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Advisor Corner

High Country Capital
Management (HCCM) is an
independent registered
investment advisor located in
picturesque Southwest Colorado.
Since 1995, HCCM has provided
individuals, families, and
institutions with unbiased,
professional investment planning
and advice. The firm is dedicated
to helping clients achieve their
financial and investment goals.
We employ a disciplined,

systematic investment approach,
and our only loyalty is to our
clients.

Monthly Market Barometer

1 Month, ending November 30, 2014. The U.S.
Market returned 2.52% (YTD 12.99%).

The Morningstar Market Barometer provides a
visualization of the performance of various stock
market indexes. The color scale (red for losses and
green for gains) allows you to assess which areas of the
market performed strongly and which areas showed
weakness for the time period analyzed. The nine-
square grid represents stocks classified by size (vertical
axis) and style (horizontal axis). There are three
investment styles for each size category: small, mid
and large. Two of the three style categories are “value”
and “growth” while the central column represents the
core style (neither value nor growth characteristics
dominate). Large-caps account for the top 70% of the
capitalization; mid-caps represent the next 20%; and
small-caps represent the balance.
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Monthly Market Commentary

As 2014 draws to a close, the U.S. is still experiencing
a slow and longer-than-normal recovery.

GDP: The GDP growth rate in the third quarter was
boosted to 3.9%, up from 3.5%, and well ahead of
expectations of 3.3%. A lot of that improvement was
due to high-quality items—more consumer and
business spending. Unfortunately, that will make
growth that much harder to achieve in the fourth
quarter, which is now likely to be less than 3%. That
would still leave the full-year GDP growth rate at
about 2.3%, not much changed from 2012 and 2013.
Consumption, business investment, net exports, and
even government made decent-size contributions to
overall GDP. As expected, residential housing was
relatively disappointing, contributing just 0.1%.
During this recovery, it has not been unusual for one
category to drive most of the growth, while almost
everything else showed limited growth or even a
negative contribution.

Employment: The jobs report did far better than
expected, with job growth of 321,000 for the month of
November, the best result of calendar 2014 and the
best report since 2012.  However, it’s not clear
whether this data reflects misplaced seasonal factors or
newfound economic strength. November was also a
great month a year ago, when 274,000 jobs were
added. Indeed, November has generally been in the
top half of the 12 months for job growth over the past
four years. So maybe at least a portion of the high
growth was due to overly aggressive seasonal factors.

Wages: Like the raw employment data, the hourly
wage growth was unusually strong in November.
Month-to-month wages grew 0.4%, which annualizes
to almost 5%. However, monthly data tends to be
volatile; looking at year-over-year data, averaged over
three months, presents a truer picture of economic
activity. The year-over-year, hourly wage growth trend
has been consistent at around 2.0–2.1% for the past 12
months.

Consumption and Income: The government restated
recent consumption and income numbers so some of
the short- term good news has disappeared. In the
original government data, incomes went up a

whopping 1.4% between March and September while
consumption grew a measly 0.6%. The revisions to the
six-month data now show that spending increased by
1% while incomes increased just 0.8%. In other words,
savings decreased, not increased, over the past six
months. In addition, the restated income data would
seem to imply that eventually some of the job growth
in the period April through June will be revised
sharply down.

Housing: 2014 was a rough year for existing-home
sales, which now appear likely to fall from 5.1 million
units in 2013 to 5 million units in 2014. However, the
2013 data was aided by a rush to close homes before
interest rates increased. Slower investor sales, poor
weather, higher mortgage rates, and a dramatic price
spike all conspired to hit existing-home sales hard in
2014, especially in the early parts of the year. Now
interest rates are lower again and the weather has
improved some. Sales have moved up from an annual
rate of 4.6 million units during the winter to 5.3
million units in October, which just about equaled the
best month of 2013.

The pending home sales index, which often portends
changes in existing-home sales, was off modestly, just
1.2%, from 105.3 in October to 104.1 in November.
However, pendings growth is still ahead of existing-
home sales, which means that we can probably expect
more improvement in year-over-year existing-home
sales. Looking to 2015, Morningstar economists
expect existing-home sales to grow at a 6%–8% rate,
which would mean about 300,000–400,000 more units
than in 2014. That would bring sales to 5.3
million–5.4 million units for the full year.

On the positive side, home prices are growing at a
slower rate. This trend, coupled with lower interest
rates, should improve affordability, providing an
essential boost to this so-far anemic housing recovery.
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Roth, Traditional, or Taxable?

