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Last week we emailed to clients a condensed version of our 1st quarter SIA Perspectives and shared some good news
regarding gains posted by financial markets since March 31st. As a reminder, the good news included a historic
rebound in most financial markets that began in late March and continued into April.
In turn, this good news means that your portfolios have rebounded significantly since the end of the 1st quarter.
However, in our role as your investment consultant, we are committed to providing and explaining investment results
not only in good times (the past few weeks and for 2019), but also in bad times (the 4th quarter of 2018 and this year’s
1st quarter).
While diversified portfolios have moved significantly higher in a very short period, the reports we are providing will
only reflect the downdraft of the first three months of the year. As you assess your specific results for the 1st quarter,
keep in mind that through the first few weeks of April, and since market lows on March 23rd, financial markets have
staged a historic rebound, as noted below, that will not be reflected in these 1st quarter reports.
Benchmark % Total Returns*
March 23rd to April 14th
U.S Stocks
Large Cap
Mid Cap
Small Cap

27%
30%
24%

International Stocks
Developed
Emerging Markets

21%
18%

Intermediate Bonds
Taxable
Municipal

3%
7%

This recent volatility reminds us of a similar period of performance in late 2018 and early 2019. In our 1st quarter, 2019
SIA Perspectives we highlighted the sage advice from a very wise investment professional, Jack Bogle. He was
Vanguard’s founder and a champion of the individual investor. He often offered this advice:
“Stay the course.
It is the most important single piece of
investment wisdom I can give to you.”
By highlighting this recent improvement in performance, we seek to provide you with reassurance that the thoughtful
asset allocation decisions we have made jointly are the most effective. The remainder of this SIA Perspectives will
provide insight into the causes of this year’s volatility and guidance with which to review the impact that these events
had on your investment portfolio during the 1st quarter.
What Happened During the 1st Quarter?
During the 1st quarter of 2020, the global pandemic caused by the coronavirus (COVID-19) marked the end of the
longest stock market bull run in U.S. history – eleven years. Stocks closed-out the worst quarter since the depths of the
financial crisis and dealt a stunning blow that few investors anticipated following outstanding
performance in 2019.

*benchmark descriptions listed on the last page.

Just a few months ago investors were optimistic that the global economy, considered to be a “Goldilocks economy”,
would stage a continued modest rebound as the U.S. and China made progress on a trade agreement. In addition,
central banks around the world appeared committed to keeping interest rates steady in the future.
Then the coronavirus pandemic hit and brought numerous economic
activities to a standstill as containment measures were implemented by
world leaders.
Investors around the world initially thought that China would be the only
economy affected, but that sentiment changed quickly and subsequently led
to indiscriminate selling of investable assets.
In addition, a second, less severe impact on financial markets included the
oil price war between Saudi Arabia and Russia. Their lack of a production
agreement was expected to deliver a glut of oil supply just as the demand
for oil was expected to drop significantly. In turn, the price of oil around the
world dropped to lows not seen in more than twenty years.
Investors scrambled and fled most assets ranging from stocks to emerging market bonds, as they attempted to escape
this volatility, in favor of “safe havens.” Day-to-day fluctuations were relentless when measured by the daily average
percentage change for the S&P 500 Index, which was 5% in March. This surpassed a previous high set during the
Great Depression.
The worst hit sectors for the 1st quarter were energy and financial companies. The energy sector reacted to new
expectations that disruptions to business and travel would take a toll on the demand for energy. Furthermore, oil prices
finished the quarter with their worst losses ever. In addition, the financial sector was a poor performer as the prices of
bank stocks reeled. While a series of emergency interest rate cuts by the U.S. Federal Reserve (Fed) helped stabilize
the financial system, these moves hurt the ability of banks to generate profits on their net interest margins.
The quick erosion of value in the stock market was exacerbated by technical factors including the increased use of
computer-driven trading models by hedge funds, investors trying to unwind risky bets made to improve portfolio
yields and the urgency of money managers who needed to meet redemption demands from their investors.
What Has the U.S. Government Done to Help?
Initially, bond prices also suffered at times during the 1st quarter due to a large lack of liquidity, but several steps
instituted by the U.S. government helped normalize the levels of liquidity. These actions allowed bonds to regain the
ability to provide stability to portfolios, as expected, during the downdraft in stock prices. In addition, containment
measures were instituted to slow the spread of the virus.
Some of the excellent news that soothed financial markets in March included the U.S. Government’s enactment of a
massive set of stimulus packages that will provide some relief to businesses and households. Also, the Fed provided a
series of actions, outlined on the next page, that eased strains on liquidity in the bond and money market systems. All
types of fixed income security prices were impacted positively, including U.S. Treasuries bonds, corporate debt and
municipal debt.
Meanwhile, financial markets reacted positively to Congress passing the Coronavirus Aid, Relief, and Economic
Security Act (CARES), a bill that the president signed into law. The CARES Act builds on two former pieces of
legislation by providing more robust support to both individuals and businesses, including changes to tax policy.
Specifics of the CARES Act are also detailed on the following page.
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Source for both exhibits: JPMorgan Asset Management

