=Z.Trott Brook

A more balanced approach

Securities offered through LPL Financial, Member FINRA/SIPC

Winter 2016

« Firm Update by Jim Steffen, CFP*, President

I’'m an optimist. Generally a “glass half full” kind
of guy. Although, reflecting on the major events of
2015, it is easy to be a little negative. Many studies
have shown that we care more about the threat
of bad things than the prospect of good things. If
you see a hundred stories you’re going to focus on
the negative ones, and of course the media takes
advantage of this. Bad news sells. If it bleeds, it
leads. Every day frightening stories and images
from around the world dominate cable news, social
media and the old fashioned newspaper. We are painfully aware of the
world’s problems. The top stories last year: ISIS, Paris, San Bernadino,
the refugee crisis, Presidential politics, oil, floods, interest rates. And the
list goes on.

The U.S. Stock market closed flat to slightly negative in 2015. It’s
important to remember what a small miracle that is, given the many
challenges that the markets faced last year. U.S. bonds and international
stocks fared a little worse, down 3-4%. As a result, diversified portfolios
had difficulty posting positive returns. Of course, neither you nor I can
control the headlines or the markets.

Economic forecasts and market timing are two things we don’t attempt
to do at Trott Brook Financial. We believe that you can’t materially
improve your investment outcome by trying to anticipate the economy.
There is very little evidence that the markets are linked to the economy
in any direct way. The economist John Kenneth Galbraith famously said,
“the only function of economic forecasting is to make astrology look
respectable!” We've also never known anyone who was consistently able
to gain a timing advantage over the market, in the sense of exiting the
market before a serious decline and re-entering before a major advance.
Peter Lynch, the acclaimed fund manager, once said, “far more money
has been lost by investors preparing for corrections, or trying to anticipate
corrections, than has been lost in corrections themselves.”

We’d rather interact with you as a planner rather than a prognosticator.
When helping you align your portfolio with your goals for a possible
30-year retirement, we’'d rather consult history than headlines. We’ll
continue to add value by creating a plan that gives our clients the basis
on which to act and not react.

As we kick off the New Year, let’s try to focus on the good news and
not the bad. Let’s pay attention to all that is right with the world, not
wrong. If we look at the world through the lens of optimism, that view
can counterbalance the constant barrage of grim headlines. Bill and
Melinda Gates offer us a great reminder in their recent annual letter. Take
a few minutes once and awhile to learn about the lives of people who are
worse off than you. Then act on your compassion, whether it’s raising
awareness, volunteering your time or giving away a little money. Imagine
the headlines if more people acted on that advice. I wish you all the best
in 2016 and look forward to connecting with you soon!

Upcoming Events...

State of the Markets
Tuesday, February 2nd at 7:30am

Fountains of Ramsey
Contact Krisandra at 763.213.1000 to reserve your spot

« Commentary by Ted Erhart, CFP*, Financial Consultant

With the New Year comes a new set of forecasts
for the coming 12 months. I always roll my eyes
and chuckle because no one is ever right with any
consistency. Wall Street is full of people who are
able to get things right “once in a row,” but that’s
about as good as it gets.

I especially laugh about stock market predictions.
Almost inevitably, every time you look at a group
of forecasts of the S&P500 for a calendar year, the average lands in the
upper single digits. The Star Tribune recently published the forecasts
of nine local professionals who hold various positions in the financial
industry. Their forecasts for where the S&P500 will end up at the end of
2016 are as follows:

2016 In my experience, every year,
Forecast Return the forecasts look the same. The
1,907 -6.7% forecasters just seem to shift
2,150 5.2% positions within a range, but the
2,150 5.2% average never seems to change.
2,160 5.7% Additionally, I'll note, depending
2,225 8.9% on what time period you look at, the
2,235 9.3% actual average annual return of the
2,300 12.5% S&PS500 tends to fall in the upper
2,350 15.0% single digits. Therefore, is there
2,450 19.9% really any value in these forecasts?
Average 8.3% My opinion is unequivocally no.

All that being said, I would generally urge investors to tame their
expectations for US stocks over the coming several years. Although
2015 was weak to negative, US stocks have generally been on a tear since
2009 that is unsustainable. Prices cannot walk away from fundamentals
indefinitely.

But here's the thing, you don’t need to worry about it. Markets overshoot.
That is the historical norm. However, as we talk about all the time, trying
to guess the tops and bottoms is a fool’s game.

As we go into 2016, my single biggest piece of advice is to establish a
strategy and stick with it. The biggest mistake we see people make is
obsessing over short-term returns and getting impatient. Its critical to
remember that no strategy works all the time. Case in point, after surging
over 27% in 2014, Warren Buffett’s Berkshire Hathaway saw its stock price
decline over 12% in 2015. Remember, capturing the long-term average
return of a strategy includes BOTH the good years and the bad.

Wishing you a happy and most importantly, healthy, 2016!

Disclosure: The opinions voiced in this material are for general
information only and are not intended to provide specific advice or
recommendations for any individual All performance referenced is

historical and is no guarantee for future results.
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