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TURBULENCE

If you fly enough—periodically you are bound to
experience some in-flight turbulence. This turbulence can
be very short or sometimes can be quite scary if you are
flying through a large storm. We can gain some insight
into how to deal with stock market volatility through this
flight turbulence analogy.
If you want to go on a trip to Ireland, you are going to
have to fly. Likewise, if you are looking to eventually
retire or achieve your long-term goals, you’re going to
need to invest your savings. In designing portfolios, we
can protect against some of this financial turbulence
by diversifying into different asset classes, but that
won’t entirely prevent some periods of doubt and fear
when you get caught in a big storm. Experienced flyers
and investors learn to keep their emotional response
to turbulence in check and instead focus on their
experience—like turbulence, volatility is common, normal,
and very, very unlikely to lead to the worst-case scenario
that may be playing out in your head.

On the US economic front our strong demand for labor
relative to supply implies that if a recession does arrive,
it should be a relatively mild one for workers. The labor
market remains the shining beacon of light that keeps us
optimistic. Inflation has been stickier than we anticipated
and the pathway to normal will likely be bumpy. Receding
supply pressures and stable expectations should allow
inflation to ease.
On a going forward basis the higher yields in high-quality
fixed income (bonds) will now provide more of a buffer
for portfolios in the case we do see a more pronounced
economic downturn. As we prepare for the remainder
of 2022 and beyond, we recommend investors focus on
fundamentals and valuations rather than how they feel
about the world. We remain confident that this financial
turbulence will pass and not trying to time the markets’
short-term moves is recommended.
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TAX LOSS HARVESTING

Tax-loss harvesting is the process of realizing losses on an
investment that have a market value below its cost basis
(what you paid for the security). Our goal for our clients is to
create higher after-tax wealth. We accomplish this by paying
attention and harvesting losses during downturns, which
allows us to create a tax asset that can be utilized today and
into the future.

In order to implement this strategy, we must have a
compelling investment to transition into with the same risk/
reward characteristics. The IRS prohibits taking a loss if you
buy the same or “substantially identical” security within 30
days of sale, which they call the Wash-Sale rule. The markets
are too volatile today to just wait in cash for 30 days to buy
back your investment, because possibly missing an upward
move in the market may erase any benefit this tax loss
strategy creates.

I’M PROUD TO BE PAYING TAXES IN THE
UNITED STATES. THE ONLY THING IS—I
COULD BE JUST AS PROUD FOR HALF THE
MONEY.
—ARTHUR GODFREY

For this reason, we look to find a very comparable investment
that allows you to realize the loss while maintaining the upside
potential in the security that has been sold. For example, you
own Lowe’s and have a loss in the stock. We would sell your
Lowe’s realizing the tax loss and we would purchase Home
Depot.
Harvested losses can be used to offset gains indefinitely into
the future. In addition, you are allowed to offset ordinary
income up to a maximum of $3,000 per year which can be
very beneficial for high income earners. We don’t recommend
this strategy for clients in the 10% or 12% tax brackets due to
capital gains having a 0% Federal tax rate.
Please contact your advisor if you require further explanation
on this tax strategy.

HISTORY HAS SHOWN THE BIGGEST
RISK IS NOT BEING IN THE MARKET
WHEN IT DROPS BUT BEING OUT OF
THE MARKET WHEN IT RISES.
—JIM JORGENSEN

