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Dear Clients & Friends,
We hope you are well and are starting to make plans to move forward
with your lives in a safe yet productive and enjoyable manner. We have
much to be thankful for, as our office staff and their families here at
Sterling Financial Group have remained healthy and all are looking to
more normal activities.
Speaking of normalcy, the TSA has screened over a million flyers for the
past 18 days which is the first time we’ve reached those levels in over a year.
Rail volumes are also up approximately 12% from a year ago, and car sales
are running close to 16 million annualized units in the United States,
another bullish sign for the economy. Importantly, consensus 2021 GDP
growth estimates are now expecting the US to grow at 5 or 6% this year, as
companies handily beat their earnings forecasts. All this points to a
robust return to economic expansion, and that has led many to fret that
the economy might be on the verge of over-heating and causing inflation.
One thing I am fairly confident about after more than 30 years in this
business, is that when everyone is talking about one economic topic as
the “sure thing” to happen, that “thing” is
unlikely to be what happens. (Put another way,
life is what happens while we are making other
plans!) With so many now fixated on inflation,
here are some thoughts on that topic: Media
point to the record number of container ships
waiting to unload cargo, or “stuff ” that people
bought. Others point to the rapid rise in the
10-year US treasury bond, now around 1.7%
(but started the year at just under 1%). Still
others notice the massive increase in certain
commodities, like lumber or gasoline. Finally,
others point to the huge increase in government
debt in response to the Covid-19 pandemic as
inflationary.
Our belief is that most of these are temporary
conditions that are unlikely to persist, although
interest rates should certainly increase over time from their record lows.
This is partly because Covid-19 restrictions disrupted supply chains,
causing micro-chip or other shortages that has led to scarcity in some
industries. For example, the shut-down of sawmills along with growing
demand from Americans working on their homes is the biggest reason
timber has skyrocketed, not that we don’t have enough trees. (See Wall
Street Journal, Feb. 24, 2021, “Lumber prices are soaring. Why are tree
growers miserable?”) Or take the airline industry - so many airplanes were
taken out of service that a rise in demand will cause prices to rise quickly.
The “invisible hand” of the market’s force will take care of these
supply/demand imbalances. Each industry has some temporary issues, but
longer term I believe the cost of computers, medicine, travel and yes even
lumber, will come back to some historical norm.
We can and should note what other investors are focused on, but that
does not drive our investment approach on your behalf. As activity
resumes, we believe the economic surprises will continue to the upside
and we are positioned to take advantage of those macro-economic
trends. We look forward to speaking with you soon.
—Best regards, Michael
MICHAEL HATCH, CFP®, MBA, JD
www.sterlingfg.com

Milestones in Focus
B Y K O D Y B RO W N, F I N A N C I A L A N A L YST

FINANCIAL PLANNING TIMELINE:
“THE PLAN & TEST PHASE” / LATE 30’S-40’S
Our Financial Planning Timeline covers how to set up the right
foundations for your financial future, this quarter we review some of
life’s milestones that occur as investors transition from their 30’s to
their 40’s.

Avoiding Lifestyle Inflation
As incomes increase and household net worth grows, many
couples begin to acquire nicer vehicles, possessions, eat out more
often with friends, etc. This is a critical time to prioritize what you
want most in life over what you want now;
self-discipline is key so that discretionary
expenses do not spiral ever upward. Manage
credit card debt and limit high interest
loans; try as best you can to “pay as you go”
and avoid unnecessary debt for consumer
purchases.

Retirement Funding
Aim to keep your regular savings growing as
your pay increases, and “pay yourself first”.
Strive to defer the highest percentage of your
overall salary that your household budget can
bear each year. Pre-tax contributions to a
401(k) or 403(b) are set aside before they hit
your bank account and are a great start
towards building financial security.
In addition to retirement plan contributions through your
employer, make Regular IRA contributions to minimize your
annual tax bill and increase overall retirement savings. Roth
IRA contributions, while not tax deductible, make sense when
your current income level falls into a lower tax bracket. A
regular savings program that starts at an earlier age is the
number one factor that determines how well-funded your
retirement will be.

Estate Planning
Preparing a Will acts as a good first step so that a person’s wishes
are known upon their passing. In certain states, such as California,
probate can be especially challenging and time-consuming, so
Living Trusts are recommended for households with an estate
above $250,000, especially if you own real property. In addition,
Living Trusts offer privacy, since probate is a public process. Not
all households need a Living Trust, such as those that rent or
continued inside...
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jointly own a home (with right of survivorship) or whose financial
assets consist of a pension, retirement accounts and/or life
insurance policies, which transfer to the named beneficiary.

Company Spotlight: Tesla

In addition to Wills and Trusts, Powers of Attorney are
important legal documents to consider if a spouse or loved one
is incapacitated due to illness or accident, as well as an Advanced
Medical Directives. Check with your estate planning attorney or
let us know if you need a recommendation for qualified counsel.

