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 2019 3rd Quarter Financial & Investment Management General Commentary  
This General Commentary covers information of general interest on the Firm, Financial Planning, 
Financial Services, Market Results, Economic & Market Conditions, Economic & Market Outlooks and 
Portfolio Investment Management. The last page provides a list of index returns for each of the market’s 
major categories.   
 
Our sources of information are diverse and vary from period to period. For this period, sources referred to 
include Greenrock Research, 3Edge, The Wall Street Journal, Investment News, Morningstar, Fidelity 
Investments, DJ Market Data, Fact Set and others.  
 
INFORMATION OF GENERAL INTEREST 
We are pleased to report that Greg St. John has received a 5 STAR AWARD which recognizes wealth 
management professionals who show a commitment to clients, demonstrate strong industry credentials 
and are evaluated on the quality of their current practice. Greg received this award not only for 2019, but 
for several prior years.  
 
FINANCIAL PLANNING & SERVICES  
Our business on a holistic basis is your financial wellness, either for financial services or portfolio 
management based on your engagement with us. We want to be your go to firm for this service and for 
referrals if needed.  
 
2019 Last Chance Financial Planning Checklist are now available. It's a quick way to determine if you 
need to take any actions before the end of the year.   It's a simple checklist that covers only those areas 
that need attention at year end – taxes, retirement savings, investments, insurance, and medical. It might 
take you five minutes – tops - to review. Drop us a quick email at advisor@stjohnfinanical.com and we’ll 
send you one by return email.  
 
When working on a client’s financial plan we are often asked a recurring question that goes something 
like this, “How does our spending and/or saving compare to others?” Here is a good infographic that you’ll 
likely find helpful. Click here. 
 
Lots of confusion over what is or isn’t deductible mortgage interest. So, here is an overview.   
Tax-deductibility limits on mortgage interest depend on the date of your mortgage 

Let's start with the simplest. If you took out your mortgage before December 15, 2017, home-secured debt 
up to $1 million is grandfathered in. So, you could still deduct the interest expense on up to that amount. 
After that date, the limit goes down to $750,000 if you are single or married filing a joint return ($375,000 
for married filing separately). 

HELOCs are now wrapped into the total limit on tax-deductibility - with a caveat 
A HELOC is another story, and here's where it gets more complicated. In the past, a HELOC was treated 
separately and the interest expense on up to $100,000 (single or married filing jointly) was tax-deductible 
no matter how the money was spent. 

Under the new law, home equity loans and lines of credit are no longer tax-deductible. However, the 
interest on HELOC money used for capital improvements to a home is still tax-deductible, as long as it 

https://www.visualcapitalist.com/how-americans-make-and-spend-their-money-by-age-group/
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falls within the home loan debt limit. Dates are important here, too. If you used a HELOC for home 
improvement before December 15, 2017, it would be grandfathered in to the $1 million limit. However, 
if you spent the money on December 15, 2017 or later, you'd be subject to the $750,000 limit. 

For the record, second homes count, too. 
Fortunately, the new laws and limits do still apply to the purchase and improvement of second homes. 
However, the total home-secured debt limit for tax-deductibility is still $750,000 for both homes. But this, 
too, can get complicated depending on the timing. 

For instance, let's say you had two homes prior to December 15, 2017: a principal residence with an 
$800,000 mortgage and a vacation condo with a $200,000 mortgage. The interest expense on both would 
be tax-deductible under the old limit. Now let's say you sold the condo. If you subsequently decide to 
purchase a new condo, the mortgage interest would no longer be tax-deductible because, while your old 
mortgage would be grandfathered in, any new purchase would make you subject to the new, lower debt 
limit. 

Roth Accounts  
As we approach year-end it is once again time to consider adding to or withdrawing funds from your Roth 
account. There is much confusion concerning the rules for converting IRA funds to a Roth account and 
for taking either tax-free or penalty free distributions. If you are considering either adding to, converting 
to or distributing from your IRA and need some guidance, please contact us for assistance.   

Medicare Actions 
It is now timely to determine if it is in your best interest to consider a change in your Medicare coverage 
including your Medicare supplement, Medicare advantage and/or Medicare Part D, drug coverage. The 
deadline for making any change is December 7th and we have engaged a consulting firm, AMS to do the 
research and provide you with their recommendations. If you need the forms to provide them the 
information, please contact Lisa Duncan in our offices.     

