
Arete Wealth Strategists, LLC. Q1 Update April 2019

TABLE OF CONTENTS 

I.   Time to Panic? 
II.  Is a New Social Security Fix at Hand? 
III. Saving Transportation Costs 
IV. The Investment Returns of Homes vs. Stocks 
V.  Taxing Weed 

Time to Panic? 
	  
	 There’s almost zero chance that you missed the alarmist 

headlines on Friday about the inverted yield curve, which (you 

probably also read) inevitably signals an upcoming economic 

recession. So the smart move is to retreat to the sidelines until 

the economic bust is over, and get back into the market once 

the yield curve has developed a healthy steepness. Right? 

Investors certainly thought so. The S&P 500, on Friday, dropped 

1.9%, as people reacted as if a recession would happen on 
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FPA Presentation by 
Rick Kahler, CFP® 

We were thrilled to attend a local 
Financial Planning Association (FPA) 
chapter presentation featuring noted 
financial planner, speaker, educator, 

author, and columnist Rick Kahler. The 
session focused on money scripts, and 
how our beliefs about money shape our 

financial decisions.  

New York STEP 
Conference 

In March, Ashley flew to New York to 
attend the annual New York Society of 
Trust and Estate Practitioners' (STEP) 

chapter conference. Ashley was excited 
to attend his first STEP conference 

where the topics covered were to do 
with trust structures, residency rules 

and foreign tax. 

Upcoming Travel 

Chicago, IL: May 8th - 10th - 
Morningstar Investment Conference 

(TBA) 
Las Vegas, NV: June 10th - 13th - 

AICPA Conference 
Custer, WI: June 21st - 23rd - MidWest 

Energy Fair 
San Francisco, CA: July 16th -19th 

Brisbane - July 29th - Aug 23rd 
Sydney - Aug (TBD) 

Q1 2019 
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Monday. It would be nice if investing were that simple. But in the current case, it is much further from 

simple than normal. Why? The yield curve is a line plotting out the interest rate (yield) that is paid to 

investors across maturities, from three-month to 30-year. An inversion happens whenever the shorter 

maturity bonds provide higher yields than longer-term ones—which is counterintuitive since the risks of 

holding bonds longer-term are greater than if you’re parking your money for a few months. Longer-term, 

you could experience inflation, default or a rise in interest rates that will make you look stupid for 

committing your money at a particular rate for 10-years or longer. 

	 This current so-called “yield curve inversion” really looks more like a flat line stretching from 

short-term to intermediate-term bonds. What was widely reported was a (probably brief) moment when 

the 3-month Treasury note offered higher interest than the 10-year bond—by (get ready to be shocked) 

0.022%. You could see roughly the same spread difference around the beginning of 2006, which was 

not a very clear signal and did not result in a recession until a year and a half later. Some months 
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afterward, the yield curve inverted with a vengeance, although it righted itself before worst carnage of 

2008.  

	 The lesson here is that, yes, we have experienced a yield curve inversion sometime before each 

of the last seven recessions. However, there have also been two false positives—an inversion in late 

1966 that was followed by economic growth, and a largely flat curve, like the one we are experiencing 

now, in late 1998 that also didn’t presage a recession.  

	 Moreover, even if we accept the idea that a yield curve is a recession signal, the actual timing is 

almost impossible to predict. Data from Bianco Research has shown that over the last 50 years, a 

recession followed, on average, 311 days later—roughly a year. This is an average of some pretty broad 

fluctuations.  

	 Following that brief inversion in 2006, the economy didn’t experience recession for another 487 

days. An inversion in December of 1978 was followed by a recession—389 days later. In contrast, it 

took just 213 days for the U.S. economy to enter recession territory after a July, 2000 yield curve 

inversion. Based on this evidence, selling the day after an inversion seems like a poor strategy. Selling a 

month, or six months after doesn’t make sense either. Finally, some economists think that the yield 

curve is not nearly the accurate signal that it once was.  

	 The reasons are a bit technical, but they have to do with the increasing control that the central 

banks —including the U.S. Fed—have on the shorter end of the yield curve. The Fed and other central 

banks have been buying up government bonds for their balance sheet, which means the shorter-term 

yields can no longer be seen as market driven.  

	 So what IS an accurate signal of an upcoming recession? There are some tried-and-true signs, 

including an overheating rate of GDP growth (which we haven’t seen at all in this long, slow recovery), 

rising unemployment (nope) and spiking interest rates (no sign yet). Another sign that directly impacts 

the yield curve is a sudden demand for longer-term bonds as a safe haven for nervous investors, 
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causing the bond rates to drop below shorter-term paper. There has been no indication of a shift in 

demand for bonds over stocks.  

