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Although much of the Minnesota landscape is currently covered in  
 a fresh blanket of snow, rearranging the order of the oft-quoted 

springtime idiom more aptly describes the first quarter behavior of equity 
markets than it does the weather. It was once again a reminder that the 
animal spirits of markets don’t always follow the seasons. 

The year began where 2017 left off, with global stock markets carrying their strong 
positive momentum into the new year. In fact, the S&P 500 index hit ten new all-
time closing highs in the first thirteen trading days alone. Unfortunately, the upward 
trend wouldn’t be sustained through the quarter, and a true market correction (>10% 
decline) set in during February.  A sharp spike in volatility, political posturing over 
the Korean peninsula, continued concerns about free and fair elections, the privacy 
of data shared on social media, and a possible trade war incited by newly signed 
tariffs dominated the headlines, with each playing a part in our collective experience. 

One group of companies for which volatility gnashed its metaphoric teeth were 
the tech giants. Known as the FAANG stocks (perhaps an apt acronym this past 
quarter), Facebook, Amazon, Apple, Netflix, and Google (Alphabet Inc. stock) all 
finished March significantly off their intra-quarter highs. With concerns over privacy 
of user data and possible increased scrutiny and regulation, Facebook stock pulled 
back the most out of the group (and more than twice as much as the NASDAQ 100 
index) by losing more than 21% of its value between February 2 and March 27.1 
I don’t highlight this point as commentary on the business practices, leadership, or 
future growth trajectory of Facebook; it simply serves as a reminder that investing in 
individual companies carries individualized risks. 

With the knowledge that diversification tightens the range of returns around what has 
been a very positive long-term return for stocks, and that it can dramatically reduce 
the volatility one experiences along the way, why would anyone do differently?    
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“In like a lamb, out like a lion.”
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To illustrate this point, the chart 
to the right plots each of the 30 
companies currently in the Dow 
Jones Industrial Average (DJIA) 
by their 10-year risk (x-axis) and 
return (y-axis). We’ve also included 
the collective risk and return of 
the index that would have simply 
owned all the stocks for the past 
ten years (see chart, gold dot).    

By owning everything, you are 
knowingly trading the possibility 
of investing in the best to avoid 
the worst. Owning everything (the gold dot) 
smooths out the ride, as shown by the low volatility 
of the index return relative to the 30 stocks within the DJIA.  
Capturing the average return without the average volatility results 
in a better experience for investors.

In our portfolios at Carlson Capital Management, we take stock 
diversification even further. By adding more “dots” to a portfolio 
that each individually contain hundreds or thousands of stocks of 
different sizes (known as large & small), relative prices (value & 
growth), and high relative profitability from around the world,  
we strive to push returns higher and risk lower. And for many of 
you, when we add in a layer of much safer and non-correlated 
fixed income to the mix, we make a dramatic shift in how the 
portfolio dots plot on the grid, creating a more diversified and  
less volatile portfolio.  

Another important point to understand when reflecting on the past 
three months is that with the return of significant volatility after 
such a stretch of stability (the first quarter posted the first quarterly 
loss in the S&P 500 index since October of 2015) there could 
likely be a desire to apply a narrative to our collective experience 
as investors which may or may not align with reality. During this 
long stretch of growth, some investors seem to have focused more 
on the anxiety of each new market high (72 since January of 
2017!), as opposed to focusing on how these highs were helping 
them achieve their financial goals.2 When you think something 
may happen, even if it takes years to materialize, when and if it 
does happen, it may seem like it was an easily predictable outcome.  

Imagine that an investor went to cash at the first of those 72 market 
highs, in anticipation of a correction. The question is, would they 
have the prescient timing to get back in now? Although down, the 
S&P 500 ended March at levels it was last at only a few months 
earlier.3 So when the next all-time high comes, it’s important to 
remember the following even as markets grow (or contract):

1.  Every day, stocks have a positive expected return regardless  
of whether markets are at an all-time high or not. 

2. While expected returns are always positive, positive  
realized returns are never guaranteed and may deviate  
from expectations. 

