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May 3, 2022 

I apologize for how late this letter is.  My goal was to get it out mid-April before I took a 

vacation, but I was not quite able to do so.  I do not flatter myself to believe that people are 

waiting on the edge of their seat for my next missive to drop, so procrastinated on finishing the 

letter until my return, at which point work was piled up.  Below, please enjoy my better late than 

never quarterly letter.  As always, I am happy to answer any questions, or to discuss any of these 

topics.  For those of you who are new to my letter, it is divided up into sections to make it easier 

to pick what you want to read. 

 

Market and Economic Outlook 

The start to 2021 has been interesting.  Investment markets seem to have flipped from 

everything going up to almost everything going down.  The big question investors should ask is, 

“Have we weathered the storm, or is this just the beginning.  Perspective is important.  I often 

hear people look at a recent price much higher than today’s price as evidence that now is a good 

buying opportunity.  While I appreciate the glass half full mentality, it is the logical fallacy of 

anchoring – without more data we don’t know whether the current price or the previous price (or 

neither) is correct.  For example, if the market goes up 100% and then falls 10%, is it cheap 

because it is down 10% or expensive because it is up 80%?  Long-term metrics give a much 

richer picture of today’s valuation than one price at an arbitrary time in the future. 

Economist and investor Dr. John Hussman looks at five different measures of market 

valuation.  Even with the recent market decline, each of these measures is roughly three times its 

normal level (down from about 3.6x) and higher than even the tech bubble.  Indeed, the recent 

decline looks quite small on the chart.  He notes that while valuation is a good predictor of long-

term returns, it does a poor job of guessing short-term trends.  An overvalued market can become 

more so.  According to Dr. Hussman, the time to step aside is when attitudes toward risk begin to 

change.  Increasing risk aversion in an overvalued market can start a significant decline in 

valuation.  He believes we are there now, and predicts “a long, interesting 10-20 year trip to 

nowhere for the S&P 500.”1  I agree, and I also agree that there will still be opportunities to 

make money during this time.  Managing risk will become very important, after being a drag on 

performance until recently.  Rather than removing risk during corrections, buying each and every 

dip and aggressively using leverage has been the way to outperform over the last few years, at 

least until just recently.  This is not normal, and I do not expect it to persist. 

 
1 (Hussman, 2022) 

https://www.advisorperspectives.com/commentaries/2022/04/29/repricing-a-market-priced-for-zero?bt_ee=JTnRzQRQ2%2BtbZnv7IgTWO%2Fzpr9pmg6USAH754aNswyrnArRJi%2BeShsZz5%2FU3Y9dO&bt_ts=1651270364206


 

 

Some of the highest flyers that led the market up and that had most of their value far off 

in the future (by virtue of little to no earnings today) have been leading the way down.  Tech-

heavy NASDAQ has underperformed the S&P 500 by about 9 percentage points year to date 

(through April), while the Vanguard Value Index has outperformed by about 7 percentage points.  

This points to a shift away from speculative future investments to companies that are making 

money now.2 

 One could argue the phenomenon of companies with earnings further out in the future 

losing more value than those which have more near-term cash flows is simply a function of 

interest rates.  Higher interest rates today decrease the value of money far off in the future.  This 

is a reasonable explanation, and is probably at least partially correct, but I suspect declining risk 

aversion is also a contributing factor.  The 30-year treasury bond is down about a third – while 

many of the story stocks have lost two thirds of their value.  Consider also that the Volatility 

index, or VIX – a measure of traders’ expectation of stock market volatility has doubled year to 

date.  This shows much greater uncertainty, which correlates to higher risk aversion.  What is 

happening to recent market entrants?  The experience of new stock market investors, or more 

accurately, speculators is that everything always goes up.  New investors dumped money into the 

riskiest stocks and borrowed against their paper gains to buy more.  People who had no business 

using options bought far out of the money short-dated call options (the most speculative type 

available) to magnify risk and were rewarded with fast profits.  They were trained to maximize 

 
2 Price data is from Yahoo! Finance.  Nasdaq returns are measured by the tracking ETF QQQ, while S&P 500 returns 
are measured by SPY.  The Vanguard Value Index Fund (VTV) is used here as a proxy for large cap value. 



risk, lever up, double down and expect fast and easy money.  I do not believe they carefully 

projected future cash flows of early-stage companies and discounted these back to today at the 

current fed funds rate.  This situation is similar to the housing bubble of the mid-2000’s, typified 

by a bartender owning five houses, purchased with borrowed money and more money borrowed 

against the paper gains of the previous houses.  As that did not end well, I do not expect this to 

end well.  The problem with using leverage, and even more so with using out of the money call 

options, is that it does not necessarily require a large drop in the value of the underlying 

securities to bankrupt the investor.  Even price stability can be devastating when one has bet on 

much higher prices.  It is very possible that this initial market decline spurs forced selling, which 

then generates further margin calls, as happened in the last “Roaring Twenties.”   

