 ACROPOLIS

INVESTMENT MANAGEMENT

PORTFOLIO INSIGHTS

January 2020: Volume 19, Issue 1

INn this Issue:

Stock Market Summary
Bond Market Review
Tax Planning Opportunities

The Big Picture

o » W N

Contact us:

P (888) 882-0072 (Toll Free)
(636) 449-4900 (St. Louis)
F | (888) 453-1266 (Toll Free)
(636) 778-2400 (St. Louis)

E | info@acrinv.com

A 14567 North Outer Forty, Ste. 200,

St. Louis, MO 63017

Acropolis was
born from a
simple idea:

In an industry where high
quality, objective advice is
hard to come by, we make
a difference by putting the

client’s interests above our own.

// David Ott, Editor

LOST DECADE FOUND

Investors don't refer to “The Teens
very much when talking about the
stock market, probably because the
high-quality historical data starts in
the 1920s.

To avoid confusion, though, let’s
call the last decade the New Teens
since we don’t want to conjure up
images of The Titanic or World
War 1.

From an economic standpoint, the
New Teens were defined by sluggish
growth, ultra-low inflation, and
equally ultra-low unemployment.

From a market perspective, the New
Teens are characterized by strong
US stock market returns, mediocre
non-US stock returns, stubbornly
low interest rates, but decent bond
returns when adjusted for inflation
(also known as ‘real’ returns).

US Stocks

The 2000s were rightly known as
“The Lost Decade’ since it was the
worst decade in the history of the
US market with two terrible bear
markets and an annualized return
of -1.0 percent.

After The Lost Decade, US stocks
staged a very strong, though not
historic, comeback, earning an
annualized return of 13.5 percent.
While solid, those returns are
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“We realize it is an unnecessary department but
the acronym was just too cool lo shut it down.”

only the fourth-best for a decade,
following 19.4 percent in the
1950s, 18.2 percent in the 1990s,
and 17.6 percent in the 1980s.
Even if you adjust for inflation,
the New Teens still ranks fourth,
although it’s nearly a tie for third
with the 1980s.

Interestingly, though, the New
Teens were reasonably quiet, with
very little realized volatility and
a relatively small drawdown (the
term for peak-to-trough losses).

The realized volatility for US stocks
was 12.5 percent. Most people
don’t know what that means, but
the realized volatility of the stock
market since the 1920s was 18.6
percent, which means that the last
decade was about one-third less
volatile than the historical record.

(Continued on page six)

[ i



PORTFOLIO INSIGHTS —F —7i 0in i 77077

“Life must be
understood

backwards; but

it must be lived
forwards.”

- Soren Kierkegaard,
Danish Philosopher
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STOCK MARKET SUMMARY

By David Ot

Stocks finished 2019 on an incredibly
strong note. In the first quarter, the
S&P 500 gained 13.7 percent, largely
earning back the -13.5 percent loss in
the fourth quarter of 2018. The next
two quarters were solid, earning 4.3 and
1.7 percent respectively, but the fourth
quarter broke through expectations and
gained a whopping 9.1 percent.

Technology and healthcare stocks stood
out, as both notched up gains of 14.4
percent in the fourth quarter. For
technology stocks, the fourth quarter
was the icing on the cake; that sector
finished 50.3 percent higher in 2019.
For healthcare, the fourth quarter was
responsible for most of the return for
the year, since it ‘only’ gained 20.8
percent in 2019.

Not every sector posted gains; real
estate investment trusts (REITs) lost
-0.5 percent. Despite the breakeven
performance in the fourth quarter,
REITs fared well for the year, earning
29.0 or 25.9 percent, depending on the

index.

Although the S&P 500 was the standout
performer again in 2019, it wasnt in the
fourth quarter. The S&P 500 index of
large-cap stocks fared better than mid-
cap stocks, which earned 7.1 percent,
but not as well as small- and micro-
cap stocks, which earned 9.9 and 13.4

percent respectively.

Outside of the US, developed and
emerging markets continued  to
underperform the US for the year,
but the quarter was mixed: developed
stocks underperformed, earning 8.2
percent, but emerging markets stocks
outperformed, earning 11.8 percent.

