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Dear Clients, 

 

As we prepare to turn the page of the calendar once more, investors are more 

likely to mutter “good riddance!” to October 2018 than to wish it a fond farewell.  I’m 

reminded of the scene in “It’s the Great Pumpkin, Charlie Brown” where the trick-or-

treaters compare their bounties and poor Charlie repeatedly reports, “I got a rock.”  

Yes, the “or” implies that there are two sides to the activity, and that occasionally 

one may be faced with the trick rather than the treat.  However, this truth is often 

forgotten or overlooked – I remember being dumbfounded and standing awkwardly 

in place if a homeowner ever requested the trick instead of providing me with the 

expected piece of candy.  And while I never received a physical rock, the sporadic 

penny or pencil filled the same role.  But on the whole, the treats were plentiful and I 

look back on my Halloween adventures with a smile. 

 As investors, our relationship with the market sometimes mirrors that of the 

trick-or-treaters.  We fully expect to be rewarded for our efforts, and can be caught 

off guard when reminded that there are in fact two possible outcomes to the 

process.  We’re not always confident in how to proceed when faced with the 

unexpected.  But by persevering through the occasional trick, recalling similar 

experiences from the past and simply continuing on to the next house, the 

probability is high that you will return home with a full pumpkin (or pillow case) and 

a smile on your face. 

 Another Halloween tradition is the haunted house, that collection of horrors 

that makes you walk through your greatest fears before emerging on the other side.  

To a large extent, that journey is exactly what the stock market has had to face this 

past month.  There was the specter of rising interest rates, heightened concern about 

tariffs and their impact on economic growth/corporate earnings, uncertainty about 

the midterm elections and more.  Each time the market tried to move on past one 

Third Quarter 2018 

Chris Bugg 

Greg Rademacher 

Jodie McLellan 

Investment Thoughts 
This Issue: 

“Yes Numbers Matter..” 

Charitable Giving  and the New Tax Law 

2008 Letters 

Presidential Quiz 

 



 2 

...Intro Continued 

fear, another was waiting around the next corner to jump out and yell “Boo!” 

 Of course, part of the fear factor associated with a haunted house is that you walk through it in the dark.  

The scream-inducing creatures tend to be much less terrifying when viewed in the light.  If we were to “shine a 

flashlight” within the market’s house of horrors, we would see interest rates that, while rising, remain historically 

low; an economy that is still growing faster than what we’ve seen for most of the past decade; record corporate 

earnings that, while expected to grow at a slower pace in 2019, are still growing; and equity valuations that are at 

their lowest level in five years.   

 This doesn’t mean that the fear invoked by walking through the haunted house isn’t real, or that the rush 

of adrenaline doesn’t affect you physically.  Denying the role of emotions doesn’t serve anybody well (more on 

that topic in our featured article).  You are not supposed to enjoy seeing your portfolio decline, or to pretend that 

it isn’t happening.  Fear, after all, is designed to protect us from danger.  But it is important to maintain 

perspective when emotions start to run high.   

 Back in 2008 we penned two client letters addressing the times; we recently went back and revisited them 

to help us with our perspective.  What do you remember from those times and the emotions sparked by what we 

now refer to as “the Great Recession?”  We are proud of the advice we gave then, and think it still holds today.  

We believe they can serve as a resource for you as well, and have therefore included portions of each letter (see 

page 6).  Out of all the pieces of wisdom we tried to impart, one did stand apart from the rest: whenever you get 

spooked by the market, we want to hear from you.  Please don’t hesitate to call, even if it is only to share the story 

of your Halloween costume.  We promise that we aren’t handing out rocks…   

Sincerely, 

Chris Bugg, Greg Rademacher and Jodie McLellan 

 

 

 

We are excited to announce the launch of our new website.   

Please come visit us at: 

ButtonwoodPartnersInc.com 
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“Yes, Numbers Matter in Money Decisions, but So Do 

Emotions” 

By: Carl Richards 

Date: May, 8 2017 

Imagine you’re sitting in an auditorium full of all 
kinds of people. Everyone is there to learn about 
what to do with his or her money. All of a sudden, 
the door to the room opens, and in walks the much-
anticipated speaker. Who do you think it is? 

If you said Warren Buffett or the retired Fidelity ace 
Peter Lynch, you’re wrong. The famous speaker is 
Numbers. 

That’s right, Numbers. 

