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OUR MISSION: To be the premier provider of Financial 
Planning, Investment Management, & Trust 
Services to the American Armed Forces community.

Financial Planning

Investment Management

Trust Services

AAFMAA WEALTH MANAGEMENT & TRUST

Presenter
Presentation Notes
This webinar series is brought to you by AAFMAA Wealth Management & Trust. Our vision is to ensure the financial security and independence of members of the armed forces community - active, retired, and honorably discharged service members and their families.  We accomplish this as the premier provider of financial planning, investment management, and trust services – for all branches of the military. 



We focus exclusively on the needs of military families and provide
innovative, personalized, and lifestyle appropriate financial services.

We are bound by a fiduciary standard - any advice or service we offer must
always be in the best interest of our clients.
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AAFMAA WEALTH MANAGEMENT & TRUST

Presenter
Presentation Notes
Also a few disclosures. This presentation is educational. It is for general information only and is not specific investment, legal, or tax advice for any of you individually.  Do not rely on this presentation alone to guide your financial planning decisions. Since each individual situation is unique, your needs for financial services will differ. For individual advice, please contact us directly.  We produce this webinar series in house with our own professional staff as a service to our members and to help them better understand the resources that are available to them.  We have highlighted here two distinct characteristics that separate AAFMAA Wealth Management & Trust from other service providers.  Our fiduciary standard to what is in the best interest of the client and exclusively serving the US Armed Forces Community.  



Market Update Agenda

 Don’t Focus on the Noise

 Where Are We Now

 Outlook
 Equity Market
 Bond Market
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Presenter
Presentation Notes
This webinar is really to touch base with everyone on the recent market activity. We have had some market volatility over the  last couple of months and even the last couple of weeks. The market correction in February created a lot of noise and discussion. Today we want to keep people focused on the big picture. Don’t make changes everyday, don’t listen to the noise everyday, remember the long term goals, why you selected your investment strategy, and stick to the plan. That is where we will start this presentation. Why we stay focused on the long term goals. Then quickly review the recent market activity and changes in the market. And then look at the market outlook we put in place in January and how that still holds true today. So let’s get started. 



Ignore The Noise !!
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Presenter
Presentation Notes
There will always be reasons not to invest, something/someone will always be banging on the bear drum for some reason. What is important is determining your proper investment allocation based upon  your individual factors including purpose of the portfolio, time horizon involved, risk tolerance – how comfortable are you with the market swings with the swings in your portfolio. At AWMT do not market time. It doesn’t work. We focus on the long term strategy that will meet short term needs and long term goals. Look at this chart. This looks at investing 1 dollar in 1990. That takes us through the dot-com bubble, that takes us through the market crash in 2008 and ends in December of 2017. 1 dollar invested in the Russel 1000 would have turned into $15. One dollar invest in the Russel 1000,  the Russel midcap stock index, and the Wilshire reit index would have turned into 17.81. Look at portfolio 1. 1 dollar invested invested in portfolio 1 – the far left portfolio – 47% large cap stocks, 15% bonds, 20 Midcap stocks, 3% small cap stocks, and 15% in the Wilshire reit index. This has a very similar return to the 100% large cap stock portfolio and 15% less risk.  When we diversify the portfolio we are investing in different areas, using multiple financial instruments, industries and other categories that react differently to events in order to minimize risk and maximize return. Now Diversification does not guarantee a protection against a loss. All investing has risk. Looking back at 2007 and 2008 – this still has an impact on people’s behavior today. It is important to mention that there are times – like the financial crisis of 2007 and 2008 when a diversified portfolio will still suffer a significant loss. When the entire financial market faces a number of events even uncorrelated assets can suffer simultaneously. No one can predict the market. You hear us say that the market does not mirror the past but it does rhyme.  We aren’t trying to avoid the market crashes and corrections but we are trying to limit risk, maximize return, and in this example turn 1 dollar into the right efficient portfolio for a client.  



Market Timing-Not a Good Time
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Presenter
Presentation Notes
We want to echo again the same theme we always mention. - Don’t try to time it. It doesn’t work. Brexit is an example. Investors expected one result and got the opposite. They panicked, dropping our market by 6% and intl. markets by up to 10% in two days. Then markets turned around and recovered all and then some over the next two weeks. Why market timing doesn't work. Look at this chart. If you invested 10,000 in the Dow Jones at the beginning of 2002 and sold at the end of 2016 that 10,000 would have turned into $28,698. If you had ried to time the market and you missed the 10 best day in the market, your return gets cut almost in half. Think about that. If you getting in and out of the market and your life gets busy and you miss the 10 best days in the market, your overall return drops from $28,000 down to $14,000. This is over a 15 year period, not one year. Negative ReturnsIf you miss the best 20 days the portfolio value drops to 9,630 negative .25%If you miss the best 30 days the portfolio value drops to 6,756 negative 2.58%If you miss the best 40 days the portfolio value drops to 4,908 negative 4.63%Art Lyons often says, you want to know who you are before you start investing because the stock market it a terrible place to find out. It is important to know who you are, develop the right strategy, and stick to that strategy. 



