
nVEST  nSIGHTS  

June 30, 2019 

10268 Sawmill Parkway 

Powell, Ohio 43065 

614.389.4646 

 

WWW.NVESTWEALTH.COM 

Email: info@nvestwealth.com 

Delivering financial 

peace of mind. 

Page 1 of 5 

IN THIS ISSUE: 

Can’t Live There - PG 1 

Missing - Reward! - PG 1 

Frequently Asked Questions - PG 2 

Benchmarking - PG 3 

Chart: Economic Expansion     

Context - PG 3 

Fund Performance - PG 4 

Personal Finance - PG 5 

CAN’T LIVE THERE 

Bill Henderly, CFA, Nvest Wealth Strategies, Inc. 

“It’s okay to visit the past; it’s inappropriate to live there.”  Often, we look to the past with fond memories, 

wishing the “good old days” were today.  Life seemed more simple, fun and easier.  During the second 

quarter, investors experienced a net good experience – the S&P500 rose +4.3%.  The bulk of the 2Q returns 

were derived in April (recall and reread our May “Four for Four” commentary).  Optimism vanished in May after 

tariff talk with China broke down; the market dropped over -6%.  In early June, the Fed communicated it 

would monitor the economy closely because of trade tensions, and respond with a rate cut(s) if the outlook 

deteriorated.  This news generated a best June performance since 1955, with the market index rising +7%.  In 

general, the full quarter was positive adding to a strong 1Q start.  But the 2Q experience was quite volatile 

moving from start to finish.   

It’s difficult to imagine a time when the market was hitting new highs, yet investors feel so indifferent (if not 

even hostile) to economic and market events.  Investor sentiment is very guarded as money moves out of stocks 

into expensive priced (low yielding) bonds.  After raising interest rates four times in 2018, the Fed is too tight 

for a trade war; and the trade war is sticking around.  History shares that the Fed often tightens - raises interest 

rates - until something breaks.  That is a policy mistake.  At the moment, the market is communicating that the 

current mistake is small – the Fed only overtightened by one hike, but the Fed should make an adjustment. 

At the start of 3Q, three market takeaways exist: 

 Economic forecast shows some downward data revisions, likely due to business leaders being uncertain of 

the future, thereby placing a hold on making too many future plans; 

 Tariffs look deflationary – they are slowing the global economy and outlook; 

 Central banks (US and many globally) are responding (ready to ease if necessary = important). 

Good news:  just a day or so ago the US and China announced that tariff discussions will resume.  This is net 

positive for the markets.  Yet most investors recognize talks are fluid, and the process will need to play out; it 

could be drawn out.  In the meantime, deteriorating business confidence could lead to weaker economic 

growth and earnings.  Good though, the Fed made clear that it is ready to help. 

Investors wish they could suppress the politics so affecting the markets.  A simple tweet can swing the mood of 

the markets quickly.  Yet, we all know it is impossible to turn back the clock and return to more simple market 

trading days.  Creating investment success requires remaining invested though the noise and distractions, 

through the good and bad.  We can alter risk in the course of managing investment portfolios.  Pursuing an 

established investment objective is a key component to achieving long-term goals.  Remember the investor 

mood just six months ago:  in December 2018 after the market drawdown of -19.4% was followed by a 

rebound of +18.5% during the first half of 2019.  Being out of the market would miss the rebound and 

subsequent new highs.  “It’s okay to visit the past; it’s inappropriate to live there.” 

MISSING - REWARD! 

“Wife and dog missing.  Reward for Dog.”  Or another… “Wedding dress for sale; never worn.  Will trade 

for .22 pistol.”  Bad humor; sorry. 

The current Bull market and economic recovery are both setting additional or new records in July as the current 

Bull market is now 124 months old, AND now the economy becomes the longest expansion in US economic 

history.  This economic expansion and bull market can “grow older” if a policy mistake does not create its 

demise.  Given these historical age marks, managing portfolios is challenging.  We still pursue an established 

client investment objective (stock/bond mix), but are dialing back risk as we tactically manage the stock and 

bond allocations.  Dialing-down risk means we are limiting exposure to expensive areas of the stock and bond 

market and giving slightly greater emphasis to lower priced or less expensive areas.  Recent news is net positive.  