 

Economic trends  

While most forecasters are still not calling for a recession this year, it is noteworthy that 

Gross Domestic Product (GDP – a measure of the size of the economy) did contract in the first 

quarter by 1.4%, after adjusting for inflation.   Expectations were for a slight increase of 1.1%.3  

Note that this is the advance estimate and will be revised a few times before it becomes official, 

and it is only one quarter.  There are a lot of things going on in the world that can affect 

economic activity, including supply chain disruptions, changing COVID policies, and the war in 

Ukraine.  Investors would be wise to not read too much into one data point.  On the other hand, 

these factors do increase the risk in the economy and the risk to corporate profitability. 

Other economic trends are negative as well.  Leading economic indicators are slowing, 

though year over year growth is still positive.4  Looking forward, I see continued risk to supply 

chains globally as the war in Ukraine continues and as China pursues an aggressive zero-COVID 

policy.  I have read unsubstantiated reports of major regional lockdowns in China and of regional 

authorities preventing farmers from using their tractors (alone  

 Finally, inflation continues to persist.  Even if home prices stabilize, rents and owner 

equivalent rents could continue to rise due to much higher interest rates.  As of today, 

bankrate.com shows the 30- year fixed mortgage national average at 5.4%, up from 3.3% at the 

end of last year.  Hussman notes that a $1000 monthly payment on a thirty-year mortgage would 

have enabled a home buyer to purchase a $245,000 house in 2020, but now only enables a 

$180,000 purchase.  While this has yet to stop home prices from rising, logically it should, since 

homes are typically bought with mortgages.5  As businesses see input costs and wages rising, 

they increase prices.  Once inflation becomes embedded in expectations, it can feed on itself. 

 

Conclusion 

 
3 (Mislinski, 2022) 
4 (Mislinski, ECRI Weekly Leading Index Update, 2022) 
5 (Hussman, 2022) 

file:///C:/Users/Jake/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/3YADQK5V/bankrate.com


Ultimately, it is interesting to watch various data points and to try to connect the dots, but 

making macro investment decisions based on economic predictions is tricky. While I find 

economic context helpful, my risk positioning is mostly driven by data.  I continue to use the 

systems I implemented last year, while looking for ways to keep improving my systematic 

approach to risk management.  I am optimistic that focusing on strong companies that sell for 

reasonable prices is going to work going forward, and that systematically controlling risk will 

help protect clients.  In good times, almost any approach will do, but in challenging times, it is 

important to have a plan, and helpful to have someone keep you to the plan. 

Read the full Outlook here. 

 

Business Update 

 Last quarter, I presented my first ever webinar – a live presentation for realtors on how to 

navigate the uncertainty of commission-based income.  It was a fun presentation to prepare.  

Larson and I see a real opportunity to help realtors and others with inconsistent income to reduce 

their stress and improve their quality of life through effective planning.  The day after this 

presentation, I did a live presentation on “How to Invest in Today’s Market”.  There were about 

thirty people in attendance and the event was well-received.  I later recorded the same 

presentation and posted in on the website. 

 In February, I went to two conferences in Orlando, Florida.  The first was Ed Slott’s 2 

Day IRA Workshop.  This was a great conference, and akin to drinking form a fire hose.  I 

prepared by reading his “The New Retirement Savings Time Bomb” which covers a lot of 

complexities of IRA rules.  The workshop went into greater detail, showing examples and court 

cases pertaining to the rules.  The conference handout was 800 pages!  A couple of important 

takeaways were the importance of making sure beneficiaries are correct, being careful on 

rollovers (use direct transfers instead) and planning opportunities in Roth conversions.  There are 

also a lot of pitfalls to avoid, such as accidentally withdrawing money from an IRA by 

purchasing physical assets or non-arm’s length private companies.  Missing Required Minimum 

Distributions is another big issue, and one for which the penalty is particularly onerous. 

