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INVESTING 
WHILE IN THE MIDST OF A
HOLDING PATTERN

As we were approaching JFK enroute from LAX, the plane suddenly rose, and we began the process of banking  
to the left. Following, the pilot informed us over the intercom system that we were in a “Holding Pattern.”  
My initial reaction was the proverbial: “You have to be kidding me.”, … “I am going to be late for my event  
this evening.”, … “Why does this happen at the worst of times?” As the plane proceeded to circle the sky  

above JFK Airport, my anxiety switched from one based on frustration to fear of the unknown.

I began to ask myself the question: “What was the reason for the Holding Pattern?” Suddenly, I moved to a point in  
my mind where all I was concerned about was landing safely; being late to my meeting was not of grave concern.  

As we spent roughly 45 minutes in a “Holding Pattern”, I thought to myself: “What a perfect analogy to the  
uncertainty that investors are slugging through today.” Following that mindset, we did an exhaustive research  

exercise on the cause of Aircraft Holding Patterns and the timeframes for landing of the various types. 

The information gathered in our report was obtained from the following website and for a detailed read, simply click the  
link below: https://www.boldmethod.com/learn-to-fly/maneuvers/what-you-should-know-about-holding-for-every-pilot/

While preparing to communicate with our clients in this quarter’s lead article,  
I thought of a very recent experience I had while flying cross-country.

https://www.boldmethod.com/learn-to-fly/maneuvers/what-you-should-know-about-holding-for-every-pilot/
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INVESTING WHILE IN THE MIDST OF A HOLDING PATTERN   (Continued from last page.)

In this article, written by Swayne Martin, we quote his findings in italicized print. We then comment on the similarity with the 
holding pattern of an aircraft and the investment landscape as we see it today. The article reads: “Whether you're a seasoned  
instrument pilot or you're just getting started, here's what you should know about holding patterns. Holding patterns are assigned  
to aircraft by ATC (Air Traffic Control) for a variety of reasons. Holds are flown in protected airspace, away from obstacles, and may 
be published tracks off of individual fixes or "random" holding assigned by ATC. Here are a few of the most common reasons you'll 
find yourself in a holding pattern:

We summarize the need for getting more information in our next section, “Gimme 3 Steps” and believe the markets  
simply have to "W.A.I.T.” for three major pieces of information that are due in November before they stabilize. 

•  Thunderstorms – If there's severe weather around your destination, arrival routes, instrument procedures, or the  
 airport itself might be affected. Based on where the storms are, and how fast they're moving, you can begin to  
 estimate how long you'll spend in holding. Fortunately, thunderstorms change and move quickly. That means most  
 of the time, your hold won't last long. The cause to this type of Holding Pattern holds some similarity to the  
	 current	conditions,	as	we	can	confirm	that	we	are	in	the	midst	of	a	storm,	but	we	don’t	believe	that	is	will	blow	 
 over until later in the year. This may not be the best example for that simple reason. 

•  Flow Control – Some airports operate continuously at maximum capacity. You might be holding simply because the  
 airspace is so congested that it's taking a while to get everyone spaced out along a limited number of approaches.  
 In this case, ATC will usually have a projected timeframe for when you'll fit into the arrival line. The cause to this  
 type of Holding Pattern gets a little closer, as we do have at least a projected timeframe before the plane lands  
 safely (markets and the economy), which we believe would be November 2022. 

•  Snow Plowing – If recent snowfall or blowing snow requires runway plowing, holding depends on airport personnel.  
 If you're flying into an airport that gets snow frequently, it will take a lot shorter time to clear the runway. If you run  
 into a snowy day in Texas, you may be waiting a while. The cause to this type of Holding Pattern is very relevant  
 for investors, as the “Personnel” of the F.O.M.C. has been woefully inconsistent with their messaging regarding  
 rates and inflation. 

