
determine how quickly mortgage debt can be paid down over 
time and to highlight options. Paying down a mortgage should 
not be prioritized over previously stated funding topics and 
insurance, however it should be considered when heading into 
retirement.

As always, we look forward to discussing these topics in greater depth  
at your convenience. If your �nancial plan or estate documents are 
due for an update or review, please reach out and we will schedule 
some time to discuss. �ank you and have a great summer!  

Investment Insights
BY  BERKELEY HARRISON ,  CFA,  SENIOR PORTFOLIO 
MANAGER &  CHIEF COMPLIANCE OFFICER

MARKETS GIVE AND TAKE; 
A PRIMER ON VOLATILITY 

What Is Volatility?
Volatility is de�ned as the range of possible returns for a given 
security or market index over a given period; this range can include 
upward or downward movements.  �e uncertainty of future events 
(i.e. interest rate movements, economic growth) can change 
periodically, sometimes resulting in dramatic changes in volatility.

When Do We Notice Volatility?
We tend to notice volatility when the news brings it to our attention, 
o�en a�er a downdra� in the market caused by a reaction to a big 
news story.  A popular measure of volatility is the stock symbol VIX, 
the stock market's expectation of volatility and the popular name for 
the Chicago Board Options Exchange's CBOE Volatility Index, 
which is based on S&P 500 index options.  If short-term volatility 
continues in a downward direction for several weeks or months, we 
o�en have a correction or a bear market.  During the 2008 �nancial 
crisis and the Great Recession, the S&P 500 fell 57.7% in the 
six-month period from October 2007 to March 2009. In 2020, the 
coronavirus pandemic sent the world into a recession and equity 
markets reeling as the S&P 500 plummeted 51%.

Why Is Volatility Important?
We would like to believe that the stock markets are primarily 

Dear Clients & Friends,
Many clients over the years have inquired about investment returns and wonder what should a reasonable expectation be for long-term returns?  
As with many things in �nance, the answer isn’t simple or straight forward: it depends. Investment performance has to do �rst and foremost with 
the overall allocation of your portfolio, but other key drivers include how long you remain invested and whether or not you are reinvesting your 
earnings – versus taking income from the portfolio, which in reality is really a withdrawal of earnings (or principal). Obviously there are other 
factors such as the speci�c investments chosen, when you invest and a myriad of other variables can impact returns as well.   

I wanted to focus on just one aspect of an account’s earnings, the decision to reinvest dividends. �is decision allows the account to bene�t from 
compounding more fully, versus treating dividends as income and withdrawing them. Note: this is an important decision, especially given that 
many of our clients are 50% or more invested in stocks.

According to a recent study by Morningstar and Hartford Funds, reinvested earnings in the form of dividends account for 41% of all stock market 
returns, on average, looking back at 90 years of data; and that �gure is representative of numerous other studies I have examined over the years that 
showed a 25%-50% contribution of such reinvested earnings.  As we reach that point in life when we need to draw on portfolios to support our income 
needs (and that was the point of saving for retirement, right?), we need to recognize that returns will necessarily be lower since portfolios won’t have that 
critical source of return in the form of reinvested earnings and dividends. �at is also why we frequently talk to clients about taking a reasonable 3-5% 
cash withdrawal rate from their portfolios over time, to give the maximum opportunity for some level of compounding of reinvested earnings.

With the Forward S&P 500 Price/Earnings ratio hovering around 22, some 20-30% above long-term averages, we are prepared for increased volatility 
in the months and years ahead – see Berkeley Harrison’s article on this very topic inside on page three.  As we consistently remind clients, investing is 
more like a marathon than a sprint and we look forward to assisting you over the long-term. Please let us know if you have questions about these topics 
and we look forward to speaking with you soon. Have a great summer, going to a ball game, traveling, hiking or wherever your adventures take you!

—Best regards, Michael
MICHAEL HATCH, CFP®, MBA, JD

S T E R L I N G  F I N A N C I A L  R E P O R T

Dividends’ Contribution to Total Return
Varies by Decade
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Milestones in Focus
BY KODY BROWN ,  FINANCIAL ANALYST

FINANCIAL PLANNING TIMELINE: 
50’S TO EARLY 60’S PRE-RETIREMENT CHECKUP

In this installment of Milestones in Focus, we will explore �nancial 
planning topics that should be top of mind when a household is in 
their 50’s to early 60’s. �is time period can be characterized by peak 
income, retirement catch-up provisions, long-term care (LTC) 
insurance considerations, strategic estate and tax planning, and the 
reduction of outstanding debts. �is is by no means an exhaustive 
list, but if these topics are overlooked or delayed, it can cause 
di�culty down the line for those racing to catch up.

controlled by level-headed professional investors; however, individual 
investors, and sometimes professionals, act irrationally, not always 
making decisions based on fundamentals. It is too easy for investors to 
be in�uenced by coworkers, news, and IPOs; if stock market volatility 
is perceived as being higher, the result is that stock market investing 
seems scarier.