It is important to remain a long-term “in the market” investor to continue to capture the up; but dialing-down 

risk will generally cause a slower performance experience.  One objective at this stage however is to capture 

less down market action should the environment deteriorate. 

The current Bull market can continue to advance, as/if the economic backdrop provides underlying support.  

Presently, the Fed is too tight for a trade war, and appears ready to respond should economic growth and 

business confidence soften too much.  Market interest rates on the 30-year Treasury Bond is about 2%, or 50 

basis points lower than any expectation to start the year (the 10-year Treasury is 90bp lower since YE).  Most 

anticipated interest rates to continue to rise, yet current market rates are the lowest since 2016.  Slow growth 

with “lower for longer” interest rates should remain the storyline until tariff issues with China are resolved.  

[Some recent monetary information that is not making the news – the M2 measure of money supply is 

growing.  If it continues, a growing money supply often results in asset prices rising because excess money 

makes its way into investments.  That’s good news.] 

Portfolios are advancing with the markets.  Interesting to us, large stocks are generating higher YTD returns 

than small; and expensive growth-style continues to beat value by a wide spread.  This may continue through  
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the balance of the current Bull market.  Further, dialing down risk is working – increased exposure to large 

stocks is aiding portfolio performance as small stock performance is soft.  Also, portfolios own growth and 

value.  Value is performing but at a slower upward pace.  But, during times of market drawdown, like in 

May, value investing provided better portfolio drawdown protection than if growth exposures dominated 

the tactical strategy.  In bond world, we continue to focus on quality, traditional, time-tested bond fund 

strategies that behave like bonds.  There are too many new “go anywhere” bond strategies that reach for 

risk via owning long maturity and/or low quality to provide higher yield.  Those funds provide less safety and 

will get crunched when a flight to quality event occurs during troubled times.  Bonds are meant to provide 

diversification and risk reduction.  We try to achieve attractive total returns from bonds, but with 

understandable risk.  Keeping bonds simple provides better “sleep at night” experiences when bad weather 

arises. 

So, how does the title fit with this commentary?  Not sure!  But, we would alter the reward poster.  It is 

better to reward for the return of a treasured wife, than for a dog, even if a dog is “man’s best friend.”  

FREQUENTLY ASKED QUESTIONS 

The S&P is at all-time highs…what’s next?  With the S&P trading to new all-time highs in recent weeks, 

investor sentiment is not confident.  There is not excitement or exuberance for owning stocks.  From a 

contrarian perspective – equity funds continue to see outflows, while monthly data inflows into cash/bonds 

look extreme.  The US Economic Policy Uncertainty Index also remains elevated (trade, tariffs, China, Iran, 

etc.), which historically and surprisingly is consistent with above average forward returns.  Thus, as we 

manage client portfolios, we first pursue client investment objectives (stock/bond mix) while second, being 

mindful that a policy mistake could end the longest running Bull market and economic expansion in US 

history.  We expect the current bull market and economic expansion can advance further; a resolution in 

tariff/trade talk should provide further support for advances. 

When markets action turns ugly, is “selling everything” appropriate?  When client portfolio values drop 

because of a “rainy day” in the stock market, some desire to “sell everything.”  This is referred to as “loss 

aversion sentiment.”  Investors simply don’t like big losses.  Investors should always recall: 1) Investment 

objectives, if correctly established before starting to invest are to aid achieving long-term plans. 2) All client 

portfolios own “buckets of time” assets, wherein MMF/bonds will dampen a stock market “rainy day” and 

allow one to weather the time without making emotional wrong decisions (selling when the market is down 

and locking in lower values); “buckets of time” assets provide portfolio and financial flexibility. 3) History  

reveals that stocks beat bonds, often and by a lot; thus a long-term investor must “weather rainy days” that 

occur in every asset class.  Timing the market never works, as reinvesting (after selling) is very difficult and 

the loss of recovery value is great. 

Should my investment portfolio own passive (index) funds; less active managed funds?  [“Fun” question!]  