Perhaps no founder in recent times has been more brazen and
industry changing than Elon Musk, founder and CEO of Tesla.
His statements move industries; their cars have captured the
imagination of millions; yet the company has yet to turn an
operating profit after 15 years. Having worked for General
Motors early in my career, I do have some idea of what a complex
task it is to bring a vehicle to market. As if that were not
enough, Tesla has more or less invented the category of “performance electric vehicles” as most prior versions of electric cars
were utilitarian machines.

529 Funding
Saving for college is a common worry for most parents. Annual
contribution limits apply to 529 college savings plans and while
contributions are not tax deductible, the earnings inside such
plans grow tax deferred. If distributions are used for schooling
related expenses, they will qualify as tax free distributions. Keep
in mind, recent expansion in the tax code permits qualified
distributions for K-12 schooling, vocational and trade schools,
apprenticeship programs, and paying down excess student loans
upon graduation. These changes offer a less-restrictive pathway
for funding educational pursuits. California and many other
states apply lifetime contribution limits on a per beneficiary
basis, generally over $250,000.

Rightsizing Insurance
In conjunction with contingency planning, reviewing personal
and property insurance policies periodically can make a world of
difference. We often see gaps or deficiencies in clients’ insurance
plans, and frequently recommend professional review of all
coverages. The financial ramification of being underinsured
poses a far greater risk than the additional costs associated with
the rightsizing of coverages. For example, as a home’s value
increases, the insurance coverage should increase to insure
proper replacement coverage. Adding an umbrella policy to
cover any unforeseen shortfalls in homeowners, auto, or
watercraft coverages is also generally a good idea.

“

As the Rolling Stones sang,
“time is on my side, yes it is”
and planning now around these
milestones can really impact
your future.
Bringing It Home

”

As financial assets and complexity grows, the number of accounts
and the challenge of managing things can make financial planning a
more pressing need. Obtaining a “financial checkup” with an
objective professional can act as a litmus test to determine where you
stand and if there are any critical missing pieces in your financial
structure. As the Rolling Stones sang, “time is on my side, yes it is”
and planning now around these milestones can really impact your
future. As always, please let us know if we can help you or those you
care about with any of these issues.

www.sterlingfg.com
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Now selling 500,000 cars per year, TESLA has made one
technological breakthrough after another, yet their “profitability” over the past several years has relied on a strategy of selling
regulatory credits to competing automakers who failed to sell
the percentage of zero-emission vehicles that 11 different states
require. The $3.3 billion from those credit sales - $1.6 billion in
the last year alone – has kept Tesla in the black. Last year, Tesla’s
profits were $721 million, meaning they’d have otherwise posted
a loss were it not for the credit sales (CNN, February 1, 2021).
Why is it so difficult for TESLA to make money selling cars?
Well for one thing, bringing a new car design to market is an
incredibly expensive task. Design and manufacturing engineering costs are astronomical, as is their ongoing need to build out
charging infrastructure. Then there is TESLA’s admirable focus
on quality – I am told that other than the tires TESLA manufactures nearly everything in house – even the glass on their
large computerized displays. TESLA seems to be taking the
long-long term view and are unconcerned about immediate
profits, but rather building an excellent product and thereby
brand loyalty over the long term. (By the way, I don’t own the
stock, nor the car, nor have I ever driven one.) The selling of
regulatory credits is a band-aid bridge of financial engineering,
which goes along with their other brilliant automobile
engineering. However, such credits will not always be available,
do not intrinsically add any value and relies on government
choices to mandate products at the expense of other producers,
industries and taxpayers. I do not fault TESLA for taking
advantage of the competitive landscape as it exists. And I do
believe they are on the path to building an incredibly loyal
brand following, where people are willing to pay nearly
anything to drive and live the TESLA brand. However, at some
point, the company must turn a consistent operating profit,
otherwise their highly valued stock may come back to earth. I
admire TESLA and its entrepreneurial founder for showcasing
their engineering feats, and I hope their financial performance
catches up!
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Commercial Real Estate Update
BY BERKELEY HARRISON, CFA

COMMERCIAL REAL ESTATE: NOT ALL BAD NEWS
While visuals of “dead malls” and “ghost town office towers” pervade
the news media, there is a wide disparity between various sectors of
commercial real estate since the Covid-19 pandemic began. Some
sectors, such as industrial, apartments and healthcare-related office,
are proving to be pandemic-resistant.