You know Numbers, right? Numbers is that really 
smart person who is always right and always rational 
and whose suggestions fit nicely into a calculator or 
spreadsheet. Numbers is the gatekeeper for truth. 
And when Numbers speaks, all of your other friends 
— Feelings, Emotions and Intuition — must shut up 
and listen. Those are just the rules. 

If you’re like me (and most people I know), you’d 
probably turn to your neighbor and whisper: 
“Numbers? Who put that joker in charge? Numbers 
isn’t even human.” And yet most of us probably 
wouldn’t raise our hand and ask for a different 

speaker. 

My question is: Why not? 

When I think about personal finance, I feel like 
we’ve created a world for something we aren’t. 
This world we’ve made is one for Mr. or Ms. Ra-
tional Human, a world where numbers are king, 
where everything else is secondary and unim-
portant. 

There’s not a lot of patience in this world for 
things that don’t fit into a calculator. Even just 
mentioning “feelings” or “intuition” makes me 
feel that I should be sitting in a drum circle with 

people reeking of patchouli. That is how strong a 
stereotype we’ve created around these things we all 
experience. Unfortunately, it’s a stereotype with 
negative connotations. How did we get to this spot? 

Early work in the field of economics made some as-
sumptions, out of a desire to make things fit in a 
spreadsheet, about how people act (or react). The 
assumption was that the typical person is a rational 
being who makes informed, measurable decisions 
based on things we can quantify and calculate. It 
was also assumed that people would always act in 
their own best interests (which, by the way, is to 
make more money). 

But that assumption — which turns out to be the 
foundation of most modern economic theory — is 
wrong. Plenty of research over the years has pointed 
out this problem. The latest example is a study that 
Michael Kitces highlighted in a recent blog post. This 
study found that “having readily accessible sources 
of cash is of unique importance to life satisfaction, 
above and beyond raw earnings, investments or in-
debtedness.” 

Raise your hand if those findings surprise you. This is  

Continued  on  page  5 

https://www.kitces.com/blog/buying-happiness-life-satisfaction-wellbeing-with-cash-on-hand-reserves-ruberton-gladstone-lyubomirsky/
https://www.ncbi.nlm.nih.gov/pubmed/27064287
https://www.ncbi.nlm.nih.gov/pubmed/27064287
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Will tax reform affect your charitable deduction? What 
you need to know 

You’ve seen the headlines: Tax reform is here. The Tax 
Cuts and Jobs Act of 2017 brought significant changes to 
the American tax code, and taxpayers are now facing 
new financial decisions. 

As the dust settles from tax reform, you may be left with 
questions: Will my former tax strategy still work? Is 
there anything I should do differently? And what does it 
mean for my charitable giving? These tax code changes 
could affect how much you’ll want to donate this year, 
so it is essential to understand the giving strategies that 
could benefit the causes you support while ensuring you 
get the most out of your hard-earned money. 

Following are answers to the top questions you may be 
asking in the wake of the new tax law. 

Can I still take a charitable deduction? 

Yes. Congress continues to value the charitable deduc-
tion and supports the tax incentives associated with giv-
ing. If you itemize your tax deductions, you can still take 
a deduction for a charitable contribution; in fact, it was 
expanded in some cases. 

Will the increased standard deduction affect the tax ben-
efit I receive for charitable giving? 

It could, but it depends on your specific situation. 

The standard deduction nearly doubled to $12,000 for 
individuals and $24,000 for married couples filing jointly. 
As a result, the number of households itemizing their 
deductions is expected to drop significantly—from about 
37 million to about 16 million in 2018.1 Although more 
middle-class families are expected to opt for the stand-
ard deduction, wealthier taxpayers will likely continue 
itemizing their deductions. 

If you’re in the latter group, with deductions totaling 
well over $12,000 (or $24,000 if you file jointly), your 
charitable deduction will likely remain the same. But if 
you itemized your deductions in the past, and will now 
instead take the standard deduction, you will no longer 
receive a specific tax benefit for charitable giving. 

How could the change in state and local tax deductions 
impact my giving? 

The tax reform law capped federal deductions of state, 
local and property taxes at $10,000, which could dispro-
portionately affect residents of high-tax states such as 
New York, New Jersey and California. 

New Yorkers, for example, deducted an average of 
$21,000 in state and local taxes in 2014.2 That deduction 
would help you reach the itemization threshold easily. 
Capping the state, local and property tax deductions at 
$10,000 means that you could have more difficulty col-
lecting enough deductions to itemize. And if you no 
longer reach the threshold to itemize, you won’t be able 
to deduct your charitable donations. 

