“Many of life’s failures are people who
did not realize how close they were to
success when they gave up.”
—Thomas Alva Edison
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Dear Clients:
We’re pleased to report client equity portfolios posted strong performance in the first half of 2019,
particularly given “Value” stocks continued to underperform “Growth” stocks. The rise in U.S. stocks was
anything but a straight-line advance as they continued their roller coaster ride in the second quarter of 2019.
In April, stocks built on their first quarter gains (the S&P 500 climbed back to its high reached in October
2018) but faltered sharply in May on harsh rhetoric from the U.S. regarding trade with China and Mexico.
Fortunately, “dovish” comments from the Fed on interest rate policy and indications of progress in easing trade
tensions led the S&P 500 to its best June since 1955 and best first half since 1997.
What a difference six-months makes! ‘Twas the night before Christmas (2018) and the December stock price
collapse reached a crescendo (DJIA -653.17 points) as investors seemingly lost their collective minds on fears
of the Federal Reserve raising short-term interest rates too quickly and the threat of the on-again tariff/trade
spat with China escalating into a full-blown trade war. Who could have guessed by the end of June (2019), the
S&P 500 would be up more than 25% from that panic low and reach a record high on the Fed’s 180 degree
shift signaling future reductions in rates and a pause in the trade hostilities with China?
This is a great example of the tremendous benefit of being able to keep your head when all those around
you are losing theirs and the cost of not being able to do so. Understand we have a primordial survival instinct
that the modern media tries mightily to fire-up every time stocks are under stress. Remember the more often
you look the more volatility you experience, so try to tune out the noise and stick with your long-term plan.
Paul Hickey of Bespoke Investment Group examined returns for second halves of calendar years (H2s)
following first halves (H1s) when both stocks and long-term U.S. Treasury bonds returned more than 5% (next
page). Recall during the bull market for U.S. stocks from the March 9, 2009 low, positive performance for
stocks coincided with weaker performance for bonds and vice-versa. When it was “risk-on” for investors, stocks
gained and bonds dropped and when it was “risk-off” the opposite occurred. The double-digit returns for
stocks and bonds in H1-2019 was an anomaly that has happened in only four prior years since 1980. In fact, the
S&P 500’s average H2 return following the nine H1s where both stocks and bonds were up over 5% was 11.3%,
with positive returns in all but one (1986 was -1.79%). This was more than twice the average H2 return for all H2s
since 1980.
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Source: Bespoke Investment Group

Similarly, according to Sam Stovall, Chief Investment Strategist of CFRA, the strong H1 bodes well for H2-2019, but
with an important caveat. Since 1945, following H1 gains of 10% or more for the S&P 500, H2 rose an average 7.5%
and was up 80% of the time, as compared with an average gain of 4.1% and 69% up for all H2s. Stovall further noted
while in 2019 the S&P 500 recorded its third strongest year-to-date (YTD) return through April since 1945, history
warned May would likely be weak (it was) but June should rally (it did). Examining returns for the remaining months
following the previous five strongest starts to the year, the S&P 500 fell an average 5.2% in the July-through-October
period and declined in price 80% of the time. While history suggests the road is likely to get increasingly bumpy over
the next four months, it will be important (as always) to try to remain unemotional and stick with the plan. Indeed,
stocks traditionally regained their footing in the final two months of the year. For the five strongest starts, the S&P 500
gained an average 3.1% during November-December and advanced 80% of the time.
June and the first half of 2019 were terrific. While the fundamentals underpinning the stock market’s recent
advance are still good, risks related to China/global trade, Iran, North Korea and a host of others, known and unknown,
remain elevated. We’re not predicting a sequel to the Christmas Eve Massacre, but it’s best to remember stock prices
are inherently volatile and scary downdrafts can occur at any time for any or no reason at all. Indeed, in just the past
18-months U.S. stocks experienced a correction at the beginning of 2018, a near-bear market in late 2018 and an ugly
May of 2019. In addition, according to Stovall the third quarter is “notorious for delivering the weakest average
price return, while recording the deepest decline and greatest volatility.” In other words, keep your seatbelts
fastened!
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Outperformance of “Growth” vs. “Value” Has Reached Epic Proportions…
As shown in the graph from Bespoke below, the growth stock-to-value stock performance ratio has just moved
above its prior high from June 2000. There is no telling how much further this rubber band can stretch, but the prior
peak coincided with the bursting of the technology/dot-com bubble. We think the pendulum will swing back to
“Value” at some point. We can’t say when, but as Mr. Edison said, we’re not about to give up.

