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Seven time-tested investment fundamentals
Staying informed in today’s market sometimes feels like attending a three-ring circus.  
(Remember those?) Between all the websites, publications and broadcasts vying for your interest, 
there is a lot of rapidly changing content to take in. There is a lot of noise. There is a lot of drama 
and sensationalism. But not much that is all that meaningful, really.

Nothing against the circus. Or the 
financial media. They can both be 
entertaining. Yet if you want to spend 
less time learning what you need 
to know to make smart investment 
decisions, tune out some of this noise 
and “showmanship” by paying attention 
to seven investment fundamentals that 
have withstood the test of time. 

1) Importance of cycles
If you look at historical records, there 
is strong evidence to suggest cycles 
repeat themselves on three different 
frequencies.

Multigenerational cycles usually run 
over a 60-to-80-year period. Watch 
for political, social and economic 
trends that can create four “seasons” 

with corresponding effects on 
what kind of market “weather” to 
expect. Demographic changes, 
credit availability and technological 
developments can also affect the 
trends for each season. Because of 
their long duration, multigenerational 
cycles are most helpful when viewed as 
background for bull/bear cycles.

Secular bull and bear cycles usually run 
over a 16-to-18-year period, or about 
a generation. These cycles are often 
discussed by technical analysts. Shifts 
in stock valuation, in terms of absolute 
and relative price-to-earnings ratios and 
broader sentiment are good indicators 
to watch. During bear cycles, many 
investors focus on risk management. 
Bull cycles, which we believe we are 
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currently beginning, are generally a 
good time to buy into the markets and 
stick with investments.

Cyclical bull and bear cycles usually 
run over a three-to-five-year period. 
These cycles are often the focus of 
equity strategists. The expansion and 
contraction of corporate business 
cycles, interest rate trends and ranges in 
historical valuation within sectors are 
good indicators to watch. These factors 
may help investors determine which 
industries may outperform others. (See 
also fundamental #4: Regression to the 
mean is real.)

2) Understand investor psychology
These boom-and-bust cycles persist 
despite the advancement of technology. 
For example, in the 1920s, many 
investors thought a depression was 
impossible, because they had the 
telephone and tickertape. And we all 
know what happened.

That’s because human nature does 
not change. The fear of losing when 
markets are down can be as strong a 
motivator as the fear of missing out can 
be when markets are going up. Another 
consideration is the fact that long-term 
experiential memory is only about 
three years. How did your investment 
behavior and feelings change after the 
fallout of 2008-2009? Are you back to 
some of your “old” habits and feelings? 

Let’s try not to forget those hard-earned 
lessons from seven years ago. And like 
Mark Twain said, “History may not 
repeat itself, but it often rhymes.” Which 
leads us to the next two fundamentals.

3) Emotions are contrary indicators
Good investing rarely feels good. 
Managing your emotions can be the 
toughest part of investing. Feeling good 
about your portfolio could be seen as 
a signal to pay attention to valuation. 
Trim holdings so a few outsized 
positions don’t drive performance. And 
when you are feeling stressed about a 
general market slump, that may instead 

be a good time to revisit valuations of 
companies worthy of consideration—a 
good time to buy. As you explore exciting 
new themes or out-of-favor sectors, 
average into a basket of quality firms. 
Then as the “theme” and “rebound” 
materializes, further concentrate into the 
best-positioned firms.

4) Regression to the mean is real
Sector outperformance tends to run 
out of steam after about three years. 
It rarely has a longer run than that. 
The first year’s outperformance may 
come as a surprise. The second year, 
fundamentals emerge more clearly, 
and pulls in investors. By year three, 
expectations are high, as are inflows, but 
that rising confidence sows the seed of 
disappointment as well. So attempting 
to time sectors, like timing the market 
in general, is often more frustrating 
than it is effective, in terms of long-term 
portfolio performance.

5) Perseverance pays, so
pace yourself
Investing is a lot like baseball. To win, 
you have to swing the bat. But instead 
of always swinging for “home runs,” 
focus on base hits. If you pick quality 
investments that are appropriate for 
your goals and risk tolerance, pay 
attention to capital preservation and 
maintain broadly diversified market 
exposure, even at minimum levels, you are 
well positioned to do well in the long run.

6) Dividends matter
To continue the baseball analogy, 
dividend stocks are ones that may help 
you get on base consistently. Plus, 
they can help you manage two key 
investment risks: overpaying for growth 
and taking too much risk. Consistent 
dividend growers often spotlight 
superior business models offering 
resilience in volatile markets. 

7) Time is your friend
Investing for the long term has value. It 
gives your winners more time to work. 
And it has the power to smooth out 
some of the inevitable losers in your 
portfolio. Again, dividends can make 
sense. Reinvest dividends from dividend 
growers, and take cash from the dividend 
payers. This approach works best over a 
multiyear basis, not quarter over quarter. 
Proper attention to asset allocation helps 
maximize the benefits of time on overall 
portfolio performance as well. 