It is o�en said that “the pain of losing is twice the pleasure of 
gaining”; this quote summarizes the concept of loss aversion, where 
investors are irrationally more afraid of possible loss in the stock 
market, at any given point, than an equally likely gain.  �is fear o�en 
prevents investors from making rational decisions, such as “buying 
on a dip”, or continuing to “stay on the sidelines”.

Some investors are unaware of the percentage increase that is 
required to “dig yourself out of a hole” once the stock market has 
gone down signi�cantly.  For example, if the stock market were to fall 
by 20%, it must then go up by 25% to return to the same place (e.g. 
$100 to $80 to $100).  In an extreme example, if the stock market 
were to go down by 33%, it must then go up by 50% from its new 
starting point to return to the same place ($100 to $66.66 to $100).  
O�en the downward movement is quick, over a few weeks or 
months, whereas the recovery period is typically much longer, in 
many cases taking several years. 

Despite memorable recent downturns (e.g. dot-com bubble, housing 
crisis, Covid-19 pandemic), stocks have averaged a healthy ten 
percent (10%) return over the last 30 years.

What Can We Do About It?
DOLLAR COST AVERAGE 

When volatility rises, and the market’s direction is uncertain (o�en the 
case), a newly funded account can be invested using Dollar Cost 
Averaging, whereby the cash to be invested is broken into several 
same-sized amounts, or tranches, and invested at regular intervals over 
several weeks or months.  �is technique increases the odds of buying on 
a mixture of both relatively high and low-price levels, and may result in a 
more acceptable “entry point”.  Remember, no one has a crystal ball to aid 
in timing the market and buying (or selling) at the optimal moment. 

AVOID HOT/COLD STRATEGIES
When selecting an investment strategy, it is sensible to avoid 
strategies that perform in either the top 25% of peers, or the bottom 
25% of this same group (hot/cold).  Most investors would prefer 
strategies that are consistently above average over the long run, not 
ones that make them feel “whipsawed”.

UPSIDE / DOWNSIDE PARTICIPATION

As part of the strategy selection process, it is tempting to only focus on 
Upside Participation, the degree to which a strategy’s price movements 
keep pace with an index’s upward movements.  Be leery of strategies with 

continued inside...
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Peak Income & Salary Deferral
As salary and bonus income reaches what is o�en  a peak, continuing 
to defer income into quali�ed retirement accounts is key. Income tax 
liabilities are consistently higher during this high earning phase, but 
by contributing to retirement accounts, current taxes are reduced. If 
retirement accounts are fully funded, building out non-quali�ed 
accounts can create a bu�er for retirement cash�ow needs. By 
having three asset pools – retirement (pre-tax), non-quali�ed 
(post-tax), and real estate assets, households better prepare 
themselves against the threat of rising taxes, interest rates, and 
in�ation. Focusing solely on maxing out retirement contributions, 
while neglecting to build post-tax assets, can leave you less prepared 
to fund capital outlays (e.g. new roof ) without incurring a 
larger-than-expected tax bill. 

Catch-Up Provisions
Saving for retirement is o�en challenged during this period, due to 
the funding of private schools or college, asset acquisition (e.g. 
vacation house), or other committed expenses.  Don’t fret if you 
are unable to max out retirement contributions every year – it is 
not too late to “catch-up”. A�er the age of 50, a “catch-up 
contribution” provision is permitted by the tax code. In e�ect, 
regular annual contribution limits are increased by $6,000 in 
401(k) or 403(b) accounts, $1,000 in Roth and IRA accounts, and 
$3,000 in SIMPLE 401(k)’s.

Long-Term Care (LTC) Insurance
Elder and Custodial care have become increasingly important to 
plan for as aging families may require professional attention in 
their advanced years. Long-Term Care policies attempt to address 
this rising need by o�ering single pay, installment (10- or 20-year 
policies), or lifetime payment plans. Keep in mind that in order to 
receive manageable rates or to qualify for such a policy, households 
must begin to structure LTC policies as soon as feasible and 
most-importantly, before any health issues arise. �e later you 
wait, the higher LTC premiums will be – if you are even eligible. 
Single premium or installment plans are a great way to hedge 
against the rising costs of healthcare; once they are funded the 
premiums are not subject to increase. In contrast, lifetime payment 
plan premiums are subject to increases over time and may become 
una�ordable in your later years.

