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“We know, there are known knowns; there are things we know we know. We also know there are known
unknowns; that is to say we know there are some things we do not know. But there are also unknown
unknowns- the ones we don't know we don't know.”
—Donald Rumsfeld (1932-2021), Secretary of Defense under Presidents Gerald Ford and George W. Bush
WHAT YOU DON’T KNOW MIGHT HURT YOU
Last month, former U.S. Secretary of Defense
Donald Rumsfeld passed away. His long and
sometimes controversial career included the
unique distinction of serving under two U.S.
presidents: President Gerald R. Ford (as the
Nation’s youngest Secretary of Defense) and
President George W. Bush (as the nation’s oldest).
In 2002, during an Iraq War press briefing,
Rumsfeld made the famous statement quoted
above. Interestingly, his comment could be
used today to describe the current investing
environment. “Unknown unknowns” (as Rumsfeld
called them) are scenarios or eventualities that
manifest unexpectedly, yet must be prepared for
even though they cannot be forecast.
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S&P 500

8.55%

15.25%

40.79%

Russell 2000

4.29%

17.54%

62.03%

MSCI EAFE

5.17%

8.83%

32.35%

MSCI EM

5.05%

7.45%

40.9%

Barclays US Aggregate

1.83%

-1.60%

-0.33%

Barclays US 5-year Municipals

0.48%

0.17%

2.24%

HFRX Equity Hedge

5.07%

7.86%

20.4%

Barclays BTOP 50

4.67%

7.44%

16.05%

HFRX Global Hedge

2.41%

3.73%

12.01%
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The most recent “unknown unknown” to which we can all relate is, of course, the COVID-19 pandemic. Had someone been
able to predict with certainty that a respiratory virus would rapidly spread around the globe, threaten the world’s population,
and force governments to implement restrictions that would lead to a near secession of traditional face-to-face commerce,
they surely would also have expected equity markets to experience record-setting declines in value. Instead, the equity returns
depicted in Figure 1, were the result.
Clearly, the markets’ results over the past year have been breathtakingly (and unexpectedly) positive. Acknowledging this, what can
we reasonably conclude? How can we confidently devise portfolios that will endure through the “unknown unknowns?”
We believe that two major investment principles hold the answer: 1) Broadly diversified portfolio investments that span
geographies and utilize a multitude of strategies and security types in alignment with each investor’s unique objectives and risk
tolerance levels 2) portfolios that are rebalanced regularly to ensure allocations remain at an optimized level for both a client’s
risk profile and market conditions.
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TAX OPPORTUNITIES AND IMPACTS
Understandably, over the past year, many investors have resisted the idea of rebalancing their portfolios. After experiencing
an extended period of outsized positive equity market performance, rebalancing carries its own explicit costs. For individual
investors, that cost appears in the form of capital gains realization (i.e., the difference between the legacy cost basis of an
asset versus what that asset can be sold for today).
The IRS collects its share of that profit as capital gains tax. Although paying taxes is never fun, it is an inescapable reality and
part of American life. To maintain perspective, it may help to remember that generating positive rates of return is the purpose
of risk capital allocation.
Furthermore, rebalancing has a natural value bias because investors generally sell assets with the most appreciation (which
are typically less attractively priced today) and buy assets that are currently undervalued and haven’t performed as well.
While we don’t know what the Biden administration’s future tax policy will be, we do expect it to implement a higher tax regime.
Therefore, the cost to rebalance a portfolio today may be lower than it will be in the future. Consequently, it’s possible for
investors to benefit from current tax rates while avoiding the negative impacts of portfolios with risk profiles that will rise above
their risk tolerance.
SECOND QUARTER MARKET PERFORMANCE
Following the torrid action observed in Q1 2021, which was largely fueled by government largess, the Second Quarter felt
almost normal. To be clear, equity market returns were strong across the board; while both the bond market’s large declines
and the rapid ascent of cryptocurrencies abated in Q2.
The period’s biggest gains were experienced in value-oriented large cap equities, but these weren’t the high-growth, highvaluation issues that have dominated in the past. In the bond market, the steep rise in ten-year treasury yields slid backwards.
OUR THOUGHTS ON THE SECOND HALF OF 2021
When the Federal Reserve communicates its intention to begin tapering its bond-buying program in the Third Quarter (and the
yield curve steepens as a result), we expect long-term interest rates to gradually rise. Overall, equity market comparisons for
the last half of the year will likely be more challenging than those in the first half. The effects of abating fiscal stimulus coupled
with the Fed’s need to consider a return to normalized rates should also cool enthusiasm.
The reopening of the U.S. economy has created distortions in the securities market and elsewhere, which will continue to play
out through the end of the year. For example, as individuals were quarantined at home during the height of the pandemic,
spending moved away from traditional consumer discretionary items and focused instead on home improvement. This
dramatic increase in demand had a massive effect on the lumber market aimed at residential construction and renovation
which, combined with reduced production capacity as sawmills, shuttered or limited operations due to COVID-19, triggered
a meteoric rise in prices. Now, as consumer spending shifts this summer toward leisure and hospitality services, the price of
lumber has fallen while the costs of other items (such as rental cars and hotel room rates) have risen sharply. We believe these
distortions will continue globally across markets as the year wears on and consumption habits continue to shift.
A RAPID RETURN TO NORMALCY
Compared to most developed nations, the U.S. has done an excellent job of vaccinating its population against COVID-19.
Israel and the United Kingdom, countries with far smaller populations than the U.S., have also had successful vaccine rollouts.
American life quickly reverted to normal once vaccination options were introduced across the Nation. For many, memories of
the virus faded as mask mandates were lifted and people began to travel again.
Other countries are being more cautious. For example, as Japan continues to struggle with its vaccine rollout, this summer’s
Olympic Games in Tokyo, originally scheduled to occur in 2020, will proceed without spectators.
LABOR BOTTLENECKS
During the height of the pandemic, the travel and hospitality industries emerged as two of the most severely impacted sectors
of the U.S. economy. This summer, as Americans escape the confines of their homes and embark on long-awaited vacations,
widespread shortages in both labor and goods have appeared. We believe that a confluence of factors (such as continued,
enhanced jobless benefits and diminished options for childcare) is contributing to this situation.
Additionally, the abundance of existing job openings may dissuade people from rushing to rejoin the labor force as many
understand that the pendulum has swung away from employers. Others may also postpone their job search because they
want to enjoy the summer before looking for work.

