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Dennis Stearns, CFP®

• Dennis Stearns is a financial planning practitioner and President of 
Stearns Financial Group (SFG), a fee-only financial planning and 
investment management firm with offices in Chapel Hill and 
Greensboro, and clients around the U.S. and overseas.

• Dennis has been called “one of the leading scenario experts and 
futurists in the financial planning industry” by the Financial Planning 
Association. He has been honored with two national Community 
Service Awards for his community work in Greensboro. He was 
named to a list of the “Most Admired CEOs” by the Triad Business 
Journal in 2016.

• He is a TEDx speaker on The Changing Future of Jobs.

• Dennis is Treasurer and a board member of Gateway University Research Park, home of the 
JSNN nano-center. 

• He is a partner in a Technology Business Accelerator and is an advisory board member for 
the Greensboro Chamber’s “Launch” Entrepreneur program.   

• Dennis is a former chess expert and was a member of one of the winningest Pan American 
Chess Teams in U.S. history. He coaches an inner city chess club and often plays up to 35 
people at the same time to raise money for children’s charities.
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2018 Main Message

SEPTIC
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What Worked the Last Five Years

1. Low cost passive indexing

2. Underweight risk-off assets, including fixed income

3. Moderate sector overweights – “fat pitches” 

4. U.S. over international stocks

5. Slow rebalancing 
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What to Consider in the Next Five Years

1. Low-moderate cost active strategies – stocks and 
bonds 

2. More balanced U.S. vs. international stocks (but 
don’t forget the Deployment phase!) 

3. Moderate sector overweights – “fat pitches”

4. More aggressive rebalancing

5. Alternatives to bonds and stocks 
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GLOBALIZATION

URBANIZATION

GLOBAL
AGE WAVE

TECHNOLOGY

NEW REALITY
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Pace of Change =
10x Speed of

First Industrial Revolution

Power = 300 Times

Impact = 3000 Times!!!
– McKinsey and Co. 2015 Report
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Opportunity and Challenge
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Behavioral Finance Traps

• Social Media can 
increase anxiety and 
stress
(Source: Pew Research Center)

• Internet algorithms 
promote confirmation 
bias and anxiety

• Anxiety reduces the 
brain’s ability to screen 
out distractions to the 
detriment of sound 
decision-making
(Source: http://www.jneurosci.org/content/36/11/3322)
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Millennials

Source: https://www2.deloitte.com/us/en/pages/about-deloitte/articles/press-releases/deloitte-greenhouse-millennial-study.html
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Super Trend Career Impact

The U.S. Job Market Susceptibility to Automation Scale

1 Managing and developing people.
2 Applying expertise to decision making, planning, and creative tasks.
3 Interfacing with stakeholders.
4 Performing physical activities and operating machinery in unpredictable environments.
5 Performing physical activities and operating machinery in predictable environments.
NOTE: Numbers may not sum due to rounding.
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Four Stages of a Technology Disruption

1. Frenzy – think early railroads or dot.com boom.

2. Consolidation (Bust) – Coming back down to earth, 
usually with a bang!

3. Deployment – Where big profits are made, often 
lasts for decades.

4. Maturity – the Future is more evenly distributed, 
margins compress.
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Potential Disruption Effect

1. 35% Additional Increase in global GDP in the next 10 
years due to AI:
 12% enhanced worker productivity
 23% more consumer spending
Source: Deloitte

2. S&P 500 companies boosting earnings using AI, 
predictive global supply chains, big data analytics, 
automation/robots, blockchain, advanced 
application tools like GitHub and other technology 
accelerators
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Financial Liquidity Cycle

Framework for Interaction Between Financial and Business Cycles

Source: Morgan Stanley Wealth Management.
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Synchronized Global Growth

Table Source: Goldman Sachs Global Investment Research and Goldman Sachs Asset 
Management (GSAM) as of August 31, 2017. The economic and market forecasts 
presented herein are for informational purposes as of the date of this presentation. 
There can be no assurance that the forecasts will be achieved. Please see additional 
disclosures at the end of this presentation. The economic and market forecasts 
presented herein are for informational purposes as of the date of this document. There 
can be no assurance that the forecasts will be achieved. Please see additional 
disclosures at the end of this document.
Top Right Chart Source: BofA Merrill Lynch Global Research.
Bottom Right Chart Sources: ISM; Haver Analytics.
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Strong 
Economy

Strong
Stock Market

Economy vs. Stock Market
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Unemployment Rate and Business Cycle

Source: BCA Research – Global Investment Strategy: Don’t Fear A Flatter Yield Curve, 12/22/2017
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Health of the Consumer

