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  We hope everyone is enjoying this relatively mild winter.  What a nice change after last year.  We may not be 

  out of the woods yet, but we will take a winter season like this anytime.  This is also the time of year when 

  economists make their predictions for the coming year.  Much like forecasting the weather, trying to guess 

  which investments to own for the coming year is a futile exercise.  Attached is an article titled “Things Change” 

  that shows how even the smartest people in  the industry can’t get it right. The follow up to this article, 

  “Embracing Imperfection”, explains how we, as investors, are  

  pre-wired to make poor investment decisions.  Once we as  

  investors and advisors understand these tendencies, we can  

  work together to overcome them and create a long-term  

  disciplined investment strategy.   
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  We thank you for your business and look forward to our  

  continued partnership. 
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            Pinnacle’s Ohio Office Locations              

Mansfield Cleveland Columbus Medina 
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Pinnacle’s Growth is Dependent on Client Referrals 

6 W. Third Street - Suite 100    Mansfield, OH 44902 
Phone: 800-987-4767   www.pinnacleadvisors.com 

The Fiduciary Difference 
 

As a fee-only Wealth Manager, Pinnacle’s advice is conflict free.  Pinnacle sells no products and receives no 

income from any third party.  Pinnacle is an SEC Registered Investment Advisor, which legally makes  

Pinnacle a FIDUCIARY to its clients under both state and federal law.
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It's that time again when harried finance editors ask reporters to call investment professionals and cobble together top 
predictions for the coming year. These are fun to write. But for readers, they're more entertaining a year later. 

Take the late 2010 Barclays Capital Global Macro Survey of more than 

two thousand institutional investors. The pick for the best performing 

asset class in 2011 was equities (with 40% support), followed by 

commodities (34%) and bonds (less than 10%).
1
 The consensus 

prediction was a 15% gain in the S&P 500 for the year to around 1,420.  

As we now know, the truth turned out to be rather different. To the 

beginning of December and using broad indices, diversified fixed 

income was the best performing asset class of the year, followed by 

government bonds. Returns from commodities and equities were 

negative. The year-to-date return for the S&P 500 was close to zero. 

(And remember, these are the forecasts of big institutional investors.) 

Barron's, meanwhile, was telling readers this time last year that smart stock pickers were "looking eastward" in 2011. 

The year was to be dominated by fast growth and rising inflation, and the smart thing was to reweight toward China 

and other tigers.
2
  

That didn't really turn out to be such a good idea, as China had another bad year. The Hong Kong Hang Seng index 

was down nearly 17% to early December. The Shanghai Composite was down by a similar amount. 

Conversely, the gloom around fixed income in late 2010 was all pervasive. Barron's surveyed 10 strategists and 

investment managers and found nearly all expected stocks to outperform bonds in 2011. "You've got to believe in 

outright deflation to put new money into bonds right now," said one investment banker.
3 

 

 

 

 

 

 

 

The logic might have been impeccable, but the strategy wasn't so. As of early December, US debt securities, as 

measured by a Bank of America Merrill Lynch index, had risen by 8.7% in 2011, their best performance since 2008.
4
 

In other words, bond yields might have been seen as unusually low a year ago. But they have fallen even further 
since, and those who tried to profit by market timing or making concentrated bets elsewhere have paid a heavy price. 

So if the experts can't get the broad asset class movements right, what chance on earth have they of correctly and 
consistently predicting individual stock or commodity performances? But year after year, that doesn't stop them from 
trying. 

 

   Things Change                     by Jim Parker, DFA, Outside the Flags 

https://my.dimensional.com/insight/outside_the_flags/79349/#fn1
https://my.dimensional.com/insight/outside_the_flags/79349/#fn2
https://my.dimensional.com/insight/outside_the_flags/79349/#fn3
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One prominent investment bank team was quoted by The 
Australian Financial Review last January as saying that platinum 
was the metal to back in 2011. As of early December, the spot 
platinum price was down nearly 14% for the year. On the 
Australian stock exchange, platinum stocks Platinum 
Australia and Aquarius Platinum—both recommended by 
the bank—had delivered total returns to the end of 
November of –83% and –53%, respectively.

