
When we think of investing, most of us tend to
automatically refer to the stock market. However,  
there’s something which has been brewing for 30 years
that has nothing to do with stocks. We’ve seen it coming
slowly and many agree it is finally here. What is it?
Nothing less than the end of an age for bonds. 

In the early 1980’s, one-year treasury bonds were
paying over 16%. Since then, there has been a slow
slide down, and now they are literally paying close to
zero. Some say rates are set to rise sooner than later. So
let’s explore what this all means and what, if anything,
we need to do about it.

First, let’s review what a bond is and how interest rates
and prices work. A bond is simply a debt obligation of
an entity such as a government, corporation, etc. You
invest a certain amount and they agree to pay you
interest. Upon maturity, you get your money back.
When rates go up, bond prices go down because new
investors can purchase new bonds at higher yields.
When rates go down, the opposite happens because
people will pay more for existing higher yields.

For the past three decades, bonds have provided two
solid benefits. Since we have been in a decreasing rate
environment, investors have been able to gain both
yields and returns from price appreciation. At the same
time, bonds have been used to “de-risk” portfolios. For
example, when we think of bonds, we think of words
like “conservative” or diversifiers from having all of
our money in the stock market. If rates start to rise in
the near future, whether slowly or quickly, we will see
a reduction in bond prices. This means that the
traditional thoughts of simply having bonds as a certain
part of a portfolio to “reduce risk”, so to speak, may not
exist the way it did before. Many investors out there
don’t think you can lose money in bonds. In fact, many
of the “smart” people in our industry are divided on
this whole thing. This is concerning.       

So when are rates going to start rising? It is our firm belief
the Federal Reserve is going to do all they can to keep the
rates low for as long as they can. There are several reasons
for this. First, we think that underneath it all, the U.S.
economy has a ways to go, and another event could knock us
backwards quickly. Unemployment is still at twenty year
highs, corporate profits are on the long end of a positive
cycle, and real estate is extremely sensitive. In addition, the
Federal debt is nuts and we cannot afford to pay additional
points on the government mortgage each month. With that
said, over the moderate term, the policies the Fed is using to
keep rates low now (printing money), will probably be what
causes them to rise later. Our concerns are that there will not
be sufficient economic recovery in time for them to unwind
their balance sheet. Rates have risen and fallen many times
throughout history. That’s not the big thing. It’s the extreme
economic pressure from the things mentioned above, in
addition to a central planning mindset which are cause for
deep analysis.

When thinking about how to invest in a rising rate world, it
doesn’t have to be all gloom and doom. It actually presents
some interesting opportunities and a new way to look at
things. Gone may be the days of buying and holding a 60/40
stock/bond portfolio. But for years, we have been working to
address this issue specifically, by creating new and dynamic
mixes of strategies. For example, we may use some
traditional methods, but also add appreciation tilted, and
non-traditional asset classes. The bottom line is, we need to
have the tools for all market conditions, at a time in history
when millions of people will need monthly retirement income.

Our guess is that you will hear much in the media about
rising rates over the next few years. It will make for some
good and scary stories. However it plays out exactly, by the
time it matters to you, know that we’ve got your back! That’s
how we roll!
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Volatility in action
A tale of two portfolios over a three year period.
Which one would you choose?

Portfolio A: Portfolio B:

Annual Returns Annual Returns

Year 1: up 26% Year 1: up 8%
Year 2, down 35% Year 2: down 10%
Year 3: up 18% Year 3: up 11%

Here are the results:

Simple Average        Cumulative Return        Annual Return

A 3% -3.36% -1.13%

B 3% 7.89% 2.56%

While both portfolios earned an “average”rate of return of 3% per
year, the cumulative return tells a much different story. Portfolio A,
having much more volatility, will take longer to recover from a
significant down year. 

Volatility redux
Another tale of three portfolios, all measuring recovery time from
downside risk.

Starting Amount:          $1,000,000          $1,000,000          $1,000,000

Amount Lost: -$100,000 -$300,000 -$500,000

Percentage Loss: -10% -30% -50%

What it would +11% +43% +100%
take to recover 
your loss

At first thought, it seems to make sense that if one loses a certain
amount from an investment, they would need the same percentage of
return to get back to the original amount. For example, a 30% loss
goes from 100 down to 70, and a 30% return gets you back to 100.
However, the way math works, and as you see above, recovery from
loss takes longer than the rise from a portfolio gain. So when we lose
30%, going down to 70, we actually need a 43% return to get square
again. Plus, it’s exponential. So the greater the loss, the bigger
cumulative gain you need to get back to the starting line.

