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9700 El Camino Real, Suite 302, Atascadero, CA 93422 

 

January 23, 2020 

Welcome to the fourth quarter newsletter for 2019.  As always, I have divided the letter into 
sections, including a market update, personal and business updates, my personal improvement project 
and an educational spotlight.  This spotlight is on the recently passed SECURE Act.  Please contact me 
with any questions and let me know of any suggestions you have for future letters. 

 

Valuation and Economic Outlook 

 What a difference a year makes.  In 2018, the S&P 500 lost 13.5% in the fourth quarter, while in 
2019 it gained 9% in the final quarter.1  While there are many things one could fixate on to justify 
avoiding stocks (Impeachment, Iranian hostilities, Hong Kong protests, Brexit, China trade war, soaring 
debts, etc.), the reality is that uncertainty is nearly constant and diversified markets generally overcome 
most well-known exogenous challenges.  2019 was not a good year for earnings growth for large US 
companies.  The fourth quarter earnings are just starting to come in, but we may see a second straight 
quarter of declining year over year earnings.2  Growth for the full year will probably be pretty close to 
zero.  You would never know that by simply looking at the S&P 500 price chart, however.  The S&P 
logged its strongest year in a while, rising over 30%.  Where does this leave us?  Using the common 
price/trailing earnings ratio, the S&P 500 now trades at a 26% premium to its 50-year average3, 
compared to a 1% premium one year ago.  This does not mean the market is set to crash.  There is no 
rule that stocks must trade at or quickly revert to their long-term average.  Rather, knowing the current 
premium or discount to average helps understand the likely range of forward returns.  The current 
valuation is among the highest since the Global Financial Crisis, when severely depressed earnings made 
the multiple look absurdly high.   

 Are last year’s earnings the best measure of today’s value?  Probably not.  Other longer-term 
ratios show an even higher valuation.  Longer-term valuation metrics and those less sensitive to profit 
margins, such as the Crestmont P/E, CAPE, Q Ratio and Regression of the S&P 500 show valuation to be 
80% to 150% above the long-term mean4.  Note that this is based on 120 years of data, which may be 
too wide a timeframe given all of the changes over this period5.  Still, the picture is stark.   

 The S&P 500 is now at valuation levels only exceeded by the Tech Bubble of the late ‘90’s.  While 
this doesn’t mean that it can’t go higher, and while valuation has been a poor predictor of short-term 

 
1 Price and return data are sourced from Yahoo! Finance.  The S&P 500 data is for SPY, which is an index fund that 
tracks the S&P 500 with a small tracking error for fees. 
2 https://seekingalpha.com/article/4315600-global-yields-for-stocks-and-
bonds?app=1&isDirectRoadblock=true&utm_medium=email&utm_source=seeking_alpha  
3 Data is sourced from https://www.multpl.com/s-p-500-price-to-book/table/by-quarter. Calculations are my own. 
4 Source: dshort.com 
5 For instance, information is much more widely available, liquidity is greatly improved, trading costs are lower, 
and diversified equity ownership is much more accessible due to mutual funds, indexing, etc. 

https://seekingalpha.com/article/4315600-global-yields-for-stocks-and-bonds?app=1&isDirectRoadblock=true&utm_medium=email&utm_source=seeking_alpha
https://seekingalpha.com/article/4315600-global-yields-for-stocks-and-bonds?app=1&isDirectRoadblock=true&utm_medium=email&utm_source=seeking_alpha
https://www.multpl.com/s-p-500-price-to-book/table/by-quarter


2 
 

returns, simple math shows that the higher price you pay for something the lower your return will be 
given a future value that is independent of today’s price.    

While GDP growth slowed in ’19, the economy still shows plenty of signs of strength.  Small 
business confidence has contracted somewhat, but is still high.  Bloomberg’s State of the National 
Economy and Consumer Comfort Index are at their highest level since the tech bubble.  Mortgage 
applications and housing starts are both high and rising.  The corporate high yield spread is very low and 
trending lower.  (This usually spikes before an equity market correction.)  Core inflation is low.6  The 
Consumer Confidence Index and The Consumer Sentiment Index have rarely been higher in my lifetime.  
Unemployment is around a fifty-year low.7  Taxes have been cut, and the Federal Reserve is 
accommodative.  The economy seems to be on very solid footing.  Given all of this, should investors 
simply load up on stocks and walk away?  Unfortunately, it is not that simple.  First, conditions are 
usually at their best before they start to deteriorate.  Second, simply looking at the economy (which is 
nearly impossible to accurately forecast) misses valuation, which is objective and a much more powerful 
determinant of investment returns.  Currently, valuation for US stocks looks extremely high, as discussed 
above. 

