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It most certainly is welcome news to see the S&P 500 bounce up +6.53% so far in March following one of 

the most disappointing starts to a year on record.  While this is a nice rebound, the index has only advanced 

+1.10% year to date and +2.49% since the end of 2014 which no doubt leaves investors wanting more.  This 

is especially true given that the S&P 500 has been one of the best games in town over both of those time 

periods as performance in small cap and international stocks has been decidedly negative leaving investors 

in a bit of a quandary as to where to go to find a competitive return.  The low return environment across 

most major asset classes for this lengthy a period of time is a highly unusual phenomena. Interestingly, the 

S&P 500 has gone more than ten months without making a new 52 week high eleven times over the past 

fifty years with eight of those events occurring during the course of bear markets. There is no hard and fast 

rule that says that sideways markets have to resolve lower, but we are getting toward an important cross-

roads where a new trend should emerge given the duration of this consolidation. 

 

 

 

 

 

 

 

 

The good news on that front has been the resilience of the domestic economy as employment data continues 

to be strong and the consumer has been helped by a combination of low energy prices and low interest rates.  

The challenges lie in a sluggish global environment with the potential for more uncertainty to be introduced 

by our Presidential election as we go through the year.  A flat stock market and stronger employment      

metrics in the U.S. have perhaps masked (to most Americans) how weak the global economy has really been 

over the last couple of years.  The fact that we are seeing unprecedented monetary stimulus in the Eurozone 

and Japan indicates that global central bankers are far more concerned with the absence of demand than the 

potential for inflation.  The willingness to take interest rates negative not only suggests the scale of the       

demand problem, but also that tools beyond the scope of monetary policy may be needed to repair the      

situation.  It comes as no surprise that with more and more frequency, we are asked by clients to talk about 

the impact of the Presidential election cycle on markets.  Many times this is framed from the perspective of 

whether one party or the other is more supportive of returns.  The truth is the market is party agnostic.  With 

 

 

Figure 1 

Stocks Range Bound Since QE ends in 2014 



that said, we all know that markets prefer certainty to uncertainty so the real differentiator is whether the 

incumbent party keeps the White House or not as returns are decidedly better when this is the case.  Returns 

are also much better during the first term than the second term.  Presidential election years during first terms 

have averaged +11.5% since 1900 while the average return has been -1.2% for year eight over the same   

period. 

Given the data on second term election years, we should not be surprised by the market action this time 

around.  This is a climate where investment managers can be of tremendous value in navigating choppier 

waters and in making sure that a client’s financial plan leaves them positioned to manage risk in a manner 

that is consistent with their objectives.  Consolidating markets are usually not the best place to employ     

tactical asset allocation strategies, but security selection can have a significant impact during these periods.  

Long term investment success is driven by having a proven discipline that emphasizes companies that have 

competitive advantage, high profitability, earnings consistency and can generate high levels of free cash 

flow.  The reason that these characteristics have been shown to work time and time again is that they speak 

to the quality of the underlying business, and it is that underlying quality factor that investors will look to 

during challenging periods.  The investment process is an important tool in maximizing value during     

choppier periods, but not the only one. 

Charlie Mathews, SVP 

Chartered Financial Analyst 

 

Creating Value in a Flat Market 

Just because the markets are taking a breather after their long bull run, it does not mean that you can’t     

find ways to boost your returns.  With the April 18 filing deadline for federal tax returns, most people are 

concentrating on what they owe or what they will be getting back.  With a little effort, there are ways to 

structure your investment portfolio to either reduce what you owe or increase what you get back and          

increase your returns. 

Defer, Defer, Defer.  By contributing to an employer sponsored retirement plan (401k, 403b, etc.) and/or      

an Individual Retirement Plan (IRA) you are able to invest your dollars before Uncle Sam takes his share.  

Even if you don’t qualify for the IRA tax deduction, your contributions and earnings can still grow tax-

deferred so your money is working harder for you.  This applies to Roths as well. 
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Taxable vs. Tax-Deferred Savings 

Taxable Tax-Deferred 

Figure 2 

Assumptions: $100,000 initial investment with annual contributions of $10,000, before tax return of 8% compounded annually and a 

25% marginal tax bracket.  Source: http://www.calcxml.com/calculators/inv07 

 

Figure 2 above illustrates the potential increased returns from tax-deferred investing.  In our example, the 

taxable account would grow to $1,010,751 while the tax-deferred account would grow to $1,474,392, a     

difference of $463,641 over the 25 year span.  By not immediately paying taxes on capital appreciation    

and earnings, more of your money benefits from compounding over time. 

Another easily overlooked strategy is asset placement.  Tax inefficient investments should be placed into  

tax-deferred accounts and tax efficient investments should be placed into taxable accounts.  For example, 

corporate bonds, which distribute taxable income, should go into your tax deferred accounts.  Conversely, 

municipal bonds, which do not distribute taxable income at the federal level, and in some cases the state  

level, should go into your taxable portfolio such as your investment management or trust account.  A     

Vanguard study found that this strategy alone could add up to 0.75% return to your long-term performance 

which is pretty good considering the S&P 500 is up less than 3% since January 2015. 

 



While you shouldn’t let taxes be the primary driver of your investment strategy, controlling capital gains 

can help lower the amount of taxes you owe.  If we find that you have significant capital gains, we will look 

for losses in other securities that can be used to offset them.  We can always buy the security back, making 

sure to adhere to the wash sale rule so the losses are not disallowed.  Even if you do not have capital gains, 

if there is a security at a loss that we no longer feel is an attractive investment, we can sell it and the loss 

will carry forward to offset future capital gains or offset up to $3,000 towards ordinary income. 

Finally, our investment process seeks to identify sustainable fundamental trends in the positions that we 

own, and we seek to build portfolios where assets have longer holding periods, thus minimizing transaction 

costs and taxes so that returns compound at a faster rate over time 

If you have already implemented the above strategies, you can always give it away to become more tax    

efficient.  529 plans and Coverdell accounts allow tax-deferred growth and federal income tax-free        

withdrawals for qualified educational expenses.  This can be a wonderful gift for that special student in your 

life.  And speaking of gifts, if you have charitable inclinations, we would review your taxable portfolio     

before sell securities to donate cash.  Is there a long-term holding of a highly appreciated asset?  Your     

financial advisor at Bank of New Hampshire can help you develop a plan to donate the asset to your charity 

of choice in a manner that will eliminate any capital gains tax to you, while allowing the charity to receive 

the full value of your donation.   

Even when the markets are looking for direction, your portfolio can still be working hard for you.  By    

carefully considering the types of portfolios you own, where you place your assets, and how you rebalance 

and trade, you can add significant performance over the long-term. 

Michael St. Onge, VP 

Certified Investment Management Analyst 
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