•  Problem At the Airport – This is a worst-case scenario for holding. If there's an emergency or an aircraft is stuck  
 on the runway, especially a single runway airport (we're looking at you San Diego), you might be out of luck for quite  
 a while. Getting more information from ATC will help you determine how serious the incident was, and how soon to  
 begin your diversion planning.” Wow, the cause to the Holding Pattern best summarizes today’s investment  
 landscape as the key words here are “Getting more information.” 
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In our estimation, a good way for investors to remember the three pieces of information needed  
before markets stabilize can be taken from a key line in the 70’s Southern Rock Group Lynyrd  
Skynyrd's famous song, “Gimme Three Steps.”  

The line reads: “Give me three steps, mister--And you'll never see me no more." The lyrics to the song were based on a real-life event 
where the band’s lead singer, Ronnie Van Zant, was dancing with a lady at a bar when suddenly, the woman’s husband enters the  
establishment and threatens Van Zant to abandon the dance floor. Later, Van Zant wrote a song about the incident where he refer-
ences asking the irate husband to just give him three steps to race out of the bar and if he does so, he will never see him ever again.  
 

So, what is the tie in? We believe the first ten days of November 2022 will be an immensely important period where three key pieces 
of information will be given to investors that will greatly shed light on the future. By design, these three pieces of information align 
directly with our W.A.I.T. Theme for 2021. The dates and corresponding pieces of information are:

STEP 2: NOVEMBER 8th
The midterm elections take place with both the House and Senate up for bid. Certainly, we are not political experts, however the equity  
markets historically have favored divided government. According to Politico as of the publishing of this document and noted at this link: 
https://www.politico.com/2022-election/race-forecasts-ratings-and-predictions/, a Republican takeover of both the House and Senate is a 
likely event, at this juncture. Again, like the Fed decision in November, we simply must W.A.I.T. for more information. 

STEP 1: NOVEMBER 2nd
The Federal Reserve Open Market Committee (F.O.M.C.) meets to discuss interest rate policy. With the F.O.M.C. to likely raise rates at
least 50-75 basis points (0.50-0.75%) in each meeting in July and September; the November Meeting will give much needed insight on the 
future pathway of rate policy. This aligns with the letter A (Accommodation) describing the Fed and their disposition towards rate policy. 
Will they remain restrictive or move to being accommodative? We will surely find out on November 2nd what the Fed will decide, but we, 
like investors, must rely on future information before making a decision. Lastly, their deliberate and methodical decision-making process 
makes it even more likely that an elongated waiting pattern is probable.

STEP 3: NOVEMBER 10th
The little known “fact-finding” agency of the US Government, known as the Bureau of Labor Statistics (BLS), releases their all-important 
CPI-based Inflation Report for the month of October 2022. The reason for the grave importance of the number is that the CPI Inflation 
Rate is calculated on a year-over-year basis and the month of October 2021 was the first time the number eclipsed 5%, settling at 6.2% 
based on data gathered by Trading Economics and found at https://tradingeconomics.com/united-states/inflation-cpi. Every month  
following the November print will be based on a previous higher number and will ultimately provide solace to those seeking a slowing  
rate of Inflation. But, like our two previous dates and corresponding decision, patience will be needed before we get there.

As	we	have	stated	in	our	previous	quarterly	reports,	exercising	patience,	and	waiting	in	general	are	very	difficult	to	do.	If we could 
somehow magically pull forward the date of the election, push the Fed to make quicker decisions and move the calendar ahead in time 
so the BLS could date-stamp the October CPI number we would. Like the songs says: “Gimme three steps and mister, you’ll never see 
me no more” translates to the following: If the proper three pieces of information are given in early November, Mr. Market Bear may 
just leave the premises and we won’t see him again for quite a while. Unfortunately, we can’t push the proverbial string and so we seek 
patience as we W.A.I.T. for the “Big-3 Days” of November. 