Strategic Estate and Tax Planning
Estate plans should be in e�ect much earlier than when you 
reach your 50’s and early 60’s; however, these plans are most 
likely due for key updates. Do not neglect revisions, 
modi�cations, or updates to Will and Trust documents, as an 
unexpected death can drastically derail estate planning 
intentions. Estate planning topics may include changes to state 
of residence, Executor or Trustee updates, children reaching the 
age of majority, asset and liability key updates, and more. 
Assuming that assets have grown over time, liquidation and 
diversi�cation techniques may greatly bene�t a household in an 
attempt to reduce tax burdens and retain hard-earned income.   

Debt Reduction 
Retirement is around the corner and debt-heavy households will 
�nd it more di�cult to maintain their lifestyles in retirement if 
the demands of current debt service remain at high levels. We 
frequently recommend clients pay down their mortgage as much 
as possible, or eliminate it, as they approach retirement. A 
simple amortization schedule can act as a useful tool to 

signi�cant Downside Participation, as their prices o�en su�er more 
than the overall stock market during a market downturn. �is can be 
magni�ed by concentrated positions or investments that use leverage.

FOCUS ON THE BIG PICTURE

When trying to overcome loss aversion, investors should not focus 
on each individual strategy or investment; instead, they should 
think about the overall net impact of the portfolio over time. As one 
of our most admired academics and investors, Nobel Laureate 
Eugene Fama stated “...talk to me about 10 years and you’re starting 
to talk about a relevant investing time frame.” Short-term volatility 
o�en masks the true long-term wealth building e�ects of sticking to 
a well-designed investment plan. Maintaining a focus on long-term 
return expectations associated with Financial Planning should help 
steer you on a clear path towards achieving your �nancial goals. 

Book Review
B Y  KODY BROWN ,  FINANCIAL ANALYST

“MINDSET: THE NEW PSYCHOLOGY OF SUCCESS”
By Carol Dweck

O�en, intelligence and aptitude are attributed to individuals at an 
early age.  However, this can establish what Stanford professor Carol 
Dweck titles as “�xed mindsets” – that is, where an individual 
de�nes themselves by their intrinsic intelligence or foreknowledge. 
Contrast that with a “growth mindset” where an individual 
approaches life by applying curiosity, perseverance, and 
determination when approaching new or unfamiliar subject matter.

Dweck begins by presenting the underlying psychology of the two 
mindsets and the prevailing angst associated with the “�xed 
mindset”. Years of success and intelligence can be called into 
question at any moment. �e premise that �xed qualities should 
manifest themselves positively in any context creates a decision 
paralysis within otherwise gi�ed individuals. �e fear of being 
exposed overrides the desire to expand one’s knowledge.

In contrast, the “growth mindset” encourages applying one’s 
aptitude to research, challenges, and perseverance when dealing 
with unfamiliar subject matter. When presented with failure, 
growth mindset individuals understand the setback to be only 
temporary. �rough continued commitment and consultation, 
development will continue, and expertise will be deepened. 

Failure is not a comfortable result for anyone, and avoidance may 
o�en feel the more tempting alternative. However, expertise can be 
obtained, and outcomes can be achieved through continued resolve.



determine how quickly mortgage debt can be paid down over 
time and to highlight options. Paying down a mortgage should 
not be prioritized over previously stated funding topics and 
insurance, however it should be considered when heading into 
retirement.

As always, we look forward to discussing these topics in greater depth  
at your convenience. If your �nancial plan or estate documents are 
due for an update or review, please reach out and we will schedule 
some time to discuss. �ank you and have a great summer!  
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What Is Volatility?
Volatility is de�ned as the range of possible returns for a given 
security or market index over a given period; this range can include 
upward or downward movements.  �e uncertainty of future events 
(i.e. interest rate movements, economic growth) can change 
periodically, sometimes resulting in dramatic changes in volatility.

When Do We Notice Volatility?
We tend to notice volatility when the news brings it to our attention, 
o�en a�er a downdra� in the market caused by a reaction to a big 
news story.  A popular measure of volatility is the stock symbol VIX, 
the stock market's expectation of volatility and the popular name for 
the Chicago Board Options Exchange's CBOE Volatility Index, 
which is based on S&P 500 index options.  If short-term volatility 
continues in a downward direction for several weeks or months, we 
o�en have a correction or a bear market.  During the 2008 �nancial 
crisis and the Great Recession, the S&P 500 fell 57.7% in the 
six-month period from October 2007 to March 2009. In 2020, the 
coronavirus pandemic sent the world into a recession and equity 
markets reeling as the S&P 500 plummeted 51%.