Where Are We Now
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Presenter
Presentation Notes
So where are we now. Look at the returns for the Dow Jones Industrials and the S&P 500The Dow Jones as of the end of February 1 month return negative 4.28%Then look at the 3 month return 3.12%1 Year return 20.3% 3 Year return 11.3%5 Year return 12.2%Look at the year 2016 – starts off negative and then it starts to move straight up. The next big drop is the beginning of 2018Then look at the S&P 500 – very similar chart1 month return – negative 3.89%3 month return 2.5%1 year return - 14.8%3 Year return 8.9%5 year return 12.4%Again looking at the beginning of 2016 and the index continue to move upwards until 2018 before you see a noticeable correction. For the last two year the market has moved up with almost no major corrections. Very steady, very consistent, very positive returns for the last 2 years in the market. 



Market Correction

A 10% correction is normal

Economic and corporate fundamentals in place

Inflation currently little impact

Rising interest rates currently little impact

No global recession on the horizon
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Presenter
Presentation Notes
The correction we recently experienced in the market is something we were expecting. We didn’t know when or why is would happen but we didn’t experience a 10% correction in 2 years, it finally arrived quickly and without much warning. Nonetheless, we believe that economic and corporate fundamentals are still in place. We think that inflation isn’t a problem and rising interest rates are not yet a factor. Finally, from our perspective - there doesn’t seem to be a global recession on the horizon. The market gyrations have been amazing to watch, as it went from the best January in 29 years, to the worst week for the Dow Jones Industrial Average since the 2008 financial crisis. I strongly suspect that over-leveraging among the “fast” crowd – hedge funds, trading desks and speculators – has brought on the across the board decline.As panic selling set in, this resulted in having good stocks and funds decline as much as the laggards, providing a positive environment in which to adjust portfolios. We readjusted the overall equity allocation and international exposure to take advantage of the market turmoil. The correction gave us one of the best opportunities in 2 years to make strategic portfolio adjustments. While we manage every client portfolio according to their objectives, in general, AWM&T increased equity allocation and reduced fixed income allocation. Until overleveraged positions are sold out, the market will continue to gyrate. The bottoming process can take a few days or a few months, but it always has a way of working out the panic reactions of speculators. History tells us that 10-20% corrections occur, on average, about once every six years. With the average correction at 13%, we seem to be closer to the end than the beginning of it all. 



Where Are We Now
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Presenter
Presentation Notes
One discussion that seems to be resonating in the media and creating more Noise. Is the length of the current bull market. You can see that were are currently running on about a 9 year bull market. If we look at historical trends - Are we running over the average – yes. Are we the longest running bull market – NO. We still have a few years to go.Looking at the market activity you can see that we are currently sitting at around 324% advance in the market over the last 9 years. Is that the biggest market movement in history – No. We are still about 250% short of breaking that record. Again the market fundamentals still look good. Economic and corporate fundamentals look good and the global economy continues to look healthy. And again we don’t time the market. Stay focused on the long term strategy and avoid making changes based on the noise. I will let Arthur Lyons talk a little more about the market changes and outlook moving forward.  
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Where Are We Now

Source: poetsandquants.com/2016/01/22/best-free-moocs-in-business-for-february/21/

Presenter
Presentation Notes
What did February Show usThe first 1000 point Dow Jones industrial Average daily move (amounting to a 4% swing)The highest volatility reading since the 1988 VIX average was developed and maybe the fastest correction (decline of > 10% in five days) in history. Then what happened? One of the fastest rebounds in history, with the S&P500 markets recovering 70% and the NASDAQ recover 100% of their losses in a matter of two weeks. This swing had some similarities to the swing we mention earlier – the Brexit correction last year. At the end of the month the S&P 500 index returned 3.7% for the month of February. 



o We expect GDP growth between 2.5% - 2.7% in 2018.

Valuation

Earnings growth

Sector performance

Yield curve

Watching: earnings revisions, yield curve and 
global GDP growth rates
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Market Outlook – Equities

Presenter
Presentation Notes
Overall - We still consider the economic relationship between the size of a country’s debt and its GDP growth rate. What they found was that as the size of a country’s national debt rose and reached a “tipping point” of 90 - 95% debt to GDP, the growth rate of the particular economy slowed dramatically. With debt to GDP hovering around 105%, we expect the economy to continue to prod along at a sub-par 2 to 2 1/2% rate of growth. It can fluctuate on a qtr. to qtr. basis due to energy prices, inventory builds, seasonal and weather factors but without a material change, we see no reason to change our expectations.Looking at 2018The dividend oriented portfolios are off to a slow start, as many funds and ETFs continue to hold utility and REIT companies. We made portfolio changes during February, and continue to closely monitor underperforming funds. Portfolio volatility, on the other hand, remains hardly noticeable. Multi class portfolios are holding their own through the market volatility. While small-cap issues have remained a drag on performance, we believe these companies have the most to gain from tax reform. That impact, along with a growing economy, should greatly benefit them over the next 18-24 months. 