5
 Ouch! 

 

Stock picks often go wrong because forecasters base their 
calls on what turn out to be incorrect assumptions on macro-
economic variables like base lending rates and inflation. Take 
the AFR Smart Investor magazine "expert panel," which in late 
2010 suggested to readers moving out of international fixed income and 
into cash given expectations of rising cash rates in Australia.

6
 As it turned out,  

Aussie rates did not move until November, and when they did the direction was down, not up. 
 

Currencies are another variable that defy even the most assiduous forecasters. In its 2011 outlook, published in the 
London Daily Telegraph in December 2010, a major British bank forecast sterling would be the best performing 
currency of the year.

7
 The banks also predicted stock markets would outperform bonds, with the FTSE 100 rising 

about 18%. A year later, sterling ranked only a distant fourth behind the Japanese yen, Norwegian krone, and Swiss 
franc, and the FTSE was nearly 6% lower. 
 

It's a tough business, isn't it? And remember these are major financial institutions with armies of expert analysts, 
mountains of data, and sophisticated forecasting tools. So what is an ordinary investor supposed to do? 
 

The first lesson might be that forecasting is hard, particularly about the future! You can do all the analysis you want, 
but events have a way of messing with your assumptions. 
 

The second lesson is you don't really need forecasts to succeed as an investor. Yes, equity markets were rocky again 
this past year. But a properly diversified fixed income portfolio provided excellent returns. Staying diversified both 

across and within asset classes helps lessen the effects in 
down times and ensures you are still positioned to reap 
returns when riskier assets come back into demand. 
 

The third lesson is that the past has gone. The news may 
be gloomy, but that information is in the price. When risk 
appetites are low, the price of safety is higher than at other 
times. But the expected reward for risk is higher. 
Conversely, when risk appetites are high, the expected 
rewards are lower. 
 

It's human to feel anxious about bad news because we 
fear loss more than we like gains. But in this case, the loss 
isn't real unless you realize it, so it makes sense to stay 
with the asset allocation your advisor has tailored for you. 
 

The final lesson is that nothing lasts forever. Forecasting is 
hard, particularly about the future! You can do all the analysis you want, but events have a way of messing with your 
assumptions. In fact, of all the forecasts ever made, the only one really worth counting on is that things change. 
What's more, they often change in ways we least expect. 

 
 
 

    
1. “For 2011, It’ll Be All About Equities,” Pensions & Investments, December 27, 2010. 

2. “Asian Trader: Stockpickers, Look Eastward,” Barron’s, December 20, 2010. 
3. “Outlook 2011,” Barron’s, December 20, 2010. 

4. “Treasuries Rise on Concern Europe Struggling to Resolve Crisis,” Bloomberg, December 7, 2011. 

5. “Platinum to Become the Price of Metals in 2011,” Australian Financial Review, January 7, 2011. 
6. “How to Rebalance Your Portfolio in 2011,” AFR Smart Investor, December 17, 2010. 

7. “Sterling Best Major Currency Next Year, says Barclays,” The Daily Telegraph, December 10, 2010. 
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New Year's resolutions often involve making promises to ourselves we can never keep. But instead of tilting at 
windmills, we can often generate better results by merely resolving to be less dumb in certain areas. And money is a 
good place to start. 
 
One human tendency is to judge the effectiveness of our retirement savings strategies by looking at performances on 

one-, two-, or three-year horizons. We do this because we are wired to 
be more sensitive to short-term losses than to long-term gains. 

This is why much of the financial services industry and media 

encourage a short-term focus for an audience with a long-term horizon. 

This is akin to looking through the wrong end of a telescope. The thing 

you should be focusing on looks even farther away. 

The result of this short-term mindset is that investors end up following 

the herd and seeking safety when opportunities are plentiful and 

seeking risk when opportunities are few. The less dumb thing is to 

maintain a level of discipline amid the noise. 