	 So what does all that mean? The simple lesson is: don’t fall for clickbait. We are still as much in 

the dark about what the economy and markets will do in the future as we were before 3-month Treasury 

bills returned a shocking 0.022% more than 10-year Treasury bonds. We might experience a recession 

this year, or next, or in 2022. All we know for sure is that we WILL experience one, possibly with a few 

unexpected market ups and downs in the meantime. 

Sources: 

https://www.marketwatch.com/story/theyieldcurveinvertedhereare5thingsinvestorsneedto know20190322  

https://seekingalpha.com/article/4250705invertedyieldcurveanotherviewpoint  

https://www.marketwatch.com/story/sp500couldfall40asyieldcurveinvertssaysanalystofoneof2018sbesthedgefundreturns20190322  

https://www.forbes.com/sites/simonmoore/2019/03/23/theyieldcurvejustinvertedputtingthechanceofarecessionat30/#2f7232bb13ab  

https://www.cnbc.com/2019/02/20/arecessionindicatorwithaperfecttrackrecordover70yearsisclosetobeingtriggered.html 

Is a New Social Security Fix at Hand? 
	 We’ve been hearing for years that the Social Security trust fund will run out of money in 2034, 

and a close reading of the Social Security Administration’s Trustee Report projections (https://

www.ssa.gov/oact/TRSUM/) show what this would mean.  
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	 By that time, based on estimates of the number of people earning an income in the workforce, 

the numbers of Social Security benefits recipients still alive, and the amount of income, overall, that the 

workers will be earning, payroll taxes will account for about 77% of the existing benefits—indexed for 

projected inflation. In other words, if we don’t fix the system between now and then, by 2034 the 

government will be taking payroll taxes and turning around and paying this money back to the Social 

Security beneficiaries, and that money is projected to equal about 77% of today’s benefits. As more 

people retire and live longer, the ratio of workers to beneficiaries is expected to gradually decrease, 

meaning that 77% will become 76%, then 75% and gradually shift downward barring an influx of new 

workers or unexpected mortality among the elderly.  

	 Chances are, there will be a fix of some sort between now and 2034. But what will it look like? 

200 Democratic cosponsors in the U.S. House of Representatives have recently signed on to an 

expansion of Social Security that would keep the trust fund solvent—and the payments coming—for at 

least the next 75 years.  

	 What are they proposing? The new bill, which is unlikely to pass Congress until/unless the 

Democrats take control of the Senate, would address one of the anomalies of the payroll tax, that it 

stops at $132,900 of annual income (currently). That means a person earning $132,900 pays 6.2% of 

her income, while a person earning $266,000 pays 3.1%, and a person earning over $1 million pays just 

.77% of total income in payroll taxes. The legislation would, just like today, stop collecting payroll taxes 

temporarily at $132,900 (adjusted each year for inflation), but resume those taxes on all income over 

$400,000. It would also gradually raise the 6.2% tax rate to 7.4% by 2042.  

	 In return, all Social Security beneficiaries would receive a 2% increase in benefits, and the 

benefits would go up a bit faster each year, using the CPIE index for inflation, rather than chained CPI. 

(Much of the difference is that the CPIE calculation is more sensitive to medical inflation and other costs 

that disproportionately affect seniors.) Higher income seniors would also get a bit of a tax cut; that is, 

Arete Q1 2019 Newsletter �5



Arete Wealth Strategists, LLC. Q1 Update April 2019

less of their Social Security benefits would be taxed, using a complex change in an already complex 

formula.  

	 Not in this proposal, but worth considering, is allowing the Social Security trust fund to invest at 

least some of its assets in equities, which appreciate much faster in value than the current “assets:” 

promissory notes backed by Treasury bills. Look for a healthy debate on the solvency of Social Security 

in the next election cycle. 

Source:  

https://www.morningstar.com/articles/918591/willthebigsocialsecurityfixinclude expansion.html

 

Saving Transportation Costs 

Most of us think of the cost of transportation as the monthly payment on our car, perhaps 

with gasoline prices factored in. But when you add insurance, maintenance, registration fees, taxes and 

depreciation (that is, having to buy a new car when your current one collapses into repair hell), you may 

actually be spending thousands of dollars a 

year on personal mobility. If you’re curious 

about how much you’re actually spending 

on personal transportation, the website 

Nerdwallet provides a tool that helps 

estimate those costs: https://

www.nerdwallet.com/blog/loans/

totalcostowningcar/. On average, it 

estimates that if you drive 15,000 miles a 

year, your average ownership costs may 

come to about $8,500 a year.  
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Is there any way to bring down these costs? A recent financial blog post suggests that you 

can save in a number of ways by buying a used car instead of a new one. The savings start with the 

sticker price. Edmunds, the car pricing service, estimates that the average total cost of a new compact 

SUV is $33,682, while the average total cost of a 34 year old used compact SUV is $24,966. That 

difference of $8,716 should be added to the likelihood that you’ll be paying less for insurance coverage 

and lower vehicle taxation. Choosing a used car that is easy on gas, like a hybrid, and a car that the 

Consumer Reports website deems to be reliably free of defects and costly repairs, can lower your 

transportation costs still further.  