In the fourth quarter, the weak dollar
bolstered returns for both developed
and emerging markets. Without the
currency effects, the developed markets
carned 5.8 percent and emerging
markets earned 9.5 percent. For the full
year, the currency impact was marginal
for emerging markets and served as
a modest lg-eadwind for developed
markets.

Selected Stock Index YTD Returns
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BOND MARKET REVIEW

By Ryan Craft, CFA

The bond market remained strong
for the fourth quarter, making 2019
the best performing year for the
bond market since 2002. Broad
investment-grade bonds posted a
total return of 8.7 percent due to the
combination of falling yields and
narrower credit spreads.

After three years of tightening
monetary policy that included
nine rate hikes, the Federal Reserve
abruptly shifted course and cut
short-term rates and loosened policy
in 2019. In January, just weeks
after hiking rates for the final time,
Chairman Powell began to publicly
talk about a ‘pause’ in rate hikes,
signaling to the markets that the Fed
was willing to change. The pause
turned into rate cuts, with the Fed
lowering rates in July, September,
and October.  In addition to
lowering short-term interest rates,
the Fed resumed purchasing bonds
to expand its balance sheet by $400
billion, after the overnight funding
market experienced some turmoil in
September.

This change in policy by the Fed
appears to have had the desired
effect. After a tumultuous end to
2018, investors once again embraced
risk in 2019, causing equity and
credit markets to soar. The cuts to
short-term rates were also successful
at returning the yield curve to
normalcy.

During 2019, the yield curve became
inverted, where short term rates are
higher than long term rates. This
has typically preceded recession as
it distorts the incentives for banks
to lend and was one reason the Fed
cited for lowering short term rates.
Theyield curve finished the year with
a normal, upward-sloping shape.

The outlook for 2020 is much more
benign. The market expects the Fed
to hold rates steady for the year, with
a slight bias towards another rate cut.
The yield curve, while normal, is
fairly flat, indicating that the market
has low expectations for inflation or
higher rates.

Selected Bond Index YTD Returns
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“It is not the
mountain that
we conquer, but
ourselves.”

- Edmund Hillary,
New Zealand Mountaineer

Acropolis Investment Management® | 3
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“When you learn,
teach. When you

get, give.”

- Maya Angelou,

American Poet

TAX CHANGES AND THE SECURE ACT

By Brad Combs, CFP*, CPA
The Tax Cuts and Jobs Act of 2017

provided taxpayers with lower tax
rates and widened tax brackets. Yet
many discovered that even though
tax rates decreased from 2018, they
received a smaller refund than they
were expecting, or possibly even
owed taxes w%-en they filed their
return. Their total tax liability for
the year decreased, but they were
not withholding enough from their
paychecks. Ifthis occurred, adjusting
withholding will help reduce a repeat
of this for those workers.

Due to the new higher standard
deduction, many taxpayers also
found out on their 2018 tax returns
that they may no longer be itemizing
deductions. The change means that
many are no longer receiving any
additional tax deduction for certain
items, such as donations made to
charitable organizations. On 2018
tax returns, only 10 percent of
taxpayers itemized their deductions,
compared to 30 percent who
itemized in 2017.

The standard tax deductions for the
2020 tax year increases as follows:
$12,400 for single filers (up from
$12,200 in 2019) and $24,800 for
those married filing jointly (up from
$24,400 in 2019).

The elective deferral limit for 401 (k)
plans is $19,500 in 2020, up from
$19,000 in 2019. 'The catch-up

2020 Tax Brackets

contribution limit allowed for
anyone turning 50 or older anytime
during the calendar year is $6,500,
up from $6,000 in 2019.

Accelerating Income

There may be opportunities for
taxpayers to accelerate income in a
year to maximize the existing lower
tax brackets via Roth conversions, or
through a sale of appreciated assets
while within the zero percent capital
gains bracket. Unless the current
tax laws are extended or made
permanent, they are due to sunset
after 2025 and revert to the previous
brackets.

Those who are younger and/or are in
lower tax brackets and expect to be
in higher tax brackets in retirement
may consider contributing to their
employer’s Roth 401(k) if one
is offered. Any employer match
offered will be contributed as a
pretax contribution, and this blend
of contributions gives a good mix of
both taxable and tax-free income in
retirement.