Another human tendency—and one allied to our built-in loss aversion—

is to be suckers for the supposedly "free" or discounted offer. Like 

Homer Simpson, a zero price tag makes us fall for pitches selling us 

stuff that is neither necessary nor good for us. 

In the world of investment, it's this tendency that makes people gravitate to strategies that headline high returns 
without mentioning the risk, or that conveniently bury fees, commissions, and other costs. Regret lies on the other 
side of those decisions. 

A less dumb thing is to focus on return and risk. They're elated. Focusing exclusively on return can lead to rude 
awakenings when risk shows up. Focusing exclusively on risk can lead to disappointment when returns are delivered.  

A third tendency among humans is to succumb to what behavioral scientists call "hindsight bias." Essentially, this is 
our habit of viewing events as more predictable than they really were. Call it the "I saw it coming" syndrome. 

There is a fair bit of this around at the moment, with plenty of "experts" saying the sovereign risk crisis was completely 
predictable. This is strange, because as we saw in the previous column "Things Change," the overwhelming 
consensus among institutional investors a year ago was that fixed income would underperform in 2011. The crisis 
may have been predictable, but the market reaction wasn't.  

The consequence of hindsight bias for investors is they tend to be forever rewriting history and forever seeking to 
interpret performance based on what they know now rather than what they knew a year or more before. 

A less dumb thing is to accept there will always be a level of uncertainty. The 
future is unknowable. And all we can do as investors is to ensure the risks we 
take are related to an expected return, that we diversify around those risks as 
much as possible, and that we exercise a level of discipline amid the noise. 

It's a way of embracing your imperfection, and it's a New Year's resolution 
you have a chance of sticking to.  New Year's resolutions often involve 
making promises to ourselves we can never keep. But instead of tilting at 
windmills, we can often generate better results by merely resolving to be less 
dumb in certain areas. And money is a good place to start. 

 
 
 

 

 

   Embracing Imperfection                   by Jim Parker, DFA, Outside the Flags 

Don Quixote 
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You don’t want to pay more in taxes than you have to. That means taking advantage of every deduction and credit 
that you’re entitled to, and recognizing potential opportunities to save. It also means staying on top of deadlines, and 
avoiding mistakes that could prove costly down the road. So, here are some things to keep in mind this filing season. 
 
Due Date: April 17, 2012 
 

The due date for 2011 federal income tax returns is April 17, 2012 (April 15 is a Sunday, and April 16 is Emancipation 
Day – a Washington DC holiday). Whether you’re preparing your own taxes or paying someone else to do them for 
you, you’ll want to start pulling things together sooner rather than later. That includes gathering a copy of last year’s 
tax return, W-2s, 1099s and deduction records. 
 
If you’re not going to be able to file your federal income tax return by the 
due date, file for an extension using IRS Form 4868, Application for 
Automatic Extension of Time to File U.S. Individual Income Tax Return. 
Filing this extension gives you an additional six months (to October 15, 
2012) to file your return. Don’t make the mistake of assuming that the 
extension gives you additional time to pay any taxes due, though. If you 
do not pay any taxes you owe by April 17, 2012, you’ll owe interest on 
the tax due, and you may owe penalities as well. Special rules apply if 
you’re living outside the country or serving in the military outside the 
country on April 17, 2012.  
 
There’s Still Time to Contribute to an IRA 
 

You generally have until the due date of your federal income tax return to make contributions to either a Roth IRA or a 
traditional IRA for the 2011 tax year. That means there’s still time to set aside up to $5,000 ($6,000 if you’re age 50 or 
older) in one of these retirement savings vehicles. It’s worth considering, in part because contributing to an IRA can 
have an immediate tax benefit. That benefit comes in the form of a potential tax deduction – with a traditional IRA, if 
you’re not covered by a 401(k) or other employer-sponsored retirement plan, you can generally deduct the full amount 
of your contribution. (If you’re covered by an employee-sponsored retirement plan, whether or not you can deduct 
some or all of your traditional IRA contribution depends on your filing status and income.) 
 