“GIMME  
 THREE STEPS” 

https://www.politico.com/2022-election/race-forecasts-ratings-and-predictions/
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MODEL CHANGES - Q3 2022

MODEL ALLOCATION WEIGHTINGS

Academic studies support the thesis that  
asset allocation is the greatest determination 
(on a percentage basis) of a portfolio’s  
variation in price. Furthermore, the results 
suggest that activities such as trading and 
security selection amount to only 5% in 
total of a portfolio’s price variation. This  
states the importance of setting the proper  
asset allocation in the modeling process. For 
Q3 2022, despite our more defensive posture,  
we continue to view stocks as a more appealing asset class from a risk/reward perspective than bonds. As it pertains to bonds, we remain  
underweight the benchmark in all models, and with the expectation of rising rates, will experience nominal returns in our estimation. On the 
other hand, cash weightings in all models are higher than the benchmark, are being used as a hedge against stock market volatility and are 
within a 4-16% range of ownership, depending on the respective model. In	the	chart	above,	green	signifies	weightings	that	are	greater	than	 
the	benchmark,	red	are	weightings	lower	than	the	benchmark	and	yellow	signifies	a	weighting	within	+/-1%	of	the	benchmark.	On a relative 
basis, cash remains the highest relative percentage overweight, followed by stocks, and lastly, bonds.

Source: Morningstar

We are recommending no changes to our models for Q3 2022 as we believe we are best positioned for what will likely be a volatile summer  
period. We continue as stated above to be defensively positioned and believe that our conservative posture can also be explained by the  
trailing twelve-month dividend of our Tactical Balanced Model (per Morningstar) of 2.62% which is 1.25 percentage points greater than that  
of the S&P 500 currently at 1.37%. To best articulate our defensive posture and speak to areas of focus we reference the following specific 
changes that we made well over six months ago when we developed our W.A.I.T. Theme for the calendar year 2022.

Conclusion: Like the old sports saying: “The Best Offense is a Good Defense,” we continue to believe that patience and conservative  
allocation will best protect investor capital as we wade through what is likely to be another very volatile quarter. Our focus remains the  
first	ten	days	of	November	and	what	the	lies	under	the	hood	of	the	first	three	letters	of	W.A.I.	in	our	W.A.I.T.	theme.

Focus	#1:	Commodities & Energy Stocks 
Although we believe that the rate of Inflation will begin to subside by the end of calendar year 2022, we feel it prudent to maintain our percentage  
of ticker BICSX the BlackRock Commodity Strategies Fund at 10% in our Tactical Balanced Model. As of the drafting of this report, ticker BICSX  
contains a 47% and 33% allocation respectively to the Materials and Energy Sectors, areas we believe have continued growth prospects in 2022. 
Moreover, our 2% weighting in ticker XLE the Energy Sector ETF further adds to our focus in this area. The rationale for this significant overweight 
allocation continues to be creating a hedge or protection against purchasing power erosion if the rate of Inflation stays elevated longer than expected. 
We favor continue to favor Energy and Commodities in general.

Focus #2: US Quality Large-Cap Stocks
While pullbacks were extremely rare in 2021, when they have occurred, High-Quality, Large-Cap US stocks with pristine balance sheets and wide-
economic moats became the so-called “places to hide.” As we entered 2022 this pattern became further elevated. The High-Quality Appreciation and 
Total Return Stock Portfolios used in the Tactical Models focus on companies with high Free-Cashflow, Low Debt-to-Equity ratios, Dividend Growth 
and Wide Economic Moats. We favor High Quality Large-Cap Stocks over Speculative Small-Cap Stocks and US Stocks over International.

Focus #3: Cash/Short-term	Bonds	 
We believe it prudent as a continued defensive measure to a likely volatile equity market over the next three months, to maintain our elevated  
allocation to both Short-term Bonds and Cash Equivalents. As stated above, Cash weightings in all Models are higher than the Benchmark, are being 
used as a hedge against stock market volatility and are within a 4-16% range of ownership depending on the respective model. Moreover, Duration  
(a measure for Bonds of anticipated price changes based on time to maturity) for the Tactical Balanced Model remains exceptionally low at 1.30.   
We favor Cash Equivalents, Bank Loans and Floating Rate Bonds over Longer Duration Fixed Coupon and Treasury Bonds. 
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Usually, if the chart registers a number near 70 or greater (mid-April), it means the market is overbought, and one is to expect a 
pullback. On the other hand, if the market registers an RSI closer to 30, it means the market is oversold, and an expected rally may 
ensue. At a 31.37 reading, the RSI shows that market momentum is considered significantly oversold, indicating a likely uptrend in 
prices could be expected at some time in the upcoming quarter. 