Index funds can be appropriate to include in client portfolios – they offer good tax control, often lower fund 

operating expenses, quick diversification, and are usually easily sold.  We utilize some passive with active 

funds in client portfolios.  We seek active first, because a selected fund demonstrated strong historical 

performance via executing a repeatable investment process/discipline.  An active fund operating expense 

ratio is important, and we seek as low and reasonable compared to peers, as possible; historical tax 

efficiency is also important.  A passive (index) fund may be utilized to achieve greater tax efficiency, and 

when a similar active fund strategy is not currently available.  It is important to understand that passive 

strategies capture all the up and down of the market sector or index being replicated.  Active strategies by 

contrast generally display favorable down market capture and drawdown protection.  Passive and active 

fund strategies can be owned together, and have a place in client portfolios. 

How much taxes (how many exemptions) should be withheld from my pay (retirement) check?  Please be 

aware that Nvest employees are not CPA tax advisors; we understand many aspects of taxes and can offer 

thoughts.  Tax withholdings seem complex, particularly because of recent tax reform.  But determining 

withholdings is not too difficult.  Rather than trying to determine 3, 4 or more “exemptions” to claim on 

your W2 tax withholding form, consider specifying a dollar amount of tax to be withheld as an “override.”  

To derive the dollar tax override review an IRS federal tax table to determine your individual or married (filing 

jointly) tax bracket and apply that percentage to the adjusted (annualized) total gross income less your 

standard or itemized deduction.  The process is more likely to result in withholdings that more closely match 

your actual tax liability.  Please reach out to us for additional detail on how to work through what is a 

relatively straightforward override calculation. 

What a deal!  The first recipient of a monthly Social Security benefit in January 1940 was 65-year old Ida 

May Fuller of Vermont.  Did you see/read this story?  During 3 years before Fuller retired, she paid $24.75 in 

payroll taxes (in total, not per year).  Fuller lived another 35 years before dying at age 100 in 1975.  During 

her retirement, Social Security paid Fuller $22,889 in retirement benefits.  In other words, she received $925 

for every $1 she paid into the program (source:  Social Security). 

 

 

 

 

“as we manage client portfolios, 

we first pursue client 

investment objectives while 

second, being mindful that a 

policy mistake could end the 

longest running Bull market  

and economic expansion           

in US history.”  

ANNOUNCEMENTS: 

 Early July - 3Q 2019 fees collected.  

2Q’19 performance reporting       

delivered 

 July 4 - Independence Day; stock & 

bond markets are closed  

 September 2 - Labor Day; stock & 

bond markets are closed. 

 May 27—Memorial Day; financial 

markets and banks closed. 

 September 30 - Last Day of 3Q 

 Our ADV Part 2A & B as required by 

the SEC & Ohio (and other states) is 

available to you anytime upon request.   

“After raising interest rates four 

times in 2018, the Fed is too 

tight for a trade war; and the 

trade war is sticking around. 

...at the moment, the market is 

communicating that the current 

mistake is small – the Fed only 

overtightened by one hike, but 

the Fed should make an 

adjustment.” 



BENCHMARKING AS OF JUNE 30, 2019 

Summary of index portfolio returns compiled by Nvest Wealth Strategies, Inc. 

The index returns reflect returns of various mutual fund averages compiled by Morningstar and allocated as follows: Capital Preservation: 90% Bond Average, 10% Treasury Bill Index; 

Income: 80% Bond, 10% Large Cap, 3% Mid Cap, 2% Small Cap, 5% International; Balanced Conservative: 65% Bond, 15% Large Cap, 5% Mid Cap, 3% Small Cap, 7% 

International; Balanced: 50% Bond, 24% Large Cap, 7% Mid Cap, 4% Small Cap, 10% International; Balanced Growth: 35% Bond, 30% Large Cap, 9% Mid Cap, 6% Small Cap, 15% 

International; Growth: 20% Bond, 38% Large Cap, 12% Mid Cap, 8% Small Cap, 17% International; Aggressive Growth: 10% Bond, 40% Large Cap, 15% Mid Cap, 10% Small Cap, 

20% International.  You cannot invest in these indexes or averages and all above indexes/averages  include a 5% allocation to the Treasury Bill Index, reflecting a nominal level of cash.  