 The second conference was the Kingdom Advisor’s conference.  This annual conference 

is for Christian financial advisors.  There were almost 2,000 attendees this year, after being 

virtual last year.  A special blessing was the Nour got to attend the conference with me.  We 

listened to very inspirational speakers.  My favorite was Jerry Bowyer from Vident Funds, who 

spoke about engaging culture.  I also really enjoyed John Maxwell, who was very funny, and 

also dropped many pearls of wisdom.  Meeting other advisors and having conversations about 

how to serve clients well and how to grow a practice was also beneficial.   

https://rothmaninvest.com/resources
https://rothmaninvest.com/resources/category/videos
https://smile.amazon.com/Retirement-Savings-Time-Bomb-Defuse/dp/014313454X/ref=sr_1_1?crid=1DXQKCE0MQ1R8&keywords=ed+slott+the+new+retirement+savings+time+bomb&qid=1649818565&sprefix=ed+slott%2Caps%2C913&sr=8-1


      

Nour and Jake with John Maxwell   Jake with Michael Kitces 

 

Personal Update 

I got to make a quick drive out to Flagstaff and back in January.  Spending two 

consecutive days driving is a nice change of pace, with lots of time for thinking, some phone 

time and listening to books.  On the way out, I listened to The Speed of Trust, by Stephen M.R. 

Covey.  On the way back I listened to Dare to Lead by Brene Brown.  I have heard people rave 

about her, but this was my first exposure to her.  Apparently, her first book was very good with 

fresh ideas, and she’s been living off of the fame of that one since then.  I do not remember much 

from the book other than her foul language, trying to act tough, constantly bragging about herself 

and giving out opinions that she never bothered to research or test.  There is a lesson in that, too.  

I learned the importance of humility, avoiding complacency and continually learning.  It was a 

great contrast for the excellent Covey book.  Covey shows convincingly how trust is the basis for 

any relationship, including business relationships.  In February, Nour and I went to Orlando, 

Florida for two work conferences, and got in two days at Walt Disney World and a quick trip to 

visit close friends in Albany, GA.  We got to fly the Millennium Falcon and explore the new Star 

Wars land, Galaxy Edge, along with the rest of Disney Hollywood Studios and Epcot.   

  



 While we had a great time overall on our trip, I did get the sad news that my 

grandmother, Eunice Ruby Rothman passed away.  She was just three weeks shy of 102 years 

old.  I always admired her “can-do” attitude.  Her philosophy was, you don’t know that you can’t 

do something until you try.  She never backed down from a challenge, which is something I 

always admired and try to emulate. 

 

Grandma Eunice Rothman with Jake Rothman, 2021 

 

Personal Improvement 

My goal for my personal improvement focus this quarter was to put some margin in my 

schedule.  I decided to try to arrive ten minutes early when I go places.  I was surprised how 

challenging this has been for me.  I try to squeeze every last bit of juice out of my schedule, and 

am chronically bad at estimating how long something will take.  The concept seems simple – 

leave ten minutes early and bring something to read or a small task I can do.  I still find myself 

trying to squeeze in one more task before I leave, and then often being a few minutes late 

because I failed to allow enough time.  I am going to keep working on this. 

I did work on getting back on track on some of my prior habits that had slipped.  I’ve 

started exercising more regularly, eating better (these are works in progress) and trying to 

prioritize my tasks better.  I also have been trying to be more open about accepting complexity 

and be willing to say, “I don’t know.”  (See this quarter’s book review, “Think Again”.)  I have 

been reframing my thinking to value admitting when I was wrong as opportunities for learning 

and growth. 

 

 

  



Educational Spotlight: Investing in Delaware Statutory Trusts (DSTs) 

Summary:  

Delaware Statutory Trusts (DSTs) allow gains on the sale of real estate to be reinvested 

in institutional grade, professionally managed real estate holdings while retaining tax deferral 

benefits under §1031. A 1031 exchange via a DST allows the transition of actively managed, 

concentrated real estate holdings to a tax-deferred, passive income stream with the potential for 

diversification. For the real estate investor who wants to improve diversification, reduce 

management demands, pass assets to heirs, or identify a backup property to a regular 1031 

exchange, a DST is a useful tool in the toolbelt.  

 

Delaware Statutory Trust Investments: 

The DST structure can be used to purchase a wide variety of real estate investments 

including multifamily, medical, commercial, industrial, storage etc. A DST offering can be a 

single property such as an apartment building or consist of a portfolio of properties.  