Social Security Adjustment for 2020. While not yet official, the expectation is that the 2020 adjustment 
in the Social Security payments will be increased by 1.6% to a monthly maximum of $3,011. Such increase 
will also increase the base amount by which Medicare Part B premiums are determined.    

529 plans are no longer only college saving plans. Legislations have broadened its use to be applied to a 
much broader educational use including K-12, trade schools, and homeschooling. While you own the 
account, the beneficiaries can be changed to any other person including yourself and if not used may be 
redeemed, but subject to an income tax on the gains while held in the 529.   

Key College Funding Data card  
We have available to those with college aid children a handy two-page college funding reference card 
containing 60 helpful data points organized in 11 topic areas including - affording college, financial aid 
and the FAFSA, average tuition, and more. Jot us a note at advisor@stjohnfinancial.com and request one.  

Staying with College Planning for a moment here is important news 
Dramatic changes in the higher-ed world are coming as a result of an investigation by the U.S. Department 
of Justice into anti-competitive behavior among colleges. The changes can potentially provide parents 
with more bargaining power as they aim to reduce the cost of college for their children. Parents with high 
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school seniors will no longer have to be satisfied with award letters that they receive during the traditional 
college admission season which ends on May 1. Schools can now recruit students all year-round and they 
now have permission to attempt to poach students, who have committed to other schools, with counter 
offers. 

There are more details available. Send an email to btotri@stjohnfinancial.com and Bryan will forward 
you more information on the subject if you’re interested.  

Many folks do not know that the 2017 Tax Cuts and Jobs Act made some scholarships taxable to the 
students. It’s a bit complicated so after reading this article over check with your tax professional if you 
have any concerns. Details here. 

Elder Care Communities   
Based on the needs of some clients we have engaged Senior Provisions, an elder care service to 
recommend and assist clients in selecting the best elder care communities for independent living, assisted 
living or memory care in the greater Atlanta areas. If this is something you or a member of your family 
might be interested in, please contact us for information.   
The SECURE Act 
The Setting Every Community Up for Retirement Enhancement Act (SECURE Act) passed in the House 
with a 417-3 vote back in May and is expected to make it through the Senate during this current term. 
There are many (29) new provisions - these are some of the highlights. 

Increase Required Minimum Distribution Ages. Today the law requires that most individuals take out 
required minimum distributions (RMDs) from their retirement accounts once you reach age 70.5. The 
SECURE Act would delay this requirement to age 72. The RESA Act currently in front of the Senate 
seeks to push RMD requirements even further back to age 75. 

Removal of Age Limitation on IRA Contributions. For years there has been a rule that essentially 
discouraged retirement savings in IRAs for people who continued to work later in life. After age 70.5, you 
could no longer contribute to an IRA, but amazingly, you could still contribute to a Roth IRA. Sec. 114 of 
the SECURE Act would remove this savings limitation by repealing the age limitation for traditional IRA 
contributions. 

Removal of “Stretch” Inherited IRA provisions. The SECURE Act would make significant changes to 
inherited retirement plans like 401(k)s, traditional IRAs, and Roth IRAs. In the past, beneficiaries of these 
accounts could typically spread the distributions over their own life expectancy. However, the new bill 
includes what is viewed as a tax-generating provision that would require most beneficiaries to distribute 
the account over a 10-year period. This change would accelerate the depletion of inherited accounts for 
many large IRAs and retirement plans.  

HSA For Retirement Health Care.  Health Savings Accounts (HSAs) are not only a smart triple tax-free 
investment for employees, but are even more valuable for retirees as future healthcare cost are likely going 
to increase and healthcare services will also be more heavily used after retirement. HSAs contributions 
are tax deductible, the earnings are tax free, and the withdrawals are tax free for qualified medical 
expenses. An HSA can be funded up until the time one enrolls in Medicare. However, once you enroll in 
Medicare you can no longer contribute to an HSA. A properly used HSA can be used as a spending 
account, but the real advantage is its use as a savings account. It should also be managed as an investment 

