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The Return of Volatility
Do you remember the market in 2017? Probably the
single most notable fact about it was its lack of volatility.
There were small, steady gains many days, and no
peak-to-trough drops that were even close to a 10%
correction. Ah, the good old days!
In 2018, we’ve experienced two 10% corrections. In
fact, as we ended the year in the midst of the second
correction, we all watched and worried as the market
inched closer to a 20% drop. You see, if the market
drops 20%, we’ll start referring to it as a bear market
– and somehow that will be infinitely worse than simply
being down 19%.
Clearly, investors’ opinions have changed over the
past 12 months. Let’s examine the major factors that
currently weigh heavily on all of our minds:
• The Federal Reserve’s interest rate increases –
since December 2015, the Federal Reserve (the Fed)
has raised the Federal funds rate nine times. While
the current target rate (2.25% - 2.5%) is still low by
historic measures, investors worry the Fed will tighten
too much and cause a recession. Economists and
market strategists are theorizing about what rate would
be neutral, i.e. the rate that would not help or hurt our
economy’s growth. Of course, the real concern is that
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Equity markets were down in 2018 due to a sharply lower 4th
quarter. U.S. stocks posted their weakest returns since 2008.
International stocks were down even more due in part to growth
and trade concerns.
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the Fed will take rates higher than the neutral rate and
our economy will enter a recession.
• Global tightening – it’s not just the Fed that is raising
rates. Currently more than half of the world’s central
banks are in a tightening phase. This implies that the
growth rate of the global economy will slow and limit
global profits. Remember that almost half of the S&P
500 revenues are from outside the United States. So,
yes, slower worldwide growth matters.
• The Fed’s unwinding of its balance sheet – the Fed
is currently reducing its balance sheet by $50 billion
per month. If you believe that Quantitative Easing (QE)
helped the economy and the market, it’s hard to believe
that the unwinding won’t have the opposite effect.
Of course, the Fed is unwinding its $4.5 trillion bond
portfolio at a much slower pace than when the Fed first
increased the size of its portfolio.
• Flattening of the yield curve – the yield curve has
inverted before every recession since 1970. Shortterm rates are rising because they are highly correlated
with the Fed funds rate, which has been increasing, as
described above. The 10-year Treasury yield has not
increased significantly in the past
10 months, as that yield tends
to reflect growth expectations
for the U.S. economy. Higher
short-term rates without a
corresponding increase in longerterm rates means that the curve
has flattened. If the two-year yield
increases above the 10-year yield
(10/2 spread), it will mean that the
yield curve has inverted and the
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without the committed work of our employees, who
embody our mission to protect our clients’ assets, grow
their wealth, and advise them for life.

A message from the Desk of Tom Wilkins

I am glad to share with you the news that Steve
McQuade, Philip Mock, Doug Castle, and Andrea
Esparza earned promotions in December. Steve and
Philip are now senior vice presidents. Doug became an
assistant vice president, and Andrea was promoted to
investment officer. Please join me in congratulating these
exceptional employees. I am also proud to share the
news that vice president Whittney Stauffer earned her
Certified Financial Planner designation, and retirement
plan services specialist Glenda Vaughn attained her
Qualified 401(k) Administrator credential.

One more year has come and gone. One more year of
joy and - sometimes - worry. While we had plenty of
reasons to celebrate and be hopeful, there were times
we worried and spent nights awake. It was, fortunately,
another year to be grateful for those who surround us,
for the joys of life, for friends and family.
We continue to enjoy the relationships we’ve developed
over the years at TCO. Most of our clients have become
friends, and we take pride in helping them purchase
homes, plan for retirement, expand their businesses,
fund their children’s college, enjoy their grandchildren,
and pass on savings. None of that would be possible

Once again, thank you for allowing us to serve you. I
wish each of you a safe, healthy and prosperous 2019.
THOMAS W. WILKINS, Chairman, President & CEO

risk of recession is higher. Fortunately, the yield curve is
still upward sloping (i.e. positive 10/2 spread), meaning
longer-term rates are currently higher than short-term
rates.

high levels as a percentage of GDP. In addition, a record
percentage of investment-grade debt is rated BBB, the
lowest rung. If rates increase or the economy enters a
recession, this debt could be problematic as it could be
downgraded in a recession.