•	 Definitive	market	action	to	the	downside	showed	the	battle	between	Bulls	and	Bears	was	profoundly	won	by	the	Bears	 
 in Q2 2022. At this point, the overall Market reflects a significant	bearish	posture as stated above, as the S&P 500 is  
 sitting right on its six-month low. 

• The breadth of the market (how much volume was recorded on up days vs. down days) can be seen as bearish, as days   
 of steep declines saw greater volume than those days of upside. The MACD (Moving Average Convergence/Divergence  
 Oscillator) shown at the bottom of the chart, is a trend-following momentum indicator that shows the relationship  
 between two moving averages of prices of different time frames. When the black line crosses over the red line to the  
 upside as it did in early-April, it signaled the forthcoming market declines, which in fact occurred and looks to continue  
 in the near term.

CHART ANALYSIS

Source: StockCharts.com

Charting prices gives investors greater
Clarity into our macroeconomic
viewpoints, as we present technical
analysis regarding the psychology
and sentiment of the market.  
 

To many casual observers, this chart is not  
very meaningful – however, to the trained eye,  
it provides much insight as to the status of  
the overall market. One can see from the  
chart to the right that the six-month intraday 
high of 4,818 was reached on January 14th,  
2022. The six-month low is represented by  
the mark of 3.737 reached on June 14th, 2022  
(the drafting of this report). At the top of the 
chart, it tells us how much momentum the S&P 
has compared to its last 14 trading days.      
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It is easy to think of your assets where each one contributes to your net 
worth	in	the	same	way,	based	on	their	financial	value.	For the sake of 
determining the net worth number, this is essentially correct. However, 
the equivalency ends there, as different asset types are not equal when it 
comes to spending them in retirement or leaving them in legacy.

Assets can be roughly categorized as qualified or non-qualified. Qualified  
assets are generally pre-tax retirement plans and pensions, while non-
qualified assets are most everything else. Qualified plans usually receive a 
tax benefit when contributions are made and they grow on a tax-deferred 
basis, however all withdrawals are treated as taxable income. This is 
because those qualified dollars have never been taxed before being with-
drawn. So, in a sense, qualified plans have embedded taxes. 

When	qualified	plans	are	left	in	inheritance,	those	embedded	taxes	never	go	away.	The beneficiary of a qualified plan must still pay taxes  
on withdrawals. By contrast, non-qualified assets receive a “step up in basis,” where any taxable gain is measured from the asset’s value  
at the owner’s death instead of their original cost. The net effect is inherited non-qualified assets can often produce tax-free withdrawals.

Legacy can mean different things to different people, but it almost always is regarded with high value and importance. In the context of  
financial planning, legacy usually revolves around how one will leave their assets to benefit those they love and further the values they  
cherish. These ideas occupy the categories of inheritance and charitable giving.

Inheritance happens whether we plan for it or not but planning ahead can help mitigate unintended consequences. A common narrative  
is someone inheriting a large sum and then squandering the money because they weren’t equipped to handle it. One study* showed that 
roughly half of all inheritances is spent or lost. A vital step in optimizing your legacy is thinking through how inheritance may affect the  
lives of your heirs. * Source: https://acrobat.adobe.com/link/track?uri=urn%3Aaaid%3Ascds%3AUS%3A2224e27a-e3b5-4706-b4e7-91a95d06250b#pageNum=4

Start by listing your heirs and an estimate of what they might receive. Consider their financial situation, the potential tax impact, and their 
personality and proclivities. Identify any potential dangers, as well as opportunities. Then work with your attorney and advisor to utilize  
the tools and strategies that reflect your values and the deep hopes you have for your loved ones and future generations.

