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TOPICS IN WASHINGTON THAT
ARE WORTH WATCHING
While we are in the midst of a bruising political fight on both sides, it is
always a good idea to keep a watchful eye on the chicken coop to see what
the fox might be doing. In that light, here are a few topics in Washington
that will (some) or could (others) have an impact and we believe you should
be aware of them:

President’s
Commentary

DEPARTMENT OF LABOR FIDUCIARY RULE
The Department of Labor’s proposed regulation regarding corporate
retirement accounts (401Ks & 403Bs) as well as Individual Retirement
Accounts (IRAs): changes the requirement for advisors to meet a higher
fiduciary standard for both recommending 401K rollovers to IRAs as well as
the investment choices in those accounts. 401K rollovers will have a higher
hurdle to meet as advisors will need to document the recommendation’s
rationale on how it is in the client’s best interest.
Some 401K plans have very low internal expenses for their investment
offerings—but not too many in our experience of looking at a great number
of plans. The expenses of the 401K need to be compared to the expenses in
an IRA rollover (which need to be disclosed). However, expenses are hardly
the end all for making this decision. In today’s increasingly mobile workforce,
individuals easily could have multiple jobs over their working career and
without consolidation of accounts one can literally see a “collection” of
accounts at age 70. Minimum required distribution (MRD) calculations and
tracking would be a nightmare as each 401K has its own MRD.
A good benefit of this regulation is that it should curtail some of the
most egregious investment choices, to include the use of annuities inside
qualified accounts—annuities are tax deferred as are retirement accounts
and it makes little sense to incur the higher expenses found in most annuity
contracts for something you already benefit from in the 401K/IRA account.

ROTH IRA: ELIMINATE THE BACKDOOR AND FORCE MRDs
For the second year in a row as part of its budget to Congress the Obama
Administration submitted several changes to Roth IRA accounts. The first
is the proposal to eliminate the so called “back door” Roth IRA whereby
high income earners contribute after tax dollars to a traditional IRA and
then convert those to a Roth IRA. This has been perfectly legal given the
elimination of the income limit on conversions while the restriction for direct
contribution begins to phase out at $117,000 for single filers and $184,000
for joint filers. Under the current make up of Congress, this was dead on
arrival but will likely be brought back to life again and again in the years
to come.
The second part of the President’s budget proposal was to “harmonize”
minimum required distributions (MRDs) across Traditional IRA and Roth IRA
accounts by mandating annual distributions for Roth IRAs. Given that for 17
years savers have planned on Roth IRAs being treated a certain way upon
reaching age 70 (no MRDs), this is a bait and switch and is also a dead issue.
However, like most horror movies, the villain is never quite dead so expect
to see a combination of The Walking Dead and Friday the 13th on these
proposals on an annual basis.
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In preparing to write this
quarterly newsletter, we had to
think about behavioral finance
(how emotions impact our
investing decisions), long-term
investing when the short-term
horizon is cloudy (if not dark),
and why a diversified investment
portfolio as part of a long-term
financial plan is the best risk
minimizer over your lifetime.
Each year, Congressional/
Presidential Term or decade has
an exceedingly large number of
near fatal economic or financial
catastrophes—most of which are
worse in anticipation than in fact.
Taking action based upon what
“might” happen (but most likely
won’t), keeps everyone focused
on the near term. However, the
task at hand is to remember
that a financial plan is designed
to attain lifetime goals and
objectives—often not just during
our life but those of our family in
succeeding generations.
As we close out what was a
very volatile quarter, we should
all vow not to apply Walt Kelly’s
famous quote that “We have met
the enemy and he is us.”

