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st QUARTER  2022 COMMENTARY

There is an old Chinese curse, which is often ironically 
repurposed by Western Statesmen, which says “may 
you live in interesting times”. While that may be the 
goal of an ambitious general or politician, looking to 
make an imprint on history, it is not the goal of 
Sterneck Capital. However, the first quarter was, in 
fact, very interesting. 

The market action in Q1 ’22 was shaped by two 
events, one geopolitical and one macroeconomic. 

On the geopolitical front, despite several warnings of 
impending action by the US State Department, the 
market was surprised when Russian forces moved 
across their border and into the Ukraine in late 
February. As is the case with many market moving 
events investors sold first and asked questions later 
and markets sold off broadly. 

The Western response to the Russian action, a 
series of aggressive sanctions, including a freezing 
of the Russian Central Bank’s non Ruble assets, 
resulted in declines for global equity markets and 
spikes in commodities including foodstuffs, precious 
and non-precious metals, oil and fertilizer. 

These commodity price increases have only served to 
further incite market concerns surrounding inflation, 
which was the macroeconomic driver of returns in Q1. 
Rate increases, both Fed and market driven, resulted 
in the single worst quarter for bonds and fixed income 
assets in a decade. The major bond indexes were 
down 5-6% in Q1. 

The market action in Q1, stocks and bonds down 
together, was a confirmation of our investment thesis 
over the last couple of years. That being, that the next 
market draw-down may be driven by higher rates and  
that since the Fed would be facing inflation, they would 
be unable to rapidly change course and lower rates to 
combat the contraction.
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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.”

This dynamic, stocks and bonds down together, in the 
face of heightened volatility driven by an external 
event, is a new paradigm for nearly every investor 
active in today’s markets. The action is, we believe, an 
indication that there may be a breakdown between the 
traditional inverse relationship between stock and bond 
performance. 

Fortunately, our alternative assets and portfolios, both 
public and private, continue to prove that they offer  
diversification and uncorrelated returns and  hedge our 
equity portfolios. Several of our alts have been 
excellent performers on an absolute and relative basis. 
A hypothetical equal weight portfolio of our alternatives 
returned nearly 2% in Q1 with limited volatility. A strong 
number, but even more impressive in comparison to 
negative returns in fixed income. Standouts in the 
alternative portfolio included managed futures and 
long/short equity. 

Mid-quarter we sent out a market update to give 
historical perspective on the equity markets and how 
common draw-downs of 10-20% have been. Our 
message then, and now, was to try to ignore the 
variability in short-term prices and be confident in the 
group efforts of managers and employees to grow 
company earnings over time.

At certain times, markets will get ahead of themselves 
in anticipating the long-term earnings. At other times, 
markets will be far too pessimistic about those same 
earnings. At the end of 2021 some excessive optimism 
was apparent in certain sectors of the market. 
Particularly some areas of tech. Q1 has moderated 
some of that optimism and some areas of opportunity 
are beginning to present themselves. 

However, it will be difficult to have a true all clear in 
equities until the Fed is done with rate hikes and 
quantitative tightening. Regardless, our long-term view 
on equities remains bullish. 

As always, we appreciate your business and your trust 
and encourage you to reach out with any questions.

BY ALEC BETHURUM            
SENIOR PORTFOLIO MANAGER
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2021 TAX FILING AND PLANNING REVIEW
BY AUSTIN DRAKE CFP®, SENIOR WEALTH ADVISOR 

Several clients have engaged in Financial Planning, an evolutionary analysis that is included in the 
wealth management services available to all Sterneck Capital Management (SCM) clients.  Evaluating 
total income, liabilities and net-worth, including assets held outside SCM, is an important step when 
considering near and long-term tax planning strategies. 

If we've launched your Financial Plan, providing your 2021 tax return ensures we have current and 
complete data to assist with tax planning strategies more effectively  The easiest way to securely provide 
this is via our financial planning software, eMoney’s Vault. This allows us to keep you informed on pre-tax 
and post-tax retirement account contributions, Roth conversion options, and charitable giving strategies, 
among many others. If you are new to using the eMoney Vault, contact me for the simple instructions.

If you do not currently have a Financial Plan and would like to explore the value of having one,  please 
reach out to us. 
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NEVER SAY NEVER
BY FRANK STERNECK, CO-FOUNDER & CHIEF INVESTMENT OFFICER

As Alec pointed out, bonds had a rough 1st quarter.  We have been cautious and warning about the risks 
bonds pose for quite some time. This is the reason bond allocations are relatively small in most of our 
client portfolios.  We witnessed bond yields rise well before the Fed announced their first rate increase in a 
number of years.  It is not surprising that the market moved ahead of the actual rate increase, markets are 
forward looking and by the time an event actually occurs, it is often fully reflected in asset prices.  

One area of the fixed income market that has caught our attention is the municipal bond market.  We 
have seen a number of closed end municipal bond (fed tax free) funds trade off sharply to the point that 
they are trading at material discounts to the net asset value (NAV) of the fund’s underlying holdings.  Our 
experience in following and investing in closed end funds leads us to be attracted to funds trading at large 
discounts to NAV, and shunning those that trade at premiums.  With some funds trading at current yields 
north of 5.5%, the after-tax return is noteworthy.  So while you may have heard us say we would “never” 
be a buyer of bonds, markets can present opportunities when you least expect it, and it is our job to take 
notice and advantage of what appear to be market excess and disconnects.

PERSONAL LEADERSHIP IN A ZOOM ECONOMY 
BY ROBIN STERNECK, PRESIDENT

“I hear, I forget… I see, I remember”  Confucius. Although 
the ancient teacher, politician and philosopher Confucius 
didn’t work through a Zoom or Teams Meeting Lens, his 
words about being visible are timely and relevant to those 
of us who do so now. Time will tell, but our personal brands, 
business brands and organizational cultures will likely 
struggle to thrive if we don’t proactively re-connect and be 
seen. Let’s intentionally reconnect with each other and our 
stakeholders.  
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