mailto:btotri@stjohnfinancial.com
http://r20.rs6.net/tn.jsp?f=001X_whDt_JAZCxk91l5uTpsvAiBopQpTIdtvMGbgMquY9M7U0NYNrxETinADtN2coSE90pf7ZCw40X70aMv65fpYTa9amBXHn5eS7I92ZQnsKhKnXoHGarqJvndQavtzaIOh9mM3na6EzDRuFKVWlyik-tSFZcUmGoGuVFrmLjfv_d6YRVwiaffKRoZ2yE-Ewr81k5HNoTML2lAdIAC92FljiHzbeSmOubh8Nn3WmuQnMZUJs6Y69Uvhmbb7dp8y4MC9JGESOwZYk=&c=mzYWwIVmlHwR9Sbu3o2i50oxsA46Acwt_r-9b0Zb6b3B_Zf6-6SEaQ==&ch=wrV52C3wOgws1hS1pTi8lNJm6ne1EjKAHX9IakYzGjAvbiKMkt1Qhw==
https://www.congress.gov/bill/116th-congress/house-bill/1994?q=%7B%22search%22%3A%5B%22Setting+Every+Community+Up+for+Retirement+Enhancement+Act%22%5D%7D&s=2&r=1
https://www.carsonwealth.com/insights/blog/5-critical-rmd-mistakes-you-cant-afford-to-make/
https://www.congress.gov/bill/116th-congress/house-bill/1994/text?q=%7B%22search%22%3A%5B%22Setting+Every+Community+Up+for+Retirement+Enhancement+Act%22%5D%7D&r=1&s=2#toc-H215007A799DE4E90ABA1D55306AAD395
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account, not held as cash. According to a Fidelity research report, a 65-year-old couple can expect to spend 
$285,000 in healthcare and medical expenses during retirement. If you need assistance with this please 
contact us.    
 
PORTFOLIO MANAGEMENT  
New Portfolio Allocations 
We continue to convert client portfolios to our new portfolio design and asset allocation. This is an 
allocation structure we feel will be best over the next 10 to 15 year market cycle. We have targeted to 
complete all such work by the end of the first quarter of 2020. Such new program requires a portfolio 
minimum amount of $200,000, so we are in the process of designing a similar program for those clients 
whose assets fall below this amount.   
Part of this new program includes holding a sufficient amount of cash equivalence to meet planned one 
time or regular monthly cash withdrawals for at least the next 12 to 24 months.  
During this conversion, following a market runup, building cash and rotation to the new allocation will 
generate higher than normal capital gains which will increase your tax exposure. Our concerns are that 
should we have a downturn in the market, losses could be worse than the tax implications for making sales. 
Additionally, being in a historically low tax rate period, this may be a better time to take the tax hit. 
There will also be a change in the management of client’s 401(k) plan beginning in 2020. For greater 
security and client privacy, client 401(k) plan accounts will be changed and rebalanced on a yearly basis 
and set for auto rebalancing with the client at their annual review meetings. Fees applicable to client 401(k) 
plans will also be set on an annual basis and not changed from quarter to quarter. 
As you may have read, the major brokerage firms have announced commission free trading for most 
individual stocks and exchange traded funds (ETFs). Such transaction date for Fidelity will begin on 
November 12th.  
MARKET RESULTS 
Equities 
For the quarter, the S&P 500 was up 1.70%. Large U.S. companies led the market as smaller companies 
lost ground as investors felt larger companies were safer. 
The market has remained positive because of the higher than expected earnings and it seems to be 
overlooking analysts reduced expectations relative to last year. These reduced earnings expectation spell 
trouble down the road. The positive outlook was also spurred on by reduced interest rates by the FED, 
teases of a deal pending with China, even if it is a partial deal, and decent economic numbers from GDP, 
wage growth, consumer spending and unemployment. This too continues to prop up the market.  
Global equity valuations remain reasonable at 16x earnings, with non-US equities trading at lower PE 
multiples than US equities and emerging market equities trading cheaper than developed market equities.  
The US Federal Reserve, European Central Bank and a number of other central banks have adopted more 
dovish stances, helping underpin equity markets. However, purchasing managers’ indices and sensitive 
measures of economic activity have slowed considerably on a global basis, suggesting that recent soft 
economic growth may not be transient, which could be a headwind for revenue growth. 
International stocks were mostly negative as woes from Brexit continue as well as the weaker economy 
being compounded by the strength of the dollar.  While investments may be producing reasonable returns, 
investors in the U.S receive less when exchanged for U.S. dollars. 
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Bonds 
The bond market as viewed by the broad market Barclays Aggregate index did better than stocks for the 
quarter, returning 2.27%. Longer terms bonds fared better than shorter term bonds as rates fell and returns 
increased beginning with the Federal reserve action to reduce interest rates. 
Sovereign yields moved sharply lower across developed economies in recent months due to expectations 
of weaker economic growth, a concern that also prompted many central banks to adopt a more dovish 
stance. The Markets are expecting the central banks to remain poised to reduce or at least remain with 
current lower interest rates for the near future. Additional turmoil related to bonds has been created from 
quantitative easing, forward guidance and targeted funding programs as sluggish economic growth and low 
inflation rates persist. This is adding more volatility than we are comfortable with in a segment of the 
market viewed historically as safe and stable. 
The sharp decline in available yield from low-risk assets also intensifies the search for high-quality income. 
This appears to be causing competition for the same bonds which in turn drive the prices up and the yields 
lower. 
 