Some of the pros to using a DST for an investment vehicle include: 

• Eligibility for 1031 exchange tax deferral. 

• Diversification across property types, tenants, and geographic locations. 

• Access to institutional grade real estate opportunities. 

• No landlord responsibilities. 

• Debt in a DST is nonrecourse to the individual investor. All other factors equal, the DST 

holding structure can lower an investor’s risk by eliminating recourse debt. 

 

Some of the cons of using a DST for an investment vehicle include: 

• Liquidity is limited until the underlying investment property is sold. The timing of a 

property sale is outside of the control of the individual investor. Typically, the time frame 

for a DST investment to go “full cycle” is 3-7 years. 

• Fees may be higher than individual real estate investments when considering sponsor 

mark-up, management fees, disposal fees, etc. 

• DSTs are only for accredited investors. An accredited investor is defined as an individual 

with: 

o A net worth of $1,000,000 or more excluding primary residence. 

o Annual income of $200,000 for an individual or $300,000 for a married couple 

for the last two years.6 

• The minimum investment size in a DST is typically $100,000.  

 

 
6 (Hayes, 2021) 



What can be Invested into a Delaware Statutory Trust (DST)? 

 Any proceeds from the sale of real estate eligible for 1031 exchange may be used in a 

DST and retain eligibility for 1031 exchange tax deferral status. A 1031 Exchange Qualified 

Intermediary is required for the completion of any 1031 exchange to avoid taking receipt of 

proceeds. Once an investor receives proceeds from the sale of real property, gains or losses are 

realized and an exchange is no longer possible.  

An investor may also use “new money” to invest in a DST opportunity if the offering is 

appealing apart from tax deferral. Please note that a DST is regulated and sold as a security. To 

purchase a DST, an investor must work with a properly licensed securities professional.  

 

What are the Tax Benefits of a Delaware Statutory Trust Investment?  

One of the most obvious benefits of the Delaware Statutory Trust is the ability to defer 

taxes from the sale of real estate via a 1031 exchange. The example below shows the potential 

tax savings from using a 1031 exchange and the net drag taxes can have on your returns 

compared to a tax deferral strategy. Note that the 1031 exchange can be used with or without a 

DST.  

  

 
Source: Rothman Investment Management calculations. 

 

 

Purchase Price 1,000,000$            

Plus: Improvements 100,000$               

Less: Depreciation (500,000)$              

Tax Basis at Sale 600,000$               

Sales Price 1,500,000$            

Less: Closing Costs - 7% (105,000)$              

Net Sales Price 1,395,000$            

Net Sales Price 1,395,000$            

Less: Tax Basis (600,000)$              

Realized Gain 795,000$               

Federal Capital Gains Tax - 20% 59,000$                  

Depreciation Recapture - 25% 125,000$               

Affordable Care Act Surtax - 3.8% 30,210$                  

State Capital Gains Tax CA - 13.3% 105,735$               

Total Potential Tax 319,945$               

Hypothetical Case Study



 
Source: Rothman Investment Management calculations. 

 

The above example assumes the investor is in the highest tax brackets for capital gains 

and has triggered the Affordable Care Act Surtax. For individuals converting actively managed 

real estate to a passive income stream, the DST has the potential to improve cash flow by 

preserving more funds for reinvestment. Please note that the above example is for illustration 

purposes only and does not constitute tax advice. Consult with your accountant or financial 

advisor for your specific tax situation. 

Using the DST investment allows the opportunity to defer capital gains taxes indefinitely. 

In an ideal scenario where the basis in the investment is not needed to live, an investor can use 

the “swap until you drop” strategy to defer taxes until death. The investment gets a step up in 

basis at death allowing an investor to preserve more assets for heirs. This makes DST a valuable 

estate planning tool. 

 

There are many issues to consider when evaluating the merits of a DST investment. 

These include: your liquidity needs, tax rate, risk tolerance, and life expectancy. In general, DST 

investments are illiquid, with the typical DST taking 3-7 years for a liquidity event to exit. Any 

gains that would be taxed at the 0% rate today should likely be taken rather than deferred to a 

later date when they may be taxable. Real estate investors should compare the benefits of a DST 

Section 1031 Exchange with the benefits of a Qualified Opportunity Zone (QOZ) investment. 

