New Kenwood Office

About Us

We are pleased to announce that Johnson Investment Counsel has opened a
second Cincinnati office in Kenwood,
located in The Redstone Building. The
new office is occupied by our Johnson
Trust Family Office Services division.

Johnson Investment Counsel, Inc.
is Ohio’s largest independent
wealth management firm,
managing over $9 billion in assets.

Our clients have the option to meet with
any member of Johnson Investment Counsel at either location. The new
address for the Kenwood office is listed at the bottom of this page.

Johnson Investment Counsel is an
employee-owned firm, offering a
full range of fee-based, integrated
wealth management services,
including: investment portfolios,
education and retirement planning,
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cash management, estate planning,

At Johnson Investment Counsel, we continue to invest in our service
infrastructure, which includes hiring the right people to join our team. As our firm
grows, this expansion is critical to meet our objective of providing the highest
level of client service. We are pleased to announce that the following individuals
have joined our team over the last quarter. Mary Burns is returning to the same
role she held from 2007 - 2014.

> Mindy Garvey
Charitable Gift Fund Associate
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• Johnson Institutional Management

Johnson Investment Counsel is committed to continuing
education to provide personal development for our employees
and better service to our clients.

Services

We are pleased to announce that Rachael Coates has been
promoted to Associate Trust Officer. Rachael recently earned
the Certified Trust and Financial Advisor (CTFA) designation.
The CTFA is recognized in the trust industry for advanced
competence in fiduciary and trust activities, financial planning,
tax law, and investment management.
We are also excited to announce David Theobald has been
promoted from Fixed Income Analyst to Fixed Income Portfolio
Manager. David has been with JIC since 2013.
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Market Update
Post-Election Rally Stalls as Republican Infighting Quells Enthusiasm
In the final days of the first quarter,
Republicans in the House cancelled a
vote to repeal and replace the Affordable Care Act. Conservative and moderate factions within the party could
not come to terms on what the bill
should contain. President Trump had
previously made plain that the White
House was prepared to move on, and
a decision was made to abandon the
health care conundrum and attempt to
address tax reform. Optimism about
policy reforms had been a tailwind to
stocks since the November election,
and the Republican failure to make a
deal on health care reform took wind
out of the market’s sails. Losses were
limited, but enthusiasm clearly waned.
For example, the Dow Jones Industrial
Average had its longest losing streak
since 2011, lasting eight days. Still, the
S&P 500 Index finished the first quarter
with a healthy gain of 6.1%. International stocks outperformed the U.S. as
a result of improving economic health
abroad. Emerging markets gained
13%, far outpacing developed markets.
Fed Announces another Rate Hike;
Bonds Still Post Small Gains
As promised, the Fed is becoming
more active this year as its view of the
economy and inflation has led to two
rate hikes in a short time. The first hike
came in December 2016, and the
second at the most recent meeting in
March. This time, the Fed’s commentary and forecasts left the market

feeling less convinced of the likelihood
of several more hikes this year. Odds
for further hikes are still higher than
they have been during the course of
the economic recovery and expansion,
but down from where they were prior
to the March meeting. As a result,
bond yields actually fell in the wake of
the rate hike, leading to small gains.
The Barclays Aggregate Bond Index, a
broad index of U.S. bonds, gained
0.8% for the quarter. The Fed is
demonstrating its commitment to
limiting the effects of inflation on the
economy, but is still making it known
that it is being very cautious not to
choke off the expansion.
Markets Fixated on Washington
The lack of action on health care
reform may be an indication that the
prospects for major changes to tax
policy are not as strong as initially
thought. For now, it seems likely that
something will be passed. But the
failure of the moderate and conservative wings of the Republican Party to
compromise on health care reform has
reduced the expectations for changes
to tax law. It seems likely that if Republicans are able to pass a bill it will be
watered down from what was promised on the campaign trail. Tax policy
is complex, and the final shape of the
reform package will come down to lots
of details. There are various and competing issues in play, including corporate tax rates, individual income tax
rates, the estate tax, itemized deductions, border adjustment taxes, repa-
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Market Update (continued from page 1)
triation of foreign earnings, and the list goes on. The market
will likely react in the short-term to headlines from the Capitol, but it could be many months before anything concrete
takes place. If the debate drags out, it could be 2018 before
the changes are enacted.
Bull Market Enters Its 9th Year
The stock market has come a long way since it hit bottom
on March 9th, 2009. Over the last eight years, the S&P 500
Index has gained more than 250%. Confidence levels are
high and a far cry from the pessimistic view many held in the
depths of the crisis. Eight years ago, the words “depression” and “market crash” were part of everyday conversation. Thankfully, since then the economy has healed significantly, and corporate revenues, profit margins, and earnings are strong. Volatility remains low relative to the norm,
and valuations of stocks are elevated compared to historical averages. The price/earnings ratio for the S&P 500 Index
has increased by about a point and a half since the election,
reflecting an enthusiasm about growth prospects accelerating in the future.

Blog Spotlight: The Importance of Patience

developments in Washington will likely be necessary for
stocks to extend their gains. The market is likely to be sensitive to further signs of dysfunction and lack of progress on
tax reform in particular, but also as it relates to infrastructure and deregulation. Each of these were main drivers of
the rally that took place after the election, so a reversal in
those expectations will leave many disappointed and less
willing to pay a higher price for stocks.

S&P 500 Index Forward Price-to-Earnings Ratio
18x
17x
16x
15x
14x

Many factors contributed to the beauty and productivity of
those old apple trees – the right soil and climate certainly
helped – but none of it would have been possible without
patience from generations of thoughtful owners.