Why Is Volatility Important?
We would like to believe that the stock markets are primarily 

Many clients over the years have inquired about investment returns and wonder what should a reasonable expectation be for long-term returns?  
As with many things in �nance, the answer isn’t simple or straight forward: it depends. Investment performance has to do �rst and foremost with 
the overall allocation of your portfolio, but other key drivers include how long you remain invested and whether or not you are reinvesting your 
earnings – versus taking income from the portfolio, which in reality is really a withdrawal of earnings (or principal). Obviously there are other 
factors such as the speci�c investments chosen, when you invest and a myriad of other variables can impact returns as well.   

I wanted to focus on just one aspect of an account’s earnings, the decision to reinvest dividends. �is decision allows the account to bene�t from 
compounding more fully, versus treating dividends as income and withdrawing them. Note: this is an important decision, especially given that 
many of our clients are 50% or more invested in stocks.

According to a recent study by Morningstar and Hartford Funds, reinvested earnings in the form of dividends account for 41% of all stock market 
returns, on average, looking back at 90 years of data; and that �gure is representative of numerous other studies I have examined over the years that 
showed a 25%-50% contribution of such reinvested earnings.  As we reach that point in life when we need to draw on portfolios to support our income 
needs (and that was the point of saving for retirement, right?), we need to recognize that returns will necessarily be lower since portfolios won’t have that 
critical source of return in the form of reinvested earnings and dividends. �at is also why we frequently talk to clients about taking a reasonable 3-5% 
cash withdrawal rate from their portfolios over time, to give the maximum opportunity for some level of compounding of reinvested earnings.

With the Forward S&P 500 Price/Earnings ratio hovering around 22, some 20-30% above long-term averages, we are prepared for increased volatility 
in the months and years ahead – see Berkeley Harrison’s article on this very topic inside on page three.  As we consistently remind clients, investing is 
more like a marathon than a sprint and we look forward to assisting you over the long-term. Please let us know if you have questions about these topics 
and we look forward to speaking with you soon. Have a great summer, going to a ball game, traveling, hiking or wherever your adventures take you!

—Best regards, Michael
MICHAEL HATCH, CFP®, MBA, JD
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planning topics that should be top of mind when a household is in 
their 50’s to early 60’s. �is time period can be characterized by peak 
income, retirement catch-up provisions, long-term care (LTC) 
insurance considerations, strategic estate and tax planning, and the 
reduction of outstanding debts. �is is by no means an exhaustive 
list, but if these topics are overlooked or delayed, it can cause 
di�culty down the line for those racing to catch up.

controlled by level-headed professional investors; however, individual 
investors, and sometimes professionals, act irrationally, not always 
making decisions based on fundamentals. It is too easy for investors to 
be in�uenced by coworkers, news, and IPOs; if stock market volatility 
is perceived as being higher, the result is that stock market investing 
seems scarier.

It is o�en said that “the pain of losing is twice the pleasure of 
gaining”; this quote summarizes the concept of loss aversion, where 
investors are irrationally more afraid of possible loss in the stock 
market, at any given point, than an equally likely gain.  �is fear o�en 
prevents investors from making rational decisions, such as “buying 
on a dip”, or continuing to “stay on the sidelines”.

Some investors are unaware of the percentage increase that is 
required to “dig yourself out of a hole” once the stock market has 
gone down signi�cantly.  For example, if the stock market were to fall 
by 20%, it must then go up by 25% to return to the same place (e.g. 
$100 to $80 to $100).  In an extreme example, if the stock market 
were to go down by 33%, it must then go up by 50% from its new 
starting point to return to the same place ($100 to $66.66 to $100).  
O�en the downward movement is quick, over a few weeks or 
months, whereas the recovery period is typically much longer, in 
many cases taking several years. 

Despite memorable recent downturns (e.g. dot-com bubble, housing 
crisis, Covid-19 pandemic), stocks have averaged a healthy ten 
percent (10%) return over the last 30 years.

What Can We Do About It?
DOLLAR COST AVERAGE 

When volatility rises, and the market’s direction is uncertain (o�en the 
case), a newly funded account can be invested using Dollar Cost 
Averaging, whereby the cash to be invested is broken into several 
same-sized amounts, or tranches, and invested at regular intervals over 
several weeks or months.  �is technique increases the odds of buying on 
a mixture of both relatively high and low-price levels, and may result in a 
more acceptable “entry point”.  Remember, no one has a crystal ball to aid 
in timing the market and buying (or selling) at the optimal moment. 

AVOID HOT/COLD STRATEGIES
When selecting an investment strategy, it is sensible to avoid 
strategies that perform in either the top 25% of peers, or the bottom 
25% of this same group (hot/cold).  Most investors would prefer 
strategies that are consistently above average over the long run, not 
ones that make them feel “whipsawed”.

