
�e possibility of stag�ation has reappeared in the news, a�er 
nearly a forty-year hiatus. Stag�ation is an economic cycle 
characterized by slow growth, a high unemployment rate, and high 
in�ation. Presently, two of the three factors can be seen in the 
economy with the exception being high unemployment. With this 
in mind, we’ve begun to see the longer end of the yield curve come 
down and even invert (the 30Yr, 10Yr, and 5Yr Treasury yields are 
now below the 2Yr yield). �ese inversions re�ect the fear of a 
recession and could indicate a peak in longer term interest rates.
We saw this development as a possible buying opportunity for 
bonds over the summer. Overall, in the recent rebalance of our 
client portfolios, we increased the overall bond allocation from 
24% to 30% in our typical growth and income portfolio (a 25% 
increase to the bond allocation).  
At this point, we expect to gradually increase our bond allocations 
during the remainder of the year, as rates likely continue to rise.  
While no one has a crystal ball, we think a determined Fed will 
address in�ation, and as their declared policy continues, there 
should be opportunities to cherry-pick accordingly. We do  not 
believe that higher rates are sustainable in the long run, which is 
why we have begun building bond ladders and have added to 
duration as we cautiously look to lock in these higher yields.
With the current “risk-free” rates of 2Yr, 5Yr, 10Yr, and 30Yr 
Treasuries now around 4%, and credit spreads over Treasuries of 
approximately 1.6% on investment grade corporate bonds and 
5.5% on high yield bonds, the prospect of building larger bond 
allocations is beginning to garner more interest once again. 

Are Discounted Bonds A “Deal”?
As bonds are constantly repriced to re�ect the current issue 
and rate environment, purchasing corporate bonds at 
signi�cant discounts can be reduced to bond math.
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�e Secret Service has a near 
herculean task of not only 
protecting Presidents, but 
other o�cials, foreign 
visiting leaders, and 
frequently the families of 
these dignitaries as well as 

What Returns are �ey Paying Now?
I Bonds pay a composite rate, with a �xed component and an 
in�ation-linked component, the non-seasonally adjusted 
Consumer Price Index for all Urban Consumers (CPI-U). 
Interest is earned monthly and compounded semi-annually. 
�e composite rate is adjusted twice each year, in May and 
November.
During August 2022, new Series I Savings Bonds were paying 
an initial interest rate of 9.62%. �is is signi�cantly better than 
most money market rates and Bank CDs, o�en still paying less 
than four percent (4.0%). 

How Much Can I Invest?
�e minimum purchase amount for electronic I Bonds is $25, and 
$50 for paper I Bonds.
�e annual limit is $10,000 per person each year. If a taxpayer is 
due a federal income tax refund, up to an additional $5,000 can be 
invested in I Bonds each year, for a total of up to $15,000. 

Some Caveats
Purchases: You must purchase directly through the 
government’s website, TreasuryDirect.gov and you can only 
sell back electronic I Bonds to the U.S. government through 
the same website. Paper I Bonds can be purchased by using 
your federal income tax refund; they may be cashed at some 
local �nancial institutions or by mail.
Liquidity: I Bonds are illiquid for the �rst year, with no ability 
to redeem early. A�er one year and before the ��h year, selling 
back the I Bond carries a penalty of three months of interest. 
A�er �ve years, there are no penalties related to a sale.
Taxes: I Bond interest is tax-free at the local and state level, but 
taxable at the federal level. If used for quali�ed educational 
expenses, the interest can also be tax-free at the federal level.
Variable Rate: Note that we are currently in a rising 
in�ationary rate environment, which will lead to higher 
payments for I Bonds each six months. However, in�ation 
could fall again in the near term, and payments on I Bonds 
would fall with it.
Auction Sites: Avoid purchasing a savings bond through 
auction sites such as eBay. Ownership is non-transferable, with 
the original owner’s name printed on the savings bonds; as a 
result, you would only be buying a fancy piece of paper.

Please reach out if you would like to discuss short-term 
investment options.

For example, if a high-quality, �ve-year, 2% coupon corporate 
bond issued at par six months ago were to be issued in the 
current market, it would need to be o�ered with a 5+% coupon 
at par to o�er a 5%+ yield. �is is based solely on the fact that 
the yield on a �ve-year U.S. Treasury bond has risen by over 2% 
in the past nine months. To adjust for the current issues at a 
higher rate, the bond issued six months ago is now sold in the 
secondary market at a discounted price to match a current 
yield of 5%+. 

In our recent portfolio rebalance, we began taking steps to take 
advantage of the higher available yields, adding funds to both 
high yield and laddered bond strategies.