OUTLOOK FOR THE MARKET   
What do you do when both stocks and bonds are overpriced?  
Last quarter, we wrote about the dramatic rise of both the stock and bond market in the first six months of 
this year. The Barclay Aggregate Bond Index was up 6.0% and the Standard and Poor's 500 index was up 
18.5%.  We stated that they were giving us opposite signals.  The stock market was telling us that our 
economy is doing well, that GDP was likely to rise not fall and the future looked bright.  The bond market 
was signaling something quite different.  The 10-year US Treasury yield fell from 2.66% at the beginning 
of the year to 2.02% on June 30th.  This was signaling a slowdown, suggesting that GDP would decline as 
we look out to the future. 
We suggested we listen to the bond market and not the stock market.  The data from the third quarter has 
confirmed our suggestion.  During this quarter, the 10-year US Treasury fell from 2.00% to 1.60% and was 
up 2.27% while the S&P 500 rose 1.7%.  
Chart 1 shows the yield of the 10-year US Treasury since 1910. 
Chart 1 

  
Source: St. Louis Fed (FRED) 
 

10/7/19: 1.56%0

2

4

6

8

10

12

14

16

18 10 Yr Treasury Yield



 
 

   6 
 

Future Returns - Bonds 
Everyone knows rates are low, and all students of investing know that future returns will be low and will 
not provide the investment return investors require.  Now it is true that one can expect a higher return than 
the yield on the 10-year, but our question is how much higher?  There is actually a simple answer to this 
question: calculate the yield to maturity of your bond portfolios.  If you look at the investment grade bonds 
making up most of the bonds in the portfolio, you will see yield to maturity levels at slightly less than 3%.  
Can you achieve investment return needs with, in most cases, half of the portfolio with expected returns at 
less than 3%?  We would suggest it will be very difficult especially if equity returns begin to slow. 
 
This is actually the biggest issue we have been facing as we remain in a low interest environment and look 
forward to a trickle of rate increases over the next long-term cycle which should drive yields even lower.  
Traditionally as investors moved from a working years phase of accumulation towards a retirement phase 
of distribution, a prudent approach was to shift the portfolios from an emphasis of stocks to an emphasis of 
bonds.  By doing this, you accomplished two things, you increased income and reduced volatility.  Today 
given the same approach you do reduce volatility, which is a good thing, but you do not increase income. 
In fact, this may put investors in a position of knowing they will at some point need to take principle to pay 
their bills if less than 3% returns do not meet their investment return needs. 
 
So, we continue to look at bonds as a broken asset class.  You cannot have the same relationship with bonds 
you had historically.  You need liquid alternative managers like 3EDGE and Forefront.  While they are 
new to our portfolios, over the last 19 ¾ years these managers have achieved a 6.65% annual return while 
the Barclays Aggregate Bond Index return was 5.03%.  The volatility in these portfolios is higher than 
bonds, so we needed to reduce equities risk slightly in order to keep the integrity of the volatility of the 
total portfolio intact.  You need them because you cannot be as dependent on bonds in the way you have 
historically.  
 
