
Dear Client, 

We find ourselves at an interesting crossroads as we prepare to publish this newsletter.  Despite 
two official corrections (declines of 10% or more), many U.S. stock market indices sit near their all-
time highs.  The concerns that were front-and-center in January and February caused a great deal of 
anxiety, as will many events that investors are likely to face throughout the remainder of 2016.  With 
that in mind we are taking the opportunity to both look back and ahead with our featured selections. 

We have often described our responsibility as “designing portfolios that involve just enough risk 
to make one feel uncomfortable at market bottoms, but not enough to inflict so much discomfort that 
one waives the white flag and sells stock funds at the worst possible time.”   

As much as we value peace of mind – our traditional “Can you sleep at night?” inquiry - the 
reality is that achieving long-term financial goals depends on the relationship between savings and 
investment returns.  One member of the partnership “slacking off” means the other must pick up the 
burden or achieving those goals will be put in jeopardy. Therefore, too little risk in the investment 
portfolio can only be remedied by a greater level of savings.  It’s a difficult question: is it easier to 
carve out additional savings from the monthly budget or to deal with the volatility of the stock 
market? 

While the “easy” answer is to choose market volatility – it doesn’t involve immediate action and 
that pesky budget – it doesn’t feel so easy during the inevitable market declines.  It’s also nearly 
impossible to “stress test” the results of our portfolio design efforts; only in periods such as 2000-02, 
2008-09, 2011, or early 2016 can we truly learn whether we have found the appropriate balance for 
your portfolio.   And, if the answer is “No, we have not”?  What is one to do if one decides their 
portfolio is leaning too far toward the risk end of the spectrum? 

You may recall that, following the 2008-09 crisis, we implemented the “13.5 Club” for investors 
who found they were thinking just that.  The “13.5 Club” was created based on the acknowledgement 
that admitting one desires less risk does not require an immediate risk-reducing action.  Clients who 
weren’t comforted by the fact they had successfully survived the Great Recession, but rather were left 
with the impression that it was something they never wanted to go through again, “joined the Club.”  
When the market eventually returned to a level (the “13.5” stood for 13,500 on the Dow Jones 
Industrial Average) where reducing the equity exposure wouldn’t have punitive consequences, we 
rebalanced toward a lower risk exposure – and reached that happy middle ground.  (For the record, 
that occurred in September 2012.) 

With the market once again in a “testing” environment, and February investor sentiment 
readings having reached levels commensurate with prior extreme lows, we recognize it may be time 
to introduce the “17.5k Club.”  If you truly feel that the recent volatility is more than you are willing to 
tolerate going forward, we’re happy to have that conversation with you and rebalance at an 
opportune time to do so.  (The Dow is currently sitting above 17,500, so that time may be now.) 

We appreciate your honesty and feedback in helping us succeed in our mission – allowing you to 
arrive safely at your financial destination. 

Sincerely, 

Greg Rademacher, Chris Bugg, and Jodie McLellan 
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Review: 
“Markets are Scaring Themselves” 

By: Alan S. Blinder 

Date: January 20, 2016 

You have probably noticed that U.S. stock prices 
have fared poorly of late—and the S&P 500 closed 
on Wednesday at 1859, down almost 13% from its 
July 2015 high. You have probably also noticed that 
the biggest daily drops seem to occur either on bad 
news from China or when oil prices slide further.  

I never give stock market advice, and this is no 
exception. But the market is probably overreacting to 
news from China by a wide margin. In the case of oil 
prices, it seems even to have the direction wrong. 
Let’s take those statements one at a time. 

China certainly has problems, and its economy is 
far too large to be ignored. The relevant question, 
however, is how strongly China’s travails will affect 
other countries, especially the U.S.  

Start with trade. If Chinese growth slows (as is 
happening, though who knows by how much), many 
countries’ exports will shrink. That’s a big deal to 
some countries—especially emerging markets that 
rely heavily on commodity exports—but not to the 
U.S. 

The Chinese export to us about three times as 
much in goods and services as we export to them. 
That isn’t a problem; bilateral trade is not supposed to 
be balanced. But it means that China is far from our 
leading export market—nothing like, say, Canada or 
Mexico.  

Here’s the math: Over the first three quarters of 
2015, the latest data available, exports to China 
made up less than 1% of U.S. GDP. Let’s imagine 
that Chinese purchases of U.S. products dropped by 
10%, an implausibly steep decline. (For reference, 
the drop from 2014 to 2015 was zero.) Even such an 
extreme event would cut U.S. exports by less than 
0.1% of GDP—an amount beneath notice. 

