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September Rundown:   

September wrapped up an eventful third quarter for 
2019.  In a widely anticipated move, the U.S. Federal 
Reserve Bank dropped interest rates for a second time 
this year.  This was part of a synchronized global trend 
with 16 central banks lowering interest rates in the 
quarter.  News of a whistleblower complaint that may 
lead to impeachment for President Trump increased 
uncertainty for investors, but at the time this newsletter 
was written there was little clarity around the situation.   

Progression of the trade war between the U.S. and China has been highly unpredictable and the stakes 
continue rising.  On September 27th, Bloomberg News reported Trump administration officials and 
members of the Senate were discussing ways to limit U.S. investor portfolio flows into China through 
actions that could be severe as delisting Chinese companies entirely from U.S. security exchanges.  This 
would be a substantial blow to China in their ongoing efforts to increase foreign investment in Chinese 
securities.  Chinese officials have heavily lobbied for their stock market to comprise a greater percentage 
of widely used stock indices and therefore popular index fund products.  It’s a complex issue, but the 
fear is that rising exposure to Chinese stocks could pose a systemic risk to the U.S. retirement and 
pension system.  Chinese stocks do not adhere to the same accounting and disclosure standards as U.S. 
stocks and are not subject to the rule of law.  The U.S. and China are set to meet next in early October to 
continue discussions.   

 

Market Performance Update: 

In 2019, markets have climbed a wall of worry.  Broadly speaking, asset classes have generated strong 
performance.  The S&P 500 Index is now up +19% since the start of the year, which according to Gunjan 
Banerji of the Wall Street Journal is the biggest YTD gain through three quarters for the Index since 
1997.  Small cap stocks as measured by the Russell 2000 Index are up +14.18% YTD, international stocks 
as measured by the ACWI Ex US Index have gained +13.57% YTD, and emerging market stocks as 
measured by the Morningstar Diversified Emerging Index have risen +7.87% YTD.  Bonds as measured by 
the Barclays Aggregate Index added +2.27% last quarter putting them up +8.52% YTD.  Gold has 
appreciated +16.49% YTD.  These gains stand in stark contrast to what investors experienced in 2018 
where cash was the only widely held asset to generate a positive return. 

 

Getting Back to Basics:      

To achieve long term financial success and some peace of mind, you don’t necessarily need to be an 
expert on investing.  However, it is helpful to understand some basic investing concepts and how to 
apply them.  While this understanding won’t eliminate the emotional ups and downs experienced from 
market volatility, it can help one keep perspective allowing much of the ongoing “noise” in financial 
markets to be tuned out.  Tuning out noise and staying invested for the long term is key in order to 
benefit from what may be the most powerful force any investor can harness – compounding.   
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Tuning out Noise: 

The adage “if it bleeds it leads” describes the tendency for news outlets to 
focus on violent events which keep viewers or readers attention to sell 
more ads.  Investment markets do not “bleed”, but financial news can 
frequently be sensationalized for a similar effect.  This is not a new 
phenomenon.  For example, consider a now notorious BusinessWeek 
magazine cover from 1979 that declared “The Death of Equities” just 
before a huge run up in the equity markets.  While the following statement 
is unlikely be featured on TV or the internet financial news today, it may 
the best advice for most investors: “Today on Speedy Money, we discuss a 
weird trick that investors are using to achieve successful results:  Allocate 
money to diversified investment portfolio aligned with your return 
objective, tolerance for risk, and time horizon.  Stick with your investment 
plan, and don’t overreact to positive or negative news.  By tuning out the 
noise and compounding over time, investors can achieve impressive 
results.”  Although, I guess that wouldn’t fit well on a headline. 

Compounding:   

Compounding is the process of generating more 
return on an asset’s reinvested earnings.  
Compounding can help your investments grow 
exponentially, it simply requires the reinvestment of 
earnings and time.  Striving to compound client 
capital via a total return investment approach (both 
income and capital gains) is our primary objective at 
HWM.  While not intended to be any type of 
investment recommendation, the subsequent 
hypothetical example may help to illustrate the 
power of compounding.  Most people are familiar with 
Johnson & Johnson (JNJ), the pharmaceutical and 
consumer goods company.  JNJ may be “boring”, but 
through decades of steady earnings growth it has 
managed to pay and grow its dividend every year since 1963.  This is a feat few companies have 
matched, resulting in impressive compound returns for JNJ stockholders.  For example, a hypothetical 
$10k investment in JNJ ten years ago would have generated $5,594 in total dividends.  In the 10th year, 
the annual return generated from dividends alone would be $824 - that’s 8.24% of the initial 
investment.  Moreover, the initial $10k investment would have appreciated to $28,720.  Not bad!  Now, 
consider the same hypothetical $10k investment in JNJ, but initially made 40 years ago in 1979 when 
BusinessWeek announced, “The Death of Equities”.  The initial investment in 1979 would have paid you 
a seemingly low dividend rate, about $260 annually (2.6% yield).  However, through total return 
compounding over the long term, an investor would have reaped some serious rewards.  Over 40 years, 
the hypothetical initial $10k investment would have generated a total of $564,068 in dividends. In the 
40th year the annual dividend paid would be $59,128, nearly six times the initial investment and that 
initial $10k investment would have grown to $2,061,616.  That’s not too shabby!  

JNJ Dividend Per Share Since 1995 
Source: Dividendchannel.com 
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