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Gore Capital Management 
Our only client is you. 

Earnings Recap 
We like to start with good news whenever possible, and boy did this quarter’s earnings reports provide us 
with plenty of good news with which to start. Thus far, about 3/4ths of S&P 500 components have reported 
earnings. Of those, 79% reported positive revenue surprises, “the highest percentage since Factset began 
tracking this metric in Q3 2008.” (Source: Factset). The earnings growth rate, revenue growth rate, and per-
centage of companies issuing positive earnings surprises are all above their 5-year averages. In no uncer-
tain terms, this has been an excellent quarter. Earnings expectations for the next quarter have increased as 
well, partially due to the new tax law. The year-over-year growth estimate for 2018 is +13%, the highest 
figure since before the Great Recession (Source: Brian Gilmartin, CFA, SeekingAlpha). 
 
 
Volatility! 
A great January turned quickly into a lousy February, with all three major US indexes experiencing their 
first correction (a 10% decline) in two years. As you might expect, the media vultures took full advantage of 
this situation. On Friday Feb 9, CNBC printed the headline “DOW HAS WORST WEEK SINCE OCTOBER 
2008,” suggesting to less-savvy viewers that panic is indeed warranted. It should be noted that this head-
line is technically correct; the Dow hasn’t lost 2,000 points in a week since 2008. But there’s one significant 
difference the media didn’t explain: a 2,000 point drop from 25,000 points amounts to 8% of the index’s val-
ue while a 2,000 point drop from 8,000 points (where the Dow was in 2008) represents 25%. 
 

 
 
 
 
 
 
 
 
 
 

Market  Statistics Q4 2017 YTD (as of 1/31/18) 2017 3-Year Annl. 5-Year Annl. 

S&P 500 6.49% 5.69% 21.10% 10.71% 15.07% 

Dow Jones Ind. Avg. 10.96% 5.88% 28.11% 14.36% 16.37% 

Russell 2000 (Small Cap) 3.24% 2.60% 14.21% 9.51% 13.67% 

MSCI EAFE (Foreign) 4.23% 5.02% 25.03% 7.80% 7.90% 

MSCI ACWI (Global) 5.73% 5.64% 23.97% 9.30% 10.80% 

MSCI Emerg. Mkts. Equity 7.44% 8.33% 37.28% 9.10% 4.35% 

Barclay’s Aggregate Bond 0.39% -1.15% 3.54% 2.24% 2.10% 

S&P GSCI Gold (Spot) 1.91% 2.58% 13.68% 3.41% -4.82% 

Source: Morningstar 

Dow Jones Industrial Average, monthly returns 3/08 - 2/18, on a percentage basis. 

Note the minor difference between 2008’s decline and February’s decline… 

Source: Yahoo Finance 

Irresponsible journalism aside, the mar-
ket’s correction was indeed startling, 
especially after such a calm 2017. As 
we wrote in our recent client letter, the 
drop had a few proximate causes and, 
while we still believe the general market 
environment is very healthy, it is likely 
that we are not entirely out of the woods 
yet. In order to see returns to new 
highs, we need some clarity on the fol-
lowing two macro-trends over the next 
few months: 

       2018: Dow loses 2,000+ points (-10%) 

2008: Dow loses 2,000+ points (-25%) 
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Inflation 
Inflation is a bit of a necessary evil in an economic system for a couple of reasons. 
First, it makes loans easier to repay for borrowers as the real value of each bor-
rowed dollar declines over time. Second, it encourages investment over savings. If 
investors are certain that dollars saved in the bank are going to lose real value 
over time, they are more inclined to invest those dollars for future growth. Third, 
John Maynard Keynes believed inflation combatted the “paradox of thrift,” or the 
concept that deflation (i.e. a rise in purchasing power of every dollar) would incen-
tivize people to wait to make purchases if they believed their dollars would buy 
more goods in the future.  
  

The January jobs report released at the beginning of February showed the first 
signs of inflation since the financial crisis. In contrast to the benefits laid out above, 
inflation also means companies have to pay their employees more and may earn 
less in profits, which does not make investors happy. It should be noted that, while 
investors may not have been happy with the prospect of higher inflation, one single 
jobs report or any one singular piece of data does not make a trend.  
 
 
 
Interest Rates 
Interest rates and inflation are somewhat related. Higher inflation (i.e. lower purchasing power) requires high-
er interest rates for individuals to keep money on deposit in banks and for banks to lend that money to bor-
rowers. Rates in the US and around the globe have been at historically low levels (negative in some other 
nations) since 2008 as central banks have attempted to spur economic growth by making capital cheap and 
deposits unappealing. Who wants to earn 0.000000001% in a bank account? Might as well buy a stock. 
 

 

GCM’s Top Holdings Q4 2017 YTD (as of 1/31/18) 2017 3-Year Annl. 5-Year Annl. 

