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Market returns in 2018 were lousy, but what really changed?
There is no sugar coating what an ugly year 2018 was for all investors. It was the first time since 1931 that over 90% of all asset
classes produced negative returns. This meant no matter what type of investor you are, or what you invested in during 2018,
the results were unfavorable.
We witnessed a lot of record-breaking moves, but unfortunately none were positive. Just to name a few:
Worst December on record
Worst Christmas Eve on record
The major indexes posted their worst annual return since the Great Recession in 2008
WTI Crude Oil down 40% from its high in early October
Dow Jones Industrial Average hit a record for the largest single day point increase (over 1,000-points). However, it failed
to provide the confidence needed in the markets.
So, what is our message for 2019? This is not the time to play “defense” or sell your investments. What is most important is
to stay the course of your personal financial and investment plan; if nothing has materially changed in your unique
circumstances, then sticking to the game plan that was developed with your financial advisor is the best thing to do.
With the selloff that occurred in the fourth quarter, and intensified in the month of December, the overall S&P 500 now looks
attractive. The forward 12-month P/E ratio on the S&P 500 is now sitting below its 5-year and 10-year average. The P/E ratio
measures how much investors are
willing to pay for a dollar of earnings
from companies; the lower the number,
the less expensive the market is
perceived. The last time the forward
12-month P/E ratio was at these levels
was in the fourth quarter of 2014.
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When we see large declines in the market, the perception is that somehow companies are in trouble and won’t be able to
make a profit; however, that is not the case. For calendar year 2019, the S&P 500 is expected to grow revenue by 5.3% and
earnings by 7.9% .[i]
Turning to foreign markets, the valuations are even more attractive. The estimated P/E for 2019 is approximately 12 times
earnings and below its 10-year average. In my opinion, over the next market cycle, investing outside of the U.S. is expected
to produce better outcomes; albeit, it will not be a smooth ride.

Many of you have asked over the past few years about putting additional money to work or increasing risk exposure. My
message consistently has been let’s wait for a better opportunity. Well, that opportunity has arrived. I know that you hoped it
was delivered under a more soothing and optimistic backdrop, but unfortunately it never is. The fear, panic, and frustration
you are hearing is what real opportunity sounds like. Clients who have been with since 2002 can count just 2-3 times in
which have spoken about being more aggressive or looking within your personal balance sheet to see if there’s a way that
you could allocate more capital to your portfolios. Each of those times has felt a bit like this one.
Being able to keep your head, while everyone around you is losing theirs, is one of the few advantages you have as a
long-term investor. Times like these are what separate the exceptional from the average and define your path as an investor.
As we have said before, if you are someone who only buys when the news is good, and only sells at times of uncertainty,
you have committed yourself to a lifetime of buying high and selling low.
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As long-term investors, we wait patiently for opportunities like this to arise, and when they appear, they are always scary, full
of uncertainty, and lead you to believe that somehow this time is different. You are told that this market pullback will be the
one time in history where the recovery never comes. Optimism is suddenly met with ridicule, and pessimism is greeted with
reverence. Why in the world would you invest under such uncertainty? I would say it is because 100% of the time in history it
has worked. I have yet to find better odds. Think about all the historic moments that have caused panic in the markets: a
presidential assassination, two world wars, the September 11 terrorist attacks, the near collapse of the modern financial
system, and the list goes on, have all been historic buying opportunities. Is this time much worse? At times like these, I am
always reminded by one of my early economic professors who said, “Betting against the end of the world is a loser’s bet. It
can only happen once, and if it does happen, you won’t be around to collect on it.”
I get it; market declines on your statement don’t empower your spirit. They don’t make you feel richer, more powerful, or any
smarter. In fact, it has the opposite impact for most. Should it really be though? Has anything really changed in your life
personally because your brokerage statement is up or down by 10%?
As a long-term investor, there are only two things that should matter and cause action. One: If your portfolio is currently
supplementing your lifestyle, has the cash flow that it produces (dividends, interest etc.) changed due to the pullback?
Two: If you’re not currently taking income, is the portfolio still on track to be able to provide the necessary cash flow you
need to supplement your future lifestyle when you need it?
Why are these two questions so important? You must remember why we invest. Each investor at some point reaches the
critical stage where their investment portfolio needs to be positioned to support all or part of their lifestyle. When that
occurs, you do not suddenly hit the sell button and cash it all in. Your focus shifts to the sustainability of income. You must
think differently about your portfolio at this point. Most of our investors are at, or nearing that stage, where these two
questions should guide them. For most of our investors, times like these can be scary because the media focuses on short
term news.
Speculation is about timing buys and sells, which is different from investing. Whether it is Bitcoin, commodities, stocks or
whatever you want to gamble in, the key is you must always time the market correctly to win. That is a tough, if not
impossible, proposition.
At Surevest, we don’t speculate with our client’s portfolios. We are investors. We focus on what we can control. This is
based on sound fundamental investment portfolios that produce sound and stable cash flow to meet our clients needs
when they need it. So why is cash flow such an important component of investing?
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Remember, the goal for most investors is to turn their investments into a stream of spendable, lifetime income. This income
will pay bills, support charitable causes, fund vacations, etc. Cash flow is the most important concept you should
understand as an investor. There are a lot of reasons why cash flow is a dominant part of our investment analysis at
Surevest.
To show why cash flow is so important to you as an investor, I wanted to provide just one simple example that also
illustrates the sequence of return risk (taking distributions in the first few years of retirement when the market environment
is not favorable). I used actual total returns from the S&P 500 and the S&P 500 Dividend Aristocrat (The dividend aristocrat
is a portfolio of roughly 53 companies that are chosen based on their continued ability to grow their dividend to provide
investor cash-flow). The period that I analyzed was from January 2000 through December 2017. Both portfolios began with
$1 million and had a target to withdraw 5% of the initial value adjusted for inflation at the end of each year. At the end of
2017, the portfolio invested in the S&P 500 had an ending value of just over $17,000, while the portfolio invested in the S&P
500 Dividend Aristocrat had an ending value of $2.8million![ii] This illustrates the importance of a shift to a cash flow focus
rather than growth at all costs. For the investor on the left column in the table below, just 18 years into retirement will lead
them to go broke. The cash flow did not sustain their lifestyle. For the investor on the right, not only have they been able to
continue withdrawals, but the current portfolio value would have nearly doubled; significantly improving the odds of not
outliving the portfolio.