What is the “bunching” strategy and how could it help 
me? 

One tax strategy is called “bunching.” This is when you 
surpass the itemization threshold by bundling together 
your tax deductions into a single year, and then take the 
standard deduction in interim years. This requires care-
ful and intentional timing of expenses you want to de-
duct. 

While you can mix and match any deductions to reach 
the threshold, charitable giving is an easy lever to pull to 
put you over the top. Accelerating your giving and do-
nating two years of contributions in one year can go a 
long way to helping you reach the threshold. 

Take this simple example. Let’s say you and your spouse 
own your home with no mortgage, and your annual 
property taxes are $12,000. You usually give about 
$10,000 annually to a nonprofit. Your itemized deduc-
tions would total $20,000 (the new law caps your prop-
erty tax deduction at $10,000). If these are your only de-
ductions, it would make sense to take the higher 
$24,000 standard deduction. 

However, if you “bunch” your charitable deductions by 
making two years’ worth of contributions in one year, 
your itemized deductions of $30,000 would exceed the 
standard deduction by $6,000. And if you place your 
charitable dollars into a donor-advised fund, you can 
maintain your steady, yearly support to nonprofits of 
your choice. 

Donors who have variable income or the flexibility to 
defer or accelerate income can take advantage of this 
strategy for potentially greater tax efficiencies. 

Charitable Giving and the New Tax Law 

Continued on page  5 

https://www.fidelitycharitable.org/articles/tax-legislation-related-to-charitable-giving.shtml
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Continued from page 3. 

not rocket science, people. We all know that we do irra-
tional things. That’s because we aren’t numbers —  

we’re humans. It makes no sense for you to have cash on 
hand when you could be investing it instead. At least, if 
Numbers were in charge, that would be true. 

But Numbers isn’t in charge. My experience, plus the 
study above and many other examples of how people in-
teract with money, bears that out. Want to know why it 
makes sense to have cash on hand? Because we feel 
better when we have cash on hand! It doesn’t matter if 
it’s rational. It’s true. And the study suggests it’s probably 
also true for many of us. 

I’m not saying we should ban Numbers from the room 
altogether. Numbers has a time and a place, but we 
should be careful not to let Numbers always be the key-
note speaker. 

In the end, the point of money is not to make you more 
money. The point of money is to help make and keep you 
happy and fulfill the hopes and dreams that align with 
your own (often irrational and emotional) values. 

So as long as Numbers helps you with that, let Numbers 
talk endlessly. But when it starts to get in the way, it’s 
time to pass the microphone. 

 

 

Continued from page  4. 

Can I still receive a tax benefit for donating assets other 
than cash? 

Yes. Contributing appreciated securities to charity con-
tinues to be an invaluable tax strategy, especially with a 
strong stock market and a reduced corporate tax rate. 
It’s important to keep in mind that laws limiting your 
charitable deduction of appreciated securities to 30% of 
AGI still exist. 

With the new tax law, it may be a good time to look at 
new ways to donate—particularly if you are normally a 
cash donor. Donating appreciated securities means you 
don’t have to use your after-tax income for giving. Even 
more importantly, you will avoid capital gains tax that 
would be due if you sold the securities. Donating highly 
appreciated assets can reduce your overall income tax 
liability, eliminate capital gains tax and provide a larger 
donation to charity. 

How does tax reform create a greater incentive for me 
to give more? 

Two tax code changes will make it beneficial to give 
more to charity, particularly if you are a high-income 
earner. 

Before tax reform, you could take a deduction for your 
cash charitable contributions totaling up to 50% of your 
adjusted gross income (AGI). The new tax code has in-
creased that limit to 60%, meaning you can take an 
even larger charitable deduction for greater giving. This 
could be a tax-savvy move for years when income is 
particularly high. 

In addition, the Pease limitation, which phased out as 
much as 80 percent of the benefits of charitable and 
other itemized deductions for higher income taxpayers, 
was repealed. If you’re a high-income taxpayer, this 
means there is now no limit on your total charitable 
deduction and you can keep more of your itemized de-
ductions. 

What steps should I take next? 

