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Welcome to 2019 
 

In this edition:  1) Important Company Announcements, 2) Retirement Plan Contribution Limits, 3) Global Economics 

and Markets, 4) Closing Remarks. 

 

PIM Company Announcements 

 

Please join us in congratulating our colleague Jen LaDuca, who along with her husband Rob, anticipate the 

birth of their first child during the first week of February.  Jen will be out off the office on maternity leave 

from the beginning of February through the end of April.  In her absence, please direct all service and admin-

istrative requests to your PIM financial advisor.   

 

After ten years in the same office building, we are moving.  We enjoy many aspects of our 

current location, but we have outgrown the space and were unable to make accommodations 

within the building.   Our new, more spacious and modern office is located at 22500 NE 

Marketplace Drive, Suite 203, Redmond WA 98053.  Our contact phone numbers and email 

addresses will not change. Our official move day/date is Thursday January 31st.  On that 

day, we will be closed but checking email via mobile devices and intend to be as responsive 

as possible.  We expect to be open and fully functional on Friday, February 1st.   

 

 

We are pleased to introduce the newest member of the PIM team, Ms. Sowjanya Ravela.  Sowjanya’s 

most recent professional experiences include an assignment at BlackRock, Inc., one of the world’s largest 

asset managers.  Prior to that, Sowjanya worked for several years, in increasingly responsible administra-

tive positions, for a registered investment advisor firm (like PIM) in Denver Colorado.  Sowjanya has a 

B.A. in Economics from the Shri Ram College of Commerce in Delhi, India and a M.A. in Economics 

from Boston University.  Initially, Sowjanya will provide administrative and client service support in 

Jen’s absence.  Sowjanya lives in Redmond with her husband, Kartik, a software development manager 

at Amazon, and children Soham (7) and Viyona (4).    

 
 

PIM recently adopted a new software technology platform for accounting and reporting on client in-

vestment portfolios.  The new platform includes a secure online “client portal”.  In addition to a 

“vault” for secure online storage of PIM client confidential documents and reports, the new PIM cli-

ent portal also offers clients a detailed, current (as-of the prior business day) view of their investment 

holdings, investment and portfolio performance information over various time periods, and more.   

 

To begin using the new client portal, you will first be required to activate your login.  The process 

will begin by PIM sending you an email that invites you to activate your client portal and includes a link which you must 

click on (within 72 hours of receiving the email) to begin the process of activating and setting up your client portal.   

 

No action is required at this time.  In the next few months, PIM will be providing additional information regarding estab-

lishing access to your new client portal.  In the meantime, you should expect to receive and/or access your PIM quarterly 

performance report via the same method that you have been.   
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Retirement Plan Contribution Limits 

 

The maximum amount that an employee may contribute to their 401(k) or 403(b) for 2019 is $19,000, up from $18,500 

in 2018.  The total that may be contributed by the employee and the employer combined is $56,000, up $1,000 over 

2018.  The additional, “catch-up” contribution that can be made by those 50 and over is $6,000, the same as last year.   

 

The income phase-out ranges for Roth IRA contributions for 2019 increased as well.  For single persons, the phase-out 

range is $122,000 to $137,000 (after which one cannot contribute to a Roth).  For married filing jointly, the phase-out 

range is $193,000 to $203,000 (after which neither may contribute to a Roth).   

 

If you wish to make an IRA contribution for 2018 (Traditional or Roth), you may still do so, as long as your contribution 

is deposited or post-marked by April 15th, 2019. 

The annual contribution limit to IRA accounts has increased to $6,000 for 2019.  The 50-and-over additional catch-up 

contribution limit remains unchanged at $1,000.  There have been slight upward adjustments to the income phase-out 

ranges that determine eligibility to make tax-deductible traditional IRA contributions.  Eligibility to make deductible 

IRA contributions also depends, in-part, upon participation in an employer retirement plan, and if married, whether one, 

both, or neither spouse participates in such a plan.  Please consult the IRS website or your tax professional for the rules 

that apply to you. 

Global Economics and Markets 

2017 was one of the best performing years for global equities since the second world war.  Growth was strong.  Inflation 

was muted.  Global economic data remained consistent throughout the year.  This level of synchronized stability was 

projected to extend into 2018.  This prediction was correct for about four months.   