 Will we have a recession soon?  I have read good arguments for and against a recession this 
year.  It is hard to tell.  Predicting recessions is not a great investment strategy, anyway.  One of the best 
predictors of recessions is stock market returns.  This is of no help to an investor, as value would have 
already been lost by the time the signal is clear.  Even if there was clarity that the next recession was 
well in the future, investors could still lose money.  First, if valuations are very high (as they are now), 
the reversion to a more reasonable valuation can easily overwhelm any profit growth from economic 
expansion.  Second, while corporate revenue is very tied to the overall economy, earnings equals 
revenue times profit margin.  If margin contracts, profits can fall even as the economy grows.  This is 
exactly what has happened over the last couple quarters.  Margins were strong on low taxes, subdued 
wage growth and low interest.  Eventually, those factors either change or get competed away.  A strong 
job market eventually leads to wage growth, which has finally started.  Competitors could more 
aggressively price goods and services.  Hussman notes that the nonfinancial corporate profit margin has 
fallen from around 13% to about 9%.8  Margins could continue to fall quite a bit.  If the corporate profit 
margin fell from 9% to 6% (which is low, but not extreme), revenue would need to increase by 50% just 
to keep earnings flat.  (Note: this is an example, not a prediction.)  Valuation has not started falling yet, 
but if it does, it could fall along way.   

Conclusion: While it has been a great year, and indeed a great decade for US investors, valuations are 
now extreme.  Investing has looked easy for a long time, and amateurs who deployed capital 
aggressively likely outperformed professionals who tried to diligently manage risk.  The next decade will 
likely not be as easy.  Investors should proceed with caution, and should consult with a financial advisor 
who can help prepare for any possible outcome, rather than hoping the bull market continues forever.  
There are pockets of opportunity that are not as richly valued, but these will generally not look 
impressive in retrospect yet. 

 

 
6 All of the metrics cited in this paragraph up to this point can be found at: 
https://seekingalpha.com/article/4317769-weighing-week-ahead-all-eyes-on-
earnings?ifp=0&utm_medium=email&utm_source=seeking_alpha 
7 Source: www.dshort.com 
8 Source: https://seekingalpha.com/article/4305627-striking-collection-duck-like-features?ifp=0 

https://seekingalpha.com/article/4317769-weighing-week-ahead-all-eyes-on-earnings?ifp=0&utm_medium=email&utm_source=seeking_alpha
https://seekingalpha.com/article/4317769-weighing-week-ahead-all-eyes-on-earnings?ifp=0&utm_medium=email&utm_source=seeking_alpha
http://www.dshort.com/
https://seekingalpha.com/article/4305627-striking-collection-duck-like-features?ifp=0
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Personal Update 

 The fourth quarter is always a great time with two of my favorite holidays – Thanksgiving and 
Christmas, as well as wrapping up a year and all of the anticipation that goes with a fresh start in the 
transition to the new calendar.  Last year had the added excitement of a vacation to Hawaii.  I had been 
saving up hotel and credit card points for a couple of years and used them to score a dream Hawaii 
vacation for Nour and me.  We enjoyed Kauai and Oahu.  There is something magical about Hawaii that 
makes stress just melt away.  On Kauai we hiked Waimea Canyon – the Grand Canyon of the Pacific, and 
the famous Napali Coast.  One of our favorite activities was an ATV tour of Kipu Ranch, where many 
movies have been filmed.  On Oahu, we hiked Diamond Head, visited the Polynesian Cultural Center, 
and did a submarine tour.  Of course, on both islands we enjoyed snorkeling, exploring, relaxing at the 
beach, and great food.  Getting away from one’s normal routine is also helpful for looking at things with 
fresh eyes and getting re-inspired.  I returned refreshed and ready to work with renewed vigor. 
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Business Update 

 In early November I went to Portland for the Money Quotient Gathering.  Money Quotient is a 
501(c)(3) non-profit organization founded on the belief that a holistic and multi-disciplinary approach to 
financial education and planning will engage individuals and inspire them to maximize their resources 
and live purposeful lives.  RIM is a Money Quotient partner, so I went through Money Quotient’s 
“Fundamentals of Financial Life Planning” training in March.  The Gathering is a biannual conference 
where Financial Planners gather to discuss issues in their businesses and how to help clients better use 
their resources to accomplish life satisfaction.  I made many great contacts and explored topics like 
active listening and how to guide with goal-setting, planning and execution.  The Money Quotient 
process is well-thought out and is supported by research and use in the field.  It has already proven to 
be very helpful for helping guiding clients to consider their values, clarify their goals and envision their 
ideal future. 

