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2018 Second Quarter in Review 
	  
	 The U.S. equity markets suffered a small setback in the 
first quarter, but the second quarter brought us back into 
positive territory. 
	  
	 The Wilshire 5000 Total Market Index—the broadest 
measure of U.S. stocks—finished the quarter up 3.83% and is 
up 3.04% for the first half of the year. Large cap stocks more 
than recovered their earlier losses. The Wilshire U.S. Large Cap 
index gained 3.41% over the past three months, to finish up 
2.62% for the first half of the year. The widely-quoted S&P 500 
index of large company stocks gained 2.93% in value during the 
year’s second quarter, rallying to a 1.67% gain so far in 2018. 
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Official rollout of My529 
Education Savings Plan! 

As you may recall from last 
quarter's newsletter, we are re-
entering the 529 education 
savings account marketplace 
with My529 which allows us to 
implement our own custom-
designed investment glide 
paths and integrates with 
Morningstar Office for 
consolidated reporting. Kellen, 
our paraplanning associate, 
will assist you in rolling over to 
My529's platform if you are 
interested. We will be sending 
out additional communication in 
the coming weeks.  

Morningstar Office 
Multi-Currency 

Reporting 

Areté Wealth Strategists 
adopted Morningstar Office as 
its new portfolio management 
system at the beginning of 2018. 
One capability we are especially 
impressed with is the ability to 
report in multiple currencies. 
That's right! Our performance 
reporting can be done using 
USD, AUD, EUR or GBP, which 
provides tremendous value to 
clients with holdings here and 
abroad. 

Q2 2018 
NEWSLETTER
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	 Meanwhile, the Russell Midcap Index is up 2.35% in the 
first six months of the year. As measured by the Wilshire U.S. 
Small-Cap index, investors in smaller companies posted a 
7.87% gain over the second three months of the year, and now 
stand up 7.08% at the half-year mark. The comparable Russell 
2000 Small-Cap Index is up 7.66% for the year. The technology-
heavy Nasdaq Composite Index finished the quarter with a gain 
of 6.31%, and is now up 8.79% at the halfway point of 2018.  
	  
	 International stocks are not faring quite so well. The 
broad-based MSCI EAFE index of companies in developed 
foreign economies lost 2.34% in the recent quarter, and is now 
down 4.49% for the year. Emerging market stocks of less 
developed countries, as represented by the MSCI EAFE EM 
index, went into negative territory for the quarter, down 8.66%, 
for a loss of 7.68% for the year.  
	  
	 Looking over the other investment categories, real estate, 
as measured by the Wilshire U.S. REIT index, gained 9.73% 
during the year’s second quarter, and is just eking out a 1.52% 
gain for the year. The S&P GSCI index, which measures 
commodities returns, gained 8.00% in the second quarter, up 
10.36% for the year.  
	  
	 In the bond markets, coupon rates on 10-year Treasury 
bonds have continued an incremental rise to 2.86%, while 30-
year government bond yields have risen slightly to 2.99%. Five-
year municipal bonds are yielding, on average, 2.00% a year, 
while 30-year munis are yielding 3.00% on average. 
	  
	 There appear to be several forces fighting for control over 
the investment markets. The current bull market started in March 
of 2009, and seemed to be running out of steam in the first 
quarter, before a sugar high—the stimulus provided by the 
recent tax bill—kicked in for companies that have traditionally 
experienced higher tax rates.  This pushed a tired bull market 
forward for another quarter, and could do the same for the 
remainder of the years. A fiscal stimulus in the ninth year of an 
economic expansion is almost unheard of, but it is clearly having 
an effect: economic activity was up nearly 5% in the second 
quarter, unemployment has continued a downward trend that 
really started at the beginning of the bull market, and corporate 
earnings—with the lower corporate taxes factored in—are 

projected to increase roughly 25% over last year. 

