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Rising Tensions Internationally
During the month of August US-North Korean tension
mounted as the DPRK launched numerous missiles, one
directly over Japan. This along with terrorist attacks in
Spain has led to an increase in global political risk. Even
with the geo-political uncertainty, overall August was a
positive month for equities. In addition, the US economy
continues to show strong growth with second quarter GDP
growth revised up to 3% and with low unemployment.

Hurricane Insurance
Hurricane Harvey made landfall in southern Texas late last month. It devastated Houston and the
surrounding areas with damages expected to be as high as $100 billion. According to Bloomberg,
less than a third of Harvey’s losses are expected to be covered by insurance. Similarly, investors
who held aggressive portfolios prior to the ﬁnancial crisis in 2008 lost considerably more than
expected by not having a more balanced portfolio. While we are not predicting another signiﬁcant
economic crisis, it is important to consider portfolio protection should a crisis occur. In portfolio
management, ﬁxed income, or bonds, act as insurance during market “hurricanes”.
In a bull market like we are currently in, stocks generally outperform bonds. But while investment
grade bonds generally produce lower returns than a portfolio of stocks, their beneﬁt becomes
clear when examining portfolio performance in bear markets.
As illustrated in the graph on the following page, a 100% stock portfolio considerably worse oﬀ in
bear markets than a diversiﬁed portfolio. A clear example of this is the mid-1970’s recession. In
1973, the OPEC oil embargo and the fall of the Bretton Woods system triggered a bear market in
stocks. The United States was in a recession from 1973 to 1975 and the eﬀects of the crisis were
felt through 1976. If you had invested $1,000 in a broad segment of the stock market over that
period you would have made about $14. A diversiﬁed portfolio with exposure to bonds would
have returned around $150. In 1974 alone, an all equity portfolio returned -22.6%. During that
same year bonds were up 6.5%. Maintaining a bond position in a portfolio protects one from the
extreme downside loss that you can face when holding an all-equity position.
At Abundance, we strive to ﬁnd the right balance between stocks and bonds for our investors
based upon their risk tolerance and investment time horizon. Market conditions are always
somewhat uncertain, so a diversiﬁed portfolio helps to protect one’s wealth from an extreme
downside loss during bear markets.
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Important: Past performance may not be indicative of future results. Diﬀerent types of investments involve varying degrees of risk, and
there can be no assurance that the future performance of any speciﬁc investment, investment strategy, product, or any non-investment
related content, made reference to directly or indirectly in this communication will be proﬁtable, equal any corresponding indicated
historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reﬂective of current opinions or positions.
Moreover, you should not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a
substitute for, personalized investment advice from Abundance. To the extent that a reader has any questions regarding the
applicability of any speciﬁc issue discussed above to his or her individual situation, he or she is encouraged to consult with the
professional advisor of his or her choosing. Abundance is neither a law ﬁrm nor a certiﬁed public accounting ﬁrm and no portion of the
newsletter content should be construed as legal or accounting advice. Abundance’s current Firm Brochure discussing our advisory
services and fees is available upon request.
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