Yes, there is a secondary effect: Weakness in 
China can damage nations that rely heavily on 
exporting to China. And if those nations sag, they will 

buy less from us. So let’s double the estimate. That 
would still cut less than 0.2% from the U.S. growth 
rate. More severe outcomes are possible, but 
unlikely. So a China-induced trade contraction should 
be on our worry list, but not near the top. 

What about financial linkages? Haven’t drops in 
the Shanghai stock market been echoed strongly in 
U.S. markets? Yes, and that is my point. Aside from 
psychology, this is slightly nutty. The Chinese stock 
market is not where big Chinese companies go for 
financing. It is more like a giant casino. And as it 
recently experienced a huge bubble, no one should 
be surprised by large price drops. Besides, U.S. 
holdings of Chinese stocks are relatively small. 

What about oil prices? Here, it appears, the 
markets have even got the direction wrong. Ask 
yourself: When the price of something you buy goes 
down, does that make you better off or worse off? No, 
it isn’t a trick question. The obvious answer is the 
correct one. Other things equal, each of us is better 
off when the prices of things we buy, including oil, go 
down. 

Stunning developments in fracking and related 
technologies have reduced U.S. dependence on 
foreign oil dramatically. That’s wonderful, but the U.S. 
is still a net importer of oil. Over the first 11 months of 
2015, net imports of oil totaled $76 billion, according 
to Census Bureau data. That’s way down from the 
same period a year ago ($174 billion). But we are not 
an oil-exporting country yet. So collapsing oil prices 
are terrible news for Saudi Arabia and Venezuela, 
and perhaps for Texas and North Dakota. But they 
are good news for most American businesses. 

People fret that less drilling means lost jobs in 
the oil patch. True. But employment in oil and gas 
extraction is about one-eighth of 1% of total nonfarm 
employment. Yet what about the harm to investment 
spending? After all, drilling for oil is capital intensive. 
Well, capital expenditures from the energy-producing 
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industry are about 5% of the nation’s total spending 
on equipment and structures. That’s down from the 
recent drilling boom, but not far from its historical 
average. 

How about the falling values of energy stocks? 
Do they bulk especially large in the broader market? 
Not much. By market capitalization, U.S. energy 
companies account for about 6% of the S&P 500. 
Furthermore, the decline in energy stock prices since 
July has not been much steeper than that for overall 
stock prices—which is odd. 

In sum, the traders who make stock market 
prices seem to have a few things wrong: China is not 
as big a deal to us as they think; and falling oil prices 
should help, not hurt, U.S. growth. Don’t misinterpret 
any of this as investment advice, however. The 
market can stay irrational longer than you can stay 
solvent.  

 

Copyright 2016.  The Wall Street Journal.  All rights reserved.  Used by 
permission and protected by the Copyright Laws of the United 
States.  The printing, copying, redistribution, or retransmission of the 
Material without express written permission is prohibited.  

Preview:   
“How Will the Presidential Election Impact Markets?” 

By:  Matthew Jarrell   Date:  April 22, 2016 

With the 2016 Presidential election just months away, 

the question often asked is: "How will the upcoming 

election affect the financial markets?" It's a fair and 

understandable question. 

Elections generate world wide attention in the major 

economies around the world. There is no exception when 

considering the world's largest economy, the United 

States. The country will choose a new president in 

November and usher in a new era of the Free World. 

Such an event is significant to financial markets and to 

illustrate the point, one doesn't need to look very far. 

Many economists study such events for patterns and 

nuances trying to determine if there is a predictable 

relationship between elections and financial markets.  

It may surprise you to learn that there are some very 

compelling data suggesting a strong correlation of market 

performance and elections. How can that be? Instead of 

starting with a presupposition that there is, in fact, a 

correlation, let's look at both sides of the line graph and 

draw conclusions once we have a bigger picture. 

Marshall Nickles published an article in 2004 

suggesting that avoiding markets from the first day of the 

inaugural year of a presidency through the end of the 3rd 

quarter produced a theoretical gain of 7,170% over five 

decades. That's the article - Presidential Elections and 

Stock Market Cycles - in a nutshell. Holy political 

smokes! That's a portfolio manager's dream! Any DIY 

investor would be delighted to have such a clear path to 

navigating the unpredictable financial market place.  

But wait. Nickles further expounds: "However, just 

when you think that you have figured it all out, you find 

another pattern that can suggest different possibilities. 

For instance, another analysis shows a highly intriguing 

re-occurrence in the stock market index. During the 

entire twentieth century, every mid-decade year that 

ended in a “5” (1905, 1915, 1925, etc.) was profitable! 