It’s a good idea to review your tax strategy and explore 
all options for maximizing your tax savings. It could also 
be the right time to meet with your CPA or financial ad-
visor to discuss your charitable giving plan and make 
sure it’s up-to-date with the current tax law. It’s more 
important than ever to make savvy financial decisions 
about giving, and a little planning can ensure that 
you’re making the right moves—both for yourself and 
the charities you support. 

Charitable Giving, cont. from page 4 

“Yes, Numbers Matter…” cont. from page 3 
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Letters from 2008 

 
Below are portions of letters we sent in 2008 

addressing the difficulties in the stock market  during 
the Grand Recession. We stand behind the advice we 
gave then and thought you’d like a chance to revisit  
our thoughts from that time.  

 
Portions of our letter dated Nov. 25, 2008 

We’d love to tell you that last Thursday was the bottom, 

and that this subsequent rally will be the one to hold; unfortunate-

ly, we can’t.  We do not know when the end will be; we just know 

there will be an end.  What we do know for certain is that we are 

11 years into a flat stock market (Greg pointed out that this means 

the indexes have not made a penny since he began his career in 

1997); that single-digit P/E ratios, virtually unheard of a year ago, 

are now common; that dividend yields of 4%, 6% or even 8% are 

available on good, profitable companies; that many companies are 

trading at less than the cash they hold on their balance sheet.  And 

we also know that human emotions continually conspire against 

us in investing, telling us that stocks are safe when we should be 

most leery, and sounding alarm bells to avoid risk when stocks 

present the greatest opportunity.  “Buy low, sell high” sounds 

great, but applying the theory is the difficult part – commanding 

us to add money (or to simply hang in there) when every instinct 

we have is screaming “sell NOW (and low)!” 

   

Portions of our letter dated Sept. 23, 2008 

The single mom has been our client for 11 years, since 

1997.  When the kids were 5 and 2, we advised her to put all of 

their college savings into mutual funds that invested in stocks.  

We looked pretty smart until the spring of 2000, when the tech 

stock bubble burst.  By October of 2002, she was worried that her 

UW Madison-bound daughter would have to choose between a 

less expensive technical college, living at home, or taking on mas-

sive debt.  We told her to keep buying.  Her daughter was 10 – 

she had 8 years to make up the investment losses.  The bounce 

came in 2003.  As the portfolio grew, we cut back from 100% 

stock to 75%.  In 2005, when her daughter was 13, we cut back to 

50% stock.  She’s starting her junior year in high school this year.  

We had planned to cut back to 25% stock right now, in early Sep-

tember, but it looks as if we’ve missed the boat for now.  With 2 

more years of high school and 50% of the college fund in “safe 

stuff,” we’ve decided to wait for a bounce.  Additions to her col-

lege fund are going into cash and CD’s for now.  Her brother is 

just starting 8th grade.  His portfolio will stay at 75% stock for 

now, and his mom is adding to his stock portfolio every month.  

We sent her a package of Rolaids last week and said to keep in-

vesting.  If push comes to shove, he can even lend some of his 

savings to his sister. 

The widow of 68 is in solid financial shape, but she’s 

frightened.  She watched her portfolio double from March 2003 

to October 2007, but since then she’s lost over 20% - in dollar 

terms, that’s as much as she earned in her best 3 years when she 

was working.  Knowing that she is conservative, we have held the 

stocks in her portfolio below 65%, and frankly, we didn’t expect a 

loss of more than 15%, even in a bear market.  But even facing 

these unusual losses, and in the middle of these unusual times, we 

are still comfortable with the portfolio. Why?  Because she is 

withdrawing only 6% of the portfolio each year.  At that rate, we 

have enough CD’s, bond funds and cash to last 4 years before we 

ever touch a single stock.  Four years AFTER a 25% drop in the 

stock market gives us quite a bit of wiggle room.  She has also told 

us it is her dream to leave a significant inheritance to her grand-

children, and would like to sell everything now to preserve what’s 

left.  Our advice is that at 68, and facing a significant risk of rising 

inflation, she will need to hold stocks, both in the US and abroad, 

to meet both of her goals (income and appreciation). 

The young couple has kids the same age as Greg’s – 3 

and 1. They have gotten a little money from grandparents and 

they want to save for college.  Why not wait “until things settle 

down a bit,” they asked us.  Precisely because the kids are 3 and 1.  

We want these kids’ portfolios to make about 9% per year.  Last 

Thursday and Friday stocks went up 7.5%.  Attempting to time 

the market can pose just as many pitfalls as getting in “too early.”  