FIRST QUARTER 2016 MARKET REVIEW
The first quarter of the year applied the same rule of thumb as for the month of March—coming in like a lion and going out
like a lamb. Most of the major U.S. stock market averages initially stumbled in January, approaching a –10% drop (defined as
correction territory) in a very few trading days. It was unnerving to put it mildly. Yet as the quarter closes, all the averages with
the exception of developed international markets show small positive gains over the entire quarter. What conclusion can we
reach from this recent performance? Making decisions when the market is extremely volatile is seldom to your benefit.
There are several data points to discuss and we will take each in turn:
OIL/ENERGY: Oil continued its decline and broke into the upper twenty dollars a barrel range several times for West Texas
Intermediate (WTI) crude during January. In our view this was the capitulation of the market and honestly, we did not see the
decline as worthy of leading the stock market lower despite the correlation between the two values (see graph below). Lower,
stable oil (and energy) in general is overall a net positive for the U.S. and developed economies. The major oil exporters began
to act and have taken small steps to arrest the downward pressure, exacerbated by Iran’s return to international oil markets
which appears to have put in a bottom. We do not see oil rapidly climbing but rather a more measured return to $45 to $50
a barrel.

Oil and the S&P 500 in the 1st Quarter
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ECONOMIC GROWTH: Q4 of 2015 showed only 1.4% real growth with the year’s overall growth rate coming in at 2.4%.
This should be of much greater importance on the campaign trail than it is currently. The U.S. has not seen 3% annual
growth since 2005 and that simple fact makes it economically more challenging for our country in virtually every dimension.
JOB CREATION & LABOR FORCE PARTICIPATION: Our domestic economy continues to create steady job growth
in the range of 200,000 per month. More importantly, the labor force participation rate has finally begun to incrementally
increase month-to-month since its low value of 62.4% in September 2015. The rate is now 63.0% (for March 2016) and has
not had a decrease month-over-month in the past 7 months. (Source: U.S. Bureau of Labor Statistics). The labor force is the
sum of those employed and those actively seeking work. This is promising as people returning to the labor force indicates
steady job growth and has served to bring people back to the employed ranks. In addition, it has helped the economy
expand without triggering a sharper uptick in inflation.
FEDERAL RESERVE: “Cautious” has been the watchword since the December 2015 rate increase of 0.25%. Originally
we thought we would see four rate hikes in 2016, but following the December 13-14 and April 26-27 Fed meetings we have
scaled back the number of increases to two. We believe the Fed wants to stay out of the political crossfire so avoiding the
July to November period appears to be the most likely path.
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The gold “investment” industry never misses an opportunity to identify the end of
the world, which predictably is very near but never quite arrives. This quarter, we
thought it would be informative to explain why we do not recommend holdings of
gold, silver or other precious metals as an investment for our clients’ portfolio.
We always begin with the fact gold is not ownership IN something that
produces a product or provides a good/service to a consumer. It has no intrinsic
value but does have the potential to store value in periods of high inflation.
Compared to companies (stocks), which oftentimes get separated in investors’
minds from their ownership stake in a dynamic, growing, wealth creating
economy, gold has not fared particularly well.
Keeping with the 1926 start date from which the modern S&P 500 can trace its
lineage, how has gold (as an asset class) performed compared to large cap U.S.
stocks, long-term U.S. Treasuries and T-Bills? Reflecting inflation adjusted returns
where we end up with the same consumer purchasing power, here is the record:

Asset

Large Cap Stocks
Long-Term Treasury Bonds

Inflation Adjusted Increase
in Value of $1 from 1925-2014

$406.00
$10.32

T-Bills

$1.57

Gold

$4.43

Source: Ibbotson’s Stocks, Bonds, Bills and Inflation

We believe the reason is straightforward—the U.S. economy over this period
(encompassing the Great Depression, WWII, numerous international crises,
inflation and disco… to name a few!) has advanced, improved the lives of billions
and created wealth like no other engine in the history of the world. This is precisely
why we position our client portfolios to take advantage of this long-term trend.

PARACHUTE
TRAINING
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When a new source of taxation is found it never means, in practice, that
an old source is abandoned. It merely means that the politicians have two
ways of milking the taxpayer where they had only one before.
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— H.L. Mencken (1880-1956)