Economic Takeaways
From a broader perspective, the U.S. economy continues to 
exhibit several strengths, certain weaknesses, and an overall 
cloudy outlook.  On the plus side corporate earnings have held 
up so far, and while stock valuations and P/E’s have declined, 
there continues to be a LOT OF CASH on corporate balance 
sheets that could help them weather economic weakness, 
(although many companies have o�ered tepid or no guidance 
on their future revenue or earnings). Weekly railroad 
shipments were surprisingly consistent all year, while 
automotive sales were down, re�ecting challenges in a major 
durable goods sector. �e very strong dollar demonstrates 
global economies believe in the U.S. economy, although it 
makes U.S. exports more costly to foreign buyers. Importantly, 
consumers continue to be in good shape, although the bloom is 
o� the rose of many portions of the real estate / housing sector; 
existing home sales have edged slower for 7 straight months, 
albeit from a breakneck pace in recent years.

What to make of all of this? For more than three decades we 
have witnessed a consistent phenomenon:  As soon as everyone 
knows what is about to happen (of course we are having a 
recession, right?) markets o�en challenge that perspective by 
performing in a way that proves most people wrong.  Yes, we 
could have a “regular” recession in the next year or two, and 
Fed tightening to the level they have committed to thus far, 
almost ensures that. However, we have never had a recession 
without a meaningful rise in unemployment, and none of these 
outcomes are guaranteed. It is also possible that we could just 
have a mild so�ening period of economic activity, whereby the 
economy absorbs higher interest rates and modestly lowers 
demand, followed a year or so later by a period of more normal 
growth. Either way, our job is to build durable investment 
portfolios to allow you to continue with a secure �nancial 
future, and we are striving to do just that. As always, we look 
forward to speaking with you at your convenience.

—Best regards, Michael

MICHAEL HATCH
CFP®, MBA, JD
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Re�aming Risk
BY KODY BROWN ,  CFP®

Risk tolerance and time horizons are central topics to both 
�nancial planning and investment management. In volatile market 
periods risk tolerance is put to the test, like a ship’s captain during 
a big storm. Over the last decade, liberal use of both �scal and 
monetary policies by our federal government have suppressed 
market volatility. �ough these e�orts were positive for equity 
markets (if you focus on the above average returns during that 
period), the decreased volatility in risk assets has unfortunately 
“insulated” many investors. As a result of investors’ notoriously 
short-term memories, their risk tolerance may be out of balance 
with their current portfolio. For example, the NASDAQ stock 
index, which re�ects many technology �rms, is down 21% over the 
past 12 months. While individuals may feel amenable to higher 
levels of risk on paper, in practice, they o�en �nd themselves losing 
sleep or experiencing other anxieties over �uctuations in asset 
values. If you have found this to be true recently, we may be 
overdue for a conversation.

 =

In a Harvard Business Review article by Robert Kaplan and 
Anette Mikes titled Managing Risks: A New Framework, the 
authors categorized corporate risks into three categories:

1. Preventable Risks: Risks arising from within the company 
that generate no strategic bene�ts 

2. Strategy Risks: Risks taken for superior strategic returns

3. External Risks: External, uncontrollable risks

Applying these same three categories more speci�cally to the 
investment management realm, we would re-de�ne the categories 
as such:

1. Preventable Risks: Risks arising from over/underweight 
allocations to more volatile assets classes such as equities, or asset 
concentrations (i.e. lack of diversi�cation).

2. Strategy Risks: Risks taken by the investment manager’s asset 
allocation over/underweights compared to peers or an 
appropriate benchmark.

3. External Risks: External, risks out of the control of an 
investment manager, such as economic recession, broad market 
sello�s, pandemics, and geopolitical con�icts.

Preventable Risks should be addressed using a 
well-de�ned time horizon that helps determine the 
appropriate asset mix. At Sterling Financial Group, we o�en 
use what we call a “Bucket Approach”, which primarily divides 
client assets into various buckets, based on the expected time 
horizons of future �nancial needs. Cash�ow needs in one to 
�ve years for example, should not all have the same investment 
allocations as funds that won’t be accessed for 10+ years. 
Shorter time frames generally lead to higher allocations in 
lower volatility assets such as bonds or cash-like investments. 
Conversely, longer dated time horizons should lead to an 
increased allocation in equities. 

Strategy Risks are mitigated or exacerbated through 
investment advisors’ selection. Scaling up or down respective 
allocations and sector investments are a  way that strategy risk 
either leads to alpha or detracts from overall performance.