These examples are for hypothetical purposes only. They are not intended to
portray past or future investment performance for any specific investment.
Your own investment may be better or worse than this example.

Information and formulas provided in both articles above taken from
Genworth Financial, “Managing your portfolio with confidence”.  

On the back burner
What if

What if... tomorrow morning, you
disappeared from the earth
forever. No advanced notice. No
packing. Just gone. Think about it.

Have you ever noticed that it
seems easier to picture others
leaving this world than yourself?
It is often extremely difficult
losing family or friends. However,
in some ways our culture
prepares us for it. But when we
are asked to turn inward and think
about our own mortality, our
brains seem to shut down.

You may be wondering what
makes the writer address this
subject? There are two significant
reasons. One is for this world; the
other for the next. 

If you disappeared tomorrow,
would you be at peace with all you
control in this world? Have you
said all you need to, done what
you have to, and given all you can
to? Or, were you going to get
around to it? Maybe it seems too
hard or overwhelming.

The second piece of the puzzle
refers to you, and you alone. This
world presents us with many
faiths and beliefs. However, one
thing we have not been able to
alter is the fact that each of us
will meet our maker. On that last
day, as you leave behind all you
built in this life, right where it is,
you will enter a new reality. Are
you ready to make the transition?

This essay is about life; more
importantly, the life we are living
right now. We spend much time in
our days thinking about what will
happen if... Take heart, and make
your life story all you dream it to
be, and those questions will begin
to disappear, one by one. 
And then, one day, all will be right
with the world. (And the next).       

By Lee Stoerzinger



Best of all worlds
At Lee Stoerzinger, Inc., you have come to know all of the staff in
our office regarding your day to day relationship needs. However,
something we don’t mention enough is the company behind us, as
it relates to your overall investment experience. 

We are part of what’s called an independent broker / dealer. While
we completely own our company and are 100% independent in the
services we provide, we are registered with a firm in Appleton,
Wisconsin called SII Investments, Inc. You receive info from
them from time to time. They have the contract with all of the
companies we work with, and it is through them which we have
access. They also do all of our regulatory compliance, approve
our marketing, etc. We have been working with them since 2000,
and from our point of view, we could not be happier.

There are many ways to hold yourself out in the world of wealth
management. We have chosen what we believe to be the best of all
worlds. We have been truly independent since the day we opened
our doors in 1993. Meaning, the services we provide and the
recommendations we make are born out of time tested
relationships, not sales quotas. But just as important, we have the
strength of a large company behind us. This gives us relationships
with many investment firms, and the tools they provide.

So what does all of this mean? You get all if not more than the
large firms offer from a wealth management perspective, but you
receive it from a group of people whose mission is to give you the
best service relationship you have ever received. How’s that!   

Our expertise is in helping our

clients identify how the pieces of

their financial lives fit together.

Investment and retirement planning to help people accumulate, preserve and pass on wealth.

www.leestoerzinger.com

What’s the urgency?
One afternoon, two good friends were sitting at happy hour,
having a Scotch, and the discussion drifted to talking about
investing and retirement planning. After digging in a little, it
became clear that for being the same age, one of the friends had
done quite a bit more planning than the other. One had
accumulated a significant amount of assets, done some estate
planning, and had a great idea of what he wanted in life. The
other took a more relaxed approach, and never really put a
savings plan in place. He was of the mindset that you can always
plan later. “Live for today” is his motto. So his friend says ”We
are both 56 years old. If you plan to retire at age 65, you only
have 108 paychecks left for the rest of your life. Don’t you get
that?” The man thought about it for a minute, as you could
visibly see the words sinking in. But then he snapped out of it,
coming back with; “Why should I bother saving all of that
money? I’m not even married. What if I die?” His good friend sits
back in his chair, pauses, and then kindly says to him, “What if
you don’t?”       

One good question
Recently, we received a very intriguing, yet
challenging question from a client of our firm.
We thought we would share. Here goes: 

“If you could only have only one piece of
knowledge as it relates to investing, what
would the best one be?”

After further thought, the question proved to
be more complex than at first glance. In
addition, we found that the final answer
changed significantly from what it may have
been let’s say, ten years ago. 