	 The other contestants for control of the economy seems destined to lose this year and possibly 
start winning in 2019. The Federal Reserve Board has raised short-term interest rates once again, and 
has announced plans to continue in September, December, next March and next June. Meanwhile, the 
labor markets are so tight that there are more jobs available than workers to fill them. Won’t this 
eventually force companies to share their profits in the form of higher salaries? And there are potential 
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Recent Aussie Webinars 

Ashley held two virtual webinars 
during the second quarter. In mid-
April, he presented on the topic of 
how Australian real estate will be 
taxed for Aussies that are now 
U.S. residents. The webinar 
focused on the pros and cons of 
the different asset classes, the 
obstacles facing non-resident 
Aussies who own real estate back 
home, and of course the tax 
implications relating to 
that property. Toward the end of 
June, he held another webinar 
about what happens to one's 
superannuation when they move 
to the U.S. Some highlights of the 
webinar include superannuation 
contribution types, important 
ages that affect accessing your 
superannuation account, and 
U.S. and Australian tax treatment 
of a superannuation. 

Upcoming Travel 

 San Francisco: Aug 19th - 22nd 
Brisbane: July 27th - Aug 4th 
St. Louis: Sept 23rd - 27th 

Chicago: Oct 2nd - 5th 
San Francisco: Oct 24th - 27th 

Sydney: Nov 18th - 25th
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problems with the escalating trade 
war that America has picked with 
its trading partners that will almost 
certainly not have a positive impact 
in the long term. 

	Bigger picture, the flattening yield 
curve—where longer-term bonds 
are closer to yielding what shorter-
term instruments are paying—is 
never regarded as a good sign for 
an economy’s near-term future. It’s 
worth noting that the financial 
sector—that is, lending institutions
—was one of the economic sectors 

to experience a loss. Banks borrow short and lend long, and there isn’t much profit in that activity when 
the rates are about equal. 

	 Beyond that, in a good year, corporate earnings would grow around 5%, so one could argue 
that the economy is now experiencing five years of earnings growth. Add these factors to the doddering 
age of the current bull market, and you have to wonder how long the party can continue. Nobody 
knows what tomorrow will bring, but everybody knows that bull markets don’t last forever. This may be 
a good time to mentally prepare for an end to the long bull run, and to hope it ends gracefully.  

Sources: 
Wilshire index data: http://www.wilshire.com/Indexes/calculator/  
Russell index data: http://www.ftse.com/products/indices/russell-us   
S&P index data: http://www.standardandpoors.com/indices/sp-500/en/us/?indexId=spusa-500-usduf--
p-us-l--  
Nasdaq index data: http://quotes.morningstar.com/indexquote/quote.html?t=COMP 
http://www.nasdaq.com/markets/indices/nasdaq-total-returns.aspx 
International indices: https://www.msci.com/end-of-day-data-search 
Commodities index data: http://us.spindices.com/index-family/commodities/sp-gsci  
Treasury market rates: http://www.bloomberg.com/markets/rates-bonds/government-bonds/us/ 
Bond rates: http://www.bloomberg.com/markets/rates-bonds/corporate-bonds/ 
General: https://www.marketwatch.com/story/stocks-see-broad-gains-in-the-second-quarter-but-not-
without-turbulence-2018-06-29 
https://www.cnbc.com/2018/06/08/gdp-for-second-quarter-on-track-to-double-2018-full-year-pace-
of-2017.html 
https://finance.yahoo.com/news/jobs-report-4th-july-need-know-week-ahead-191630507.html 
	  

Crypto Crash  
	 Chances are, if you remember the dot-com crash, it is not fondly. The Nasdaq Composite Index 
fell a total of 78% peak-to-trough, as companies like Pets.com and eToys.com cratered into oblivion. 

	 Today’s cryptocurrency investors are experiencing similar pain, and there’s no clear end in sight. 
The total value of all tokens has fallen from $830 billion to around $236 billion, a decline of 70%. Bitcoin 
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is down 55% just this year. Meanwhile, the damage has spread to other tokens. A website called Dead 
Coins lists 800 other cryptocurrencies that are worth either zero or close to zero.   