Being mindful of these seven 
fundamentals will not only help you 
tune out the financial “noise” in your 
ears. They may help save your sanity—
especially during periods of economic 
uncertainty and market volatility—by 
helping you focus on two things you can 
always control: your emotions and your 
choices. If you have questions, please 
contact your financial advisor today.

Seven time-tested investment 
fundamentals, continued
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Understanding your emotions is the first step in managing them as an investor.

The cycle of market emotions
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Tips for choosing where to live during retirement

Are you thinking of relocating when 
you retire? If so, do your homework 
before making any big changes. 
Determining how the place you have 
in mind measures up on the following 
considerations may help you feel 
confident about your decision.

Cost of living. If you can sell your house 
in an expensive city and move to an 
area with lower housing costs, you can 
use the freed up cash to help fund your 
retirement years.

Tax policy. Taxes can vary significantly by 
state, and you may be able to reduce your 
overall cost of living by moving to a low-
tax location. Evaluate how a state assesses 
taxes on pensions, Social Security and 
earned income, but also look at sales 
taxes, property taxes and any tax benefits 
offered to senior citizens.

Health care. Even if you are in good 
health now, convenient access to 
adequate medical facilities may offer 
peace of mind. 

Job opportunity. Many people enjoy 
part-time work during retirement for 
a variety of reasons. Some jobs can be 
performed from home, with an Internet 
connection. However, if you plan to work 
in manufacturing, retail, health care or 
other growing sectors of the part-time 
work economy, you will need to see 
what jobs are available locally.

Public transportation. You might enjoy 
driving. Yet having access to a good 
public transit system may help you 
avoid becoming isolated and maintain 
your independence, should you decide 
to drive less or give up the car entirely. 
Discounts for senior riders and reduced 

(or eliminated) vehicle expenses may 
also help save you money. 

What about downsizing?
If you enjoy the area where you currently 
live, you may not want to relocate when 
you retire. But even if you plan on 
staying put, you might decide your home 
is too big. In this case, does it make more 
sense to buy or rent when you downsize 
your living arrangements? Considering 
the following factors may help you find 
an answer that is right for you.

Emotion. You may feel secure in owning 
your own home. Or you may simply 
enjoy working around the house, 
gardening and so on. But if you think 
it would be a relief to finally live in a 
“maintenance-free” place, you might 
want to consider renting. (Of course, 
you could find some middle ground by 
purchasing a condominium, apartment 
or townhome.)

Lifestyle. If you think you may travel 
extensively during your retirement years, 
you might find renting is preferable to 

owning a place that requires constant 
upkeep and monitoring. 

Cash flow. Renting is often cheaper 
than owning a home. When you rent, 
you typically do not pay property taxes, 
homeowners insurance, flood insurance 
and any other costs associated with 
home ownership. (You will likely 
need renters insurance, however.) 
Consequently, you could improve your 
cash flow by renting. Be aware, though, 
that renting a unit in a highly desirable 
area may be expensive. 

Relocating, renting or owning—the 
choice you make will play an important 
role in your happiness and quality of life 
as a retiree. By carefully reviewing all the 
considerations, you can ultimately feel 
“at home” with your decision. 

To discuss how your living arrangements 
may fit into your overall retirement income 
plan, please call your financial advisor.

Our firm is not a tax advisor. All decisions regarding 
the tax implications of your investments should be 
made in consultation with your independent  
tax advisor. 
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We are still some weeks away from back-
to-school activities. But one day, “back to 
school” will really mean “off to college.” 
As a parent (or grandparent), will you be 
financially prepared for that day?

College is a significant investment in the 
kids’ futures, in terms of future earnings 
potential. But its costs can be equally 
significant. For the 2015-16 school year, 
the average expense after paying tuition, 
fees, room and board was $19,548 at a 
public four-year school and $43,921 at 
a four-year private school, according to 
the College Board. And these numbers 
continue to rise. 

So your entire family—kids, parents and 
grandparents—may need to pitch in to 
meet the high costs of higher education. 
What roles can everyone play? 

Children: Be proactive … 
and flexible
Talk to children about all aspects of 
saving and investing—and not just for 
college—because there appears to be 
a striking knowledge gap in this area. 
In fact, 87 percent of Americans think 
financial literacy should be taught in 
schools, according to a recent survey 
commissioned by RBC.

To help educate children about financial 
issues, discuss the following strategies 
with them and solicit their help. 

Earn college credits early. By taking 
advanced placement courses or special 
academic exams, your children may be 
able to earn college credits while still in 
high school. 

Consider community college. Your 
children can cut college costs 
considerably by spending two years 
in a local community college before 
transferring to a four-year school. 

Apply for scholarships and grants. Many 
scholarships and grants are available 
from the federal and state government, 
colleges, and religious and civic groups. 

Parents: Look for opportunities … 
everywhere
Parents may wish to explore the many 
college-funding possibilities available. 