UPSIDE / DOWNSIDE PARTICIPATION

As part of the strategy selection process, it is tempting to only focus on 
Upside Participation, the degree to which a strategy’s price movements 
keep pace with an index’s upward movements.  Be leery of strategies with 
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Peak Income & Salary Deferral
As salary and bonus income reaches what is o�en  a peak, continuing 
to defer income into quali�ed retirement accounts is key. Income tax 
liabilities are consistently higher during this high earning phase, but 
by contributing to retirement accounts, current taxes are reduced. If 
retirement accounts are fully funded, building out non-quali�ed 
accounts can create a bu�er for retirement cash�ow needs. By 
having three asset pools – retirement (pre-tax), non-quali�ed 
(post-tax), and real estate assets, households better prepare 
themselves against the threat of rising taxes, interest rates, and 
in�ation. Focusing solely on maxing out retirement contributions, 
while neglecting to build post-tax assets, can leave you less prepared 
to fund capital outlays (e.g. new roof ) without incurring a 
larger-than-expected tax bill. 

Catch-Up Provisions
Saving for retirement is o�en challenged during this period, due to 
the funding of private schools or college, asset acquisition (e.g. 
vacation house), or other committed expenses.  Don’t fret if you 
are unable to max out retirement contributions every year – it is 
not too late to “catch-up”. A�er the age of 50, a “catch-up 
contribution” provision is permitted by the tax code. In e�ect, 
regular annual contribution limits are increased by $6,000 in 
401(k) or 403(b) accounts, $1,000 in Roth and IRA accounts, and 
$3,000 in SIMPLE 401(k)’s.

Long-Term Care (LTC) Insurance
Elder and Custodial care have become increasingly important to 
plan for as aging families may require professional attention in 
their advanced years. Long-Term Care policies attempt to address 
this rising need by o�ering single pay, installment (10- or 20-year 
policies), or lifetime payment plans. Keep in mind that in order to 
receive manageable rates or to qualify for such a policy, households 
must begin to structure LTC policies as soon as feasible and 
most-importantly, before any health issues arise. �e later you 
wait, the higher LTC premiums will be – if you are even eligible. 
Single premium or installment plans are a great way to hedge 
against the rising costs of healthcare; once they are funded the 
premiums are not subject to increase. In contrast, lifetime payment 
plan premiums are subject to increases over time and may become 
una�ordable in your later years.

Strategic Estate and Tax Planning
Estate plans should be in e�ect much earlier than when you 
reach your 50’s and early 60’s; however, these plans are most 
likely due for key updates. Do not neglect revisions, 
modi�cations, or updates to Will and Trust documents, as an 
unexpected death can drastically derail estate planning 
intentions. Estate planning topics may include changes to state 
of residence, Executor or Trustee updates, children reaching the 
age of majority, asset and liability key updates, and more. 
Assuming that assets have grown over time, liquidation and 
diversi�cation techniques may greatly bene�t a household in an 
attempt to reduce tax burdens and retain hard-earned income.   

Debt Reduction 
Retirement is around the corner and debt-heavy households will 
�nd it more di�cult to maintain their lifestyles in retirement if 
the demands of current debt service remain at high levels. We 
frequently recommend clients pay down their mortgage as much 
as possible, or eliminate it, as they approach retirement. A 
simple amortization schedule can act as a useful tool to 

signi�cant Downside Participation, as their prices o�en su�er more 
than the overall stock market during a market downturn. �is can be 
magni�ed by concentrated positions or investments that use leverage.

FOCUS ON THE BIG PICTURE

When trying to overcome loss aversion, investors should not focus 
on each individual strategy or investment; instead, they should 
think about the overall net impact of the portfolio over time. As one 
of our most admired academics and investors, Nobel Laureate 
Eugene Fama stated “...talk to me about 10 years and you’re starting 
to talk about a relevant investing time frame.” Short-term volatility 
o�en masks the true long-term wealth building e�ects of sticking to 
a well-designed investment plan. Maintaining a focus on long-term 
return expectations associated with Financial Planning should help 
steer you on a clear path towards achieving your �nancial goals. 

Book Review
B Y  KODY BROWN ,  FINANCIAL ANALYST

“MINDSET: THE NEW PSYCHOLOGY OF SUCCESS”
By Carol Dweck

O�en, intelligence and aptitude are attributed to individuals at an 
early age.  However, this can establish what Stanford professor Carol 
Dweck titles as “�xed mindsets” – that is, where an individual 
de�nes themselves by their intrinsic intelligence or foreknowledge. 
Contrast that with a “growth mindset” where an individual 
approaches life by applying curiosity, perseverance, and 
determination when approaching new or unfamiliar subject matter.