The SECURE Act

The Setting Every Community Up
for Retirement Enhancement Act of
2019 (known as the SECURE Act) is
one of the more sweeping retirement
savings bills in over a decade.
(Continued on next page)
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Individual Filing Jointly

Bracket From To From To
10.0%| $ - $ 9,875 | $ - $ 19,750
12.0%| $ 9,876 $ 40,125 | § 19,751 $ 80,250
22.0%| % 40,126 § 85,525 | § 80,251 § 171,050
24.0%| $ 85,526 § 163,300 | § 171,051 § 326,600
32.0%| $ 163,301 $ 207,350 | $ 326,601 § 414,700
35.0%| $ 207,351 § 518,400 | $ 414,701 § 622,050
37.0%| $ 518,401 and above | $ 622,051 and above
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The goal of the bill is to help improve
the retirement savings crisis that
many face by encouraging employers
to establish retirement plans and
make it easier for workers to save
towards retirement.

The bill passed through the House
in May but faced an uncertain future
until it was included in the bipartisan
spending package approved by
Congress and signed by President
Trump in December.

Changes in the bill will have
an immediate impact on many
taxpayers for 2020, including:

1. Increasing the required age date
for required minimum distributions
(RMDs) from 70 V2 to 72. Another
proposal under consideration, but
not in the new law seeks to push this
requirement out further to age 75.

Those turning 70 2 in 2019 are still
required to take RMDs by no later
than April 1st, 2020. Those currently
taking RMDs must continue taking
them; only those turning 70 %2 in
2020 and after can wait until age 72
before starting to take RMDs.

2. Providing small businesses an
increased credit towards retirement
plan start-up costs.

3. Repealing the maximum age,
currently 70 %, for making
contributions to IRAs. The rule
applies to only those who have not
reached the age of 70 %2 by the end of
2019 and have earned income. This
change matches the contribution
rules in place for both 401(k)s and
Roth IRAs.

www.acrinv.com

4. Requiring most non-spouse
beneficiaries to distribute inherited
IRAs within 10-years instead of over
their lifetimes, greatly reducing the
power of the ‘stretch’ IRA, regardless
of the age of the decedent and
whether they had started taking
RMDs themselves.

Regularly checking beneficiaries is
always a good idea, but the changes in
the SECURE Act make it even more
important when trusts are named
as retirement account beneficiaries.
Trusts listed as beneficiaries with
pass-through language may need to
be updated to coincide with the new
law.

5. Expands use of 529 education
savings accounts to include costs of
apprenticeships and homeschooling,
as well as a lifetime limit per-person
of up to $10,000 of student loan
repayments.

6. The ability of plan sponsors to
include annuities within retirement

plans such as 401 (k)s.

7. Reversion of the Medical Expense
deduction on tax returns back to
the 7.5% of adjusted gross income

(AGI) threshold (from 10%).

As the impact of this unfolds,
and further guidance is issued,
we will continue to consider any
opportunities this presents as well as
work with clients on how to navigate
these changes with their overall plan.

Although Acropolis does provide general
guidance on tax-related matters, we
are not accountants and recommend
that you consult your tax accountant
or tax preparer for specific answers
regardz'ng your situation.

“The trick is not to
learn to trust your
gut feelings, but
rather discipline
yourself to ignore
them.”

- Peter Lynch,
Famed Investor

Acropolis Investment Management® | 5
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“Games are won by
players who focus
on the playing field
- not by whose eyes
are glued to the

scoreboard.”

- Warren Buffet,
Legendary Investor

LOST DECADE FOUND

Continued from page one.

Of course, averages are skewed by
extreme events. In this case, The
Great Depression has a huge impact,
so if we started the analysis in 1940,
the realized volatility was 14.5
percent, which means that the New
Teens were quiet, but not radically
s0.

Investors care not just about returns,
and not just about volatility, but the
combination of those two things. If
we combine the better-than-average
returns with the lower-than-average
volatility into an academic measure
known as the Sharpe Ratio, the New
Teens was the second-best decade on

record, behind the 1950s.