By April foreign markets were showing signs of stress.  The cause was some combination of US Federal Reserve policy 

(both interest rate and balance sheet management), tariffs and US dollar strength.  Rate policy and tariffs are interrelated 

issues.  The Fed has been on a rate hiking path for several quarters, seeking to find a “new normal” equilibrium federal 

funds rate that neither specifically stimulates nor dampens economic activity.  Tariffs are inflationary.  If imposed on a 

wide scale, the Fed would be forced to respond with even tighter monetary policy than already planned.  The market 

fears, and can react strongly to threats of increasing cost of capital, which directly reduces corporate profits. 

The Federal Reserve grew it’s balance sheet through the quantitative easing programs following the 2008-2009 reces-

sion.  This emergency measure was never intended to be open-ended.  At the point when the Fed believed that it could 

first discontinue the program then actively reduce its holdings, it did so.  A chart of the balance sheets of the US, Euro-

pean Central Bank and the Bank of Japan shows that global asset prices are strongly correlated to the size of central bank 

holdings.  If this correlation holds, then as the Fed reduces the size of it’s balance sheet, then asset values may follow. 

A strong US dollar hurts US corporations who export.  And it hurts US investments in overseas assets (if unhedged).  

The dollar spiked during 2018 relative to foreign currencies.  This put further downward pressure on international invest-

ments. 

Tariffs 

Tariffs haven’t been used to guide economic policy in the United States since the 1920s.  The lesson learned from that 

period was that they don’t work for us or our trading partners.  It has been suggested that tariffs worsened the Great De-

pression and played a role in the runup to World War II.   

Smaller economies have tried to use tariffs as a guiding policy under the more palatable “import substitution” term since 

World War II.  The outcome has rarely been positive, aside from South Korea. 

Tariffs are a tax on a country’s imports paid by its citizens, not paid by the exporting country.  You could argue that US 

citizens and firms should buy American made goods instead of imported products.  But the US simply doesn’t produce 

most of the goods we import.  To the extent that the US does produce substitute goods, local producers generally in-
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 crease prices to match that of the tariff.  Data on the steel tariffs imposed early in 2018 show precisely this pattern.  With 

a trade war, the guns are pointed inward.   

The economic impact of tariffs is difficult to understate and highlights the complex nature of global supply chains.  For 

example, some German car manufacturers assemble more cars in Alabama than they do in Germany, using equipment 

and material sourced from all over the world.  In January President Trump threatened the Eurozone with tariffs on autos.  

Germany saw export orders fall heavily.  Even as the focus of tariffs shifted to other regional markets, the German ex-

port data failed to recover.  This tariff –inspired slowdown led the German equity market (DAX) to drop by approxi-

mately 20%.  Another export-oriented economy, South Korea, saw its stock exchange fall by 25% during the year.  

One of the most common concerns cited by US CEOs and CFOs during 3rd quarter 2018 corporate earnings calls was 

tariffs.  Companies weren't sure how to handle the threats to their supply chains.  They ultimately responded by buying 

more raw materials than they needed for immediate production.  This acceleration in inventories accounted for a signifi-

cant portion of Q3 GDP growth.  With the inventory build-up, US GDP growth was 3.5% quarter over quarter.  Less in-

ventories, it was only 1.23%.  US markets seemed to very suddenly realize that tariffs could impact the US economy as 

substantially as our foreign trading partners.   

The result of all of the preceding was declining international capital markets throughout the final three quarters of 2018, 

and a US market that declined into correction territory during quarter 4.  Last year was the first since 1972 that no major 

asset class returned greater than 5%.  Further, more than 90% of global asset classes posted negative annual returns, 

which has never occurred in the past 117 years.   

Looking Forward 

There’s too much uncertainty to forecast with much conviction.  But there is a bullish (positive) case to be made for 

stocks.   

1. The Price to Earnings Ratio (P/E) is the multiple the market is willing to pay for expected earnings.  The consensus 

earnings estimate for the S&P500 for 2019 is 6% over 2018 earnings.  The historical average PE is 16x.  After the 

4th quarter selloff, the P/E ratio fell to 14.5x.  In other words, stocks became less expensive.  This is a signal that the 

market may have little faith in the consensus estimates.  Should S&P500 companies meet or exceed consensus earn-

ings, stocks may advance. 

2. The Conference Board Leading Economic Index (LEI) remains positive, and while suggesting a slowing of the econ-

omy during the second half of 2019, is nowhere near recession territory.  