The reason we can expect positive returns, regardless of the current 
market level, is attributable to how markets set prices. Stock prices 
are the result of the interaction of many willing buyers and sellers. 
Current prices reflect the value of future cash flows expected by 
those buyers and sellers to be received from the stock. But, because 
there is uncertainty around these future cash flows and time has to 
pass in order to receive them; and because investors bear the risk 
of potential losses if they don’t materialize, these cash flows are 
“discounted” based on a shareholder’s desire to hold that risk. If the 
buyers of a stock view the future cash flows as more uncertain, they 
will likely want to pay a lower price for the stock. They will only 
transact when the price reaches a level where they expect to earn 
a positive return. For these reasons, we expect stock market prices 
to be set to a level at which the required rate of return for investing 
in stocks is positive, whether the market is at a new high, a new 
low, or something in between. Otherwise, why would buyers in the 
marketplace willingly transact at a given price?

The question of whether new market highs imply an impending 
fall in stock prices can often be translated to another, more general 
question: “Is now a good time for me to be invested?” The evidence 
suggests that the current state of the market is not helpful in 
answering this question. Rather, an appropriate answer is highly 
dependent upon an investor’s unique situation and their risk and 
return objectives. For investors deciding stock market exposure is 
appropriate, in our opinion, a disciplined approach with a long-
term view is a more prudent course of action than reacting to new 
market highs. 

INVESTMENT INSIGHT  continued from page 1
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Data represents past performance. Past performance is no guarantee of future results. Chart is for illustrative purposes only. Returns are based on data  
from the Dow Jones Industrial Average and constituents, standard deviation and average annualized return, for the time period of April 1, 2008– 
March 31, 2018. Source: Morningstar Direct.

2 S&P 500 Index data © 2018 Dow Jones Indices LLC.
3 The S&P 500 TR closed lower on 12/14/2017 than it did on 3/30/2018. Source: S&P 500 Index data © 2018 Dow Jones Indices LLC.
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AT A GLANCE

FIRST QUARTER RETURNS 

Data represents past performance. Past performance is no guarantee of future results. Chart is for illustrative purposes 
only. Returns are based on data from the S&P 500, Russell Investments for US indices, MSCI for international and 
Barclays for bonds for the time period of January 1, 2018 through March 30, 2018. 

Specific indexes used for the table are as follows: S&P 500 TR USD; Russell 1000 Value TR USD; Russell 2000 
TR USD; Russell 2000 Value TR USD; MSCI EAFE NR USD; MSCI Value NR USD; MSCI EAFE 
Small Cap NR USD; MSCI Small Value NR USD; MSCI EM NR USD; Barclays US Govt/Credit 1-5 Yr 
TR USD; Barclays US Agg Bond TR USD.

• Stocks and Bonds generally had negative 
returns for the first quarter of 2018. 

• Only small international stocks and 
emerging markets stocks posted positive 
returns for the first quarter. 

• Globally, small companies outperformed 
large, while growth companies outperformed 
value. 

• The best performing sector was Information 
Technology, gaining 3.53% in the quarter.  
The only other sector to post positive returns 
was Consumer Discretionary, with 3.09% 
returns in the quarter. 

• The Telecom sector had the lowest returns 
in the first quarter, losing -7.48%. Consumer 
Staples -7.12% and Energy -5.88% were  
the second and third worst performing 
industries respectively. 

• Interest rates rose across the yield curve in 
the first quarter, generating negative returns 
for bond investors. 