Dweck begins by presenting the underlying psychology of the two 
mindsets and the prevailing angst associated with the “�xed 
mindset”. Years of success and intelligence can be called into 
question at any moment. �e premise that �xed qualities should 
manifest themselves positively in any context creates a decision 
paralysis within otherwise gi�ed individuals. �e fear of being 
exposed overrides the desire to expand one’s knowledge.

In contrast, the “growth mindset” encourages applying one’s 
aptitude to research, challenges, and perseverance when dealing 
with unfamiliar subject matter. When presented with failure, 
growth mindset individuals understand the setback to be only 
temporary. �rough continued commitment and consultation, 
development will continue, and expertise will be deepened. 

Failure is not a comfortable result for anyone, and avoidance may 
o�en feel the more tempting alternative. However, expertise can be 
obtained, and outcomes can be achieved through continued resolve.
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When Do We Notice Volatility?
We tend to notice volatility when the news brings it to our attention, 
o�en a�er a downdra� in the market caused by a reaction to a big 
news story.  A popular measure of volatility is the stock symbol VIX, 
the stock market's expectation of volatility and the popular name for 
the Chicago Board Options Exchange's CBOE Volatility Index, 
which is based on S&P 500 index options.  If short-term volatility 
continues in a downward direction for several weeks or months, we 
o�en have a correction or a bear market.  During the 2008 �nancial 
crisis and the Great Recession, the S&P 500 fell 57.7% in the 
six-month period from October 2007 to March 2009. In 2020, the 
coronavirus pandemic sent the world into a recession and equity 
markets reeling as the S&P 500 plummeted 51%.

Why Is Volatility Important?
We would like to believe that the stock markets are primarily 

Many clients over the years have inquired about investment returns and wonder what should a reasonable expectation be for long-term returns?  
As with many things in �nance, the answer isn’t simple or straight forward: it depends. Investment performance has to do �rst and foremost with 
the overall allocation of your portfolio, but other key drivers include how long you remain invested and whether or not you are reinvesting your 
earnings – versus taking income from the portfolio, which in reality is really a withdrawal of earnings (or principal). Obviously there are other 
factors such as the speci�c investments chosen, when you invest and a myriad of other variables can impact returns as well.   

I wanted to focus on just one aspect of an account’s earnings, the decision to reinvest dividends. �is decision allows the account to bene�t from 
compounding more fully, versus treating dividends as income and withdrawing them. Note: this is an important decision, especially given that 
many of our clients are 50% or more invested in stocks.

According to a recent study by Morningstar and Hartford Funds, reinvested earnings in the form of dividends account for 41% of all stock market 
returns, on average, looking back at 90 years of data; and that �gure is representative of numerous other studies I have examined over the years that 
showed a 25%-50% contribution of such reinvested earnings.  As we reach that point in life when we need to draw on portfolios to support our income 
needs (and that was the point of saving for retirement, right?), we need to recognize that returns will necessarily be lower since portfolios won’t have that 
critical source of return in the form of reinvested earnings and dividends. �at is also why we frequently talk to clients about taking a reasonable 3-5% 
cash withdrawal rate from their portfolios over time, to give the maximum opportunity for some level of compounding of reinvested earnings.

With the Forward S&P 500 Price/Earnings ratio hovering around 22, some 20-30% above long-term averages, we are prepared for increased volatility 
in the months and years ahead – see Berkeley Harrison’s article on this very topic inside on page three.  As we consistently remind clients, investing is 
more like a marathon than a sprint and we look forward to assisting you over the long-term. Please let us know if you have questions about these topics 
and we look forward to speaking with you soon. Have a great summer, going to a ball game, traveling, hiking or wherever your adventures take you!

—Best regards, Michael
MICHAEL HATCH, CFP®, MBA, JD

Milestones in Focus
BY KODY BROWN ,  FINANCIAL ANALYST

FINANCIAL PLANNING TIMELINE: 
50’S TO EARLY 60’S PRE-RETIREMENT CHECKUP

In this installment of Milestones in Focus, we will explore �nancial 
planning topics that should be top of mind when a household is in 
their 50’s to early 60’s. �is time period can be characterized by peak 
income, retirement catch-up provisions, long-term care (LTC) 
insurance considerations, strategic estate and tax planning, and the 
reduction of outstanding debts. �is is by no means an exhaustive 
list, but if these topics are overlooked or delayed, it can cause 
di�culty down the line for those racing to catch up.

controlled by level-headed professional investors; however, individual 
investors, and sometimes professionals, act irrationally, not always 
making decisions based on fundamentals. It is too easy for investors to 
be in�uenced by coworkers, news, and IPOs; if stock market volatility 
is perceived as being higher, the result is that stock market investing 
seems scarier.