• Peak earnings growth – during the past year, S&P 500
earnings increased over 20%. A significant part of this
growth was attributable to lower corporate tax rates.
Now that these tax rates have been in place for a year,
we will no longer see year-over-year gains that are as
significant.

• Increasing government debt – lower tax rates and
increased government spending are expected to result
in trillion-dollar deficits by 2020. It’s not normal to run
such large deficits this late in a business cycle, when
unemployment is low and corporate profits are high.

• Trade wars – costs have increased on certain imported
goods due to higher tariffs. This has affected both
consumers and those U.S. producers who depend upon
the imported goods in their manufacturing process. In
addition, trade wars and tariffs disrupt the supply chain
of U.S. companies. The U.S. and China are currently
negotiating tariffs. Investors are hopeful that a tariff deal
will be finalized sometime in 2019. However, until a deal
is reached, the uncertainty of these negotiations will
continue to weigh on the markets.

• The length of the business cycle – if we don’t enter
a recession in 2019, we will be enjoying the longest
expansion in U.S. history. Of course, long expansions
create worker shortage concerns that could result in
wage inflation.
• Decline in oil prices – As the world’s largest producer
of oil, capital expenditures slow significantly as the price
of oil drops. In addition, the oil sector is responsible for a
significant amount of outstanding high-yield debt. That
debt becomes riskier with oil prices in the $40 price
range.

• Stronger dollar – the dollar has strengthened for
many reasons, including: 1) the United States’ superior
economic performance relative to other countries, 2)
the fact that U.S. interest rates are higher than most
other developed nations, and 3) the impact of the
ongoing trade war with China. A stronger dollar makes
our exports more expensive and imports cheaper. Both
of these factors hurt domestic production.

THERE ARE BRIGHT SPOTS
Lest we sound too bearish, there are plenty of counterarguments that allow us to stay invested. Most notably:
• Severe bear markets usually occur with recession
– bear markets in a growing economy average a 24%
drop from the high, while bear markets accompanied by
a recession average a 37% drop. While the growth rate
of the economy is slowing as we come off the sugarhigh of low taxes and increased government spending,
we still expect positive economic growth in 2019. Over
the next year, growth should continue to move closer to
our long-term trend growth rate of 2%.

• Government uncertainty – regardless of which side of
the aisle you’re on, government shutdowns, a revolvingdoor White House, and Twitter threats directed at
specific companies as well as the Fed chairman don’t
inspire investor confidence.
• High corporate debt – corporate debt has hit record2

• Earnings still increasing – while the growth rate of
earnings has peaked, earnings have not. In the absence
of a recession, earnings should still grow by 6 to 8% in
2019.

lower gas prices at the pump – always a positive for
consumers.
So, where does this leave us? See the chart below for
perspective. We had 20 days in 2018 when the market
was up or down by at least 2%. In 2017, there were no
such days.

• Valuations are more attractive than last year – since
last year, earnings have increased and market multiples
have decreased. For long-term investors, this implies
cheaper stocks. The S&P 500 is currently selling for
17 times trailing 12 months earnings, roughly equal to
the average valuation level over the past 40 years. In
December, 2017, the market was selling for 22 times
earnings.

To the extent that volatility represents uncertainty – the
fight between the bulls and the bears, it shouldn’t be
surprising that volatility is high. Given we’re late in the
business cycle and also late in the Fed’s tightening
cycle, we should expect volatility to continue in 2019.
If forced to play the role of prognosticator, I would
suggest that low oil prices and a falling stock market
will help keep inflation in check, even in the face of low
unemployment. Slow growth and low inflation will put a
ceiling on how high interest rates can go, helping calm
investor Fed-related concerns.

• The yield curve is still upward sloping – while the
spread between the two-year Treasury and the 10-year
Treasury yield is declining, the spread is still positive
which implies new loans are still profitable for banks.
Even if spreads do invert, there have been times (1989
and 2006) when the stock market rallied for another 18
to 20 months after inversion before peaking.