Correspondingly, a significant change in the
way people want to work is also at hand.
According to the July 9, 2021, Wall Street
Journal article entitled, “Job Openings Are
at Record Highs. Why Aren’t Unemployed
Americans Filling Them?”, 55 percent of job
seekers are searching for work that can be
done remotely. The Federal Reserve Bank of
Dallas found that nearly 31 percent of those
who lost their jobs during the pandemic
don’t want to return to that same job. This
change is causing a mismatch between the
positions that are available and the skills
needed to fill them. Dallas Federal Reserve
Bank President and CEO Robert S. Kaplan
noted, “These factors may not be particularly
susceptible to monetary policy.”

FIGURE 2

Compared to other periods, as shown in
Figure 2, the current recession has followed
an abnormal path. Generally, as the job
opening rate rises, the unemployment rate
falls. As of June 2021, the unemployment
rate has fallen to 5.9 percent from a COVID19 peak of 14.8 percent, yet the job opening
rate is the highest it’s been in decades with
approximately 9 million unfilled jobs.
What’s odd about this data picture is that
Source: Wall Street Journal
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have remained elevated simultaneously for
https://www.wsj.com/articles/job-openings-are-at-record-highs-why-arent-unemployed-americans-filling-them-11625823021?mod=hp_lead_pos5
months. This scenario is also causing labor
inflation in what would historically be a high unemployment period. The mismatch between open jobs and workers’ desires is
driving this rate higher than traditional models would typically predict.
MARKET IMPACTS
From a market perspective, we’re broadly enthusiastic as we watch this path unfold because it validates our belief that the
healing of the economy will continue to be swift, and any resulting permanent damage will be limited. This situation also
boosts our confidence that the broader economy is on solid footing and recovery is underway and moving quickly. Additionally,
the fact that jobs are filling more slowly may lead to better job matches, reducing future employee turnover.
However, we also recognize that the news flow as we emerge from COVID-19 could have negative market impacts. Most
significantly, we are watching the volatile Purchasing Managers’ Index (PMI) data and bond market concerns over reduced
market liquidity by the Fed which could make markets nervous. A “taper tantrum” similar to what the bond market experienced
in 2013 when then Federal Reserve Chairman Ben Bernanke tried to normalize rates coming out of the Global Financial Crisis
of 2008 is not out of the question.
REBUILDING AMERICA’S INFRASTRUCTURE
As market participants, we hope policymakers recognize that government largess is not the solution to all that ails America. With
COVID-19, a medical solution was required to cure a medical problem. While many sectors were disproportionately harmed as the
virus swept across our Nation, other segments (including the “work from home” sectors) did disproportionately well.
As we discussed in our Q1 letter, it appears the Biden administration is determined to complete an infrastructure bill this year.
Good progress has begun on that effort and, if bipartisan support can be attained, Biden appears willing to pass a bill that’s
smaller than originally proposed. As America’s national infrastructure is rebuilt, we’ll continue to identify optimal public and
private market opportunities for our clients to ensure they reap the benefits of an expected multi-year opportunity.
WISHING YOU A SAFE AND HAPPY SUMMER
Each quarter, we strive to provide you with insights that are helpful and enjoyable to read. Soon, we hope to increase the
number of in-person events at our office locations. In the meantime, we remain diligent stewards of your assets and thank you
for your continued trust in us. If you have any questions, please reach out to your contact at FineMark.

