
                                                                                                                   
                                                                                                                                                                                                                                                                

Weekly Commentary             Week of 01/25/2016 
  
Although we've received surprisingly few questions from clients in light of the recent 
market gyrations, we assume that when even one person asks there are many more 
with the same question on their minds. So, in no particular order, here are a few of the 
questions our advisors have been asked over the last week or so. 
 

Q: How far will the markets go down if the 
correction keeps going? 
A: Obviously, no one really knows the answer to 
this question.  However, a little market history can 
shed some light on the possibilities.  Corrections in 
global portfolios (as measured by the MSCI All 
Country World Index) average about 12% when 

they are not associated with a global recession. Declines average about 17% when 
there is a global recession but exclude the United States. Finally, roaring bear markets 
with average declines of more than 40% occurred when the U.S. participated in a global 
recession. 
 
We're not expecting global economic conditions to worsen, and as a result we believe 
further downside is limited. 
 
Q: How much has “the market” fallen so far? 
A: That depends on which market you are referring to and what time horizon you are 
reviewing. If you look at U.S. stocks as measured by the S&P 500, they are down about 
6.5% as of the close on 1/22. However, this is an unrealistic way for an investor to 
measure performance because prices fluctuate widely during market cycles.  Taking a 
more practical view over the longer term of three, five and ten year periods, the S&P 
has had annualized returns of 10.7%, 10.5% and 6.4% respectively.  The ten year 
number is respectable considering it includes the financial crisis of 2007-08. 
 
Foreign markets are a different picture where returns have been negative for two of the 
last three years. Even with these declines, ten year returns are positive, as are the 
returns from a diversified global portfolio. 
 
Q: If local markets have done better, why are we investing in foreign stocks? 
A: Diversification is an important risk management tool. Unfortunately, diversifying the 
portfolio guarantees that you will never be entirely invested in the (currently) best 
performing asset class.  So, when U.S. stocks are outperforming foreign securities 
some people feel like they should be invested entirely in U.S. stocks.  When foreign 
stocks beat U.S. stocks those same people regret being invested domestically.  Both 
are examples of short-term thinking and neither is accurate or useful in building a long-
term wealth plan.  Global diversification is a strategy to provide a reasonable performing 
portfolio over full market cycles.   From a wealth management perspective, your "Prime 
Directive” is to achieve reasonable returns that will provide tax-efficient, sustainable 
income during your retirement years. 
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The reason exposure is maintained in multiple markets around the globe is to gain from 
this diversification benefit and improve the chances of obtaining reasonable returns over 
time.  Strong performance in one region during one time frame buffers sub-par results in 
another.  The goal is for all of the portfolio’s parts to work together over time to support 
your financial independence needs. 
 
Q: I am tired of watching my portfolio bounce around.  Why don’t we just sell the stocks 
and put my money in CDs? 
A: This may be an acceptable solution for people with enough money, but very few 
people have enough money to accept the guaranteed loss that such a practice delivers.  
This “guaranteed loss” is the loss of purchasing power due to the effects of taxes and 
inflation.  Although the losses are small each year, they are certain and they compound.  
This is true because interest income is taxable, unless the money is held in retirement 
accounts, every year as ordinary income as it is earned whether you need it or not, and 
inflation, at the Federal Reserve’s current target of 2%, shrinks the value of your asset 
base faster than you are earning interest.  For example: 
 

• $100,000 5 year CD yields 2.1% = $2,100 
• Marginal tax @ 30% fed & State = $630 
• Net After Tax = $1,470 
• Inflation 2% of $100,000 = $2,000 

Total loss = $530 
($2,100 interest income less taxes of $630 less inflation of $2,000) 
 

While stocks are volatile over the short term, most five year periods have been 
adequate to generate positive real returns.  With many of today’s dividends being paid 
at higher rates than interest on CDs, you are well-paid to wait while volatile stock market 
cycles play themselves out. 
 
Q: Do you know how much money I lost so far this year? 
A: Yes:  none.  You only lose money when you sell the assets that are down and don’t 
reinvest to take advantage of a potential recovery.  This is why HCM utilizes dividend 
securities to generate cash flow when markets are down as well as bond ladders and 
reserve accounts.  This way we have cash available to meet your needs without 
needing to sell assets at depressed prices.  In this way, you can avoid turning inevitable 
market volatility into actual losses.  
 
Q: If bad markets continue, will I need to reduce my spending? 
A: That is a very individualized question.  However, we can help you figure out what the 
chances are.  If you have not been through the process recently, contact your HCM 
Wealth Advisor to review a statistical analysis of your savings and spending goals.  
Also, once you establish a sustainable withdrawal plan we can discuss the type of 
circumstances that would cause you to make changes. 
 
Q: I need money for an unplanned expense.  Can I sell stocks now or do I need to wait? 
A: This depends on how badly you need the money and how long you can wait.  There 
is almost always a way to achieve goals if you are reasonably well-funded with a 
diversified portfolio.  This is another question we can help you figure out. 
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Hopefully, these Q&A’s have addressed some issues that you have on your mind.  For 
any others, please feel free to contact your HCM Wealth Advisor.  If we think they would 
be of interest to others, we will publish them here. 
 
Weekly Focus – Think About It  
"To be successful you must accept all challenges that come your way. You can't just 
accept the ones you like." Mike Gafka 
 
 
HCM Mission Statement 
We work passionately to help our clients and their families enjoy a financially independent life by providing 
sophisticated wealth planning solutions. 
 
Disclaimer 
Please do not send trade requests via email, as they must be made in person or by telephone.  Any tax or other 
advice contained in this document, including any attachments, is not intended and cannot be used for the purpose of 
avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative 
of the stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or to 
predict future performance. 

• Past performance does not guarantee future results. 
• You cannot invest directly in an index. 
• Consult your financial professional before making any investment decisions. 
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