External Risks are an inevitable fact of life. When bear 
markets take hold, knowing that both Preventable and 
Strategic Risks have been addressed appropriately, one can ride 
out the storm or even look for opportunities as they arise.

It has been di�cult to enjoy the 2022 roller coaster so far, but 
we con�dently move forward with better days in mind. Client 
portfolios are positioned well, and the economy resiliently 
pushes forward. We wish you all the best in the fall season!

(Kaplan R. and Mikes A. (2012, June). Managing Risks: A New 
Framework. Harvard Business Review. 
https://hbr.org/2012/06/managing-risks-a-new-framework)

Should I Consider I Bonds?
BY BERKELEY HARRISON, CFA

If you have extra cash at the bank, shorter-term investment 
options such as money market funds and CDs, now provide 
more interesting returns than they did last year.
If you have some funds you won’t need for at least one year, 
you might also consider Series I Savings Bonds (“I Bonds”).

What Are I Bonds?
�e U.S. Federal Government issues I Bonds, which are very 
similar to EE Savings Bonds. While EE Savings Bonds pay a �xed 
return, I Bonds have a variable rate, which can be an attractive 
feature in a rising rate environment. I Bonds have a maturity of 
30 years, comprised of an original 20-year maturity, immediately 
followed by a 10-year extended maturity period.
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fraud against the United States. �e Agency was founded over 
150 years ago but really came into its own as a truly professional 
organization, a�er the sad events in Dallas 1963 and the 
Kennedy assassination. Prior to that time, the agency was not 
focused primarily on the Presidential security detail and had a 
mere few hundred agents and a budget of around $5 million. 

Contrast that with today’s Secret Service of more than 7,000 
employees, 150 �eld o�ces and its $3.2 Billion 2021 budget. 
�at is a ten-fold increase in the number of employed agents 
and an estimated sixty-fold increase to their annual budget 
dating back to the sixties! Breaking it down further, on an 
annualized basis that would equate to an average annual 
increase of nearly 12% every year for the past 58 years.

Leonnig’s book documents the agency in scrupulous detail – 
sometimes too much detail at over 500 pages! – and comes 
sourced from archived records, and hundreds of interviews 
with agents, protected individuals, and numerous other 
sources. For instance, she recounts, hour by hour, what agents 
were doing, and operational heroics and lapses, during most of 
the major events you’ve read about over the last 50+ years. 
Attempted assassinations of George Wallace, Ronald Reagan 
and Gerald Ford are all documented, in an un�ltered manner.

In the end it “…paints an alarming portrait of…an agency that 
has had better days”, according the �e Guardian. Many of the 
lapses and scandals of the Secret Service are well documented, 
and my own conclusions are that a) it is very hard to grow to 
many thousands of employees and billions in expenditures as an 
organization without taking on bureaucratic bloat and 
tendencies, and b) it is also very hard for ANY organization to 
both govern itself and at the same time provide 
police/regulatory powers over itself. Because the Secret Service 
organization at times has been a political apparatus for both 
major parties, and their mission has spread into so many other 
�elds (even cyber-security) we all hope the Secret Service can 
pull together into the truly e�ective force we need them to be.
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investment management realm, we would re-de�ne the categories 
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allocation over/underweights compared to peers or an 
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use what we call a “Bucket Approach”, which primarily divides 
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visiting leaders, and 
frequently the families of 
these dignitaries as well as 

What Returns are �ey Paying Now?
I Bonds pay a composite rate, with a �xed component and an 
in�ation-linked component, the non-seasonally adjusted 
Consumer Price Index for all Urban Consumers (CPI-U). 
Interest is earned monthly and compounded semi-annually. 
�e composite rate is adjusted twice each year, in May and 
November.
During August 2022, new Series I Savings Bonds were paying 
an initial interest rate of 9.62%. �is is signi�cantly better than 
most money market rates and Bank CDs, o�en still paying less 
than four percent (4.0%). 

How Much Can I Invest?
�e minimum purchase amount for electronic I Bonds is $25, and 
$50 for paper I Bonds.
�e annual limit is $10,000 per person each year. If a taxpayer is 
due a federal income tax refund, up to an additional $5,000 can be 
invested in I Bonds each year, for a total of up to $15,000. 