3. Positive sentiment among consumers, CEOS and CFOs.  We’ll include here negative investor sentiment, which is 

sometimes a positive thing.    

4. The Institute for Supply Management’s PMI came in at 54.1 for December.  This is the lowest level in a couple of 

years, by itself causing a market selloff.  Many of the underlying indexes that comprise the PMI fell in December.  

Still, the overall report reflected continued business strength, just at lower levels than the prior period, which is to be 

expected.  In other words, growth, but slower growth. 

5. A more timely indicator than the preceding is the Federal Reserve’s “GDP Now” tool, produced by the Atlanta Fed.  

The December 21st reading spiked significantly on higher consumer spending and estimated 4th quarter GDP 

growth rate of 2.7%.   

There are many data points that one can use to build a case for, or against, the current state of the economy.  On balance, 

the economy is growing and the consumer, (accounting for 65% of GDP), is employed, maintains relatively little debt 

and is optimistic.   

We think that for investor sentiment to change materially, three things need to happen:   

1. The Fed needs to slow the rate of interest rate increases.  Chairman Powell’s recent comments, and the comments of 

other Fed Governors, suggest a willingness to make decisions going forward in a more data-dependent manner.  This 

is welcomed news. 
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 2. The US-led trade war must subside.  China’s economy has slowed to a level that they find generally unacceptable, 

and the US equity markets have expressed their displeasure.  A 90-day “cease fire” was declared following the G-20 

summit in December, to allow trade negotiations to progress between the US and China.  Since that time, there have 

been modest, incremental improvements to the trade relationship with China agreeing to purchase more US agricul-

tural products, lowering tariffs on US auto imports and reversing the technology “sharing” policy applicable to for-

eign corporations.  Hopefully real progress is on the horizon. 

3. Weaker U.S. Dollar.  A contributing factor to the strengthening of the dollar during 2018 was the speed at which the 

US economy was growing relative to the rest of the world.  This is referred to as the “growth differential”.  There are 

three catalysts that could drive the dollar lower in 2019.  A) Shrinking of the growth differential, as the impact of the 

2017 tax law fades, B) Increasing federal deficits tend to weaken the currency.  Responsible federal budget and debt 

management is nowhere in site.  C)  The secular trend for the USD has been downward sloping since the 80s.  There 

have been periods of temporary strength, but it’s hard to imagine the dollar doing much more than going sideways 

this year.  If the dollar weakens, look for non-US investments to advance. 

It is clear that a lot needs to happen to overcome negative investor sentiment.  Yet, assets are attractively priced right 

now and we might be seeing signs of progress in all areas explained above.  As always, we will monitor and will make 

adjustments as appropriate. 

Closing Remarks:  The Importance of Asset Allocation 

We experienced a real and broad market correction during the 4th quarter of 2018.  The S&P500 was down –13.49%.  

The Russell 2000 (US Small Cap) was down –20.21%.  Foreign large cap was down –12.59%.  Foreign Small Cap was 

down –15.81%.  Emerging markets was down –7.56%.  The US bond market was up +1.62%.  For the full year of 2018, 

each of these asset classes was down for the year. 

PIM clients experienced returns of between approximately break-even to -2.5% (most conservative) to down –10% 

(most aggressive).  These are estimates based upon an informal perusal of actual portfolio returns for the year.  PIM cli-

ents hold a variety of investments depending upon current and past employment status, custodial allocation and other 

factors.  So it is simply not possible to be more specific.  Whatever outcome you experienced is largely based upon your 

risk profile, as represented by your portfolio allocation.   

We’ve written this so many times before, that you may be tired of reading it.  We know.  But this is a perfect time to 

suggest that as you review your 2018 investment experience, in light of the performance of the asset classes listed above, 

you gauge your own level of intellectual and emotional comfort.  Investments go up, and they go down.  The extent to 

which you participate in both the upside and downside is directly reflected in our understanding of your risk profile as 

implemented in your investment portfolio.  If something is misaligned here, please reach out to your PIM financial advi-

sor for a discussion. 

In the meantime, we will remain diligent, as always, in our efforts to deliver acceptable risk-adjusted return. 

 

 

 

From all of us at PIM, very best wishes for a happy and peaceful 2019. 

 

 

 

 

 