This is not to say that all of these years had uninterrupted 

ascending trends, but by year’s end there had been 

impressive gains. Whether that pattern was a fluke or will 

continue in the 21st century is anyone’s guess. And, 2005 

is also an inaugural year."  

Wait what?! Not exactly a convincing summary. 

Nickles realizes here that the significance of this finding 

may be waning and not the end-all, bullet proof solution 

investors are seeking. I also believe that the old adage, 

"hindsight is 20/20" just might nullify the merit behind 

the Pepperdine University scholar's findings. One might 

as easily explain the findings of this article by overlaying 

leap years or Summer Olympics instead of elections. 

If You Go Looking for Something Eventually You'll 

Find It  

Another more recent article suggests election years 

where a new president must be elected were slightly 

negative (-4%) as opposed to all other years. It also 

suggests findings in Congressional control and outgoing 

political parties. It also shows results with and without 

2008. Those darn recession years. While entertaining, the 

article eventually correlates these trends to corresponding 

http://www.investopedia.com/terms/r/recession.asp
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economic data in GDP, unemployment and financial 

performance of sequential years.  

What do the statistics show us? Data doesn't lie but it 

can be manipulated and overlayed to complicate even the 

most mundane of circumstances. Economic cycles don't 

generally care who's president. And "bull markets don't 

die of old age." -Brain Westbury.  

The Candidates 

What do we know about the 2016 Presidential election? It's a 

circus. We're at the beginning of the primary schedule and this 

circus is officially on the road. While the mudslinging and 

bantering seam the political platforms for any candidate in the 

21st Century, it's at a seemingly, all-time high with "The 

Donald" in the running. There's one thing that is baffling about 

the U.S. presidential election process: you need millions of 

dollars to compete and win. Nonetheless, we're entertained 

every four years to the political musings that could be more 

about individual gain than representing the greater good. But I 

digress.  

What to Look for in a Candidate 

During an election year what most investors might consider 

are the following: 

1) Foreign Policy - How well does the incumbent or new 

elected president support economic growth with our neighbors. 

Free trade is complex but as the world economies sync it's a bit 

easier to follow.  

2) Unemployment Rate - Strong employment suggests that 

jobs are plentiful and the economy is growing. The current rate 

is below 5%. That's fantastic but this number as a stand alone is 

not significant enough as a measurement to indicate the overall 

health of an economic system.  

3) Big Government vs. Big Private Sector - You cannot 

have a big government and big private sector - not in a 

capitalistic economy. Wanting the government to supply you 

with a home, a car, a cell phone and a paycheck is not 

capitalism. Check your candidates spending on government 

agencies and programs. 

4) Fiscal Responsibility - A candidate that shows a clear 

understanding of how to operate a budget and make money 

instead of bankrupting the system is preferable for this country 

at this point. Our debt is racing past what is even realistic in 

regards to repayment. Printing more money will not suffice at 

some point. 

5) Government Programs - Social Security, Medicare and 

Medicaid need further addressing. The Affordable Care Act is 

going to be considered many times over before we hear the end 

of changes to these programs. These are the most expensive 

programs for our government according to this report.  

6) Regulations/Job Creation - Regulating everything from 

industry to finance has merit but over regulation can hurt 

economic progress. Adding jobs to the private sector by 

supporting ingenuity and invention are good things, obviously. 

7) Political Influence - Bipartisan. Any president will 

struggle getting things accomplished without support from all 

parties. The House of Representatives has to buy into the 

direction of any administration. Stalemates are not good for 

progress. Leadership, by definition, suggests that someone is 

following you. You can't lead without majority support. 

The Bottom Line 

In all, there's no magic statistical formula for predicting a 

correlation between an election year and financial market 

performance. Draw your own conclusions. Follow the data that 

is significant and not manipulated to show a relationship 

between apples and oranges. The best advice this writer can 

give you regarding the upcoming election and how it relates to 

financial markets is to vote.  

 

The opinions voiced in this material are for general information only and are 

not intended to provide specific advice or recommendations for any individual. 

All performance referenced is historical and is no guarantee of future results. 
All indices are unmanaged and may not be invested into directly. 
 

From: Investopedia.com.  All rights reserved.  Used by permission.  The 
printing, copying, redistribution, or retransmission of the Material without 
express written permission is prohibited.  

Kiley’s Back! 

 We are pleased to welcome back Kiley Mulcahy as our intern this summer.  She cut her teeth here in 2015 

(Greg says “trained”) and now returns with another year at UW—Whitewater under her belt.  Next spring she 

expects to graduate with a degree in finance and an emphasis in financial planning. 

