






ADDRESSING THE QUESTIONS
The last time U2 was in Pittsburgh they played the 
last show of their tour here. A very good friend of 
mine is a huge U2 fan and he couldn’t wait to see his 
favorite band as they concluded their tour in our 
home town. As the end of the show approached, he 
looked at his wife, and they decided to skip the last 
few songs of the encore to beat the traffic home. He 
had attended his share of U2 shows, and figured he 
had “seen it all”. After they left U2 finished their 
encore with Bad from The Unforgettable Fire album – 
my friend’s all-time favorite U2 song. Sometimes the 
best part of the performance is in the late stages of a 
show.

Late cycle phases have historically lasted between 
less than a year and two years, but have also offered 
additional opportunities for growth. When we consid-
er indicators that suggest the economy will continue 
to grow along with rising wages, low inflation, and a 
Fed who is pumping the brakes on interest rate hikes, 
it appears there is continued opportunity for growth.  
Furthermore, the third year of a Presidential term has 
historically provided strong returns from the S&P 
500. Since 1939 the average one-year return of the 
stock market during a US President’s third year is 

17.8%.2 According to Standard & Poor’s, since 1926, 
the average return one year after the typical bear 
market is 38.4%. Couple what appears to have been 
a technical correction in 2018 with signs that the US 
economy continues to grow, along with the historical 
performance post-bear market, and it is reasonable 
to expect positive returns in 2019.

And what of those investors who prefer to avoid 
market volatility by selling out of equities and waiting 
for the “right time” to re-enter the markets? On the 
following page is a table illustrating the returns of the 
S&P 500 since January 1988. Those who exited the 
equity markets after Black Monday in October 1987, 
or any period of volatility since January 1988, have 
not likely experienced the same returns as investors 
who simply remained fully invested.  Missing the 30 
best days of investment performance since January 
1988 reduced S&P 500 annualized returns from 
11.28% to 4.30%.  Many of these “best days” 
occurred during late cycles just as we witnessed at 
the beginning of 2019.

As Dr. David Kelly, Chief Economist with JP Morgan 
Asset Management, suggests, attempting to time the 

Whether it is the seasons of the year, fashion (I see 
90s clothing is becoming popular again, let’s just hope 
we skip the hair spray this time), or the economy, 
expansion and contraction also goes through notable 
phases. As we enter Spring 2019, we are near to 
witnessing the longest domestic bull market in history 
with the S&P 500 up almost twice the average of the 
past 50 years. Last year the US economy transitioned 
from mid to late cycle dynamics characterized with a 
departure from low volatility growth to a maturing 
economic cycle with heightened uncertainties.  

In 2018 the S&P 500 suffered its worst declines since 
2008 and December brought nine separate days 
when the S&P fell 1%. However, as we are aware, 
strong performance generally comes in close proxim-
ity to declines. The same index has experienced its 
strongest beginning year performance since 1987.  
Volatility, as a normal condition of the securities 
markets, has returned.

Consequently, in 2019 we are confronted with the 
challenge of late cycle investing and retirement income 

planning in a long-term investment context.  Late cycles 
include a combination of higher volatility and typically 
lower returns. Economies may continue to grow even 
though they have surpassed their peak expansion and 
are moving toward a period of contraction.

We can attribute recent volatility to a myriad of 
factors including trade policy uncertainty, the Fed’s 
“reckless” interest rates, the fading effects of the 
2018 corporate tax cuts, or even the mid-term 
elections. Regardless of what we blame for this vola-
tility, we have entered the late phase of the economic 
business cycle. As the Business cycle framework 
chart on the next page illustrates, global growth 
should remain positive, and US recession risks 
remain low, but most developed economies are 
progressing into the advanced stages of late cycle 
economic conditions.

With storm clouds on the horizon do we exit equities?  
After all, if the party will be over in an hour, why not 
leave now and miss the traffic? We experienced a 
bear market correction (i.e., the S&P 500 fell 20% in 
value in December 2018); isn’t this a sign of things to 
come? And what does this mean for our clients? How 
can we allocate portfolios and maintain our clients’ 
wherewithal to continue meeting their income needs? 
Is it time to reduce distributions? Are there other 
methods or resources to help clients meet their 
income needs?

market is a fool’s errand. Consequently, how do we 
position clients to weather a recession? What level of 
returns can we expect over the next 10-15 years to help 
our clients meet their income needs?  How do we enable 
them to maintain distributions to meet their income 
needs through the end of the current, and into the next, 
business cycle (e.g., the next 5 to 10 years)?

Below is a risk/return graph of long-term (10-15 
years) market projections from JP Morgan. As you 
review the data, notice the return estimate for a 
diversified 60% stock/40% fixed income allocation, 
as indicated by the blue diamond, is 4.3%. Projec-
tions suggest returns from all asset classes will likely 
be lower in the coming years. Lower GDP in the 
coming years will likely yield lower returns. However, 
these conditions will also likely produce lower infla-
tion increases over the same period. Projected infla-

tion during this period is also expected to be in the 
2.0% range. Presumably, lower inflation suggests 
lower required returns.

Of course, these conditions create a paradox: lower 
inflation is welcome, but this indicates the economy 
will provide lower returns from our resident asset 
classes in the portfolio. With these conditions it is 
important we educate our ourselves about the differ-
ence between real and nominal portfolio returns. Real 
returns, (i.e., returns minus inflation) are the true mea-
sure of portfolio performance as it demonstrates how 
the purchasing power of the portfolio may be growing.

Applying long-term risk and return assumptions for 
the asset classes comprising our model portfolios, 
below are the long-term, annualized figures for our 
model portfolios. As the table indicates, projected 
Real Returns will approximate 3.26% to 4.6% gross 
of our management fees.

As the above projections suggest, we expect lower 
than historic returns in the coming 10-15 years.  
However, assuming inflation is in the 2%-2.25% 
range, real returns remain in the appropriate range 
to maintain reasonable distribution rates to meet 
clients’ income needs. Despite the lower nominal 
return expectations, sustainable income may not be 
affected to the extent many may fear. 

In closing, although we may invoke academically-tested 
distribution rates (e.g., the “4% rule”) as a guideline, 
there is no standard distribution rate for any retiree. 
Changing economic conditions, intermediate and 
long-term market performance, and even the simple 
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“dumb luck” of timing when we begin distributions can 
have a significant impact on successfully meeting 
retirement income needs. If we use our capital market 
assumptions as a guide for distributions over the next 
10-15 years (see above), then we may find ourselves 
limited to taking no more than 2.01% to 3.45% (or less 
if inflation is higher than 2%).

We anticipate lower returns in the coming few years, 
and we should monitor the impact of distribution rates 
on the longer-term viability of a plan. If I continue at 
this rate, if/when will I run out of money? Engaging our 
planning team to monitor retirement spending plans 
and conduct the appropriate forecasts can help you 
navigate the uncertainties that lie ahead so you can 
focus on living your life on purpose for the reasons 
that are important to you.
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more generally, the public interest.

DISCLOSURES SECURITIES AND ADVISORY SERVICES 
ARE OFFERED BY BPU INVESTMENT MANAGEMENT, 
INC. member FINRA and SIPC, an SEC registered 
investment advisor.

Please be advised that the accuracy and complete-
ness of this information are not guaranteed. The 
opinions expressed are those of the author(s) and are 
not necessarily those of BPU Investment Manage-
ment, Inc. or its affiliates. The material is distributed 
solely for informational purposes and is not a solicita-
tion of an offer to buy any security or instrument or to 
participate in any trading strategy, and should not be 
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