At the same time, slower earnings growth, pessimism
about the business cycle, and uncertainty about fiscal
policy, monetary policy, and trade policy will put caps
on the best-case scenario for stocks. Ultimately, it’s the
unpleasant part of the investing cycle, recognizing that
we’re no longer in the sweet spot of the business cycle.
Many of these issues have the potential to create bouts
of short-term volatility – situations that will likely give us
the opportunity to increase our allocation to equities at
more attractive prices over time.

• Benefits of trade disputes – it’s possible that our
trade conflict with China will have positive results. Most
notably, Chinese markets could become more open to
U.S. companies while China could be forced to increase
its respect for intellectual property rights.
• The Fed is slowing down its pace of rate hikes – at
its most recent meeting, the Fed projected only two
more rate increases next year and one more after that.
Investors believe the Fed will only increase rates once
in 2019. The Fed is acutely aware that the stock market
is currently selling off due to its tightening of financial
conditions (i.e. raising rates).

We will continue to monitor the markets and adjust
your portfolio to be in the best position for whatever the
market and the Fed have in store for us. We sincerely
appreciate your vote of confidence during these
challenging times.

• Decline in oil prices – Lower oil prices also mean
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Dementia and Alzheimer’s Patients
Are Easy Prey For Scammers
iSTOCK

your health and be honest with your medical advisers
so they can make better recommendations.

• Stay active both mentally and physically. When
we stay active and have friends and family who truly
know what’s going on, it becomes harder for others to
take advantage of us.
• Stay financially aware. Make sure your financial
affairs are in order and meet with your financial advisors
regularly. Update your estate planning documents to
ensure they reflect your needs and desires.

As Chairman of the Board for the Alzheimer’s Association
- Oklahoma Chapter, I hear stories of individuals
and families being affected by financial abuse all too
frequently.

IS YOUR AGING PARENT BEING SCAMMED?
If you worry about your parents or other seniors
falling victim to financial abuse, make sure you have
conversations about this topic. Look for signs of financial
abuse, such as frequent expensive gifts to a caregiver,
missing personal items or credit cards, adding people
to a bank account, or changes in a will or other financial
documents. Before hiring caregivers, perform a diligent
background investigation. Be alert to signs such as
caregivers who seem to limit the time a vulnerable adult
can see friends or family.

As a wealth manager at Trust Company of Oklahoma, I
meet families reaching out for help when they discover
that a loved one has been financially abused.
As we live longer lives, our cognitive abilities often
decrease. This means that more and more families are
caring for a loved one with some form of dementia.
The memory loss and cognitive conditions make the
patients easy prey for scammers. As a result, many of
us are coming face-to-face with elder abuse.

Make sure your aging parent has a power of attorney
to handle financial affairs on his/her behalf. Consider
engaging with TCO as fiduciary agent and corporate
trustee so we can take on the responsibility of paying
bills, receiving mail and managing assets. This keeps
criminals from taking advantage of someone with
cognitive disease. We have safeguards and procedures
to protect our clients’ assets. And even if these
procedures fail, we are insured and bonded.

WHO ARE THE SCAMMERS?
Financial abuse can take many forms and, sadly, most
abusers aren’t strangers. Typically, the victim is ripped
off by a family member, friend or caregiver.
HOW TO SPOT FINANCIAL ABUSE
Methods used to exploit a vulnerable individual include:

Having a friend or individual advisor serve as trustee
sounds like a great idea, but they rarely have the
expertise and time for such an important job. And
if anything happens to your assets they are likely not
insured to reimburse any losses.

• Taking the victim’s money and valuables
• Secluding the victim from family and friends
• Borrowing money and never paying it back
• Giving away the victim’s possessions without
permission

LET US HELP YOU
Personal diligence and outreach to professionals is
the best prevention for elder
abuse. Don’t hesitate to contact
us to discuss your concerns
regarding the possibility of elder
abuse occurring in your circle.
We have professionals dedicated
to handling financial abuse and
elder care. They have both legal
and financial backgrounds. They
can help if abuse occurs and
provide counsel in advance to
JOE RAY
prevent abuse.