Future Returns – Stocks 
The last ten years have been easy, you just bought the S&P 500 and ignored international stocks and 
emerging markets.  If this the most prudent way to invest we would have done fine. In fact, we would have 
outperformed almost all active managers in any asset class.  
 
From a risk and diversification standpoint, this was not prudent and we did not pile into the S&P 500 ten 
years ago.  While we did not know it then, we were just six months into a 10-year stock market recovery 
period for the US Stocks.  We were six months into the recovery from the 2007-2009 decline in stock prices 
that saw the S&P 500 fall 51% from peak to trough.  10 years ago, when stock prices were very cheap, we 
were fearful to make a large sector bet into a market that has such losses as this would not have been 
prudent.  We were living in a time when Lehman Brothers and Bear Stearns had failed, when housing prices 
plummeted, when the government needed to prop up the banks, and when the price of Citigroup fell to less 
than $1.00.  Ten years ago was a very scary time.  
 
Yet had you looked past the economic turmoil of 2009, you would have achieved an annual return of 
13.34% over the last ten years, an astonishing return, well above the long-term average of 9%-10%.  Ten 
years after any tragic event that creates major fear and stock market declines, we are likely to see recovery 
and forget the emotions of that earlier event.  So many people look back and say it was easy.  All we had 
to do was to invest in the S&P 500 and we would have achieved remarkable returns.  If this is the reflection 
you have, you have certainly forgotten the trauma you felt ten years ago.  
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There is a type of investor however who went through the period from November 2007 through February 
2009 where the S&P 500 lost 51% and found comfort in the valuation levels of stocks.  In 2009, P/Es got 
low and some investors saw the possibility of future high returns because stocks had fallen so much.  
History has shown us that if we buy stocks when prices are low, we get very high returns.  Buying the 
bottom in 1941, 1949, 1982, 2002, and 2009 were very profitable times to invest.  
 
So, let's look at what that group of investors are seeing today.  Chart 2 shows the stock prices relative to 
earnings since 1927.  
 
Chart 2  

  
Sources: Bloomberg, Standard & Poor’s, 3EDGE. Overvaluation series generated by comparing 3EDGE’s model of current P/E ratios 
adjusted for normalized profit margins to fair value P/E calculations that incorporate both current and long-run cost of capital and implied 
growth rates. Data through September 30, 2019. 
 
Today, stock prices are high, almost as high as they were before the crash in 1929 and in 1999.  Investing 
in indices at these times costs investors 80% of their assets after 1929 and 37% of their assets in the 2000 
to 2002 period.  Buying the index today is very dangerous.  
 
Every extreme period has a group of stocks that represent their peak.  The FAANG stocks were the poster 
child of the last 10 years, and they peaked in 2018.  The results of investing in them for the six years from 
2013 to 2018 were staggering.  During this six-year period, S&P 500 value compounded at 10%, S&P 500 
growth at 14% and the FAANG stocks at 36%.  That is not a misprint, 36%. 
 
The longer this recovery went on, the more the narrative became that growth was the place for the smart 
investor.  Passive was a better idea because active managers no longer understood the markets, and future 
GDP growth would be phenomenal.  
 
Today that story looks tenuous at best.  Future GDP growth looks to be in the 1% to 2% area, and the 
FAANG stocks have seen their bloom come off the rose.  Do you recall when Apple and then Amazon had 
market values over $1 trillion?  They have backed off since then.  
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The third quarter of this year saw value outperform growth 2.8% to 0.7%.  This shift away from growth 
toward value looks similar to the shift that took place in 2000 to 2002.  This was after the tech rise of the 
late 1990s.  From 2000-2002 growth declined 37% while our dividend strategies saw positive returns of 
15%.  In other words, if you had invested $1 million in the S&P 500 on 1/1/2000 your portfolio would have 
been worth $630,000 on 12/31/2002.  The dividend portfolio would have been worth $1,150,000.  
 
Our dividend strategies shine when there is a shift from growth to value.  Will stocks decline in the future 
as much as they did in the 2000 to 2002? Perhaps not, but growth investing and passive investing will be 
the wrong place to be. 
 