Source: FactSet, FRB, J.P. Morgan Asset Management; (Top and bottom right) BEA. Data include households and nonprofit organizations. SA – seasonally adjusted.
*Revolving includes credit cards. Values may not sum to 100% due to rounding. **3Q17 and 4Q17 figures for debt service and 4Q17 figure for net worth are J.P. Morgan Asset 
Management estimates. Past performance is not a reliable indicator of current and future results. Guide to the Markets – U.S. Data are as of December 31, 2017.
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Federal Debt as % of GDP

Source: CBO, J.P. Morgan Asset Management; (Top and bottom right) BEA, Treasury Department. 2017 Federal Budget is based on the Congressional Budget Office (CBO) June 
2017 Baseline Budget Forecast. Other spending includes, but is not limited to, health insurance subsidies, income security and federal civilian and military retirement. Please note 
that these estimates do not include the impacts of the Tax Cuts and Jobs Act of 2017. Note: Years shown are fiscal years (Oct. 1 through Sep. 30). Past performance is not a 
reliable indicator of current and future results. Guide to the Markets – U.S. Data are as of December 31, 2017.
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Consumer Spending More Correlated with 
Income Than Net Worth

Source: BCA Research – U.S. Investment Strategy: The Bucket List, 12/18/2017.
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U.S. Recession Watch

Chart Source: Goldman Sachs Global Investment Research and Goldman Sachs Asset Management (GSAM). As of August 31, 2017. The chart shows quarterly data of the unconditional 
probability of a US recession in the next nine quarters from January 1981 to June 2017, the latest available data. The lines show the amount of time from current levels (33%) it has 
historically taken to enter a recession, as defined by the National Bureau of Economic Research. The economic and market forecasts presented herein are for informational purposes as 
of the date of this document. There can be no assurance that the forecasts will be achieved.

Over the next two years, long-term averages suggest a 33% U.S. recession probability

. .
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2018 Scenarios

Source: Stearns Financial Group
SFG cannot guarantee projections or that estimates will actually be met. Investing involves risk, including possible loss of principal. Please see our disclosures at the end of this document.
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Asset Class Returns

Source: Barclays, Bloomberg, FactSet, MSCI, NAREIT, Russell, Standard & Poor’s, J.P. Morgan Asset Management. Large cap: S&P 500, Small cap: Russell 2000, EM Equity: MSCI 
EME, DM Equity: MSCI EAFE, Comdty: Bloomberg Commodity Index, High Yield: Barclays Global HY Index, Fixed Income: Barclays US Aggregate, REITs: NAREIT Equity REIT Index. 
The “Asset Allocation” portfolio assumes the following weights: 25% in the S&P 500, 10% in the Russell 2000, 15% in the MSCI EAFE, 5% in the MSCI EME, 25% in the Barclays US 
Aggregate, 5% in the Barclays 1-3m Treasury, 5% in the Barclays Global High Yield Index, 5% in the Bloomberg Commodity Index and 5% in the NAREIT Equity REIT Index. Balanced 
portfolio assumes annual rebalancing. Annualized (Ann.) return and volatility (Vol.) represents period of 12/31/02 - 12/31/17. All data represents total return for stated period. 
Past performance is not indicative of future returns. Guide to the Markets – U.S. Data are as of December 31, 2017.
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Stock Performance Prior to a Recession

Source: BCA Research – Global Investment Strategy: Don’t Fear A Flatter Yield Curve, 12/22/2017
Past performance is not indicative of future results.
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Elevated Stock Valuations

Source: FactSet and T. Rowe Price.
Chart is shown for illustrative purposes only and does not represent the performance of any specific security.
Past performance is not indicative of future results.
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Stock Outperformance

Source: BofA Merrill Lynch Global Investment Strategy, Global Financial Data
Past performance is not indicative of future results.
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International Stocks

MSCI ACWI EX-U.S. VS. S&P 500 FORWARD PRICE-TO-EARNINGS RATIO

International near record low P/E levels relative 
to the U.S.

Source: FactSet, MSCI, Standard & Poor’s, J.P. Morgan Asset Management.
Data are as of November 10, 2017.

Sources: Compustat, FactSet, Standard & Poor’s, J.P. Morgan Asset Management.
Data are as of November 10, 2017.

After years of U.S. earnings outpacing international, 
a reversal is beginning.
MSCI ACWI EX-U.S. VS. S&P 500 FORWARD EPS, USD, JAN. 2002 = 100
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Corporate Tax Reform Impact on Stocks

1. Expect earnings to be turbocharged for the S&P 500 
and many individual companies.

2. Most S&P 500 CEOs say they will pay down debt and 
buy back stock with majority of tax savings cash flow –
don’t count on a large overall economic tailwind. 

3. Financial sector stocks may be the biggest beneficiary 
of combination of corporate tax reform and regulatory 
reform. 