The level of diversification represented by these benchmark averages may be materially different than actual client accounts; therefore, clients may experienced different levels of 
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BOND FUNDS - TAXABLE STYLE 2ND QTR YTD 12 MTHS 3 YEARS 5 YEARS

Taxable Short-Term Bond Average 1.5% 3.2% 4.2% 2.0% 1.6%

Taxable Intermediate Bond Average 2.8% 5.8% 7.2% 2.1% 2.6%

Wells Fargo Ultra Short AS 0.8% 2.0% 3.0% 1.7% 1.2%

AC Alternatives Market Neutral Value AS 0.0% -2.3% -2.9% -1.2% 0.9%

Vanguard Short Federal HS 1.5% 2.8% 4.3% 1.3% 1.4%

American Century Short Duration HS 1.4% 2.9% 4.0% 2.0% 1.7%

Pioneer Short-Term Income HS 1.6% 3.1% 4.1% 2.2% 1.7%

PIMCO Low Duration HS 1.6% 3.1% 4.1% 2.1% 1.5%

Vanguard Short-Term Investment Grade HS 1.9% 4.1% 5.4% 2.2% 2.2%

American Century GNMA Income HI 2.3% 4.4% 6.0% 1.5% 1.9%

Diamond Hill Corporate Credit LI 3.0% 8.8% 7.7% 7.3% 5.7%

Miller Convertible LI 4.3% 9.9% 2.9% 5.3% 3.3%

BOND FUNDS - TAX EXEMPT

Tax-Free Intermediate Bond Average 2.1% 4.9% 5.9% 2.1% 3.0%

Vanguard Muni Limited Term HS 1.2% 2.7% 3.8% 1.6% 1.6%

T. Rowe Price Tax Free S/I HS 1.1% 2.6% 3.6% 1.2% 1.3%

Vanguard Muni Intermediate Term HI 2.0% 4.7% 6.4% 2.2% 3.2%

Vanguard Ohio Long-Term HL 2.5% 5.5% 7.2% 2.8% 4.3%

STOCK FUNDS - DOMESTIC

S&P 500 Index 4.3% 18.5% 10.4% 14.2% 10.7%

Equity Fund Average (Morningstar Mgr Agg US Core EW) 3.2% 17.2% 2.8% 11.5% 7.3%

Schwab Large Cap Growth LG 5.0% 21.4% 11.2% 17.9% 12.6%

Parnassus Endeavor LG -0.1% 18.3% 3.3% 13.5% 10.9%

T.Rowe Price Dividend Growth LV 6.1% 19.9% 16.7% 13.9% 11.5%

WisdomTree US Quality Dividend Growth LV 2.2% 15.3% 9.3% 13.9% 10.9%

American Century Equity Income LV 4.5% 15.5% 12.1% 9.9% 9.4%

Goldman Sachs US Equity Dividend & Premium LV 2.9% 14.8% 6.1% 9.5% 8.1%

Hennessy Focus MG 8.2% 23.3% 9.8% 11.6% 9.4%

John Hancock Multifactor Mid-Cap MB 4.4% 20.4% 6.4% 12.5% N/A

John Hancock Disciplined Value Mid-Cap MV 5.5% 19.8% 3.1% 9.4% 7.8%

SPDR S&P600 Small Cap Growth SG 2.5% 13.5% -2.5% 13.6% 9.8%

Neuberger & Berman Genesis SB 6.4% 22.4% 9.3% 13.9% 9.2%

Diamond Hill Small-Cap SV 1.8% 11.8% -5.5% 5.4% 2.2%

SPDR S&P600 Small Cap Value SV 1.2% 13.7% -7.3% 10.1% 6.9%

Wells Fargo Small-Cap Value SV 2.5% 15.1% -10.2% 7.7% 3.2%

STOCK FUNDS - INTERNATIONAL

Morgan Stanley EAFE Index (Foreign) 3.7% 14.0% 1.1% 9.1% 2.3%

Oakmark International LV 3.4% 12.7% -6.5% 10.5% 1.5%

Schwab Fundamental International Index LV 2.1% 11.3% -1.8% 9.0% 1.4%

John Hancock International Growth LG 4.3% 18.1% 2.0% 10.5% 6.8%

Thornburg Developing World LG 3.8% 18.9% 9.0% 10.1% 1.7%

Harding Loevner International Small Company SG 4.7% 18.9% -1.3% 9.7% 4.1%

Hennessy Japan LB 1.9% 9.3% -0.1% 11.3% 11.3%

STOCK FUNDS - SPECIALTY

Salient-Forward Select Income (REIT) MV 0.7% 12.8% 5.5% 2.9% 4.0%

Neuberger Berman Real Estate Securities MV 3.4% 21.2% 15.1% 6.3% 8.2%
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LIFE INSURANCE IS NOT FOR SAVING 

Steve Henderly, CFA, Nvest Wealth Strategies, Inc. 