Although Roth IRAs have grown more popular since
their introduction in 1998, just 17% of U.S.
households include someone who owns a Roth IRA
(Investment Company Institute Research Perspective,
December 2012). The uptake of Roth 401ks has also
moved fairly slowly. According to a 2010 Aon Hewitt
“The Role of Roth 401k in Retirement Savings”
survey, just 7.4% of employees who had access to Roth
401k plans were contributing to them.

It’s easy to see why Roths don’t get much love; they’re
the ultimate in delayed gratification because investors
pay taxes today in exchange for tax-free withdrawals
down the line. And even for contributors who don’t
care about future tax rates or agree with the conspiracy
theorists who believe a cash-strapped U.S. government
could eventually decide to tax withdrawals on Roth
accounts, traditional 401k contributions are a more
user-friendly choice. They’re the default option for
investors who don’t make any 401k selections, and
because contributions aren’t taxed on the way in, it’s
possible to amass an impressive sum more quickly.

It’s also true that for many households, traditional
401k and even traditional IRA contributions are
simply the smarter choice. For the many people
nearing retirement who haven’t amassed much in
savings, they can reasonably expect to be in a lower tax
bracket when they’re retired than they are today. On
the flip side, Roth contributions will often be the
better choice for younger savers who are ascendant in
their careers and therefore apt to be earning much less
today than they are in the future.

For most others, however, a blend of all three major
account types—Roth, traditional, and even
taxable—may be the best bet. For starters, there’s a big
“who knows?” factor regarding future tax rates. Even if
an individual’s taxable income is roughly the same in
retirement as it is today, tax rates could still go up
across the board, or vice versa. Tax diversification, like
asset-class diversification, ensures that at least some
assets will be well-positioned for the prevailing regime.
Another benefit of tax diversification is the ability to
have more control over taxable income. The value of
that control often gets lost in the shuffle prior to
retirement because when working, taxpayers don’t

exert a whole lot of control over their tax bracket.
Income from salary is what it is, and everyone who
works is taxed on that amount, give or take a few
credits and deductions.

People who come into retirement with a diversified
pool of assets can pick and choose how much to
withdraw from each account type each year, thereby
exerting at least some level of control over their
income and tax bracket. Take, for example, a year
when stocks performed poorly. A retiree with Roth,
taxable, and traditional assets could implement the
following strategy: withdraw his required minimum
distribution from traditional accounts while also
raising additional cash for living expenses when
engaging in tax-loss selling from the taxable account.
He could use the tax losses to offset part of the
ordinary income tax due upon the traditional IRA
withdrawals and hold tax-loss carry forwards in reserve
to offset future capital gains from that account. In
contrast, a retiree with 100% of his portfolio in
traditional accounts wouldn’t have the same type of
flexibility—his only option being to withdraw from
the traditional accounts and pay full taxes on those
withdrawals.

For investors already in retirement who have the
latitude to draw assets from vehicles with different tax
treatments, it may be worth strategizing with a tax
advisor on where to go for income each year. For
others still planning for retirement, keeping assets
diversified by tax status can help exert a higher level of
control during retirement. In turn, this may reduce the
taxation of other sources of income that are not part of
personal retirement investments, such as Social
Security.
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Retirement Distribution Pitfalls: Not
Reinvesting RMDs You Don’t Need

Accumulation is a key facet of reaching your
retirement goals. However, we tend to see far less
about portfolio drawdown, or decumulation—the
logistics of managing a portfolio from which you're
simultaneously extracting living expenses during
retirement. This can be even more complicated than
accumulating assets.

Pitfall: One of the big mistakes of retirement
distribution can be not reinvesting RMDs you don't
need. Retirees may experience a situation where the
amount they must withdraw from 401(k)s and IRAs
for required minimum distributions can take them
over their desired distribution threshold. The RMD
rules require that people initially withdraw less than
4% of assets at age 70 1/2, but distributions can
quickly step up into the 5%, 6%, and 7% range.

Workaround: What people might not realize is that

there's nothing saying they have to spend their RMDs;
they can reinvest in a taxable account if they'd like that
money to stay invested in the market. This can be a
wise strategy for retirees who are concerned with
legacy planning or long-term care needs down the line.
It's possible to build a taxable account that has many
of the tax-saving features of a tax-deferred account.

401(k) plans and IRAs are long-term retirement
savings vehicles. Withdrawal of pre-tax contributions
and/or earnings will be subject to ordinary income tax
and, if taken prior to age 59 1/2, may be subject to a
10% federal tax penalty. Funds in a traditional IRA
grow tax-deferred and are taxed at ordinary income tax
rates when withdrawn. This is for informational
purposes only and should not be considered tax or
financial planning advice. Please consult with a
financial or tax professional for advice specific to your
situation.
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