13x
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11x
10x

Forward P/E Ratio

Long-Term Average (since 1985)

Source: Bloomberg, S&P Capital IQ, and MSCI, Inc.

For savers and many retirees these years have been
difficult. Conservative investments like savings accounts,
certificates of deposit, savings bonds, and high-quality
government and corporate bonds have yielded very little
for investors. Some have chosen to take on more risk in an
effort to earn higher yields, and in some cases this has led
to painful outcomes.
Now that interest rates have been moving higher, many are
asking – is this a good thing? The answer depends on who
is asking the question. Borrowing will be more expensive,
but for others rising interest rates may be a welcome change.
For bond investors, higher interest rates do not necessarily
spell trouble. In the short-run, bond prices do fall as interest
rates rise, but this does not mean that bonds will provide
negative total returns, especially for diversified investors
over longer time horizons.

A slow and steady rise in interest rates is actually beneficial,
particularly for those invested in high-quality, well-diversified bond portfolios. For example, intermediate-term
treasury bonds returned 4.1% on an annualized basis during
the long rising-rate cycle from 1950-1981. This occurred
despite interest rates increasing from the low single digits
to the mid-teens. Bond returns are usually higher when
yields are falling, but even during rising-rate cycles negative-return years are rare. Consider that the worst year in
recent history for bonds was 1994, a year in which the
Barclays Aggregate Bond Index returned -2.9%. In the
subsequent five-year period the index performed extremely well, returning 7.7% on an annualized basis.

Barclays Aggregate Bond Index Returns
1994
1995 - 1999 (annualized)

But I want it now
It’s clear that a patient mindset is a critical ingredient for
growing enormous apple trees. It would be irrational to dig
up a tree that wasn’t producing bushels of apples only one
year later, even if all other conditions were favorable.
As equity investors, we too often do the opposite – we pull
up the sapling to check the roots – despite evidence that
time in the market matters more than timing the market.

Rising Interest Rates: Good or Bad?
For almost a decade since the financial crisis, the U.S. and
global economies have been in an era of extremely low
interest rates. Interest rates have hovered near or even
below zero in many parts of the developed world. Central
banks have kept benchmark rates at these low levels in an
effort to stoke the economy back to faster growth. For
borrowers, it has been a time of cheap financing. New cars
have been sold by luring buyers with low-cost financing
offers, and low mortgage rates have attracted new buyers
while motivating homeowners to refinance.

When my wife and I lived in England, we
had the pleasure of visiting her relatives
in a small village in Gloucestershire, just
east of Wales. Her cousin’s home sat on
a plot of land adjacent to a medieval castle that has been an
apple orchard for centuries.
While much of the land has since found other uses, it still
features a handful of the largest apple trees I’ve ever seen.
Come harvest time, the trees have the potential to yield
more apples than you could handle.

19x

Above-average stock valuations likely reduce their return
potential over the intermediate to long term. Stronger
growth of both earnings and dividends as well as positive

Todd M. Wenning, CFA
Research Analyst

-2.9%
7.7%

Regardless of what the Fed does with the benchmark policy
rate, interest rate fluctuations will occur as economic forces
ebb and flow. For those who own high-quality, diversified
bond portfolios, these fluctuations create opportunities
and are not cause for panic. Bonds continue to provide
several critical benefits to a balanced portfolio: current
income, portfolio cushion in times of stock market stress,
and ultimately, peace of mind.

For various reasons, many investors simply aren’t giving
their investments enough time to bear fruit.
Why patience works
In a 1995 interview, financial journalist Louis Rukeyser asked
98-year-old legendary investor Philip Carret, “What’s the
single most important thing you’ve learned about investing
over the past three-quarters of a century?”
Carret answered simply and without hesitation, “Patience.”
Why might Carret have answered this way? I believe there
are three core reasons why patience is a critical component
of any successful and resilient investing strategy.
First, by thinking about stocks in three, five, and ten-year
time horizons, we’re playing a different game than most
investors on Wall Street, who on average focus on the next
quarter to maybe the next 18 months. If we aim for differentiated results from our peers, we need to play a different
game. Being patient is one way to achieve this.
Second, being patient allows business fundamentals – that
is, dividend and earnings growth – to play a greater role in
our performance results and allows us to rely less on fickle
favorable investor sentiment – that is, higher price/earnings
ratios.

Finally, and perhaps most importantly, being patient gives
our investments time to realize the benefits of compounding growth. Numerous studies have shown a so-called
“behavior gap” between an investment’s returns and its
investors’ returns. As the term suggests, the gap in performance is largely attributable to poor investor behavior:
buying high, selling low, speculating, trading on news, etc.
Bottom line
Guessing how the market or a particular stock will behave
three-to-six months from now is at best a coin flip. At Johnson Investment Counsel, we believe a better use of our time
is to identify strong businesses – those with skilled management teams, durable competitive advantages, solid
balance sheets, and high earnings quality – and then determining whether we can purchase those businesses at an
attractive price.
After making this determination, we aim to be vigilant in our
continuing research yet patient in our disposition. At times,
being patient is challenging, of course – otherwise everyone would be patient – but if we can consistently execute
on our process and err on the side of patience, we believe
we can deliver satisfactory returns to help you realize your
investment goals.
Todd wrote this piece for our online blog called Beyond
the Numbers. Please look for new articles featured under
the Perspective tab on our website, as well as links from
our Facebook, Twitter, and LinkedIn accounts.
blog.johnsoninv.com/
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