How Did 1st Quarter Performance Compare to Performance for 2019?
The charts on the next page provide investment returns for major bond and stock market benchmarks. The chart on the
left of the page highlights that bond and money market benchmarks provided very good absolute returns for 2019 and
relative stability during the 1st quarter of 2020.
Clients who may need to withdraw monies within the next three to five years have allocations to bonds and money
market funds that provided stability to their portfolios during the 1st quarter stock market sell-off.
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The chart on the right is a reminder that the declines of major stock market segments for the 1st quarter of 2020
followed a year of double-digit returns for all stock market segments in 2019. Double-digit losses in just a few weeks
this year is indeed shocking, but it is important to remember that this downswing followed an outstanding year.
This is an important observation to consider when assessing shorter-term performance: a simple calculation linking
2019 results with this year’s 1st quarter demonstrates that a diversified portfolio of 60% U.S. stocks and 40% U.S.
bonds generated a positive return of 8% for the entire 15-month period.
2019

Bond Market % Total Return*

1Q20

8.7

U.S. Broad Market

U.S. Broad Market

3.1
-0.5

All World - Ex U.S.
5.1

Money Market

30.9
-21.0

6.4

U.S. Municipals
Global Ex-U.S.

2019

Stock Market % Total Return*

1Q20

21.5
-23.4

-2.7
Emerging Markets

2.1

18.4
-23.6

0.3

* representative benchmark indexes detailed on the last page

What is Our Outlook?


Short term (3 - 9 months): It is impossible to avoid the fact that economic activity will be negative in the shortterm. We prefer to focus on the transition from hurting to healing. Currently, the base case places the
economic bottom during the second to third quarter of 2020. Also, SIA expects various parts of the world’s
economies to bottom before the United States (e.g. China, parts of Europe) due to the projections that these
countries will recover from the virus earlier than others.
SIA expects the United States to be positioned as one of the best developed market economies due to the
massive CARES programs, the capacity to increase monies allocated to these programs and the broadest ever
monetary policy support from the Federal Reserve. Also, difficult but important to consider, the policy
response appears unlikely to stave off many business failures and there may be additional, localized outbreaks
as “stay at home” policies flatline and ultimately reverse the spread of the virus. This could delay the
economic reopening beyond a straightforward “flipping the switch” back on method causing possibly a “W”
shaped recovery versus the “V” or “U” shaped economic recovery that pundits are forecasting.



Medium term (1-3 years): Our internal assessments include ongoing review of estimates from our trusted
external resources including investment teams at PIMCO, Blackrock, T. Rowe Price, Credit Suisse and PGIM.
We envision 2021 as the year of recovery and 2022 as the year when economic growth normalizes. However,
attempting to forecast specific details is a fruitless exercise until more definitive knowledge appears on the
medical front including enhanced testing capabilities, the availability of a vaccine and more details about the
long-term impacts of this complex virus.



Long term (> 3 years): Hopefully, we will have another 10 years of economic prosperity ahead of us.
According to Fed data, prior to recent events, the U.S. consumer savings habits were strong, and employment
levels were at historic highs. In turn, the psychological impacts of this recession should reinforce a desire to
avoid excessive economic activity (the most typical cause of runaway inflation expectations and recessions).
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What is Our Role as Investment Consultants?
Because investing evokes emotions, SIA assists our clients by providing “behavioral coaching” to maintain a
disciplined investment approach and long-term perspective. Investors are aware of these time-tested principles, but the
hardest part of investing is sticking with the plan during the best and worst times.
As part of our coaching strategy, we often offer historic proof that “running away” from a planned investment strategy
can be costly. The biggest roadblocks to long-term success are behavioral and often include the allure of guessing the
direction of the markets, often referred to as “market timing”.
While it may provide emotional comfort to think that one could sell stocks before they go down and then buy them
before they go back up, it is almost impossible to accurately time these two decisions. The chart below shows the
impact over a 20-year period of missing a relatively few days of great performance and the impact this poor timing had
on a portfolio’s overall return.
S&P 500 Index, 20 Years ending 2019
Annualized % Total Return
6.1%

40 days represents only 0.8% of the 5,030
trading days in the 20-year period

2.4%
0.1%

-1.9%
-3.8%
S&P 500
Index

Excluding
top 10 days

Excluding
top 20 days

Excluding
top 30 days

Excluding
top 40 days

Source: Bloomberg, Yahoo Finance

To-date in 2020, the impact of missing just a few days of good
performance since late March would have hurt a portfolio’s ability
to rebound from earlier losses.
As a barometer of recent stock market performance, this chart of
the Dow Jones Industrial Average (stocks of 30 large U.S.
companies) indicates the daily movement up or down by this
benchmark since the beginning of the year.
Investors who did not remain disciplined, and sold stocks in late
March, missed a cumulative historic rally through early April
despite several days of significant pullbacks.
In fact, this rebound has been so strong that the four days of trading
for the week ended April 10th was the best week of performance in
46 years (since 1974)! As behavioral coaches we suggest that you
keep this rebound in mind when reviewing March 31st reports.
Source: WSJ 4/7/20
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Behind the Scenes at SIA


We are thankful that our business continuity plans were established previously so that we have been able to
manage the firm’s operations from both our home offices and our “home” office. This pro-active measure is to
insure the ongoing health and safety of our Associates.