Source: Bespoke Investment Group

….Which has Resulted in “Value” Stocks Being Cheaper Than They’ve Ever Been
As shown in the graph from J.P. Morgan below, on the basis of relative price-to-earnings ratio, “Value” has reached
a historical level of cheapness vs. the S&P 500 (about 7 multiple times less). Again, the last time this occurred was
during the technology/dot-com bubble.

Source: J.P. Morgan

Kirr, Marbach & Co., LLC • Q2-2019

The Economic Expansion is the Longest/Weakest in History…
As shown in the graph from J.P. Morgan Asset Management below, the current economic expansion that started
July 2009 is now 120 months old, well above the average expansion of 48 months. However, the strength of the
recovery since prior peak (Q4-2017) is also the weakest.

Source: J.P. Morgan Asset Management

…But We Don’t See the Inevitable Recession on the Near-Term Horizon
Recessions are a normal, inescapable part of the investment landscape and nothing to fear. Trade tensions are
slowing economic activity, but employment remains robust and inflation low. In addition, recessions usually occur
when the Fed has become overly aggressive in raising interest rates to cool off an overheating economy. This is
certainly not the case now. Additionally, the table from Credit Suisse on “Recessionary Risk” below lists several factors
that generally indicate heightened risk of recessions, none of which are present today.
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Summary
We are halfway through 2019, and there have already been two market surprises that may leave investors
scratching their heads and wondering what is next. One surprise was the strong market performance in the month of
June. Some believe that summer months produce poor returns for stocks, insomuch that there is an old investment
adage, “Sell in May and Go Away.” This looked like pretty good advice as we experienced negative markets in May, but
that all changed in June. The stock market experienced one of the best June’s in decades – an unexpected result.
Another surprise this year has been interest rates. At the beginning of the year, just about every market “expert”
was forecasting that interest rates would increase. That seemed logical since the Fed was very direct in their effort
to increase the Fed Funds rate. But the exact opposite happened. Interest rates have actually come down quite a bit
since the beginning of the year. Another surprise.
This is a great reminder that surprises happen when investing. We may not be able to predict what will surprise
us or when, but we can confidently predict that we will be surprised by something (meaning something unexpected
happens). For this reason, we believe we should focus our efforts on finding good companies whose stocks are selling
at great prices, rather than trying to forecast future events like trade disputes, international crises or elections, all of
which experience has taught us are unknowable.
Kirr, Marbach celebrated its 44th Anniversary on May 1, 2019. Over those decades we have witnessed numerous
bull and bear markets, economic booms and busts and seen many fads come and go. Through it all, our commitment
to you has remained unwavering and we thank you for the trust and confidence you place in us each and every day.

KM Welcomes Kathy Burnett
We are so pleased Kathy joined our business in June as an Operations Administrator. Kathy spent the past 20 years
at our local newspaper, The Republic, and was most recently the Advertising Operations Manager. She is training with
Mary Jo Cusano, who will be retiring at the end of the year after a distinguished 27-year career at KM.