1-YEAR  
RETURNS

S&P 500 Index – 0.76 + 13.99 + 13.31 + 9.49

US Large Value – 2.83 + 6.95 + 10.78 + 7.78

US Small Cap – 0.08 + 11.79 + 11.47 + 9.84

US Small Value – 2.64 + 5.13 + 9.96 + 8.61

International Large Cap – 1.53 + 14.80 + 6.50 + 2.74

International Large Value – 2.03 + 12.19 + 5.78 + 1.97

International Small Cap + 0.24 + 23.49 + 11.10 + 6.48

International Small Value – 1.06 + 20.08 + 10.37 + 6.14

Emerging Markets + 1.42 + 24.93 + 4.99 + 3.02

US Short-Term Bonds – 0.50 + 0.19 + 0.95 + 2.11

US Intermediate-Term Bonds – 1.46 + 1.20 + 1.82 + 3.63

Q1 2018
5-YEAR  

RETURNS
10-YEAR  

RETURNS

        ANNUALIZED
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AN UPDATE FROM THE TAX TEAM:  

Charitable Giving Strategies in Light of  
the Tax Cuts and Jobs Act of 2017

KEVIN KOSKI, CPA, DIRECTOR OF TAX SERVICES

The Tax Cuts and Jobs Act of 2017 has become a catalyst for taxpayers to revisit their charitable giving 
strategies. Under the new law, many taxpayers will no longer be able to itemize deductions on a regular 

basis due to the following changes:

TAX CONSIDERATIONS

Tax Updates featured in previous newsletters can be found at carlsoncap.com/articles

• The standard deduction has been increased from 
$12,700 to $24,000 for a married couple filing jointly 
($26,600 if both spouses are age 65 or older) and from 
$6,350 to $12,000 for a single taxpayer. 

• The deduction for state income taxes and real estate 
taxes has been capped at $10,000 in aggregate.

• The deduction for miscellaneous itemized deductions 
has been eliminated.

In sum, if the total of your itemized deductions does 
not exceed the new, higher standard deduction, you will 
receive no tax benefit for charitable contributions. This 
represents a significant change for many CCM clients. 
In light of this change, our Tax Team is recommending 
consideration of two available strategies:

Qualified Charitable Distributions
If you are age 70.5 or older (i.e. subject to required 
minimum distribution rules), you can make charitable 
contributions directly from your IRA account. The IRA 
custodian will write the check directly to your desired 
charity and you can deliver the check. The tax benefit 
of a qualified charitable distribution (QCD) is that it is 
not included in your itemized deductions. Instead, it is 
excluded from your gross income. The bottom line is 
that you do not need to itemize deductions in order to 
receive a tax benefit for making a charitable contribution. 
QCDs can also be used to fulfill the required minimum 
distribution (RMD) from your IRA accounts, however, 
it is important to note that you are not limited by that. 

Each taxpayer may complete a QCD of up to $100,000 
($200,000 total for married couple) each year even if it 
exceeds your RMD.

Donor Advised Funds
A donor advised fund is an effective tool in implementing 
what is known as a “stacking of deductions” strategy where 
you would plan to itemize deductions in one tax year 
and then utilize the standard deduction in the subsequent 
year(s). The mechanics of a donor advised fund are that 
you make a contribution of cash or appreciated securities 
into the fund, and then make/nominate grants out of the 
fund to your designated charitable organizations. The tax 
benefit is that you receive a deduction in the year that a 
contribution is made to the fund because the organization 
holding the donor advised fund qualifies as a charitable 
organization. Therefore, you do not receive a tax deduction 
in the year(s) when grants are made out of the fund. 
 A stacking strategy involves making a single contribution 
to the fund (all at one time) that will cover several years 
of your planned charitable giving. Depending on the size 
of that contribution, you would then be able to utilize 
itemized deductions in that tax year, and utilize the standard 
deduction in the following year(s) when you are making 
grants out of the fund. Making contributions of appreciated 
securities is the preferred funding method, because you are 
also able to receive a second tax benefit by permanently 
avoiding the capital gains tax on the appreciation. Note 
that unfortunately, tax law specifically prohibits a QCD 
from being contributed to a donor advised fund.

We have worked through both of these strategies with many of our clients. Please contact us if you have 
questions on how to implement one of these strategies, or connect with your advisor at CCM if you 
would like to discuss how to address charitable giving within your overall financial plan.

http://carlsoncap.com/articles
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FINANCIAL PLANNING

Most of our clients have children or grandchildren who 
will someday go to college. Our clients understand the 
value and power of having a disciplined savings strategy 
in place for college funding. For nearly every one of these 
clients, saving for college is natural. Whether it’s making a 
monthly or annual contribution, it’s part of their routine.