Tax considerations are not the only considerations for investments, and investors should consider 

the change in risk and expected return on their entire portfolios when contemplating any 

investment. Talk to a financial advisor to find out whether a Delaware Statutory Trust investment 

is right for you. 

Find the full article here. 

 

Think Again by Adam Grant Book Review 

 Prof. Adam Grant explores why people refuse to give up views that are incorrect and how 

we can do better.  We cling to our familiar tools – assumptions, habits and instincts.  Missing 

from our toolkit is an open mind. 

 Dr. Grant introduces three professions as emblematic of ways of thinking.  “We go into 

preacher mode when our sacred beliefs are in jeopardy: we deliver sermons to protect and 

promote our ideals.  We enter prosecutor mode when we detect flaws in other people’s 

Case Study Cont'd 1031 Exchange No 1031 Exchange

Net Sales Proceeds 1,395,000$        1,395,000$              

Less:Taxes -$                    (319,945)$                

Funds to Reinvest 1,395,000$        1,075,055$              

Income at 6% Return 83,700$              64,503$                    

https://rothmaninvest.com/resources/category/articles


reasoning: we marshal arguments to prove them wrong and win our case.  We shift into 

politician mode when we’re seeking to win over an audience: we campaign and lobby for the 

approval of our constituents.”  The risk in all three behaviors is that we never consider whether 

our own views may be wrong.  Grant contrasts this with the Scientist approach – making a 

hypothesis and then attempting to disprove it.  While I am skeptical that scientists today are any 

more willing to reconsider their cherished assumptions than practitioners of other professions, 

the analogy is still useful.  Grant carries this analogy through the book.  Counter-intuitively, 

greater intelligence not only fails to help overcome biases, it can make changing one’s mind even 

harder.  Smarter people are better at rationalizing their own positions. 

 Grant suggests that we should take joy in being wrong, as learning of our mistaken views 

is the only way we can grow.  We generally do not mind having our ideas corrected on issues 

that meant nothing to us.  This is fun.  We don’t like to learn that we are wrong about something 

we have taken a stand on or in our area of expertise.  We need to change our mindset.  Nobel 

Laureate Daniel Kahneman said, “Being wrong is the only way I feel sure I’ve learned 

anything.”   

 Thinking again takes humility, effort and training.  It is not an easy mindset switch.  It is 

worthwhile if we want to grow in wisdom and effectiveness.  The appendix of the book gives 

action items for implementing the concepts discussed in the book.  

 This book is fun, thought-provoking and very challenging.  It helped me to think about 

my thinking differently.  I now look for opinions that I have changed, things I thought I knew, 

but now think differently about.  I am trying to embrace complexity and to be more empathetic to 

those who disagree with me.  I am trying to be reflective about matching my confidence to my 

competence.  All this is hard, but it is worthwhile. 

Read the full book review here. 

 

  

https://rothmaninvest.com/resources/category/book-review
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Disclaimers: 

The views expressed are the views of Jacob Rothman on behalf of Rothman Investment Management, LLC through the period ending May 4, 
2022 unless otherwise specifically indicated and are subject to change at any time based on market and other conditions. No client or prospective 

client should assume that any such discussion serves as a substitute for personalized advice from Rothman Investment Management, LLC.   
 
The information herein should not be considered a recommendation to purchase or sell any particular security. The securities and strategies 

discussed herein are meant to be examples of Rothman Investment Management investment approach but do not represent an entire portfolio or 
the performance of a Fund or Strategy and in aggregate may only represent only a small percentage of the portfolio holdings. It should not be 

assumed that any of the securities discussed herein were or will prove to be profitable, or that the investment recommendations or decisions made 

by Rothman Investment Management in the future will be profitable.  Further, nothing in this letter should be taken as financial advice. 
  
The benchmark for US Large Capitalization stocks is the S&P 500, a market capitalization weighted index containing the 500 most widely held 

companies.   
 

Past performance is not indicative of future results. Therefore, no current or prospective client should assume that future performance of any 

specific investment, investment strategy or product made reference to directly or indirectly in this letter or indirectly via a link to an unaffiliated 
third party web site, will be profitable or equal the corresponding indicated performance levels. Different types of investments involve varying 

degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client or prospective client’s 

investment portfolio. Historical results for investment indices and/or categories generally may not reflect the deduction of transaction and/or 
custodial charges, nor the deduction of an investment management fee, the incurrence of which would have the effect of decreasing historical 

results.  

 

 

 

 