PIMCO Income (PONPX) 1.08% -0.29% 8.49% 6.50% 6.26% 

FPA Crescent (FPACX) 2.90% 3.37% 10.39% 6.03% 9.16% 

Litman Gregory Masters Alt (MASFX) 0.67% 0.94% 4.51% 3.49% 4.07% 

Vanguard Mega Cap Value (MGV) 6.98% 4.85% 16.79% 10.78% 15.20% 

First Eagle Overseas (SGOIX) 2.00% 3.13% 14.37% 7.49% 6.64% 

T Rowe Price Blue Chip Grwth (TRBCX) 7.00% 10.69% 36.55% 15.30% 18.85% 

Dodge & Cox Stock (DODGX) 5.75% 5.70% 18.33% 11.08% 16.29% 

Virtus Seix Floating Rate (SAMBX) 0.85% 1.06% 3.87% 4.49% 3.88% 

Source: Morningstar 

Inflation at work: a 1965 Mustang 

would set you back less than $2,500 

Rates are still at  historic lows not seen for 50+ years, but are climbing 

Source: Federal Reserve Economic Data (FRED) 

Over the past year or so we’ve seen inter-
est rates start to climb back to normal lev-
els. The key word here is “normal,” as it is 
most decidedly abnormal to see rates as 
low as they’ve been for the last decade. In 
short, higher interest rates equals higher 
borrowing costs for companies and it 
means stocks (especially high-yielding 
stocks like utilities, telecommunications 
companies, and real estate investments) 
start to appear less attractive when com-
pared with lower-risk, higher-yielding 
bonds.  
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Putting the Two Together… 
Historically, rising inflation and rising interest rates have little impact on the stock market when the economy 
is healthy. Higher inflation means higher wages and more consumer spending, and companies can increase 
the prices they charge for their goods and services to compensate for higher borrowing costs. No problem, 
especially for companies in growth industries like technology, financial services (which actually benefit from 
the higher rates they can charge on their loans), and industrials.  
  
Fundamentally speaking, we are not terribly concerned about the impact of these two actors on stock prices 
over the longer-term as long as they increase at a modest rate. As we said above, the economy is healthy 
and corporate earnings are strong. But the market’s recent sharp decline and ongoing volatility prove how 
influential exchange-traded funds are on prices, and how little fundamentals can matter in the short-term as 
nervous armchair traders are able to buy or sell the entire S&P 500 (or complex derivative instruments) in-
stantly through an ETF with a single button press, often without realizing the impact of that decision on the 
overall market.  
 
  
Looking Forward 
There’s little doubt we’re in the late innings of this bull market. Economic cycles, on average, last about nine 
years and we’re certainly on the tail end of that average at the moment. However, as in baseball, games can 
go on much longer than anticipated if both teams keep whacking dingers over the back wall. That’s exactly 
how we, and Raymond James’s strategists, feel about the current conditions.  
  
In a morning email last July, Chief Investment Strategist Jeff Saut said, “Longer term we have little doubt the 
secular bull market has years left to run,” a position he has not backed down from since. Though this may 
seem like blind optimism, Mr. Saut’s opinion is based on a combination of big-picture economic data and 
smaller-picture company fundamentals, and, for the past several years, his calls have been remarkably pres-
cient.  
 
That being said, the market will continue to bounce around on inflation and interest rate fears until both forc-
es calm down. Interest rates need to settle (which they probably will as the 3% mark is reached on the 10-
year Treasury), and inflation needs to increase at a slow, controlled pace.  
  
Even if both of these things do occur, we believe the placid days of 2017 are likely over permanently and in-
vestors should get used to more volatility. Expect to see more 1%+ daily swings for major averages and few-
er “new record highs” reported in the press on a regular basis. As we emphasize as often as possible, it’s 
important for investors to keep their eyes on the long-term and to be appropriately invested according to their 
risk tolerance and time horizon. If February’s correction has been nail-bitingly painful for you, we should talk. 
  
 
All the best, 
 
Peter, Ben, & Keri 

Market Movers Q4 2017 YTD (as of 1/31/18) 2017 3-Year Annl. 5-Year Annl. 

Alphabet (GOOGL) 8.18% 12.23% 32.93% 25.67% 17.98% 

Amazon (AMZN) 21.65% 24.06% 55.96% 55.61% 36.05% 

Apple (AAPL) 10.21% -1.06% 48.24% 16.82% 18.74% 

Chevron (CVX) 7.46% 0.13% 10.03% 7.17% 6.22% 

General Electric (GE) -27.34% -7.34% -42.12% -7.28% 0.78% 

JP Morgan Chase 12.55% 8.69% 26.30% 21.59% 21.29% 

Microsoft (MSFT) 15.40% 11.07% 40.22% 24.62% 28.07% 

Verizon (VZ) 8.14% 3.27% 3.51% 8.49% 8.13% 
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The Tax Cuts and Jobs Act, as it is officially known, has passed through Congress and is now the law of the 
land, taking effect in the 2018 tax year. One of the most significant items in the new tax law is a doubling of 
the standard deduction from $6,350 per person ($12,700 for a married couple) to $12,000 per person 
($24,000 for a married couple). That’s big news because it means the threshold for itemizing deductions is 
considerably higher and many more taxpayers will be able to take advantage of the simpler standard de-
duction. Hooray!  
 