 Kiley is an enterprising young woman who enjoys tennis, bowling and playing euchre with her competitive 

family.  Please stop by and say hello next time you are in the office.   

http://www.investopedia.com/terms/g/gdp.asp
http://www.investopedia.com/terms/b/bullmarket.asp
http://www.investopedia.com/terms/s/socialsecurity.asp
http://www.investopedia.com/terms/m/medicare.asp
http://www.investopedia.com/terms/m/medicaid.asp
http://www.investopedia.com/terms/a/affordable-care-act.asp
http://www.heritage.org/research/reports/2014/12/federal-spending-by-the-numbers-2014


 Retirement Income Literacy Survey 

Save a 

 1. Sarah is single, age 65, and takes a reverse mortgage with 
a lump sum payment. When does the loan have to be 
repaid?  

A. When she permanently leaves the home  
B. When she takes on any other loan  
C. Whenever the mortgage company wants it back 
D. When she attains age 75 
E. Don’t know 

2. True or false? Buying a single company’s stock usually 
provides a safer return than a stock mutual fund. 

A. True 
B. False  
C. Don’t know 

3. Please choose the response below that best completes this 
statement:  
If you had a well-diversified portfolio of 50 percent stocks and 
50 percent bonds that was worth $100,000 at retirement, 
based on historical returns in the U.S. the most you can 
afford to withdraw is ____ plus inflation each year to have a 
95 percent chance that your assets will last for 30 years. 

A. $2,000 
B. $4,000  
C. $6,000 
D. $8,000 
E. Don’t know 

4. Most experts agree that the best way to protect against 
inflation is to have a:  

A. Diversified portfolio of stocks  

B. Diversified portfolio of bonds 
C. Diversified portfolio of CDs (certificates of deposit) 

D. Don’t know 

5. True or false? Exchange-traded funds generally have higher 
expenses than actively managed mutual funds. 

A. True 
B. False  
C. Don’t know 

 

 

 

6. A PE ratio means:  

A. Price to earnings  
B. Profits to expense 
C. Price to expense 
D. Par value to earnings 
E. Don’t know 

7. Converting a portion of a traditional IRA into a Roth IRA is a 
good idea this year if:  

A. You have a big tax deduction this year and your marginal 
tax rate is lower than normal  
B. You have more taxable income than usual and your 
marginal tax rate is higher than normal 
C. The value of the assets in your IRA have remained the 
same for 10 years 
D. Don’t know 

8. Which one of the following statements concerning the 
federal income tax treatment of distributions to a 65-year-old 
retiree is true?  

A. All distributions from a Roth IRA that have been 
maintained for more than five years will be tax-free  
B. Distributions from a traditional IRA prior to age 701/2 will 
be subject to an additional 10 percent penalty tax 
C. All distributions from a traditional IRA created with tax-
deductible contributions will be taxed as long-term capital 
gains  
D. Don’t know 

9. Which of the following types of long-term bonds typically 
has the highest yield?  

A. AAA-rated corporate bonds 
B. B-rated corporate bonds  
C. Treasury bonds 
D. Don’t know 

10. If 100 percent of a mutual fund’s assets are invested in 
long-term bonds and the investment climate changes so that 
interest rates rise significantly, then the value of the mutual 
fund shares: 

A. Decrease significantly  
B. May rise or fall depending upon the type of bond 
C. Increase significantly 
D. Will not change at all 
E. Don’t know 

The following 10 questions were identified as the most indicative of a person’s financial literacy from among the entire set of 
problems posed in The American College’s RICP© test of financial literacy.  Are you up to the challenge?  Curious about how you 
compare to the population as a whole?  (The average score was 45%, and only 20% of respondents earned a “passing grade” of 
61% or better.)  To be honest, so are we!  If you’re willing, please e-mail us your responses and we’ll be happy to provide you 
with the solutions.  Of course, you can always follow the link below to the answers if you prefer to remain anonymous…  

Here is the address to the full article (or email linda@btnwd.com for the link): 

https://www.onefpa.org/journal/Pages/OCT15-Retirement-Income-Planning-Literacy-in-America-A-Method-for-Determining-

Retirement-Knowledgeable-Clients.aspx 
 

Reprinted with permission by the Financial Planning Association, Journal of Financial Planning, October 2015 Issue, Jamie Hopkins 

and David A. Littell, “Retirement Income Planning Literacy in America:  A Method for Determining”. For more information on the 

Financial Planning Association, please visit www.onefpa.org or call 1-800-322-4237. 

http://www.onefpa.org
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“You can either have cheap equity prices or good news, but you can’t have both at the same time.” 
-Joe Rosenberg, 12/5/11 issue of Barron’s  
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