Some Caveats
Purchases: You must purchase directly through the 
government’s website, TreasuryDirect.gov and you can only 
sell back electronic I Bonds to the U.S. government through 
the same website. Paper I Bonds can be purchased by using 
your federal income tax refund; they may be cashed at some 
local �nancial institutions or by mail.
Liquidity: I Bonds are illiquid for the �rst year, with no ability 
to redeem early. A�er one year and before the ��h year, selling 
back the I Bond carries a penalty of three months of interest. 
A�er �ve years, there are no penalties related to a sale.
Taxes: I Bond interest is tax-free at the local and state level, but 
taxable at the federal level. If used for quali�ed educational 
expenses, the interest can also be tax-free at the federal level.
Variable Rate: Note that we are currently in a rising 
in�ationary rate environment, which will lead to higher 
payments for I Bonds each six months. However, in�ation 
could fall again in the near term, and payments on I Bonds 
would fall with it.
Auction Sites: Avoid purchasing a savings bond through 
auction sites such as eBay. Ownership is non-transferable, with 
the original owner’s name printed on the savings bonds; as a 
result, you would only be buying a fancy piece of paper.

Please reach out if you would like to discuss short-term 
investment options.

For example, if a high-quality, �ve-year, 2% coupon corporate 
bond issued at par six months ago were to be issued in the 
current market, it would need to be o�ered with a 5+% coupon 
at par to o�er a 5%+ yield. �is is based solely on the fact that 
the yield on a �ve-year U.S. Treasury bond has risen by over 2% 
in the past nine months. To adjust for the current issues at a 
higher rate, the bond issued six months ago is now sold in the 
secondary market at a discounted price to match a current 
yield of 5%+. 

In our recent portfolio rebalance, we began taking steps to take 
advantage of the higher available yields, adding funds to both 
high yield and laddered bond strategies.

Economic Takeaways
From a broader perspective, the U.S. economy continues to 
exhibit several strengths, certain weaknesses, and an overall 
cloudy outlook.  On the plus side corporate earnings have held 
up so far, and while stock valuations and P/E’s have declined, 
there continues to be a LOT OF CASH on corporate balance 
sheets that could help them weather economic weakness, 
(although many companies have o�ered tepid or no guidance 
on their future revenue or earnings). Weekly railroad 
shipments were surprisingly consistent all year, while 
automotive sales were down, re�ecting challenges in a major 
durable goods sector. �e very strong dollar demonstrates 
global economies believe in the U.S. economy, although it 
makes U.S. exports more costly to foreign buyers. Importantly, 
consumers continue to be in good shape, although the bloom is 
o� the rose of many portions of the real estate / housing sector; 
existing home sales have edged slower for 7 straight months, 
albeit from a breakneck pace in recent years.

What to make of all of this? For more than three decades we 
have witnessed a consistent phenomenon:  As soon as everyone 
knows what is about to happen (of course we are having a 
recession, right?) markets o�en challenge that perspective by 
performing in a way that proves most people wrong.  Yes, we 
could have a “regular” recession in the next year or two, and 
Fed tightening to the level they have committed to thus far, 
almost ensures that. However, we have never had a recession 
without a meaningful rise in unemployment, and none of these 
outcomes are guaranteed. It is also possible that we could just 
have a mild so�ening period of economic activity, whereby the 
economy absorbs higher interest rates and modestly lowers 
demand, followed a year or so later by a period of more normal 
growth. Either way, our job is to build durable investment 
portfolios to allow you to continue with a secure �nancial 
future, and we are striving to do just that. As always, we look 
forward to speaking with you at your convenience.

—Best regards, Michael

MICHAEL HATCH
CFP®, MBA, JD

Re�aming Risk
BY KODY BROWN ,  CFP®

Risk tolerance and time horizons are central topics to both 
�nancial planning and investment management. In volatile market 
periods risk tolerance is put to the test, like a ship’s captain during 
a big storm. Over the last decade, liberal use of both �scal and 
monetary policies by our federal government have suppressed 
market volatility. �ough these e�orts were positive for equity 
markets (if you focus on the above average returns during that 
period), the decreased volatility in risk assets has unfortunately 
“insulated” many investors. As a result of investors’ notoriously 
short-term memories, their risk tolerance may be out of balance 
with their current portfolio. For example, the NASDAQ stock 
index, which re�ects many technology �rms, is down 21% over the 
past 12 months. While individuals may feel amenable to higher 
levels of risk on paper, in practice, they o�en �nd themselves losing 
sleep or experiencing other anxieties over �uctuations in asset 
values. If you have found this to be true recently, we may be 
overdue for a conversation.

 =

In a Harvard Business Review article by Robert Kaplan and 
Anette Mikes titled Managing Risks: A New Framework, the 
authors categorized corporate risks into three categories:

1. Preventable Risks: Risks arising from within the company 
that generate no strategic bene�ts 

2. Strategy Risks: Risks taken for superior strategic returns

3. External Risks: External, uncontrollable risks

Applying these same three categories more speci�cally to the 
investment management realm, we would re-de�ne the categories 
as such:

1. Preventable Risks: Risks arising from over/underweight 
allocations to more volatile assets classes such as equities, or asset 
concentrations (i.e. lack of diversi�cation).