• Misusing the victim’s ATM and credit cards
• Pressuring/encouraging the victim to give them gifts
• Presenting fraudulent billings.
Even advertised financial strategies such as reverse
mortgages and insurance factoring, or telemarketing
promotions, may be sold unnecessarily to vulnerable
individuals. At TCO, we unfortunately see this quite
often. The result is the same: a potentially devastating
financial situation.
HOW CAN YOU PREVENT BECOMING A VICTIM?
• Stay connected. Cultivate friendships, take care of

Senior Vice President
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“Drill, Baby, Drill”

in the energy market as well. OPEC production
changes, Iranian sanction changes, and geopolitical
issues in countries such as Venezuela affect the market
quickly and sometimes with little warning. Global capital
expenditures, which have dropped nearly 45% in the
past few years, are forecast to rise 6% annually in the
short to medium term.

“Drill, Baby, Drill” was a campaign slogan first used at
the 2008 Republican National Convention by former
Maryland Lieutenant Governor Michael Steele. Over ten
years later, depressed oil prices made drilling (profitably)
a challenge. But if you listen closely, many in the energy
sector are beginning to embrace this slogan again.

Globally, rig counts are up and energy exploration rose
for the first time in three years. Guyana led the way
in 2018 followed by Russia, and the United States,
specifically the Permian Basin in West Texas. U.S.
production prowess changed the structure of global
supply and demand, and we’ve
taken the admonition to keep
drilling to a whole new level.
Listen closely and you will hear
the chanting.

After several years of oversupply and prices in the $40$50 per barrel range, West Texas Intermediate crude
prices rose to over $75 per barrel in early October,
fostering a feeling of guarded optimism by producers
and mineral interest owners alike. But after the rapid
rise, prices plummeted to the $40-45 range again during
the last three months of the year.
Here’s where the 2008 campaign slogan makes an
appearance: the U.S. is now a net exporter of oil – for
the first time in nearly 70 years. The combination of
high production and low prices has forced U.S. energy
companies to develop technology to make production
much more efficient and profitable in the long-term.

TCO manages over 16,000
mineral assets in 23 states. In
2018, gross revenues exceeded
$12 million, an increase of more
than 8% over 2017 and our
highest revenue year since 2014.

As with the stock market, we are experiencing volatility
Thousands Barrels Per Day

T. RAYLENE ROGERS
Vice President
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The association’s care and support program is a statewide comprehensive system of education and services.
There is an entry point for caregivers seeking information
about the disease as well as customized services to
support those living with dementia and their families.
Free to families, the programs include a 24/7 helpline,
family care consultations, caregiver counseling, support
groups, referral services, professional healthcare
training, and a range of community education efforts
for families, communities, businesses, and senior
service agencies. In addition, the association, through
its volunteer advocates, works with elected officials to
create catalytic policy change at the city, county, state,
and federal levels.

In Oklahoma alone, more than
64,000 families are affected by
Alzheimer’s. Family members,
neighbors, and friends are forced into caregiving roles
to help a loved one who suffers from this fatal disease
that slowly steals personalities, memories, and abilities
to function.
The Alzheimer’s Association addresses the immediate
needs of families living with someone who has
dementia as well as the long-term goal of ending the
disease through research. In essence, the Alzheimer’s
Association is working to put itself out of business. Until
that day comes, the association is here to help those
affected by this disease navigate the difficult journey.

Learn how you can play a role in supporting those
affected and ending Alzeimer’s for good at alz.org/
oklahoma.
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P.O. BOX 3627
TULSA, OK 74101-3627

FORWARDING SERVICE REQUESTED

WHILE THIS MAY HAVE BEEN A GREAT WAY TO START YOUR BUSINESS,
IT’S NOT A VERY GOOD WAY TO PLAN FOR YOUR RETIREMENT.

TRUST YOUR WEALTH TO TRUST.
Starting a business is risky. But risking your lifetime savings is foolish.

(918) 744-0553 | TRUSTOK.COM

We can help you prepare for retirement so you can relax with financial
peace of mind. Let’s talk!

PROTECTING YOUR ASSETS.
GROWING YOUR WEALTH.
ADVISING YOU FOR LIFE.