WHAT ABOUT THAT IRA?
By Michael R. Barnes
Vice President & Private Wealth Advisor, Trust

As we transition into the second half of the year, now is a good time to reflect
on and review the wealth plan you have currently in place. When it comes
to retirement planning, the SECURE Act that was passed in December 2019
established some wide-ranging changes to the treatment and handling of
retirement accounts. A few of these key changes made were:
•

The required beginning age for IRA Required Minimum Distributions
(RMD) increased to age 72 for those turning 70 ½ in 2020 or later.

•

The maximum age for contributions to traditional IRAs is repealed.
Anyone that is still working and receives earned income can add to
their retirement accounts.

•

The “Stretch” IRA is eliminated. Prior to the passing of the SECURE
Act, an IRA beneficiary was permitted to take minimum required
distributions over their lifetime and continue to grow assets inside the
IRA tax deferred. Under the new rule, inherited IRAs are required to be
withdrawn sooner for non-spouse beneficiaries.

After the owner of an IRA or 401k participant dies, distribution to beneficiaries must be completed by the end of the tenth
year following the owner’s date of death. The IRA can be withdrawn partially over the ten - year period, or the entire amount
postponed and withdrawn until the required termination date. Those that are exempt from this provision would be: spouses and
minor children of the owner, chronically ill or disabled persons, and persons not more than ten years younger than the owner.
For children and grandchildren inheriting an IRA, this may have an impact on the timing of disbursements and their income
taxes. Your estate plan and beneficiary designations should be reviewed with your professional advisor to determine how
these changes affect your legacy goals.
In March 2020, the CARES Act waived the RMD, providing IRA owners some flexibility and potential income tax savings
for those that elected to waive their RMD in 2020. However, in March 2021, the American Rescue Act was passed and
reinstated the RMD. As a result, those taking their RMD this year will likely see a larger required distribution and a potential
increase in their income tax.
Look to your IRA to fulfill a charitable gift.
IRA owners can make a Qualified Charitable Distribution (QCD) from their IRA assets directly to a qualified charity. The QCD
is excluded from the donor’s taxable income. Individuals age 70 ½ and older, whether itemizing or claiming the standard
deduction, can direct up to $100,000 per year tax-free from their IRA to operating charities through QCDs. By reducing the
IRA balance, a QCD may also reduce the donor’s taxable income in future years, lower the donor’s taxable estate, satisfy their
RMD, and limit IRA beneficiaries’ tax liability.
Considering a Roth Conversion?
For those considering a full or partial Roth conversion of their traditional IRA, a charitable gift can be a great strategy to
reduce the income taxes created from the conversion, while supporting a charity that is important to them. Using non-IRA
assets to make a planned charitable gift in the same year as a Roth conversion could result in less taxes paid by reducing
taxable income and possibly the marginal tax rate.
Of course, everyone’s situation varies, therefore you will need to consult your tax and legal advisor for advice on your
personal situation.
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