It is o�en said that “the pain of losing is twice the pleasure of 
gaining”; this quote summarizes the concept of loss aversion, where 
investors are irrationally more afraid of possible loss in the stock 
market, at any given point, than an equally likely gain.  �is fear o�en 
prevents investors from making rational decisions, such as “buying 
on a dip”, or continuing to “stay on the sidelines”.

Some investors are unaware of the percentage increase that is 
required to “dig yourself out of a hole” once the stock market has 
gone down signi�cantly.  For example, if the stock market were to fall 
by 20%, it must then go up by 25% to return to the same place (e.g. 
$100 to $80 to $100).  In an extreme example, if the stock market 
were to go down by 33%, it must then go up by 50% from its new 
starting point to return to the same place ($100 to $66.66 to $100).  
O�en the downward movement is quick, over a few weeks or 
months, whereas the recovery period is typically much longer, in 
many cases taking several years. 

Despite memorable recent downturns (e.g. dot-com bubble, housing 
crisis, Covid-19 pandemic), stocks have averaged a healthy ten 
percent (10%) return over the last 30 years.

What Can We Do About It?
DOLLAR COST AVERAGE 

When volatility rises, and the market’s direction is uncertain (o�en the 
case), a newly funded account can be invested using Dollar Cost 
Averaging, whereby the cash to be invested is broken into several 
same-sized amounts, or tranches, and invested at regular intervals over 
several weeks or months.  �is technique increases the odds of buying on 
a mixture of both relatively high and low-price levels, and may result in a 
more acceptable “entry point”.  Remember, no one has a crystal ball to aid 
in timing the market and buying (or selling) at the optimal moment. 

AVOID HOT/COLD STRATEGIES
When selecting an investment strategy, it is sensible to avoid 
strategies that perform in either the top 25% of peers, or the bottom 
25% of this same group (hot/cold).  Most investors would prefer 
strategies that are consistently above average over the long run, not 
ones that make them feel “whipsawed”.

UPSIDE / DOWNSIDE PARTICIPATION

As part of the strategy selection process, it is tempting to only focus on 
Upside Participation, the degree to which a strategy’s price movements 
keep pace with an index’s upward movements.  Be leery of strategies with 

Remember, no one has a crystal 
ball to aid in timing the market 
and buying (or selling) at the 

optimal moment. 

“

”

 BUILDING TRUST OVER GENERATIONS™

Peak Income & Salary Deferral
As salary and bonus income reaches what is o�en  a peak, continuing 
to defer income into quali�ed retirement accounts is key. Income tax 
liabilities are consistently higher during this high earning phase, but 
by contributing to retirement accounts, current taxes are reduced. If 
retirement accounts are fully funded, building out non-quali�ed 
accounts can create a bu�er for retirement cash�ow needs. By 
having three asset pools – retirement (pre-tax), non-quali�ed 
(post-tax), and real estate assets, households better prepare 
themselves against the threat of rising taxes, interest rates, and 
in�ation. Focusing solely on maxing out retirement contributions, 
while neglecting to build post-tax assets, can leave you less prepared 
to fund capital outlays (e.g. new roof ) without incurring a 
larger-than-expected tax bill. 

Catch-Up Provisions
Saving for retirement is o�en challenged during this period, due to 
the funding of private schools or college, asset acquisition (e.g. 
vacation house), or other committed expenses.  Don’t fret if you 
are unable to max out retirement contributions every year – it is 
not too late to “catch-up”. A�er the age of 50, a “catch-up 
contribution” provision is permitted by the tax code. In e�ect, 
regular annual contribution limits are increased by $6,000 in 
401(k) or 403(b) accounts, $1,000 in Roth and IRA accounts, and 
$3,000 in SIMPLE 401(k)’s.

Long-Term Care (LTC) Insurance
Elder and Custodial care have become increasingly important to 
plan for as aging families may require professional attention in 
their advanced years. Long-Term Care policies attempt to address 
this rising need by o�ering single pay, installment (10- or 20-year 
policies), or lifetime payment plans. Keep in mind that in order to 
receive manageable rates or to qualify for such a policy, households 
must begin to structure LTC policies as soon as feasible and 
most-importantly, before any health issues arise. �e later you 
wait, the higher LTC premiums will be – if you are even eligible. 
Single premium or installment plans are a great way to hedge 
against the rising costs of healthcare; once they are funded the 
premiums are not subject to increase. In contrast, lifetime payment 
plan premiums are subject to increases over time and may become 
una�ordable in your later years.

