, we do not expect long-term
interest rates to remain at current low levels as
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We hope you have enjoyed this issue of our publication. Please contact us with your questions
and with your thoughts, ideas and requests for future topics at contact@fpcm.net. We look
forward to hearing from you!
Thank you for your continued confidence and support.

Your

FP/CM Team

Financial Partners Capital Management
150 East 52nd Street, New York, NY 10022
t 646-277-7310 | f 646-277-7315 | fpcm .net | LinkedIn

Disclaimers:
This newsletter might contain forward-looking statements, which involve risks and uncertainties. Actual results may differ significantly from the results described
in the forward-looking statements. The information contained herein is for illustrative purposes only and should not be considered an offer to sell or a solicitation
of any offer to buy interests in any particular investment. The inclusion of real estate properties discussed herein should not be perceived as investment
recommendations and may no longer be held. Opinions and estimates expressed herein reflect the current judgment of Financial Partners Capital Management
(FPCM), and are based on information obtained from sources, which are believed to be reliable, but FPCM does not offer any guarantees as to its accuracy or
completeness. Nor are they intended as a forecast or guarantee of future results. The information is not necessarily updated on a regular basis: when it is, the
date of the change(s) will be noted. In addition, opinions and estimates are subject to change without notice. FPCM, its officers, directors, employees, customers,
or affiliates may have a position, long or short, in the securities mentioned herein and/or related securities, and from time to time may increase or decrease such
position or take contra position. FPCM may have other relationships with any company mentioned in this commentary. Past performance is not a guarantee
of future results. No future or current client should assume that the future performance of any specific investment, strategy or product referred to directly or
indirectly will be profitable or equal to any corresponding indicated performance levels. Reproduction without written permission is prohibited.
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