Our management team has shared the responsibility of communicating directly with clients via conference
calls and video calls, while the whole team has shared the responsibility of coordinating the delivery of
updates via our weekly constant contact emails.



Our investment committee has shared the responsibility of gathering insights from our investment managers
and other respected professionals through more than 50 conference calls and webinars.

SIA Corporate Policies of Interest - 2020
SIA is required by the U.S. Securities and Exchange Commission (SEC) to provide you with a copy annually of our
Corporate Policies. These policies do not change too much over time, however they are important.
In accordance with rule 204A-1 under the Investment Advisers Act of 1940, Stegner Investment Associates, Inc. (SIA)
adheres to a Code of Ethics. This Code requires that all employees conduct business in a manner that complies with
applicable federal security laws and reflects our fiduciary obligations to our clients. Each member of our firm commits
annually to follow the CFA Institute’s Code of Ethics and Standards of Professional Conduct, which includes duties to
clients of loyalty, prudence and care.
SIA has also adopted the CFA Institute’s Asset Manager Code. The Code’s general principles of conduct include that
managers accept the following responsibilities. SIA agrees to:







act in a professional and ethical manner at all times.
act for the benefit of clients.
act with independence and objectivity.
act with skill, competence and diligence.
communicate with clients in a timely and accurate manner.
uphold the applicable rules governing capital markets.

Privacy Policy
Our relationship with you is our most important asset. We understand that you have entrusted us with your private
financial information and we are committed to maintaining this trust. We collect only the information necessary to
deliver responsive, high quality services and advice to our clients and to fulfill legal and regulatory requirements. To
fulfill these obligations, we may collect nonpublic personal information about our clients.
Access to client or former client information is strictly limited. SIA shares nonpublic information solely to service our
clients. We do not disclose any nonpublic personal information about our clients or former clients to anyone without
the client’s approval. We also restrict employee access to nonpublic personal information to only those who need to
know this information to provide our services.
Notice of Availability of Form ADV - Part II
Form ADV – Part II is a legal disclosure document that provides information about business practices, fees and
conflicts of interest an advisor may have with its clients. According to SEC Rule 204-3 of the Adviser Act, we are
obligated to offer this document to all clients at least annually.
If you wish to obtain a copy of SIA’s Form ADV – Part II, please contact our Chief Compliance Officer, Tracey
Trosper, at 502-895-0122.
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Reviewing Enclosed Reports
In our vast experience, we have discovered that most investment consultants and advisers pass along a standard set of
reports each quarter that provide data, but no explanation as to the specific impact of performance on client results.
With each quarterly SIA Perspectives, we strive to add value for clients by giving them not only data, but the tools and
knowledge with which to review our reports.
The impact of SIA’s investment decisions and financial market performances on your portfolio for the 1st quarter of
2020 and for 2019 are highlighted in the Portfolio Review packet on the page titled Portfolio Overview. We have
included last year’s results to soften the impact of the 1st quarter’s negative returns and remind you of the outsized
gains generated as recently as a few months ago.
Your performance results are the actual returns earned from the change in market value due to the performance of the
investments and, as a reminder, net of any annual expenses charged by the mutual funds in which you are invested.
Contributions to and withdrawals from your account do not impact this % total return.
We have also included returns for standard benchmarks for your review and we look forward to discussing our relative
performance, based upon each of our agreed-upon target benchmarks, during our next more direct communication.
The Portfolio Overview includes a pie chart of your asset allocation divided into asset class categories. This section is
the best way to quickly gauge your portfolio’s allocation to stocks, bonds, money markets and other asset classes. The
next page is the Portfolio Holdings which lists each of your investments, the market value at the end of the 1st quarter
and percentage weight in the portfolio. The last page is the calculation of our fees for the quarter. We remind you that,
as a fee-only investment adviser, we accept compensation only from the clients we serve. SIA does not receive
payment from the investment managers we recommend, nor from the trusted industry professionals to whom we may
refer you.
We are truly grateful for the relationship we have established with you and consider ourselves quite fortunate to be
considered a partner in your financial success.
Thank you for heeding our advice and allowing us to serve as your investment consultant. During trying times like the
1st quarter, we remind you of this sage advice:
"The time of maximum pessimism is the best time to buy and
the time of maximum optimism is the best time to sell.”
Sir John Templeton
pioneer investor 1912-2008

Benchmark Indexes used in this SIA Perspectives include: Dow Jones Total US Stock Market Index, MSCI ACWI- Ex US, Bloomberg
Barclays: US Aggregate Bond, Global Ex-US and Municipal 1-15 year Indexes, US Treasury Bill 90-day Index, S&P 500
Index, Russell: Mid Cap and Small Cap Indexes, MSCI: EAFE and EM Indexes.
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