Market Outlook – Equities
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2016 
$110 

2017 
$119   
+8.1%

2018 
$143 
(est.)   
+20.2%

2019  
$148 
(est.)  
+3.4%

2020  
$163 
(est.)   
+10.1%

S&P 500 Earnings Per Share 
and year over year increase

Presenter
Presentation Notes
Stock allocations are at maximum levels for all models. The recent correction provided the best opportunity in two years to increase equity exposure. Despite the continued large disparity – 5 percentage points so far this year - between value and growth type stocks, we continue to favor the value area of the market. Portfolio additions in financial services, healthcare and “old” technology have performed well thus far in 2018, despite their value emphasis. International equities are underperforming the U.S. this year, but represent an area of long term value that cannot be ignored. 



The Rest of the World

1997 = 78%
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Bond Market – Maturity Range (Defensive) Stay 
in the “Belly of the Curve”

For now, this is the 
optimum risk/return 
area for bonds.
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Market Outlook - Fixed Income 
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Adding floating rate securities to take advantage 
of rising rates.

Reducing “duration” to protect principal.

Continue to favor corporate bonds over 
treasuries.

Watching: Fed actions and economic growth

Our Actions

Presenter
Presentation Notes
Overall – Here are some of the actions we are taking. When looking at your bond investments, there are two main risks that should be focused upon; one is credit risk and the other is interest rate risk. With credit risk, investors weight the relationship between credit quality of the bond/issuer and yield. As you go down in credit quality from AAA (which the U.S. lost by the way) down to single C, the possibility of default increases. Investors what to be paid for taking greater risk so as credit quality falls, yield increases. So an improving economy means better profits, spending and ultimately better credit ratings and fewer defaults. The second risk is interest rate risk. There is an inverse relationship between time to maturity and bond price sensitivity. The longer the time to maturity, the greater the sensitivity to rates changes. So far in 2018The bond market continues to challenge investors. Interest rates for 10 year U.S. Treasury Notes increased in February, as we had anticipated. The yield moved from 2.72% to 2.90%, representing another negative month the Barclays Aggregate Bond Index (0.95%) in February and (2.1%) YTD. By reducing average maturity and duration in client portfolios, AWM&T has been able to avoid much of the year-to-date loss in the fixed income area. We expect the bond market to struggle in 2018, and we are positioned defensively for the foreseeable future. Ross that covers a quick review of some of the recent market activity and our outlook on the market moving forward. 



AAFMAA WEALTH MANAGEMENT & TRUST
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Financial Planning, Investment Management, and Trust Services 

Presenter
Presentation Notes
Complimentary Portfolio ReviewObjectiveAnalyzes risk/return performance and other potential risk factorsProvide recent investment statement(s) Email wealthmanagement@aafmaa.com to requestEvery AWM&T client is assigned a Relationship Manager, an experienced professional that can work with you on your investment positioning. With markets starting to settle down a bit, take the time to meet with your RM. Review your risk profile and any life change impacts that may be occurring. You’ll be glad you scheduled the appointment. 



AAFMAA Wealth Management & Trust LLC 
Contact Information
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Arthur Lyons
Chief Investment Officer
Reston, VA
Email: wealthmanagement@aafmaa.com
Office: 703-707-8025

Ross Cutler, CFP®, CTFA
Vice President, Business Development
Winter Park, Florida
Email: rcutler@aafmaa.com
Office: 407-636-8114

mailto:wealthmanagement@aafmaa.com
mailto:rcutler@aafmaa.com


THANK YOU!

The information presented herein was complied from sources 
believed to be reliable.  This presentation is for educational 
purposes, and is furnished without responsibility for 
completeness or accuracy. It  general information and is not 
specific investment, legal, or tax advice for any individual  Do 
not rely on this presentation alone to guide your financial 
planning decisions. Since each individual situation is unique, 
your needs for financial services will differ. For individual 
advice, please contact us directly.  We produce this webinar 
series in house with our own professional staff as a service to 
our members and to help them better understand the resources 
that are available to them. 

This presentation and any material attached to it has been 
prepared for informational purposes only and is not legal or 
tax advice and should not be relied on as such. You should 
consult with your own professional legal or tax advisor before 
taking any action that relates to the subject matter of this 
presentation or any attached material. 
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