Strategic Estate and Tax Planning
Estate plans should be in e�ect much earlier than when you 
reach your 50’s and early 60’s; however, these plans are most 
likely due for key updates. Do not neglect revisions, 
modi�cations, or updates to Will and Trust documents, as an 
unexpected death can drastically derail estate planning 
intentions. Estate planning topics may include changes to state 
of residence, Executor or Trustee updates, children reaching the 
age of majority, asset and liability key updates, and more. 
Assuming that assets have grown over time, liquidation and 
diversi�cation techniques may greatly bene�t a household in an 
attempt to reduce tax burdens and retain hard-earned income.   

Debt Reduction 
Retirement is around the corner and debt-heavy households will 
�nd it more di�cult to maintain their lifestyles in retirement if 
the demands of current debt service remain at high levels. We 
frequently recommend clients pay down their mortgage as much 
as possible, or eliminate it, as they approach retirement. A 
simple amortization schedule can act as a useful tool to 

signi�cant Downside Participation, as their prices o�en su�er more 
than the overall stock market during a market downturn. �is can be 
magni�ed by concentrated positions or investments that use leverage.

FOCUS ON THE BIG PICTURE

When trying to overcome loss aversion, investors should not focus 
on each individual strategy or investment; instead, they should 
think about the overall net impact of the portfolio over time. As one 
of our most admired academics and investors, Nobel Laureate 
Eugene Fama stated “...talk to me about 10 years and you’re starting 
to talk about a relevant investing time frame.” Short-term volatility 
o�en masks the true long-term wealth building e�ects of sticking to 
a well-designed investment plan. Maintaining a focus on long-term 
return expectations associated with Financial Planning should help 
steer you on a clear path towards achieving your �nancial goals. 

Book Review
B Y  KODY BROWN ,  FINANCIAL ANALYST

“MINDSET: THE NEW PSYCHOLOGY OF SUCCESS”
By Carol Dweck

O�en, intelligence and aptitude are attributed to individuals at an 
early age.  However, this can establish what Stanford professor Carol 
Dweck titles as “�xed mindsets” – that is, where an individual 
de�nes themselves by their intrinsic intelligence or foreknowledge. 
Contrast that with a “growth mindset” where an individual 
approaches life by applying curiosity, perseverance, and 
determination when approaching new or unfamiliar subject matter.

Dweck begins by presenting the underlying psychology of the two 
mindsets and the prevailing angst associated with the “�xed 
mindset”. Years of success and intelligence can be called into 
question at any moment. �e premise that �xed qualities should 
manifest themselves positively in any context creates a decision 
paralysis within otherwise gi�ed individuals. �e fear of being 
exposed overrides the desire to expand one’s knowledge.

In contrast, the “growth mindset” encourages applying one’s 
aptitude to research, challenges, and perseverance when dealing 
with unfamiliar subject matter. When presented with failure, 
growth mindset individuals understand the setback to be only 
temporary. �rough continued commitment and consultation, 
development will continue, and expertise will be deepened. 

Failure is not a comfortable result for anyone, and avoidance may 
o�en feel the more tempting alternative. However, expertise can be 
obtained, and outcomes can be achieved through continued resolve.
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Investment advice offered through Sterling Financial Group, Inc., a Registered Investment Advisor and separate entity from 
LPL Financial. Financial advisors are registered with, and securities offered through LPL Financial, Member FINRA/SIPC.
Content in this material is for general information only and not intended to provide specific advice or recommendations for 
any individual. All performance referenced is historical and is no guarantee of future results. All indices are unmanaged and 
may not be invested into directly. This information is not intended to be a substitute for specific individualized tax advice. We 
suggest that you discuss your specific tax issues with a qualified tax advisor. There is no guarantee that a diversified portfolio 
will enhance overall returns or outperform a non-diversified portfolio. Diversification does not protect against market risk. 

USED CARS

• �e purchase price of a used car in the U.S. rose 48% over the twelve month period preceding May 2021.
• �e sharpest increase was in used pickup trucks, up over 70% during the same period.

RENTAL CARS

• Fleet sales plummeted in 2020 due to the Covid slowdown, so rental cars became increasingly scarce in    
2021 as travel resumed.
• According to Business Insider, rental car rates have risen to over $600 per day in popular destinations like 
Hawaii and Florida.

RECREATIONAL VEHICLES

• 2021 is forecasted to be the �rst year that RV sales in the U.S. exceed 500,000 units.
• Average purchase price for an RV: Class C: $35K - $50K, Class B: $100K - $200K, Class A: $200K - $300K

Interesting Facts:
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