For many years, based on training as well as
experience, our response to the above question
would have been something relating to taking
a long term approach . “Time in the market”
not “timing the market” so to speak. We
understand this is difficult, especially when
things are volatile, but over time, it’s what
matters. It’s a place where many investors
make mistakes. While we always will believe
this is extremely important, it is not the
answer we give today.

If only equipt with one piece of knowledge as
an investor, it would be that diversification has
changed significantly in recent times. How
portfolios are built to manage risk and market
correlation in the future will be most
important to long term performance.  

Many factors have caused this response and
how we look at overall investing, such as
globalization, technology, new tools in the
marketplace, etc. Combined, they are leading
us to many more asset classes, several styles
of investments, and often varying levels of
downside risk management; all in one
portfolio. The name of the game is not buy and
hold for the long term, but non-correlated, risk
adjusted returns over differing market cycles. 

A good analogy regarding all of this is cars. In
the old days, everyone worked on their own
car. Today, it has become extremely complex.
You can still do it but you better have some
serious tools. Cheers to a good question.



Financial Flash
@ Close of Business, 9-30-2013
(Information by finance.yahoo.com)

9-30-2013
INDICATOR 
Prime rate: 3.25%
Discount rate: 0.75%
3 month t-bill yield: 0.01%
10 year t-bond yield: 2.61%
30 year t-bond yield: 3.69%

30 year fixed mortgage: 4.33%

Dow Jones Ind: 15129.67
S&P 500 index: 1681.55
NYSE composite: 9621.25
Nasdaq composite: 3771.48
Ftse 100: (Europe) 6462.22
Nikkei 225: (Asia) 14455.80
Oil: 102.33
Gold: 1327.00

Trivium
Definition: Studies intended to provide general
knowledge and intellectual skills.

All who contact us with the correct answer will
be placed in a drawing for a $30 gift certificate. 

QUESTION:
If you purchase a ten-year treasury note with a
4% interest rate, and three years later, rates go
up to 6%, what happens to your return if you
hold the bond to maturity?

Winner from last quarter:
Holly Pechmann

Others who answered correctly:
Bob Anderson
Nick Kovar
Jerry Stoerzinger

Question from last quarter:
Who was the first country in world history to
default on its debt?

Answer:
Greece. (Big Surprise). In the 4th century B.C.,
10 of 13 municipalities defaulted on their loans
from the Delos temple. Some things never
change!

Lee Stoerzinger, Inc. is a proactive investment and retirement planning firm.
While we offer a comprehensive list of services, our areas of focus are
retirement income planning, life transitions, generational wealth, and tax
efficiency planning.

Our expertise is in helping our clients identify how the pieces of their
financial lives fit together, understand the investment process, set realistic
expectations for their personal situation, and blend investments into a
comprehensive financial plan. 

We seek to provide world-class service, and exceed our clients’ expectations
in all matters. We hope that in all we do for our clients and our community,
that we continue to bring powerful meaning to the word character.

Securities and Investment Advisory Services offered through SII Investments,
Inc.® Member FINRA / SIPC and Registered Investment Advisor
Lee Stoerzinger, Inc. & SII are separate companies 
SII does not provide tax or legal advice
940 Inwood Avenue North  |  Oakdale, MN 55128
phone: 651-578-1600  | web: www.leestoerzinger.com

This newsletter intends to offer general information on the subjects discussed,
but should not be regarded as a complete analysis of these subjects.
Professional advisors should be consulted before implementing any options
presented. No party assumes liability for any loss or damage resulting from
errors or omissions or reliance on or use of this material. States Registered to
offer Securities: Arizona, California, Colorado, Florida, Idaho, Minnesota,
Nebraska, Ohio, Oregon, Texas, Utah, Wisconsin. States Licensed to offer
Insurance: Minnesota, Wisconsin.

A Note To Our Clients

As many of you know, we are
adopting another child from the 
island of Haiti. His name is
Evenson Barthelemy, and he will
be nine years old in November. He
comes from the same orphanage as
Geraldine (Missionaries of Charity)
and he has known her his whole life.

We visited Haiti in August, and 
his paperwork is coming along quickly.
We hope to have him home very soon.
Thank you for all of your thoughts and prayers.  
They’re greatly appreciated!

Sincerely,

Lee Stoerzinger, CFP®
President® ®