Hard Hit Sectors
Office buildings remain challenged within commercial real estate in
2020-21 and actual empty offices or fears of that possibility could
persist for years. While it is true that office building utilization in our
largest cities fell by 90% during 2020, many companies have already
announced that they desire to return to their offices as soon as
practicable. Working from home was a viable option for many office
workers over the past year, although many workers are suffering from
“Zoom-fatigue”, managers all too often report effectiveness has
suffered, and new employee training has proven especially
challenging. The desire to return to the office runs head-on with the
open floor plans or co-working spaces that many corporations
adopted in recent years; the desire to spread out and give employees
their own space may eventually mean that net demand for office
space grows over time.
Senior living and shopping malls were two other hard-hit
commercial real estate sectors. Senior living properties continued to
receive bad news in 2020, as headlines and stories of inadequate
sanitation at senior living facilities exposed both staff and residents to
the Covid-19 virus at an alarming rate. Later in the year, residents
reported bouts of depression as facilities clamped down on
visitations, even from immediate family members. Shopping malls
were already struggling with the growth of e-commerce, then the
pandemic caused foot traffic to fall by more than 80% during 2020.

“

Shopping malls were already
struggling with the growth of
e-commerce, then the pandemic
caused foot traffic to fall by
more than 80% during 2020.
Glimmers of Hope

”

Industrial properties performed relatively well during 2020.
Blackstone shared on their February 2021 investor call that
industrial properties enjoyed 95% occupancy, led by a strong
e-commerce portfolio. The Wall Street Journal noted in February
2021 that warehouse properties had attracted foreign property
investors, drawn to the notable surges in online sales. Some of these
investors, previously focused on big-city office towers and condo
buildings, now viewed owning a distribution property leased by
Amazon in a suburban or mid-sized city location as akin to “owning
a corporate bond given by one of the largest companies in the world”.

Another commercial real estate sector that was pandemic-resistant
were apartment properties. Per Blackstone, performance was
especially strong in the Sunbelt, ideally garden style apartments
located in suburban settings with good school districts. Tenants
appreciated greenery and landscaping surrounding their buildings
when working from home. Not all apartment properties will fare
well, especially as disappearing eviction protections, lower rent
collections and soft demand begin to take their toll later this year.
A third sector that held up well last year was grocery-anchored retail
centers, since grocery shopping was one of the few activities that
forced people out of their homes in 2020.

Opportunity?
Some traditional real estate players, including Blackstone and JLL,
have increased debt levels for existing REIT funds to take advantage
of improved property pricing in favored sectors such as industrial,
apartment and healthcare sectors. Private investor Charles Koch
stepped up his real estate efforts in the past year, attempting to take
advantage of soft commercial real estate prices, making significant
purchases in late 2020 and early 2021. Koch Real Estate
Investments explained to The Wall Street Journal in March 2021
that some of these properties may be “too expensive or complicated
for others”, betting on a longer-term recovery. All in all, we still see
plenty of opportunity in the real estate sector, both for income and
long term appreciation.

Book Review
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“THIS TIME IS DIFFERENT:
EIGHT CENTURIES OF FINANCIAL FOLLY”
By Carmen Reinhart & Kenneth Rogoff
By culling through a massive database going back to the 12th
century, Reinhart & Rogoff present a data-intensive review of both
the developed and developing world financial structures and they
present a somewhat gloomy tale of serial defaults by most – but not
all – sovereign nations. From debasement of currency leading to
crashes, to an old-fashioned “run on the bank”, to countries claiming
“insolvency” even though they clearly can but do not wish to pay
their debts, the number of countries that have tried various schemes
to clean their financial house is staggering. In Europe, Greece is the
clear leader with over 50 years of default or debt rescheduling since
1800. The United States, no stranger to financial turmoil, had 13
banking crises in a little over 200 years. One striking observation the
authors gleaned is the similarities of these problems in both the
developed and developing world, and that “…rich countries are not
special” in regard to avoiding such problems. The reaction of piling
on the public debt to “solve” these immediate needs has been
relentless, and not just in modern times, having an average increase
of government debt of 86% over the many centuries they examined.
The “this time is different” syndrome lives on, and no amount of
financial engineering can fix an economic system that consumes too
much, saves too little, and borrows too much. We have made so
many strides in modern times to build resilient institutions,
maintain an entrepreneurial “start-up nation” mentality, reduce
poverty and provide opportunity for all; however, based on history,
we should pause to reconsider what debt levels are sustainable, as
this time is probably not different from past experiences.
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Interesting Facts:
• As of March 23rd, 96% of the slightly more than 3,000 stocks in the Wilshire Total Stock Market
Index had a positive total return over the prior 12 months, according to Wilshire. The next closest
period to that was February 2004, when 93% of stocks had positive 12-month returns.
• As negative interest rates persist in much of Europe, one Portuguese bank estimated that 12% of its
variable rate mortgage contracts carry a negative rate, meaning the bank pays the borrower interest
each month, rather than vice versa, although regular principal payments are still required.
• Enjoying our updated newsletter format? Please drop us a line at contact@sterlingfg.com and let
us know how you like it. We are incredibly grateful to a close friend of our firm for this new design
and inspiration, as well as our own Kody Brown and to his super talented wife (graphic designer)
Jenna Brown for putting it all together!

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.
www.sterlingfg.com
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