	 At its height, Bitcoin was clearly a bubble. Now it’s hard to tell what the future holds. Regulators 
around the world have stepped up their scrutiny of cryptocurrencies, concerned that they have become 
a breeding ground for illicit transactions involving drugs and weaponry, along with money laundering, 
market manipulation and fraud. But bulls point out that the Nasdaq stocks eventually recovered 
dramatically from their dismal lows—and say that at these prices, or the potentially lower prices to 
come, these coins manufactured out of thin air might be a bargain. 

Source:  
https://www.yahoo.com/finance/news/bitcoin-bloodbath-nears-dot-com-024507352.html	 	
	 	

Reclaiming Charitable Deductions 

	 You may remember that when the new 
tax law was debated, there was a lot of chatter 
around the possibility that Congress would 
e l im inate the deduct ion for char i tab le 
contributions. That proposal never made it into 
the final Tax Cuts + Jobs Act, but in other ways 
the tax changes may wind up having a similar 
effect on many taxpayers.   

	 How? By doubl ing the standard 
deduction, the Tax Code will greatly reduce the 
number of tax filers who itemize. Another part of 
the new law adds to the reduction in itemizing by 
capping the value of the deduction for state and 
local taxes at $10,000—far below what many 
taxpayers living in high-tax areas of the country will actually pay. 

	 The result? In the past, roughly 30% of us were itemizers. That number is expected to drop to 
10% by the time we start filing this year’s taxes. Of course, if you don’t itemize your deductions, you 
don’t get to deduct your charitable contributions. 

	 Some quick math shows how this works. Let’s suppose a married couple plans to make 
$14,000 worth of charitable gifts this year. Their state and local tax deduction is capped at $10,000. 
Together, the two equal $24,000—which happens to be the same as the new standard deduction. They 
get no incremental deduction for their $14,000 of charitable gifts. 

	 One way to overcome the impact of the new tax provisions is to combine several years worth of 
charitable contributions into a single tax year, contributing the higher amount to a donor-advised fund 
rather than to the charities directly. If the same couple were to give two years worth of donations to a 
donor-advised fund, that would come to $28,000. Add in the $10,000 maximum deduction for state 
and local taxes, and suddenly it makes sense to itemize. The additional $14,000 results in a tax savings 
of about $5,180 for people in the 37% tax bracket.   
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	 Of course, if the couple were to combine five or ten years worth of charitable contributions into 
the same tax year, that would further increase the value of the deduction, and they can happily take the 
standard deduction in the other years. Going forward, the money in the donor-advised fund can be 
contributed each year to charitable causes just as it had been before, in $14,000 annual increments. 
Meanwhile, the assets that remain in the fund are growing tax-free, creating additional charitable assets 
for future donations. 

Sources: 
https://www.aefonline.org/blog/new-tax-law-bundling-gifts-donor-advised-funds 
http://cct.org/2018/02/giving-after-the-tax-cuts-jobs-act-a-charitable-conversation-guide/

A Better Place 

	 Recently, over 18,000 people from nine different countries were asked if the world is becoming a 
better place, becoming worse, or not changing at all. Sweden turns out to be the most optimistic 
country, yet only a tenth of Swedes believe the world is getting better. Norway, the United States, Great 
Britain, and Germany follow, respectively. According to Our World in Data, the world is becoming a 
much better place, but it is happening too slowly for us to realize it.  
	 	 	 	 	 	  

	 The source presents several examples of remarkable improvement in the world. The number of 
people living in poverty has dropped from almost everybody in 1820 to fewer than 10% of global 
citizens. The same holds true for the world literacy rate where it jumped from 10% to 85% over the last 
decade. We are also healthier as a population, with only 4.3% of newborns passing away before the 
age of 5, compared with 43% in 1800. Political freedom and educational opportunities are also much 
more prevalent than just a century ago.  

	 In summary, our view of the future is tainted by the lack of understanding our progress over the 
last century. When we put it all in perspective, the human species has made tremendous gains in 
improving the world we live in.  