Regards,
Kirr, Marbach & Company, LLC

Save the Date!
Please mark your calendars for Kirr, Marbach’s Client Appreciation Event
on September 11, 2019 at Harrison Lake Country Club. We are pleased to
announce that Peter “Pete the Planner” Dunn will be returning as our guest
speaker. Pete is an award-winning author and financial guru who spoke at our
last event. He has a knack for presenting investing/personal finance concepts
in a captivating, amusing and common-sense manner, so we are thrilled he
will be joining us again. Check out Pete’s work at https://petetheplanner.com.
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Happiness is getting get off the
‘positional treadmill’
Mickey Kim
May 17, 2019
You know what’s worse than judging a book by its cover? Judging a book by its cover…AND THEN making financial
decisions based on what you guess the book might tell you. And yet, we do this all the time. Not with books, but with
people.
So says my friend, Carl Richards, founder of behaviorgap.com, his website that offers “simple sketches and a few
hand-crafted words about money, creativity, happiness and health.” Carl is a Certified Financial Planner with a knack
for using cocktail napkin sketches and a few words to explain financial concepts.
In 1949, Harvard professor James Duesenberry created the “Relative Income Hypothesis,” which says the utility we
derive from consumption depends on what we consume and how much we consume relative to others. Because of
this, we believe and act as if both what and how much we consume indicates where we stand in the societal pecking
order. According to Richards, people tend to spend more “because the higher spending of others kindles aspirations
they find difficult to meet.”
In classical economics, individuals are highly intelligent, perfectly rational and capable of unemotionally analyzing
all relevant data. They possess tremendous self-control, enabling them to make optimal decisions, unburdened by
biases. Picture Mr. Spock.
In reality, Homo Economicus is a mythical character existing only in theory. Not only are humans highly emotional
and lacking in self-control, they are influenced by all sorts of biases. They act on biases in irrational and predictable
ways, often leading to poor decisions. In fact, we’re more like Homer Simpson.
Richard Thaler of the University of Chicago’s Booth School of Business was a pioneer in the field of behavioral economics, the study of how psychology and economics intersect. He won the Nobel prize in economics in 2017 because
“by exploring the consequences of limited rationality, social preferences and lack of self-control, he has shown how
these human traits systematically affect individual decisions as well as market outcomes.”
Your neighbor rolls up in a brand new Ferrari. According to Richards, not only do you make a subconscious judgment about your neighbor based on the car she is driving, you become more likely to spend more on your ride just to
keep up with her.
Why? As Homer Simpsons, we create stories that fit the “facts.” In this case:
1. Because she’s in it, she bought it (Appearances = Spending)
2. Because she bought it, she’s rich (Spending = Net Worth)
3. Because she’s rich, she’s happy (Net Worth = Happiness)
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As Richards points out, this story is a “house of cards, layer upon layer of assumptions that have no basis in reality.”
Your neighbor may have borrowed the car from her sister. Even if she bought it, maybe owning a Ferrari was her lifetime goal and she has $0 saved for retirement. Even if she’s rich, do you know any miserable rich people? We just don’t
know.
Similarly, if your employer offered to double your salary, would you jump at the chance? Of course you would! However, you’ll probably be surprised to learn this “no brainer” decision depends on whether someone else is involved.
Classical economists assume “utility” is a function of an individual’s “endowment.” In other words, more of a good is
better, independent of the individual’s relative position. However, a 1995 survey of faculty, students and staff at the
Harvard School of Public Health showed people do not act independently of relative position, which can have a powerful and dangerous behavioral influence.
The survey consisted of twelve questions, each containing two states of the world. In each state, respondents were
told how much of a good they had and how much others had. Amounts of good were structured so that in the “positional” state, the respondent had more of the good than others. In the “absolute” state, amounts of the good for both
the respondent and others were greater than in the positional state, but respondents had less of the good than others.
Researchers asked respondents which of two worlds they would prefer to live in: State A (“Positional”), earning
$50,000 per year while others earn $25,000 or State B (“Absolute”), earning $100,000 per year while others earn
$200,000. Unbelievably, about half of the respondents preferred earning 50% less, as long as their relative position was
high.
The challenge of being on this “positional treadmill” is the goal-line is always moving. Basing our feeling of selfworth and spending on stories we tell ourselves is just plain crazy.

The opinions expressed in these articles are those of the author as of the date the article was published. These opinions have not been updated or supplemented
and may not reflect the author’s views today. The information provided in these articles does not provide information reasonably sufficient upon which to base an
investment decision and should not be considered a recommendation to purchase or sell any particular stock or other investment.
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Past performance is not a guarantee of future results.
The S&P 500 Index is an unmanaged, capitalization-weighted index
generally representative of the U.S. market for large capitalization
stocks. This index cannot be invested in directly.
The Dow Jones Industrial Average (“DJIA”) is an unmanaged index comprised of common stocks of thirty major industrial companies. This index
cannot be invested in directly.