The preferred savings vehicle for college funding is what’s 
known as a 529 plan. Section 529 was added to the tax 
code by a 1996 piece of legislation authorizing “qualified 
tuition programs,” giving state programs both their popular 
name and tax-deferred status. Funds invested in these 
programs are not taxed federally when used for “qualified 
higher education expenses.” The definition of which has 
been expanded in 2017 to include up to $10,000 in  
K-12 tuition.

Historically, states have taken different approaches to 
incentivize 529 savings. Minnesota has traditionally 
refrained from offering any incentives. By contrast, roughly 
33 states offer tax deductions or tax refunds for 529 
contributions. In the spring of 2017, Minnesota passed 
legislation to incentivize contributions to 529 plans. As 
many of our Minnesota clients are already faithfully saving 
with these plans, the new incentive program essentially 
amounts to free money on the table. It is important to 
know how the program works, which contributions  
qualify, and how much you can expect to benefit when  
you continue to contribute to a 529 plan.

The incentive program in Minnesota is split into two 
parts: a plan “credit” and a plan “subtraction.” The plan 
credit is a dollar-for-dollar offset of your tax liability. The 
credit equals 50 percent of qualifying contributions to any 
(not just Minnesota’s) 529 plan, up to a maximum credit 
of $500. The nonrefundable credit may be used only to 
offset your Minnesota (not federal) income tax liability, so 
you’ll benefit only to the extent of your tax liability. The 

maximum credit is phased out as income increases with 
varying thresholds for individuals and married joint filers.

The alternative to the credit is the subtraction, which is 
akin to an income tax deduction we are all familiar with. 
You may subtract from taxable income up to $1,500 
($3,000 for married joint filers) of contributions to any 
state’s section 529 college savings plan or prepaid tuition 
plan. Unlike the credit, the subtraction option is available 
without regard to your income as long as you make a 
qualifying contribution.

It’s important to note that taxpayers who claim the credit 
cannot also take the subtraction. Assuming that you make 
a qualifying contribution and you’re eligible to pick 
between the credit and the subtraction, which should you 
take? For the same contribution amount, the credit will 
typically provide a larger tax benefit than the subtraction. 
The credit reduces tax liability dollar-for-dollar, while the 
value of a subtraction depends upon your marginal tax 
rate. For our clients in the credit phase-out range, we will 
need to compute the tax benefits under both the credit and 
subtraction to determine which is higher. Typically it will 
be the credit, but not always.

We wanted to ensure our Minnesota clients are aware of 
this important change while recognizing we have clients 
living in other states all across the country. As mentioned, 
approximately 33 states offer tax deductions or tax refunds 
for 529 contributions. Our Advisory Team and the CCM 
Tax Team are working diligently to optimize education 
funding strategies for our clients, whether related to this 
new incentive in Minnesota or in the state where you 
reside. If you have any questions about the new program in 
Minnesota, existing incentives in your home state, or if you 
would like to discuss changes in your contributions given 
the expansion to include K-12 tuition, please reach out to 
your CCM advisor.

PLANNING FEATURE:  

Get Paid to Save for College 

You have a routine. You wake, dress, brush your teeth, and ready yourself for the day 
ahead. Your routine comes naturally to you. What if there was a way to monetize 

part of your routine? Thanks to the Minnesota legislature, if you’re a Minnesota resident, 
there now is a way to do just that.

MATTHEW RICH, CFP‰, J.D., INTEGRATED WEALTH ADVISOR
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COMPANY NEWS & COMMUNICATIONS

 C C M  C E L E B R AT E S  B E I N G  N A M E D  A M O N G  T H E 

“100 Best Companies to Work for”
B Y  M I N N E S OTA  B U S I N E S S  M AG A Z I N E 

Having just completed our thirtieth year in business and reaching the milestone of $2 billion 
of client assets under management, we were humbled to learn this month that as a result 

of input from our colleagues (employees), we’ve been listed as one of the “100 Best Companies 
to Work for” in Minnesota by Minnesota Business magazine. While we’ve been honored to receive 
other forms of recognition over the years, this award in particular has special meaning as it relates 
to our culture at Carlson Capital Management.