The blog even questions whether people need to be two-car families. Most of the time, only 

one person is traveling, and if the other needs to run to the grocery store while the car is out of the 

garage, that person cay simply use the services of Lyft or Uber—and pay a few dollars per trip, instead 

of thousands to have a car waiting in the garage for their convenience 

Source:  

https://garrettplanningnetwork.com/articles/anunderappreciatedwaytosavebigmoney117

The Investment Return of Homes vs. Stocks 
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Your home is your best investment, right? A few recent analyses suggest that this old 

chestnut may not apply any more—if it ever did. Researchers from the San Francisco Fed have recently 

concluded that from 1870 through 2015, worldwide returns on homes—that is, the average yearly home 

appreciation across all houses in the world—was 6.9% after inflation. The comparable yearly return for 

global stocks was 6.7%. Closer to home (so to speak), U.S. stocks returned 8.5% a year over that time 

period, vs. 6.1% for houses. In America, houses appreciated a little less robustly than homes abroad, 

and stocks were much better investments than global ones.  

Of course, it’s hard to know what to make of this data, considering that the global numbers 

presumably include huts in rural India as well as palatial estates on the Riviera—and everything in 

between. In addition, there are significant costs to maintaining (and, often, improving) homes that aren’t 

applicable to a buy-and-hold stock portfolio. On the other end of the argument, homes provide you with 

a place to live, which is not currently a feature of blue chip stocks.  

And there is evidence that homeownership today may not be the return-generator it once 

was. If you look at the chart, which begins in 2000 through roughly yesterday, you see that the first part 

of the century offered great returns, on average, to people who owned their homes—who then 

discovered that they were in the midst of a housing bubble that exploded sometime after 2007. The 

returns since have been roughly zero by three different measures, though home prices have recovered 

nicely since the bottom. Nevertheless, over that same time period, stocks have been the better 

investment.  

What’s the point here? Many people seem to think that, over time, their homes will always go 

up in value, generally faster than stocks. The recent housing bubble may have shaken that confidence, 

but the recovery might have lent it credence all over again. The long term data suggests that stock 

returns have been at least as robust as returns on housing, without all the upkeep and maintenance to 

worry about. Look at your home as a source of shelter, of comfort, perhaps of status, and an investment 

only secondarily. 
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Source: 

https://awealthofcommonsense.com/2019/03/realestatevsthestockmarket/  

https://www.frbsf.org/economicresearch/files/wp201910.pdf  

https://awealthofcommonsense.com/2019/03/therealestatemarketincharts/ 

Taxing Weed 

Legalized marijuana is a polarizing topic in the U.S., but one aspect of it that is attractive to all 

sides is the potential tax revenue. But how much are we actually talking about? A recent article in 

Forbes magazine noted that there are now ten states that have legalized pot sales, plus D.C., and seven 

of them currently tax and regulate revenue-producing stores. Those taxes typically total 1037 percent 

more than local sales taxes, which makes legalizing marijuana really, really lucrative to state coffers. Last 

year, Washington took in an estimated $319 million, while California’s revenues totaled roughly $300 

million. Colorado collected $266 million. You can see on the chart that several states are too new to the 

marijuana marketplace, or don’t access taxes on its sales. 
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For those who DO, where does the money go? Colorado has the longest history with 

legalized pot. Among other things, its weed revenues are going toward school construction, drug abuse 

programs and medical research. Aurora, CO used $900,000 to open up a space for the homeless, plus 

access to basic services. Pueblo, CO used its marijuana tax revenue to fund scholarships for 

underprivileged students.  

But the social costs...? Have you read anything about dramatically rising crime rates in 

Washington, California, Colorado, Oregon, Nevada, Alaska, Massachusetts, Maine, Michigan or 

Vermont? 

Source: 

https://www.forbes.com/sites/niallmccarthy/2019/03/26/whichstatesmadethemosttaxrevenuefrommarijuanain2018infographic/#fc352af7085e
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