What about a recession?  
We think this is the wrong question.  We may have a recession; we certainly have the catalyst for one with 
trade wars with China and Europe.  We think the better question is future GDP growth. GDP growth in this 
country was 3.1% from 1946 to 1999.  The factors that drove that growth were demographics, the baby 
boomers, the advent of China as a consumer and the advances of technology.  GDP growth from 2000 to 
2019 has been 2.0%.  The change comes from the aging of the baby boomers and the slowdown of China.  
 
So, we see a continuation of that slowdown, with GDP likely lower than 2% as we look out five years.  
Europe has slowed, Japan has slowed, China is slowing, and the US will slow as well.  
 
We think rather than asking when a recession might start, ask this question: if we have one year of -0.5% 
GDP growth or +0.5% growth, how different would we feel?  The first would be a recession and the second 
would not be a recession, but both would be painful.  
 
The ninth group of baby boomers reached 65 this year and there are ten more groups to come.  Technology 
continues to improve our lives, a good thing, but is also a cause of deflation.  Lousy demographics and low 
inflation are a combination that suggests low future GDP growth. 
 
CONCLUSION 
This all sounds so pessimistic! Why are you optimistic? 
 
Well we are pessimistic for those folks who are invested in the 60/40 passive portfolio.  Over the next seven 
years, we think they will see portfolio returns in the area of 3% annually.  We are also pessimistic about 
future returns from bond portfolios.  
 
We are very optimistic about our strategies.  We think our alternative managers will dramatically 
outperform fixed income; we feel our dividend strategies should achieve returns of 7% to 8%.  Over the 
next 7 years our current high and growing dividend portfolio should achieve a 5% compounded annualized 
return just from the cash flow if dividends rise by just 0.25% per year, considerably lower growth than we 
have achieved historically.  So, we feel very optimistic about providing future returns that will meet the 
investment return needs of your plans. 
 
 

St John & Associates 
  



 
 

   9 
 

Below are the returns for mutual fund categories making up our clients’ portfolios and the major stock 
market averages. Morningstar sourced these mutual fund returns. Returns beyond one year are 
annualized.   

 
  

3rd Qtr. 
2019 

1 Year 
Average 

5 Year 
Average 

 

10 Year 
Average 

Large-Cap Growth -0.47 1.87 11.04 13.13 
Large-Cap Value 1.52 1.93 7.30 10.66 
Mid-Cap Growth -1.80 1.10 9.89 12.56 
Mid-Cap Value 0.41 -2.14 6.26 10.65 
Small-Cap Growth -4.17 -7.52 9.63 12.29 
Small-Cap Value -0.57 -9.38 5.03 9.36 
DJIA 1.83 4.21 12.28 13.56 
S&P 500 1.70 4.25 10.84 13.24 
S&P Mid-Cap 400 -0.09 -2.49 8.88 12.56 
Russell 2000 -2.40 -8.89 8.19 11.19 
Russell 3000 1.16 2.92 10.44 13.08 

     
Health -6.34 -10.83 7.05 13.72 
Commodities -2.32 -8.65 -7.16 -4.84 
DJ US Real Estate 7.30 20.27 10.71 12.83 
Technology -1.37 0.90 14.90 14.72 

     
Emerging Markets -3.64 -0.03 1.66 3.40 
Intl Large Growth 

  
-1.24 0.61 4.94 6.29 

Intl Large Value -1.65 -4.43 1.00 3.54 
Intl Small/Mid Growth  -2.36 -5.66 5.53 8.34 
Intl Small/Mid Value  -2.09 -7.96 2.01 4.38 
MSCI EAFE -1.07 -1.34 3.27 4.90 
MSCI Emerging Mkt -4.25 -2.02 2.33 3.37 

  MSCI World 0.53 1.83 7.18 9.01 
     
  Inflation Protected 

  
1.12 5.97 1.86 2.92 

Intermediate Term 
 

1.99 9.35 2.95 3.59 
Short Term Bonds 0.78 4.57 1.83 2.23 
Multi Sector Bonds 1.32 6.56 3.46 5.28 
Barclays Agg Bond 2.27 10.30 3.38 3.75 
High Yield Bonds 1.07 5.27 4.09 6.75 
High Yield Muni 2.09 8.50 4.96 5.62 
World Bonds -0.11 5.35 1.15 2.12 
     
Fidelity Cash Reserve 0.47 2.01 0.74 0.38 

 
 
 