According to the magazine, the “100 Best” were determined by the resulting scores of an 
anonymous online questionnaire filled out by the employees of each participating company —
from which the magazine selected companies in Minnesota who “excel in the areas of work 
environment, employee benefits, and overall employee happiness, making them the 100 Best 
Companies to Work For.”

Carlson Capital Management will join other “Top 100” companies at an event in June to receive 
the 2018 award. minnesotabusiness.com/100-best-companies-work-2018 

 

“This marvelous accolade is a reflection of the significant efforts of every one of 
our colleagues to value, respect, and deeply care for our clients and one another. 
Carlson Capital Management is a special place because our colleagues make it 

so. I am delighted to receive this acknowledgement of their achievements.”

— SCOTT FERARO, Director of Human Capital

 

“It has always been our belief that we cannot serve our clients best without highly 
competent and engaged colleagues. We view this award as a testament to the importance 

and intentionality we place on creating a high performing organization, and equally 
important, the needs of our valued colleagues. We are grateful our colleagues feel  

this way, and for their significant contributions to the success of the firm.”

— GREG CARLSON, Co-Founder

See related disclosures at: carlsoncap.com/news 

http://minnesotabusiness.com/100-best-companies-work-2018
http://carlsoncap.com/news
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RESOURCES FOR REDUCING  
UNWANTED MAIL AND PHONE CALLS

In addition to using the CCM CLIENT PORTAL 
[carlsoncap.com/portal] for the convenience of access 

to daily account values, your quarterly reports, and 
other CCM documents, it’s also a tool we encourage  
to help keep your data more secure.

Other measures we encourage clients to consider to 
help protect personal data, while reducing unwanted 
paper mail and phone calls, include the following:

• DO NOT CALL REGISTRY: Managed by the 
U.S. Federal Trade Commission (FTC), the national 
Do Not Call registry gives you a choice about 
receiving telemarketing calls. Simply go to their 
website and register your home and/or mobile 
phone for free at: donotcall.gov. You can also register 
by calling 1.888.382.1222 from the phone you wish 
to register. Note that the FTC website also features 
excellent tips and articles related to identity theft 
protection, ftc.gov.

• OPT OUT for prescreened credit offers: If you’re 
interested in reducing the amount of unsolicited 
paper mail arriving in your mailbox, you can do 
so by opting out of prescreened offers for credit 
and insurance. Call 1.888.5.OPT.OUT or go 
to optoutprescreen.com to remove your name and 
address from receiving these offers (you can select 
an opt-out for five years, or permanently).

While considering these options for yourself, these 
measures may also be appealing for reducing mail and 
calls that are burdening an elderly loved one.

ANNUAL PRIVACY POLICY AND FORM ADV

Enclosed with this quarter’s report you’ll find CCM’s Privacy Policy statement, which we provide 
to you on an annual basis. In addition is an annual notice of what constitute material changes to 

our Form ADV Part 2A Brochure. The Form ADV Part 2A Brochure is a document that is updated 
annually and that all investment advisers are required to file with the U.S. Securities Exchange 
Commission. We provide you with a summary of material changes as a means of keeping you 
informed. You will note that there were no material changes made to CCM’s ADV this year.

The full Form ADV Brochure and Supplement as well as our Privacy Policy are always available 
to you. The Privacy Policy is online for review and the ADV can be requested at any time, both at 
carlsoncap.com/ADV. 

These documents are also saved in your Client Portal and are available by phone request. Be sure to let us know if you have 
any related questions.

