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While the portfolio returns during the 4th Quarter were dramatically negative we are proud of the 
results for the full year. Moves to sell stocks amidst the downdraft would have left portfolios 
underinvested when the market began its rebound on December 26th that has continued into this 
year which so far, as quoted in in Marketwatch on January 11th is the best start to the year for 
stock markets since 2006. 

To put the current market into context, research from State Street points out that the after the 13 
times that the market declined by at least 10% from its high, going back to 1983 when there was 
no subsequent recession, it took an average of 168 days to recover to new highs which for this 
decline would be June 10, 2019. Capital Group of California data reveals that from a 14.5x 
forward SP 500 Earnings multiple where we are today, the stock markets average return over the 
ensuing 5 years is 12.7% per year. 

We are not blindly optimistic about prospects for the economy given historically high levels of 
corporate debt and escalating trade wars. The Federal Reserve has recently assuaged concerns 
that they might continue raising interest rates straight into the teeth of a recession but the trade 
war and debt issues have not gone away. Costs to borrow have risen for companies that will need 
to refinance their debt and the slowing economy and contracting profit margins in part from the 
trade war will hurt companies with significant debt loads. 

Debt concerns exist because of the large amount of the investment grade corporate debt universe 
that is rated BBB or just above non-investment grade. Should a significant amount of this debt 
be downgraded there will be dislocations in the credit market. This led to our selling of funds 
that invest in the Floating Rate Bank Loan sector which have done well over the past five years 
but that had started to see performance headwinds during the second half of 2018. In many cases 
we reinvested the proceeds into US Government bonds that now yield 2.5% at short maturities 
of 1 and 2 years, and into the preferred stock of Real Estate Investment Trust which offered 
yields in the neighborhood of 6% and which we felt adequately compensated holders.  

We continue to believe that globally diversified balanced portfolios make the most sense for all 
but the most aggressive investors. The U.S. possesses a number of companies that are unique in 
their dynamism be it Silicon Valley internet behemoths like Alphabet or emerging category 
killers like Wayfair. However, the number of U.S. listed public companies continues to decline. 
In 2017 The Economist pointed out that there were 7,322 listed U.S. public companies in 1996 
while today there are 3,671. In an environment of shrinking opportunities domestically it is 
prudent to look overseas. Further to that, while Europe’s economic growth has been persistently 
sluggish, the growth potentials of economies in Asia and Latin America such as China, Brazil 
and India remain higher than in the developed world. Therefore, it makes sense to seek 
opportunities to capitalize on this growth such as investing in the World’s largest Iron Ore 



producer Vale, SA of Brazil or Hong Kong based AIA Group, one the largest life insurance 
companies in the world with a dedicated focus on markets in Asia. 

We value our ongoing relationship with our clients and we are always available to offer 
insights and perspective on topics ranging from the markets to financial planning. 