Source: Bloomberg

In the real-world, portfolios should be much more diversified, but this should drive home the fact that not all stocks,
portfolios, or any asset class is the same. When you hear the media noise, they are talking about what impacts day to day
speculators, not long-term investors.
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Cash flow is what matters most. I know a lot of our investors have owned or currently own a rental property. You would not
Zillow the value of that property every day. Sure, you can drive yourself crazy doing that but what does it matter? What is
more important that renter’s ability to pay the rent (your cash flow) or what Zillow prices the property from day to day? Cash
flow is what makes or breaks companies and it is what is most important to you as an investor. Price fluctuations rarely
impact the cash flow of sound investments and usually just create noise that most investors should be hesitant to make
long term strategic decision on.
After this recent pullback we are finding amazing companies paying out over 4% yields. This dividend alone is nearly 70% of the
total return of the S&P 500 for the past two decades! For those near or within 5-10 years of needing income, this is a great
opportunity to stock up on quality companies. We are finding companies that not only provide great dividends today, but many that
have over a decade of consistently increasing dividends, so they are also positioned to provide growing cash flow for years to come.
For investors who understand that volatility is different from risk, we believe this is an amazing opportunity to upgrade your
portfolio, improve your cash flow, and capitalize on fear that will eventually turn to optimism.
Your personal narrative is what drives our management of your portfolio. The past few months have not been fun, but the reality
is they have not changed much either. If anything, they have been a positive for those who can take advantage of the pullback.
The people that are losing their heads today are those without a plan. They are the speculators, and the overleveraged. They are the
people who need to sell stocks now to pay their bills and those who make financial decisions based on emotions and not on facts.
We see an exciting landscape setting up for our investors and look forward to keeping you on a path to achieving your life’s
financial goals. Thank you for your continued trust and confidence in our process as we continue working diligently to
position you and your family for continued success. We wish you the best of health, happiness and prosperity in 2019!

Robert J. Luna, CIMA®, AIF®

Luis Galdamez, CFA®, CFP®, ChFC®, AIF®

CEO and Chief Investment Strategist

Director of Research and Trading

[i]
[ii]

Source: Fact Set
The strategy or results in how your money is ultimately invested may be materially different from this presentation based on various factors and a personal
understanding of your financial situation. We encourage clients to make any decision on working with our firm based on our capabilities to navigate future
environments only. Past performance is no guarantee of any future result.