Source: 
https://ourworldindata.org/a-history-of-global-living-conditions-in-5-charts
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The Long Reach of the IRS 
	  
You probably don’t spend a lot of time feeling sorry for a U.S. citizen named Meghan Markle, who 

has just tied the proverbial knot with Prince Harry of England. But an article in the Wall Street Journal 
notes that Ms. Markle, and other American citizens who marry foreigners, face a lifetime of harassment 
by the Internal Revenue Service. 

	 There are severe penalties for not making the proper reports to U.S. authorities, possibly as 
much as half the total assets in an account. Assets that are held in trust can be taxed at rates up to 
37%—and many English royal assets do happen to be held in trust. If there is income earned in 
England, or a pension, or a stipend for royal duties, that too is subject to U.S. taxes. 

	 The article goes into some other odd provisions in the tangle of international financial 
requirements. If a U.S. citizen works in Australia, Australian law requires that person to have a retirement 
account. However, U.S. tax law treats the accounts the same as offshore trusts, with complex reporting 
rules.   

	 Of course, Ms. Markle could simply opt out of U.S. citizenship, which thousands of others have 
done over the years. But she wouldn’t receive U.K. citizenship for a potentially significant waiting period, 
which means she would still be dealing with U.S. tax rules in the interim. 

Source: 
https://www.wsj.com/articles/look-out-meghan-markle-the-irs-is-watching-1523611800 

States vs. SALT 

	 Each year, thousands of professionals use their creativity and 
ingenuity to try to figure out the best ways to lower your federal taxes. 
You know you’re living in interesting times when state lawmakers join 
that crowd. 

	 The reason they’re working so hard is something popularly known 
as the SALT provisions of the new Tax Cuts + Jobs Act, which set a 
firm $10,000 limit on the deductibility of state and local taxes. That 
limit isn’t such a big deal for residents of Texas or Florida, and other 
states that don’t collect income taxes. But people living in New York, 

New Jersey, Connecticut and California generally pay far more than $10,000 to the state alone, on top 
of the property and municipal taxes they’re assessed. 

	 Those higher-tax states are now using that aforementioned creativity and ingenuity to help their 
citizens reclaim those deductions - and some of the proposed solutions are indeed quite creative. For 
instance, New York has already begun allowing taxpayers to, instead of paying their local property 
taxes, simply make a comparable charitable contribution to a charity set up by their local school district. 
Presto!  What used to be a tax is now a charitable contribution that would be deductible for taxpayers 
who itemize.  The state would also allow New York City and other municipalities to set up their own 
charitable trusts, converting local taxes into deductible charitable contributions as well. 
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	 Even more creative: California’s Senate Bill 227 would create something called the “California 
Excellence Fund,” which would provide a credit against state income tax liability for any contributions to 
the fund—effectively recharacterizing as much of the state tax liability as the resident wants into 
deductible charitable donations.   Similar legislation has been introduced in Illinois, Nebraska and 
Virginia. In Washington state, which doesn’t levy an income tax, a copycat bill would let taxpayers make 
charitable contributions to the state and receive a sales tax exemption certificate in return. 

	 Is any of this legal? We don’t know yet. The IRS has recently issued a broad warning against 
states’ creative use of charitable contributions, and it never helps a future tax court case when 
lawmakers openly tout their intentions to evade the federal SALT provisions when they introduce state 
legislation. But tax experts note that the IRS has provided favorable rulings in more narrow cases 
regarding the federal deductibility of state tax credits in 33 states. Only time will tell if the states will 
succeed against the IRS in helping their residents reclaim their state and local tax deductions.  

Sources: 
https://www.nytimes.com/2018/05/23/us/politics/irs-state-and-local-tax-deductions.html 
https://taxfoundation.org/more-dubious-salt-workarounds/ 
https://www.bondbuyer.com/news/eight-states-may-follow-new-yorks-workaround-for-salt-deduction 
limits 
http://www.taxanalysts.org/content/connecticut-finds-salt-workaround-would-actually-work
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