 

Careful! Avoid buying life insurance as a savings strategy!  Stop buying it as a tax-deferral vehicle for retirement savings!  

Insurance of any kind is a risk-management tool.  From our perspective, an individual should buy life insurance for one reason: because 

there will be a financial impact on one’s family or business if they unexpectedly die.  For most individuals, that financial impact is 

typically highest early in life when working years ahead are many, financial assets accumulated are low, and financially dependent 

children and/or significant debts (such as home 

mortgage) exist.  Over time, one’s insurance need 

generally declines and ultimately reduces to zero 

at some point prior to retirement.  This “glide 

path” of diminishing insurance need lends itself 

kindly to term life structure, providing coverage 

during a certain period of time.   

Life insurance is not a “get-rich-quick” tool or 

magic bullet.  Insurers are in business to make 

money, and policies are priced in a highly 

calculated and deliberate fashion relative to 

probability that your policy will require a payout.  

Similarly, insurance agents are incentivized to sell 

as much insurance as possible.  Term life 

insurance is the cheapest form because insurance 

companies know that  most policy owners will 

outlive the covered period and a payable death 

claim will not occur.  Yet because term is so 

cheap, it means that the commissions agents 

receive are quite low.  There is a strong incentive 

to promote other forms of “cash value” or “permanent” life insurance such as variable universal life, whole life, and etc. that pay far 

greater commissions.  Even cute riders bolted onto term life insurance dramatically increase the sales commission for a life insurance 

agent. 

Cash-value life insurance structures may sound appealing in that premiums paid are not totally forfeited with time and can accumulate 

cash-value.  But inspecting under the hood, the underlying cost of insurance remains akin to the premium you pay for term insurance.  

While one is young, this underlying term insurance cost is low (because your probability of death is low), but as the insured individual 

ages the price of insurance rises.  Agents often encourage buyers of cash-value plans to over-fund policies so that later in life their 

payments will not escalate due to these rising mortality costs.   Yet, observing policy values reveals that rarely does the over-funded cash 

value grow as was promised.  Policies often crater, and/or promised death benefits are reduced. 

Remember the sales promise, “cash value grows tax-deferred,” right?  True, but life insurance is one of the most expensive ways to 

save.  Whole life policies pay low-single digit dividends (bond-like returns at best), but after the cost of insurance, administrative 

expenses, and the deduction of other available riders, returns on cash value are eroded.  Projections often show a policy must be in 

effect for at least 10 years to break-even when premiums are regularly paid.  Yet in our experience that breakeven period is often 

overpromised.  Variable policies (those accruing based on some market-related benchmark) are very dependent on strong return 

performances during the first few years, or the insured may be required to pay higher premiums later to maintain the same death 

benefit. 

Hey, also remember that the agent stated the cash value could be withdrawn tax-free in retirement?  This is partially true: premiums 

paid in can be withdrawn tax-free, but to access any growth one must take a loan against the policy to preserve that tax treatment.  

Withdrawal of earnings anytime, is taxable.  As you might guess, “loan” means paying interest at the same time your cost of insurance 

is rising!  In that regard, entering into a permanent life insurance contract actually reduces one’s financial flexibility – especially amid a 

household budget crunch when life insurance premiums might be the first item a family looks to trim. 

Of course there are valid reasons to buy these more complex and expensive forms of life insurance, such as an estate larger than the 

Federal (or state) exemption; there are dependents who will need more assets than can be passed down; or your privately-held business 

partners want to fund the purchase of your ownership share if you were to die.  Please note, the idea of a “savings vehicle” is not on 

this list. 

In general, insurance should be kept as pure and simple as possible.  This means insuring with a correct-fit amount for the period of 

time needed and avoid costly riders.  If your goal is saving (for college, retirement, or anything else), traditional structures are far less 

expensive, provide greater growth potential, and keep you in total control!  If you already own more complex structures, we invite you 

to share the details with us so we can help you evaluate its merits based on your “Living Life” financial situation.  If cash value exists, it 

may be more effectively deployed to aid achieving your long-term goals. 

 

 