Like volatility, most people don’t
have a good sense of what a Sharpe
ratio ‘means.’” Rather than explain
the details of the computation
(which isnt very complicated), the
chart below shows the Sharpe ratio
for each decade in light blue, and
since the inception of the quality
market data, in the 1920s in green
on the right.

Even if the ratio isn’t perfectly clear,
hopefully, it’s obvious that the last
10-years were exceptionally good
when you look at the combination
of risk and return.

US Bonds

Bonds in the New Teens were not as
spectacular as stock returns, whether
youre considering absolute returns,
orwith arisk or inflation adjustment.
Still, given the level of interest rates,
the returns weren'’t terrible either.

Broadly speaking, interest rates have
been falling since the 1970s, after
rising in the decades before then.
Although the level on the 10-year
rate in 2019 is modestly below the
others on the chart, there is nothing
unprecedented about interest rates
today. And, its not clear whether
rates will trend upwards again, or
whether they’ll stay put as they did
in the 1920s, 30s and 40s.

For bond returns, inflation plays
a much larger role than it does for
stocks. In the 1930s, for example,
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10-Year Treasury Yield
Source: Robert Shiller / Yale University
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five-year Treasury notes (a decent,
though imperfect proxy for the
bond market) earned 1.8 percent.
Unfortunately, inflation was 5.4
percent, which means that the ‘real,
or inflation-adjusted return was -3.4
percent.

During the New Teens, five-year
Treasury bonds earned 3.2 percent
gross of inflation, and 1.4 percent
net of inflation.

That’s not as good as the long-term
averages, which are 5.1 and 2.1
percent, respectively, but, again, the
avelrage doesn’t tell the full story very
well.

Rather than just cut out The
Great Depression, breaking the
historical record into three periods
is illustrative. In the first three
decades when interest rates were low
and largely steady, the gross return
was 3.3 percent, inflation was 1.0
percent (mostly because of deflation
in the 1930s), and the real return
was 2.3 percent.

www.acrinv.com
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During the next three decades, when
interest rates were rising, the gross
return was 3.9 percent, but inflation
was 4.0 percent, so the real return
was -0.1 percent.

During the last four decades, when
interest rates were falling, the gross
returns were 7.0 percent, and
inflation was 3.1 percent, which
means that the real rate was 3.9
percent. Clearly, the last four decades
were magical for bond investors.

Like every decade, the next one is
difficult to predict. For the bond
market, we can be confident that
the next 10-years won't look like the
last 30-years, but it might not be
bad either. For stocks, it’s harder to
say, but, again, investors shouldn’
assume that the next 10-years will
look like the last 10-years either.

And, as always, we'll be prepared for
whatever comes thanks to our careful

planning and balanced approach.

“Don’t be afraid of
hard work. Nothing
worthwhile comes
easily.”

- Gertrude Belle Elion,

American Biochemist

@

Acropolis Investment Management® | 7



PORTFOLIO INSIGHTS

Data Center
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2019
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THE BIG PICTURE
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DID YOU KNOW?

Acropolis® has a team of advisers that specialize in

401 (k) & Profit Sharing plans.

We are here to help you
! protect your current
)\ plan or start a new one.

Notice to Clients

Please remember to contact ACROPOLIS® Investment Management, LLC if there are any material changes
to your financial situation or investment objectives or if you wish to impose, add or modify any reasonable
restrictions to our investment management services. A copy of our current written disclosure statement as set
forth on Part Il of Form ADV continues to remain available for your review upon request.

Legal Disclaimer

This publication is provided as a service to clients and friends of ACROPOLIS® Investment Management, LLC solely
for their own use and information. The information in this publication is not intended to constitute individual
investment advice and is not designed to meet your particular financial situation. You should contact an
investment professional before deciding to buy, sell, hold or otherwise consider a particular security based on
this publication. Information in this publication has been obtained from sources believed to be reliable, but the
accuracy, completeness and interpretation are not guaranteed and have not been independently verified. The
information in this publication may become outdated and we are not obligated to update any information or
opinions contained in this publication.

© ACROPOLIS® Investment Management, LLC 2020. All rights reserved.
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