Education assistance programs. If you 
work for a medium-to-large business, 
your employer might offer partial tuition 
reimbursement or even company 
scholarships. 

Life insurance. Through a loan or a 
withdrawal, you may be able to access 
the cash value of your permanent life 
insurance policy. 

529 plan. 529 plan earnings accumulate 
tax-free, provided they are used for 
qualified higher education expenses. 
And contribution limits for 529 plans are 
quite generous.

Grandparents: Help out 
“multitasking” family members
Today’s families may have multiple 
financial priorities, which can 
sometimes lead to difficult choices 
when allocating limited resources.      
For example, half of Americans  
(49 percent) place greater importance 
on saving for their children’s education 
than they do on saving for their own 

retirement, according to another recent 
survey commissioned by RBC.

Grandparents can help make it easier 
for their adult children to build their 
retirement accounts by helping fund 
the grandchildren’s college expenses. 
Required minimum distributions from 
tax-deferred retirement accounts may 
be a source of funds (although there 
may be gift tax consequences for gifts 
exceeding $14,000 annually, and it will 
NOT lower your taxable income because 
the recipient is not a qualified charity).

You could also consider contributing 
to a custodial account (known as an 
UTMA or UGMA account) established 
for a grandchild. However contributions 
to a 529 plan may offer tax benefits and 
may be a more favorable asset in terms 
of qualifying for financial aid. You might 
even be able to pay tuition directly to 
a grandchild’s college. Regardless of 
how grandparents choose to help, it 
could be an invaluable gift to the adult 
children—because saving for college 
and retirement simultaneously is no 
easy task. 

Everyone: Work together to tackle 
those college costs
By working together, funding a college 
education is possible. And that may help 
ALL the scholars in your family earn the 
type of degree necessary to help them 
achieve their dreams in life. 

To learn more about multigenerational 
college funding strategies, please call 
your financial advisor.

College funding: It’s a family affair



Ensure your wishes for your 
beneficiaries are fulfilled
Why would you name a trust rather 
than an individual, or individuals, as 
your IRA beneficiary? One key factor is 
control. After you die, your beneficiaries 
can do whatever they want with the 
money—including cashing out the 
entire account and losing the ability to 
“stretch” your IRA’s long-term, tax-
deferred growth potential.

Depending on the financial needs 
and personal characteristics of your 
beneficiaries, you might not mind such 
a “cash-out” scenario. However, many 
people have family situations such that 
it may not be wise to give individual 
beneficiaries complete and instant 
access to your IRA funds.

But by naming a trust as beneficiary, 
you determine the exact circumstances 
under which the money is distributed. 
To gain a clearer understanding of 
the benefits of using a trust as an IRA 
beneficiary, consider the following 
examples.

Provide funds for children from 
an earlier marriage
If you remarry, you might face a 
dilemma when it comes to naming 
(or renaming) a beneficiary for your 
IRA. On one hand, you may want your 
current spouse to receive these funds 
upon your passing. On the other hand, 
you may want to be sure that, when your 
spouse dies, the remainder of the IRA 
money goes to your children from an 
earlier marriage.

Here is one solution: You could name 
a trust as the primary beneficiary of 
your IRA, and direct the trust to provide 
proceeds from your IRA, paid out as 
you specify, to your current spouse. 
You can also name your children from 
the previous marriage as remainder, or 
“contingent” beneficiaries. In this way, 
your spouse can enjoy the benefits of 
your IRA, and upon his or her death, 
your children from your earlier marriage 
can receive the amount that is left. 

Protect beneficiaries from 
themselves or creditors
Suppose you would like to leave the 
assets in your IRA to your two adult 
children. One may have personal issues 
that make him or her impulsive with his 
or her money. And the other may have 
incurred significant liabilities while 
building a successful business.

You could decide to name a trust 
as the beneficiary of your IRA, with 
instructions to pay out sums to your 

two children at specific intervals. In 
addition to determining how your 
children receive the money you want 
them to have, another key advantage 
is that the IRA assets, along with other 
assets held in the trust, are protected 
from creditors. So, in a sense, by naming 
the trust as an IRA beneficiary, you are 
really protecting your children from a 
number of potential financial risks.

Get professional help
Trusts can be complicated 
instruments—and may contain 
potential disadvantages as well as 
benefits. Consult with an attorney 
specializing in estate planning to 
determine if naming a trust as your IRA 
beneficiary is the right move for you. 

For more information on IRA 
beneficiary designations, please call 
your financial advisor. 

Our firm does not provide tax or legal advice. We 
will work with your independent tax/legal advisor 
to help create a plan tailored to your specific needs. 

Three practical reasons to name
a trust as an IRA beneficiary

When you opened your IRA and selected a beneficiary or beneficiaries, you may have automatically 
named your spouse or your children or grandchildren. But under some circumstances, it might be a 
good idea to designate a trust instead.
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