One	very	significant	unintended	consequence	of	inheritance	is	the	erosion	of	taxes.	Not only are there taxes that may be embedded within  
an asset and passed on to beneficiaries, but there may be taxes on the inheritance itself. The degree to which taxes drag down an estate  
may be greatly impacted by the proactive planning one undertakes.

Taxes embedded in IRAs and other pre-tax accounts do not go away when those assets are inherited. Therefore, these are among the  
least advantageous assets to be inherited by an individual. Charitable organizations, however, are not subject to income taxes, therefore  
pre-tax accounts are ideal assets to be left as legacy donations.

The downside to leaving pre-tax accounts to charity rather than heirs is this effectively disinherits the heirs of the benefactor. However,  
this can be mitigated by using lifetime distributions from the IRA to fund a life insurance trust with the heirs as beneficiaries. At death,  
the IRA goes to charity tax free, and the life insurance goes to heirs tax free. Done properly, this strategy can eliminate both income taxes  
and estate taxes. There are numerous ways to optimize your legacy with the pre-tax assets you have, but the details can be complicated.

OPTIMIZING YOUR LEGACY
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As we reflect on Q2 2022, we, like any investment manager, take time to ascertain what has worked and what has not worked.  
Certainly, our overweight position in Energy and Commodities helped performance. Our underweight position in intermediate to longer-

term government and high-quality corporate bonds also helped performance. Our addition of Large US Growth Stocks has detracted from  
performance and has not helped. If we step back and make a true assessment of the situation before us and the vast changes our society 
has and will likely continue to undertake to deal with COVID-19 and the variants, we must be prudent in how we approach the future. It is  
for that reason that we have instituted many more changes than normal. In an effort to keep pace with a world that from many aspects is 
changing at a rapid pace, we must always be about the business of looking ahead at least one quarter.  
 
In closing, as our W.A.I.T. theme for 2022 comes to fruition, we will likely continue to be witnessing rising interest rates, increasing  
inflation and a focus on the US Mid-term Elections front and center as we walk through the year. Although this set of circumstances may 
likely play themselves out in the first three quarters of 2022, we firmly believe, this will likely be a short-term phenomenon as innovative 
technology companies gear-up for their next round of growth over the back half of this decade. We would like to suggest that we are  
“renting” our focus on Energy and Commodities for the time being and when appropriate, will pivot to next generation tech companies  
that will drive the remainder of growth in this decade. Stay tuned for further developments. As we move throughout the year 2022, the  
three letters W.A.I. (Washington, D.C., Accommodative Fed, Inflation) and what they represent, are what remain in focus. Our hope is that  
we have articulated our thoughts on various outcomes and as to what if any changes would be forthcoming following certain scenarios.  
 
Thanks	for	your	continued	partnership	as	we	vigorously	keep	our	finger	on	the	pulse	and	manage	through	the	year	2022	together!

REPORT SUMMARY

Why the Clarifier?  
What makes the Nepsis® Clarifier different from most research services offerings is our determination to filter through the noise of 
the marketplace allowing investors to reach a “State of Clarity”. The difference-maker in our minds is our commitment to provide 
clear and succinct information which helps our readers gain “Clarity”.   
We believe the original intent of the creation of the stock market was to allow the everyday person the ability to gain access to capitalism and  
the American Dream through the direct ownership of great publicly-traded businesses. Unfortunately, that spirit has been greatly lost in the  
murk and clutter of today’s fast-driven society.

Many investors follow advice from a co-worker, a relative/friend or simply use the 1/nth approach where they own each offering in the line-up 
simply divided by the number of choices. These methods ultimately lead to a state of ambiguity, complacency, fear and ultimately frustration. 
Many give up and move their money to cash using the mindset that, “At least I can’t lose anything.” We feel deeply saddened by this thought 
process and do not blame the investor, but the environment created by our industry. 

The Clarifier does not attempt to forecast the market, follow popular trends, or be swayed by fancy investing gimmicks. The Clarifier seeks to 
move away the clutter from the investment process and create a clear and concise message about how portfolios are being managed.