2. Strategy Risks: Risks taken by the investment manager’s asset 
allocation over/underweights compared to peers or an 
appropriate benchmark.

3. External Risks: External, risks out of the control of an 
investment manager, such as economic recession, broad market 
sello�s, pandemics, and geopolitical con�icts.

Preventable Risks should be addressed using a 
well-de�ned time horizon that helps determine the 
appropriate asset mix. At Sterling Financial Group, we o�en 
use what we call a “Bucket Approach”, which primarily divides 
client assets into various buckets, based on the expected time 
horizons of future �nancial needs. Cash�ow needs in one to 
�ve years for example, should not all have the same investment 
allocations as funds that won’t be accessed for 10+ years. 
Shorter time frames generally lead to higher allocations in 
lower volatility assets such as bonds or cash-like investments. 
Conversely, longer dated time horizons should lead to an 
increased allocation in equities. 

Strategy Risks are mitigated or exacerbated through 
investment advisors’ selection. Scaling up or down respective 
allocations and sector investments are a  way that strategy risk 
either leads to alpha or detracts from overall performance.

External Risks are an inevitable fact of life. When bear 
markets take hold, knowing that both Preventable and 
Strategic Risks have been addressed appropriately, one can ride 
out the storm or even look for opportunities as they arise.

It has been di�cult to enjoy the 2022 roller coaster so far, but 
we con�dently move forward with better days in mind. Client 
portfolios are positioned well, and the economy resiliently 
pushes forward. We wish you all the best in the fall season!

(Kaplan R. and Mikes A. (2012, June). Managing Risks: A New 
Framework. Harvard Business Review. 
https://hbr.org/2012/06/managing-risks-a-new-framework)

Should I Consider I Bonds?
BY BERKELEY HARRISON, CFA

If you have extra cash at the bank, shorter-term investment 
options such as money market funds and CDs, now provide 
more interesting returns than they did last year.
If you have some funds you won’t need for at least one year, 
you might also consider Series I Savings Bonds (“I Bonds”).

What Are I Bonds?
�e U.S. Federal Government issues I Bonds, which are very 
similar to EE Savings Bonds. While EE Savings Bonds pay a �xed 
return, I Bonds have a variable rate, which can be an attractive 
feature in a rising rate environment. I Bonds have a maturity of 
30 years, comprised of an original 20-year maturity, immediately 
followed by a 10-year extended maturity period.

 BUILDING TRUST OVER GENERATIONS™

fraud against the United States. �e Agency was founded over 
150 years ago but really came into its own as a truly professional 
organization, a�er the sad events in Dallas 1963 and the 
Kennedy assassination. Prior to that time, the agency was not 
focused primarily on the Presidential security detail and had a 
mere few hundred agents and a budget of around $5 million. 

Contrast that with today’s Secret Service of more than 7,000 
employees, 150 �eld o�ces and its $3.2 Billion 2021 budget. 
�at is a ten-fold increase in the number of employed agents 
and an estimated sixty-fold increase to their annual budget 
dating back to the sixties! Breaking it down further, on an 
annualized basis that would equate to an average annual 
increase of nearly 12% every year for the past 58 years.

Leonnig’s book documents the agency in scrupulous detail – 
sometimes too much detail at over 500 pages! – and comes 
sourced from archived records, and hundreds of interviews 
with agents, protected individuals, and numerous other 
sources. For instance, she recounts, hour by hour, what agents 
were doing, and operational heroics and lapses, during most of 
the major events you’ve read about over the last 50+ years. 
Attempted assassinations of George Wallace, Ronald Reagan 
and Gerald Ford are all documented, in an un�ltered manner.

In the end it “…paints an alarming portrait of…an agency that 
has had better days”, according the �e Guardian. Many of the 
lapses and scandals of the Secret Service are well documented, 
and my own conclusions are that a) it is very hard to grow to 
many thousands of employees and billions in expenditures as an 
organization without taking on bureaucratic bloat and 
tendencies, and b) it is also very hard for ANY organization to 
both govern itself and at the same time provide 
police/regulatory powers over itself. Because the Secret Service 
organization at times has been a political apparatus for both 
major parties, and their mission has spread into so many other 
�elds (even cyber-security) we all hope the Secret Service can 
pull together into the truly e�ective force we need them to be.

In the end it “…paints an 
alarming portrait of…an agency 

that has had better days”

“

”
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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. 
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