 In November, we started a book discussion group to go through business and personal 
improvement books together.  We started with “Building A Story Brand” by Donald Miller, which was 
the subject of my book review last month.  We look forward to building a community that is committed 
to helping each other learn and grow.  Contact us if you would like to be a part of it. 

Personal Improvement 

 I carried the third quarter personal improvement project into the fourth quarter – I am trying to 
be more focused.  I realized that a vague idea is not enough.  To really see improvement, it is necessary 
to have a plan and to stick with it.  In the fourth quarter I worked on shortening my daily task lists to be 
more focused on fewer items and working in manageable bursts.  At a friend’s suggestion, I read the 
book Indistractable.  See the book review below.  For the first quarter of 2020, I am going to implement 
some of the suggestions from the book, particularly time blocking, recording distractions as a way of 
being aware of them, and hacking back external triggers.  I have started a personal policy of completing 
or making significant progress on one of my “MITs” (most important things) for the day before moving 
on to easier and less important tasks. 

 

Book Review 

Indistractable: How to Control Your Attention and Choose Your Life by Nir Eyal 

 At a friend’s suggestion, I read this book on how to stay focused and intentional about doing the 
things that are important to me, rather than being distracted with less important things.  We live in a 
time where distractions abound and deep focus is hard to sustain.  Eyal notes that he first thought the 
problem was technology, but after he purged his devices from his life, he found that it is not that simple.  
There are triggers that distract us, and there are also deeper issues that cause us to be distracted as we 
strive for that which is just beyond our grasp rather than focusing on what is in front of us.  Distractions 
are defined as things that move us away from what we really want, while traction is anything that moves 
us toward what we really want.  Thus, spending time on social media or games on a phone may not be 
distraction if it they are done intentionally, and “working” can be distraction if it is during time we are 
attempting to spend with family or friends.  “Living the lives we want not only requires doing the right 
things but also necessitates not doing the things we know we’ll regret.” (p. 9)   

 Eyal presents a four-part model for becoming indistractable and gaining traction, the opposite of 
distraction.  The four aspects are: Master Internal Triggers, Make Time for Traction, Hack Back External 

https://www.moneyquotient.org/
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Triggers, and Prevent Distraction with Pacts.  He concludes with sections on having an indistractable 
workplace, raising indistractable kids, and indistractable relationship. 

Master Internal Triggers 

 Becoming indistractable starts with ourselves.  “Distraction is about more than your devices.  
Separate proximate causes from the root cause.” (p. 25) Ultimately, behavior is driven by a desire to 
escape discomfort, and behaviors that successfully alleviated discomfort in the past will be appealing 
when we are experiencing discomfort, whether it is boredom or struggle to do a difficult task.  We are 
wired for dissatisfaction (as a survival instinct), so we will be dissatisfied and thus driven to distraction 
more often than satisfied and driven toward traction.  Simply trying to resist distractions is generally not 
effective, because it misses the root cause.  Rather, we should understand why we are being driven to 
distraction – look for the discomfort and understand it. Eyal recommends writing down the internal 
trigger to bring it into consciousness and to explore the negative emotion with dispassionate curiosity 
rather than contempt.  Finally, he urges us to be extra careful during “liminal moments”, which are 
transitions from one thing to another. 

 In addition to focusing on the hidden causes of our distraction, Eyal recommends changing the 
way we see our tasks and ourselves.  Turn work into play by making it a challenge or a game.  View 
ourselves as unlimited in self-control to avoid making excuses for succumbing to distraction.  Remind 
ourselves that obstacles are part of the growth process.  Be patient with ourselves when we fail. 

Make Time for Traction 

 We either choose how we spend our time or others choose for us.  Having a plan for each day is 
essential to keeping us from being overwhelmed with choices, but we should start with the “why” 
before moving to the “what”.  Eyal recommends getting rid of all white space on your calendar so you 
know how you intend to spend your day.  This is done through “timeboxing” – “deciding what you are 
going to do and when you are going to do it.”  We can revise the schedule frequently, but once it is set 
we should stick with it.  Use a distraction tracker to record distractions and then weekly review what 
caused the distractions how to handle distractions better in the future.  We must hold ourselves 
accountable for the effort we put into a task, and not the outcome, which is beyond our control.   