MINNESOTA SAFE SENIORS  
FINANCIAL PROTECTION ACT

Jason Kley, CFP®, AIF®, Senior Integrated Wealth Advisor at 
CCM and current President of the Financial Planning  

  Association of Minnesota (FPA MN) recently represented 
FPA MN testifying to the Senate’s Aging and Long-Term Care 
and Commerce and Consumer Protection Finance and Policy 
Committees as they reviewed the proposed “Minnesota Safe 
Seniors Financial Protection Act.” [Senate Bill SF919]

Background on the Act from the Minnesota Department of 
Commerce: Seniors and vulnerable adults are often targeted for 
financial exploitation. According to the Investor Protection Trust, one 
out of every five persons over the age of 65 has been victimized by a 
financial swindle. One recent study estimated that older Americans 
are defrauded out of nearly $3 billion each year. The threat of senior 
financial fraud is expected to grow as the senior population itself grows 
– including in Minnesota, where the number of people age 65 and over 
will double between 2010 and 2030.

According to FPA MN, the act would “cover adults over age 65 
as well as younger vulnerable adults. If an advisor, broker-dealer 
or other financial professional has reason to believe that an act 
of fraud is being perpetrated against a senior or vulnerable adult 
they may promptly report their concerns to the Commerce 
Department and the Minnesota Adult Abuse Reporting Center. 
The advisor can also disclose this information to a third-party 
such as a designated family member.” 

“Essentially this provides our industry with another tool to 
help protect seniors, as well as vulnerable adults. This topic 
has increasing importance and relevance and as advisors,  
we want to support the kinds of best practices that would 

come from legislation such as the Safe Seniors Act.” 

— JASON KLEY, Senior Integrated Wealth Advisor

http://carlsoncap.com/portal
http://donotcall.gov
http://optoutprescreen.com
http://carlsoncap.com/ADV


IMPORTANT DISCLOSURE INFORMATION: Please remember that 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, or product (including the investments and/or investment strategies recommended or undertaken by 
Carlson Capital Management, LLC (“CCM”), or any non-investment related content, made reference to directly or indirectly in this 
newsletter 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 CCM. Please remember to contact 
CCM, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/
evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable 
restrictions to our investment advisory services. CCM 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. A copy of CCM’s current written disclosure Brochure discussing 
our advisory services and fees is available upon request.

© 2018 Carlson Capital Management
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 COMPANY NEWS & COMMUNICATIONS

We are excited to share that ANGIE OLSON, CCM’s 
Marketing & Communications Coordinator in our 

Northfield office, and her husband Adam, announced 
the arrival of their second son, HENRY ADAM on 

February 12. Welcome to sweet baby Henry! 

HOLIDAY GIFT 2017 

544
CCM Client 
Responses

459
Organizations 

Nominated

$90,000
in Gifts since 2009

10
Organizations 

Receiving

$1,000 
Each

$10,000 
in 2017

In case you missed our summary email this past quarter, again 
all of us at Carlson Capital Management want to thank you for 

responding with such strong enthusiasm to our annual holiday card 
and gift approach. 

$10,000 was sent in contributions of $1,000 each to the ten 
organizations drawn from the responses we received from you.  
The organizations, thoughtfully submitted by clients, include:

• Carpenter Nature Center, Hastings, Minnesota

• Channel One Food Bank, Rochester, Minnesota

• Hope Chest for Breast Cancer, Orono, Minnesota

• Juvenile Diabetes Research Foundation, Bloomington, Minnesota

• Minnesota Private College Fund, St. Paul, Minnesota

• Parkinson’s Foundation, Golden Valley, Minnesota

• Sharing and Caring Hands, Minneapolis, Minnesota

• TORCH (a program of Northfield Healthy Community 
Initiative), Northfield, Minnesota

• Valley Outreach, Stillwater, Minnesota

• WINGS, Northfield, Minnesota

CCM COLLEAGUES toured the Red Wing Shoe Company 
in January to learn about the history, culture, mission and 
quality standards of a 110-year-old local company. The visit 
culminated with the opportunity to select beautiful pairs of 
shoes and boots to take home as a holiday gift from CCM.  

http://carlsoncap.com
http://carlsoncap.com

