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high standards as we deliver tailored portfolios 
and financial planning to reduce risk, improving 
the probability of our clients’ success.  

 . 
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Wall Street is full of forecasters. Entire enterprises are 
built around the business model of selling forecasts. 
Forecasts for interest rates, GDP growth, inflation, 
company earnings, revenue growth, house prices, the 
British Pound, the Japanese Yen and on and on. While 
we respect the forecaster’s efforts, nobody ever seems 
to be held accountable for the accuracy of their forecast. 

Why is that? Well, it’s mostly because the forecaster 
always has a great reason for why their forecast wasn’t 
accurate. “Who could have expected a global pandemic 
when I said GDP would be 5%?” “Who knew that Russia 
would invade Ukraine when I predicted $25 oil?” “How 
did I know that the iPhone would be so much better than 
the Blackberry when I predicted Blackberry’s revenue 
would grow 20% per year for the next decade?” But isn’t 
that the point? That since the events driving the results 
of the forecast are inherently unpredictable how can any 
forecast be consistently accurate or particularly useful. 

Further exacerbating this problem is that the forecaster 
does not see his or her own inability to forecast. The 
forecaster has a litany of professional degrees and 
experience which they believe allows them to foretell the 
future. The forecaster believes that their predictions 
were actually accurate if only these unknowable events 
hadn’t intervened. This phenomenon is known in 
psychology as “cognitive dissonance.”  This is the 
human minds' natural tendency to resolve internal 
inconsistencies in your own favor, despite dis-confirming 
evidence. “I am an experienced person with a PhD 
whose career is making accurate predictions, of course 
my predictions are accurate, it was the unknowable 
events that caused them not to be correct”.

If we accept that forecasting the future is a futile 
exercise,  no  more  accurate  then the  proverbial  dart,  
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diversification, dampening the effects of market 
volatility, risk cannot be completely avoided. There will 
be periods where markets will overreact to the news of 
the day and fear will overtake rationality. In those 
periods retirees should remember the equanimity of 
mind that got them to their retirement nest egg in the 
first place. 

Another characteristic of our recent retirees is that 
they have embraced planning and have been able to 
stick with their plan even when the fruits of that labor 
were still many years away. This willingness to engage 
in long term planning has provided significant benefit 
over the years. 

This too is a lesson to be maintained in retirement. 
Smart decisions today on tax planning, social security 
and trust and estate will be magnified over time and 
result in both greater enjoyment of your retirement 
years and a greater legacy for whomever your eventual 
beneficiaries may be. 

With the markets having experienced significant gains 
in recent months, particularly from the Covid driven 
lows in 2021, we think it is important to remind all 
clients that there will be cyclicality in the markets 
again and that prices will not always move higher.

Some of this cyclicality was experienced in the last 
weeks of the third quarter as both international and 
emerging equity markets declined 3-5%. Tech-oriented 
indexes experienced even deeper declines. Fixed 
income markets were also lower, driven down by the 
Congressional deadlock on increasing the debt 
ceiling. However, regardless of what may come in the 
short term we all will be best served by tuning out the 
noise, focusing on the process, and continuing to sing, 
“time is on my side, yes it is, time is on my side.”

throwing monkey, how do we, as professional 
investors, add value to our clients? Our answer is, we 
do so as highly informed “reactors”. We know that 
markets will overreact to current events and that there 
is tremendous opportunity in adjusting our holdings 
during those over reactions. Our goal is to take 
advantage of emotion driven mispricing. 

During COVID equities traded as if the economy would 
never grow again and so there was an opportunity to 
buy. At the end of last year certain stocks traded as if 
they would grow at elevated rates in perpetuity. We 
were able to rebalance some of our equity positions in 
“reaction” to this euphoria. 

What then are we reacting to today? In recent months, 
to combat inflation, the Fed has been aggressively 
raising interest rates. Market participants have 
responded by rapidly selling fixed income instruments. 
Since price is inversely related to yield, aggressive 
selling has led to lower prices and thus higher yields. 
For some time, we have been bearish on fixed income 
because yields were so low. Now however, with the 
markets experiencing unforecastable inflation and thus 
higher rates, we have begun to add fixed income back 
to our portfolios. We can take advantage of higher 
yields and the consistent income streams which are an 
attractive element of bonds.

Pundits have been “forecasting” higher inflation and 
interest rates for many years. But it was unpredictable 
events, COVID and Ukraine, that drove inflation. Our 
ability to react to those events allows us to buy fixed 
income instruments for clients at attractive rates of 
return. 

As always, we appreciate your partnership and 
welcome you to reach out with thoughts or questions.

BY ALEC BETHURUM            
SENIOR PORTFOLIO MANAGER
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DIVERSIFICATION & TAX STRATEGIES
BY FRANK STERNECK, CO-FOUNDER & CHIEF INVESTMENT OFFICER

Last month, Austin and I had the opportunity to attend an  Investment Symposium sponsored by AQR.  
AQR is a 130 billion dollar investment firm specializing in alternative strategies.  While largely managing 
institutional money, they have created a number of products, both public and private, available to 
Registered Investment Advisors.   We have known a number of the principals of the firm and have owned 
some of their public funds for some time.  More recently we have been exploring and recommending some 
of their private funds.

The focus of the symposium was the importance and value of diversification and taxes in the face of 
investing in a period of low expected returns.   Many of their alternative strategies offer diversification from 
traditional asset classes and risks.  In addition, they have a few private funds that offer unique tax benefits 
including ordinary tax losses that can offset ordinary income.  Feel free to reach out if you’d like to learn 
more about AQR and their private offerings.  

STUDENT LOAN FORGIVENESS
BY AUSTIN DRAKE CFP®, SENIOR WEALTH ADVISOR 

Many of our clients and their family members or friends have utilized federal student loans to obtain higher 
education. Therefore, we wanted to highlight and expand upon the recent student loan forgiveness 
announcement. On August 24, 2022, President Biden announced the forgiveness of up to $20k in student 
loans for Pell Grant recipients and $10k for other qualifying federal loan borrowers. Biden also extended 
the federal student loan payment pause through the end of the year. While there are plenty of inequities in 
the United States and discussions to be had around the root of the student loan issue, as advisors we use 
the cards dealt to advise our clients on their best path forward. 

To qualify for the forgiveness, individuals must earn less than $125k for single and $250k for married. We 
advise clients to postpone paying down these loans, particularly past these amounts if forgiveness is 
applicable, until the pause ends. We recommend preparing for the online form that will be available in 
early October by logging into your account (or creating one) at studentaid.gov and make sure your contact 
info is up to date and make sure your loan servicer has the correct info as well. Please let us know if you 
have any questions or want to set up a call to review your financial plan given this news. 

TD AMERITRADE  TO SCHWAB
BY BRANDIE GIFFIN, COO; COO

The transition of custodial services remains on 
track for late 2023.  We continue to monitor 
progress closely and are preparing for a smooth 
transition. As noted prior, the transfer will occur 
with advance notice and with little to no effort by 
clients.  

An enhanced client experience is expected as a 
result of blending the best products and services 
offered by both companies.

Technology innovation is core to Schwab's 
culture, offering better digital tools with emphasis 
on fraud protection.  You can also look forward 
to an expanded, robust Client Portal which will 
offer greater personalization, navigation options 
and functionality. 

Reduced and no-commission trading is a benefit 
facilitated from scale. There is more value to 
come.

https://www.facebook.com/SterneckCapitalManagement/
https://twitter.com/SterneckCapital
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