One group in particular, though, is probably not so happy about this change: charities. Charitable contribu-
tions can only be deducted from income if the donor itemizes. If itemization is less appealing, then spending 
money on things which are itemize-able (if it wasn’t a word, it is one now) is also less appealing. This puts 
charitably inclined individuals in a bit of a pickle because they want to contribute to their favorite organiza-
tions (and they should), but they also want the tax benefit. 
 
What can one do? Here are two strategies that may allow generous individuals to eat their cake and have it 
too: 
 
 
Qualified Charitable Distributions (QCDs) 
We have talked about this strategy in a previous newsletter, so I’ll be brief. QCDs allow individuals to send 
part or all of their Required Minimum Distribution (RMD), up to $100,000, from their IRA directly to their fa-
vorite charities. This method effectively removes the portion of the RMD that you donated from taxable in-
come on your 1040. Depending on your situation, this may mean lower AGI, potentially lower capital gains 
tax, and possibly lower Social Security tax. There is one asterisk: only individuals aged 70½ or older (i.e. 
those subject to RMDs) may make QCDs.  
 
 
Donor-Advised Fund (DAF) 
People love acronyms. A DAF allows individuals to “front-load” 
their charitable contributions into one tax year, effectively captur-
ing the charitable deduction but not requiring the individual to 
give a huge lump sum to an organization all at once. Here’s an 
example: 
 
Kris Kringle wants to gift $100,000 to his alma-mater, the Univer-
sity of the North Pole, over the next 10 years. However, a dona-
tion of $10,000 per year will not put him over the itemization 
threshold so he will not receive any tax benefit for his gift. In-
stead, Kris funds a DAF with $100,000 in 2018 and can add the 
$100,000 to his itemized deduction list on his 2018 tax return. 
The $100,000 is deposited into an investment pool to grow, and 
Kris can distribute $10,000 per year to his school. He is not lim-
ited to gifting funds only to University of the North Pole; he can 
distribute as much as he wants, over as many years as he 
wants, to as many qualified charitable organizations as he 
wants. This is essentially how Bill Gates and other “big guys” do 
it.  
 
 
As you might expect, DAFs make the most sense for well-heeled individuals planning on making large do-
nations over some period of time. Also, once the money enters the DAF you’re not getting it back, so it 
should really only be used by individuals who have the excess funds and are wholly committed to making 
those donations. It’s also a popular way to begin a philanthropic family legacy. 
 
We are big believers in supporting charitable causes (especially local ones), and donations regardless of 
size can make a big difference to organizations doing great work. Please let us know if either of these ideas 
interest you. We’d be happy to discuss further to determine whether they could make sense in your case. 

Source: Morningstar 

Ben’s Corner 

CFA Level III Subject of the Quarter 

Behavioral Biases: Loss Aversion 

 

Investors exhibit a variety of behavioral 
biases that cause them to make 
“suboptimal” (read: bad) investment de-
cisions. An interesting one is “loss aver-
sion.” You would assume an investor 
who is loss averse would only make con-
servative investment choices with a low 
likelihood of losing money. 

 

In fact, investors who are loss averse will 
often engage in higher-risk behavior by 
holding onto a losing investment too long 
in the hopes that it will turn around, or by 
making a speculative investment to try to 
recover their losses.   



Disclosure 
 
Investing involves risk and you may incur a profit or a loss. Please carefully consider investment objectives, 
risks, charges, and expenses before investing. 
 
 
Mutual Funds are sold by Prospectus only. Please carefully consider the fund's investment objective, risks, charges and 
expenses applicable to a continued investment in the fund before investing. For this and other information, call or write to 
for a free prospectus, or view one online. Read it carefully before you invest or send money. 
 
The indexes are unmanaged and an investment cannot be made directly into them. The Dow Jones Industrial Average is an 
unmanaged index of 30 widely held securities. The NASDAQ Composite Index is an unmanaged index of all stocks traded on 
the NASDAQ over-the-counter market. 
 
Cantella & Co., Inc. does not provide legal or tax advice. For legal or tax advice, please seek the services of a 
qualified professional. 
 
 
This material is not intended to provide legal, tax or investment advice, or to avoid penalties that may be imposed under 
U.S. Federal tax laws, nor is it intended as a complete discussion of the tax and legal issues surrounding retirement 
investing. You should contact your tax advisor to learn more about the rules that may affect individual situations. 
 
 
This was prepared for informational purposes only. It is not an official confirmation of terms. It is based on information 
generally available to the public from sources believed to be reliable but there  is no guarantee that the facts cited in the 
foregoing material are accurate or complete. Changes to assumptions may have a material impact on returns. Past 
performance is not indicative of future results. The views and opinions expressed in an article or column are the author's 
own and not necessarily those of Cantella & Co., Inc. 

 
Securities and Advisory Services offered through Cantella & Co., Inc., Member FINRA/SIPC 


	GCM Feb 2018 NL
	GCM NL Discl 