 In scheduling our priorities, it is helpful to think of life in three spheres.  We must take care of 
ourselves through proper sleep, diet, exercise and renewal if we are to have anything to give to others.  
We need to schedule time for our close relationships, rather than just giving family and friends whatever 
is left over.  We need to not only schedule time for our work, but to schedule our work collaboratively 
with our employers, employees and colleagues to stay focused on what really matters and fit all 
necessary work into its slot.  This helps us to get our work done and to have time for ourselves and our 
relationships.  “Studies have found that workers who spend more than fifty-five hours per week on the 
job have reduced productivity; this problem is further compounded by their making more mistakes and 
inflicting more useless work on their colleagues, resulting in more time spent to get even less done.” (p. 
75) 

Hack Back External Triggers 

 Many external triggers are distractions, but they need not be.  An external trigger that leads to 
traction is helpful.  We can disable distracting notifications from our devices and signal to our coworkers 
or family when we are doing focused work and need to not be interrupted.  Emails can be a big 
distraction, which can be lessened when we dedicate certain timeboxes to email, reduce the number of 
emails we send and wait to reply to non-urgent email.  Similarly, group chat can be a time-sucker if not 
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controlled.  We should only use it as necessary, stay on point and schedule time for it.  Meetings have 
long been a bane on work productivity.  Rather than using meetings for problem-solving, we should use 
them for consensus building, as problem-solving is better done individually or in very small groups.  
Make it harder to call a meeting and require an agenda for each meeting.  Make sure everyone is fully 
present, rather than on a phone or laptop.  Smartphones can be a big distraction.  Eyal recommends we 
remove any apps we no longer use, as well as ones that are unnecessary and overly distracting -for 
instance we can schedule time for social media, videos, etc and use a laptop for those rather than having 
them at our fingertips all the time. Rearranging our apps to have only the essentials on our home screen 
also reduces distraction.  Finally, we should be thoughtful about notification settings – an audio 
notification should only happen when there is something worth checking immediately.  Likewise, our 
computers should be configured to be clean and non-distracting with any unnecessary notifications 
disabled.  Online articles are potentially very distracting, as links to headlines always encourage us to 
read just one more.  An alternative is to use an app like Pocket to save text only to be read later.  
Multitasking can be useful and even motivational if done correctly.  For instance, if we love to read but 
hate to exercise, have audiobooks that we are only allowed to listen to while exercising. 

Prevent Distraction with Pacts 

 After we’ve implemented the three strategies above, we can cement our focusing by making 
precommitments, to keep us on track.  An effort pact prevents distraction by making unwanted 
behaviors more difficult to do.  Price pacts impose a fine or some other cost on ourselves if we get 
distracted.  These can be useful for short-term goals or battling temporary distractions.  Identity pacts 
are precommitment to a self-image.  Rather than saying, “I can’t” we say, “I don’t”.  We change how we 
view ourselves to match our purpose.   

 The rest of the book is application.  We can corporately apply these principles at work, inviting 
creative solutions to distracting problems and adopting indistractible habits into the culture.  Children 
can be trained to deal with their internal and external triggers and to be intentional about what they 
want and how much screen time is appropriate.  We can mutually practice these behaviors with our 
friends, choosing to focus on the people we are with, rather than on our devices or other distractions. 

Conclusion: distraction is both a natural internal phenomenon and a design feature of many of the tools 
we use.  With sustained effort and deliberate tactics, we can learn to take control back so that we focus 
our time and energy on what is truly important to us, rather than on what is easy in the moment. 

 

Educational Spotlight 

The SECURE Act 

 In December, the SECURE (“Setting Every Community Up with Retirement Enhancement”) act 
was signed into law, effective January 11, 2020.  It broadens the choices that can go into qualified 
retirement accounts, makes it easier for employers to offer a 401(k) plan and makes changes to the 
required minimum distributions (RMD) for IRAs.9 

 The new law changes the date at which RMDs10 must start for taxpayers born after June 30, 
1949 from April 1 following the year in which they turn 70 ½ to April 1 following the year in which they 

 
9 (Choate, 2020) 
10 The government requires minimum distributions each year from non-Roth retirement accounts so that the 
income that was deferred eventually gets recognized.  The RMD is calculated based on the taxpayers age and 
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turn 72.  It does not change the amount required at any age, but this may soon change separately.11  
Note that while a taxpayer in the first year of required minimum distributions has until April 1 of the 
following year, every other RMD is due by December 31.  Deferring the first RMD until March of the 
following year does not push back any other payments and will cause two RMDs to fall in the same year.  
While the age to be able to contribute Qualified Charitable Distributions (QCD) has been the same as the 
RMD starting age, it is remaining at 70 ½.  An important distinction here – while an RMD can be taken 
any time in the year that a taxpayer turns 70 ½ (and now 72), the QCD cannot be made until the 
taxpayer actually attains the age of 70 ½.12   