But if these young folks buy investments managed by skilled port-

folio managers for the next 15 years, they’ll be golden. (By the 

way, we told them to put most of the money into Roth IRA’s for 

themselves, up to the maximum, before making investments that 

could only be used for the kids.) 

And the last couple?  You can guess what they had in 

mind, and you can guess what we told them.  “We heard on the 

radio that you should subtract your age from 100, and that’s how 

much you should have in stocks.”  So at 54, they should have 46% 

of their retirement portfolio in stocks.  Malarkey!  Of the four 

situations, these people should have the most aggressive portfolio.  

Starting in 10 years, they will need investments that will last them 

another 30 years or more.  That’s a 40-year time horizon – 40 

years ago I was in boot camp during the Tet offensive.  A Datsun 

240Z cost $3,000.  You get the picture.  A portfolio with 75% 

stock is perfectly reasonable.  Stick with it.  When they are 60, cut 

back to 70% if they like, then cut back to 65% in the last year or 

so of working, and plan to withdraw 6% per year. 

 

If you are interested in the full letters, please 
contact Andrea at andrea@btnwd.com.  She’ll be 
happy to email or mail it to you.  
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Save a 

If you would prefer to receive 
our newsletter electronically, 
just let us know and we will 
send it via email each quarter. 

Email andrea@btnwd.com  

or call 608-827-6411 

Please also contact us if you 
would like information about 
online account access and/or 
receiving your statements 
electronically. 

 
Need an After Hours  

Upcoming opportunities: 

Greg  

Wednesday Evenings 

Available 4 pm, 4:45 pm, 5:30 

pm and 6:15 pm 

Nov. 14 

Dec. 12 

Jan. 16 

Jodie  

Saturday Mornings 

Available  9 am, 10 am and 

11am 

Nov. 17 

Dec. 1 

Jan. 14 

 

 

Presidential Quiz 

Presidential politics has definitely been a conversation topic in the office.  

We were curious about how previous presidents and their impact on the 

economy were viewed during their first two years in office.  We had fun 

putting this together.  Let us know what you think and how you did! 

 

Below are excerpts in the NY Times  from articles written during the first two 

years of a new presidential administration—Clinton (1993-1995), Bush (2001-

2003),  Obama (2009-2011) and Trump(2017-Present).  See if you can figure 

out who the President is in each quote.  Each President is used twice.   

 

 Unless the government does much more than is currently planned to help the 
economy recover, the job market — a market in which there are currently six 
times as many people seeking work as there are jobs on offer — will remain ter-
rible for years to come. 

2. Nowadays, too many stocks seem to keep going down, by the minute. Corporate 
America is awash in accounting scandals, its chief executives being threatened 
with prison stripes. Regulators and legislators have scolded brokerage houses 
for allowing the analysts that recommend stocks to become too cozy with the 
investment bankers. Even the president is mad. 

3. If I’ve learned anything as an economic analyst, it is that the stock market and 
economic winds can shift by the hour. But for now, it’s hard to see many dark 
clouds on the horizon. They will come, of course, as they do for almost every 
president. But few presidents can claim to have presided over the kind of econo-
my the United States is enjoying now. 

4. On the most important economic and political question of the year last year -- 
how much deficit reduction to seek -- the advisers disagreed. Mr. Bentsen and 
Mr. Panetta, among others, sought much deeper cuts in the budget than did Mr. 
Reich, Mr. Brown or Ms. Tyson. Mr. Rubin presented both sides without taking a 
position himself. The President decided in favor of the bigger cuts. 

5. Affluent investors have scaled down their expectations for the stock market over 
the next decade to single-digit annual returns, according to a new survey. 

6. While Americans give the President reasonably good marks for his handling of 
pocketbook issues, and increasingly believe that the national economy is im-
proving, there has been no corresponding increase in their enthusiasm for [the 
President] himself. 

7. Whatever probability you assign to positive and negative outcomes, it’s hard to 
dispute that the range of possibilities for what the global economy will look like 
in four years is uncommonly large.  All else being equal, more variation in the 
economic future means that stocks are riskier.  

8. “You know, it bobs up and down day to day.” [the President] said.  “And if you 
spend your time worrying about that, then you’re probably going to get the long
-term strategy wrong.” 

     Answers on the lower right of the page. 
Answers for the President Quiz: 

1O 2B 3T 4C 5B 6C 7T 8O 
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