Could the combination of corporate tax reform cash flow 
bonus plus continuing low interest rates and inflation be 
the catalyst for the next leg up in the bull market for U.S. 
stocks? 
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U.S. Stock Scenarios – Five-Year View
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SFG cannot guarantee projections or that estimates will actually be met. Investing involves risk, including possible loss of principal. Please see our disclosures at the end of this document.
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U.S. Stock Scenarios – Five-Year View
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Calculated return is an annual IRR based on the price return, using a beginning value of 2,639 and the ending value for each scenario. Past performance is no guarantee of future results. 
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Potential Impact of the
Techno-Industrial Revolution?

9.8% per year return + dividends
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and 

versus 

Companies They Support? 

Invest in Prime Disruptors or Benefactors?
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Invest in Prime Disruptors or Benefactors?

Microsoft and Amazon vs. S&P 500

Past performance is not indicative of future results.
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Invest in Prime Disruptors or Benefactors?

or XT 

versus 

Companies They Support? 
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Invest in Prime Disruptors or Benefactors?

BOTZ and XT vs. S&P 500

Past performance is not indicative of future results.
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SFG Forward Return vs. Risk Chart
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Past performance is not indicative of future results.
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Flattening Yield Curve A Concern?

Source: BCA Research – Global Investment Strategy: Don’t Fear A Flatter Yield Curve, 12/22/2017



2018 MARKET OUTLOOK: NEW HIGHS OR NEW HEADACHES? P A G E  38
© STEARNS FINANCIAL 2018 – ALL RIGHTS RESERVED

Tightest Fixed Income Spreads Since 
Global Financial Crisis

Source: Sources: Bloomberg Barclays, BofA Merrill Lynch, and JP Morgan.
U.S. IG Corporate = the Bloomberg Barclays U.S. Investment Grade Index; Global High Yield = the BofA Merrill Lynch Global High Yield Index; EM IG Sovereign = the JP Morgan 
Emerging Markets
Bond Index (EMBI) Global Investment Grade. 
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Bonds Tend to Provide Portfolio Ballast

Source: BCA Research – Global Investment Strategy: Don’t Fear A Flatter Yield Curve, 12/22/2017
Past performance is not indicative of future results.
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SFG Asset Class Ranking

SFG’s asset allocation ranking is continuously reevaluated by the Investment Committee and is dynamic in nature, based on financial market trends.
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JPMorgan Volatility
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Summary

1. Many scenarios suggest more muted U.S. stock returns going 
forward. 

 Combination of corporate tax reform, low interest rates  and the 
Deployment phase of the Super Trend revolution could surprise on the 
upside. 

2. SFG expects that volatility is likely to return to “normal” –
expect at least one cumulative 2,000-3,000 point Dow drop in 
2018.

3. Be more “active” – global diversification, actively managed 
mutual funds, rebalancing and fat pitches. 

4. Adjust your allocation to your “sleep well” level – there are 
many possible wild cards that will create anxiety! 
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Questions?

Past performance is no guarantee of future results. This material is not financial advice or an offer to sell any product. This report is for informational purposes only. The statements 
contained herein are solely based upon the opinions of Stearns Financial Group and the data available at the time of publication of this report, and there is no assurance that any predicted 
results will actually occur. Stearns Financial Group reserves the right to modify its current investment strategies and techniques based on changing market dynamics or client needs. This 
report contains no recommendations to buy or sell any specific securities and should not be considered investment advice of any kind. In making an investment decision, individuals should 
utilize other information sources and the advice of their investment advisor. Information was obtained from third party sources which we believe to be reliable but are not guaranteed as to 
their accuracy or completeness. Stearns Financial Group is a registered investment advisor. More information about the advisor, including its investment strategies and objectives, are fully 
described in the firm’s Form ADV Part 2, which is available by calling (336) 230-1811, or can be found by visiting www.stearnsfinancial.com.

The Triad Business Journal’s (TBJ’s) 2016 Most Admired CEOs is not indicative of future performance. The TBJ Most Admired CEOs honors the Triad's outstanding business leaders. The 
honorees are selected among local CEOs and company presidents at both nonprofit and for-profit organizations, including both public and private companies. Nominees do not necessarily 
have to carry the title CEO, but they must be the top executive for their organizations. Honorees are chosen by TBJ designated judges from a pool of online nominations. Those chosen for 
the honor will have demonstrated vital leadership and a customer service philosophy, outstanding employee relationships, contributions to the community and evidence that they have 
shaped their company's products or services to help lead their business to success. SFG-18-03

Investment Committee
Andy Clark, CFP®

Dennis Stearns, CFP®
Glenn Joyce, CFA, CFP®

John Thomas, CFA, CFP®
PJ Williams, CFA

http://www.stearnsfinancial.com/