The bill encourages saving for retirement by allowing multiple employers to offer a retirement 
plan together, and by offering small employers a tax credit for setting up a retirement plan with 
contributions being the default13, so that employees have to actively opt out to not participate.  It also 
eliminates the age cap on participating and changes the minimum hours to qualify for an employer 
sponsored plan so that part-time employees who work at least five hundred hours per year for three 
years can qualify.14  The safe harbor for plan sponsors has been included to cover annuities.  This will 
allow greater flexibility for plan participants, but removes a protection that may have prevented them 
from expensive and unsuitable investment choices.15  In fact, annuities tend to be very complex 
products with multiple layers of fees.  One of the benefits of these products is the tax savings they 
provide in the right situation.  This is irrelevant inside of a retirement plan.   

Parents have new opportunities to withdraw from tax-deferred accounts: up to $10,000 per 
year can be taken from a 529 plan to pay off student loans, and $5,000 within a year of a birth or 
adoption without penalty to cover qualified expenses.16   

Finally, the rules for inherited IRAs were significantly altered.  Previously, a beneficiary 
designated by the IRA account holder was required to take annual distributions over the remainder of 
his expected life.  Non-designated beneficiaries who inherited the account through the estate or a trust 
that didn’t qualify as a see-through trust were required to withdraw over the remaining actuarial life 
expectancy of the deceased account holder (or five years if RMDs had not yet started.)  This second 
group will not see a change from the SECURE Act, but designated beneficiaries must now withdraw the 
funds over a much shorter schedule – ten years from the date of death of the original account holder.  
There is no annual distribution requirement, but the entire account must be withdrawn in ten years.  
There are exceptions for a surviving spouse, a disabled or chronically ill beneficiary, a beneficiary less 
than ten years younger than the deceased.  These all get to use their own life expectancy.  Minor 
beneficiaries can use their own life expectancy until they reach the age of majority and then the ten-
year clock starts.17 

Conclusion: The SECURE Act can create some opportunities for some people and headaches for others.  
If any of the changes described above impact you, contact a financial planner to incorporate them into 
your overall financial strategy. 

 
actuarial life expectancy.  For instance, at age 70.5, a person is expected to live another 27.4 years and must take 
1/27.4 of the balance in the IRA.   
11 (Levine, 2020) 
12 (Levine, 2020) 
13 (Malito, 2020) 
14 (Fidelity, 2020) 
15 (Malito, 2020) 
16 (Fidelity, 2020) 
17 (Choate, 2020) 
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Disclaimers: 

The views expressed are the views of Jacob Rothman on behalf of Rothman Investment Management, LLC through the period ending December 

31,  2019 unless otherwise specifically indicated and are subject to change at any time based on market and other conditions.  
  
This newsletter is for informational purposes only and is being furnished on a confidential basis to a limited number of eligible clients and 

perspective clients.  
  
All financial information in this newsletter is as of December 31, 2019 unless otherwise specifically indicated.  
  
The information herein should not be considered a recommendation to purchase or sell any particular security. The securities and strategies 

discussed herein are meant to be examples of Rothman Investment Management investment approach but do not represent an entire portfolio or 

the performance of a Fund or Strategy and in aggregate may only represent only a small percentage of the portfolio holdings. It should not be 
assumed that any of the securities discussed herein were or will prove to be profitable, or that the investment recommendations or decisions made 

by Rothman Investment Management in the future will be profitable.  
  
The benchmark for US Large Capitalization stocks is the S&P 500 Net of total returns, a market capitalization weighted index containing the 500 

most widely held companies.  The Bloomberg Consumer Confidence Index and The Consumer Sentiment Index are published by 
Bloomberg based on its own surveys.  RIM takes no responsibility for them or for any other indices, economic metrics or 
other data published by others even if they are cited in this document. 
 
Past performance is not indicative of future results. Therefore, no current or prospective client should assume that future performance of any 

specific investment, investment strategy or product made reference to directly or indirectly in this letter or indirectly via a link to an unaffiliated 

third party web site, will be profitable or equal the corresponding indicated performance levels. Different types of investments involve varying 
degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client or prospective client’s 

investment portfolio. Historical performance results for investment indices and/or categories generally may not reflect the deduction of 

transactions and/or custodial charges, nor the deduction of an investment management fee, the incurrence of which would have the effect of 
decreasing historical performance results.  
  
Due to various factors, including changing market conditions, such information may no longer be reflective or current position(s) and/ or 

recommendation(s). Therefore, no client or prospective client should assume that any such discussion serves as a substitute for personalized 

advice from Rothman Investment Management, LLC.  

 