A Roth IRA is a little different; if you quality to make contributions to a Roth IRA (whether you can contribute depends 
on your filing status and income), the contributions you make aren’t deductible, so there’s no 2011 tax benefit. 
Nevertheless, a Roth IRA may be worth considering, because qualified Roth distributions will be completely free from 
federal income tax. 
 
Roth Conversion Regret? 

 

Did you convert a traditional IRA to a Roth IRA in 2011, only to see the account 
drop in value as a result of ongoing market volatility? Wish you could go back in 
time so that you wouldn’t have to pay tax on the value of the IRA assets that was 
lost in the downturn? Turns out, you can. 
For example, assume you converted a fully taxable traditional IRA worth 
$100,000 to a Roth IRA in 2011, but that Roth IRA is now worth only $60,000. If 
you don’t undo the conversion you’ll pay federal income tax on $100,000, even 
through the current value of those assets is only $60,000. If you undo the 
conversion, you’ll be treated for tax purposes as if the conversion never 
happened, and you’ll wind up  with a traditional IRA worth $60,000 – and no 
resulting tax bill. You generally have until the due date of your 2011 return, 

including extensions, to recharacterize your 2011 Roth conversion (note that special rules allow individuals who file 
timely 2011 returns to recharacterize up until October 15, 2012 – talk to a tax professional for details). 
 
If you do recharacterize your 2011 conversion, you’re allowed to convert those dollars (and any earnings) to a Roth 
IRA again (“reconvert”) but you’ll have to wait 30 days, starting with the day you transferred the Roth dollars back to a 
traditional IRA. If you reconvert in 2012, then all taxes due as a result for the reconversion will be included on your 
2012 federal income tax.  
  

 

   2011 Tax Season Considerations                 by Jim Parker, DFA, Outside the Flags 
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Expiring Provisions 
 

A number of key provisions have expired. So, without additional legislation, 2011 will be 
your last chance to take advantage of these opportunities. These now-expired 
provisions include increased “bonus” depreciation and IRC Section 179 expense limits 
that drop significantly in 2012. Additionally, 2011 will be the last year that individuals 
who itemize deductions will be able to elect to deduct state and local general sales tax 
in lieu of state and local income tax. And, both the above-the-line deduction for qualified 
higher education expenses and the above-the-line deduction for up to $250 of out-of-
pocket classroom expenses paid by education professionals will not be available 
starting with the 2012 tax year. 
 
Roth Recharacterizations 
 

Did you convert a traditional IRA to a Roth IRA in 2011, only to see the account drop in 
value as a result of ongoing market volatility? Wish you could go back in time so that 
you wouldn’t have to pay tax on the value of the IRA assets that was lost in the 
downturn? Turns out, you can.  
 

 

 

 
 
  
 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

New Website !  

 

 

  

 
 

  

 Pinnacle News                  

New Staff Member! 
 

Pinnacle would like to introduce our  
newest staff member, Allen Sykes.  
Allen graduated from St. Peter’s  
high school in 2007 and began as a  
summer intern at Pinnacle. He was  
hired as Financial Planning  
Coordinator in 2011. Allen’s duties  
include preparing and updating  
financial plans as well as assisting  
the administration of Pinnacle’s  
Wealth Management Programs.   
Allen is pursuing his BSBA in  
General Business at Ohio State University. 

      

New Bride! 

Congratulations to Erica 
Rader, our Administrative 
Assistant – who is now 
Erica Armstrong. Erica and 
her new husband, Chris, 
were married on February 
25th! Her new e-mail 
address at Pinnacle is 
ericaa@lpipinnacle.com. 
 

Pinnacle has launched a new and improved website at 
www.pinnacleadvisors.com.  In addition to the enhancements listed 
below, Pinnacle’s new website will also provide online newsletters, bios  
of our employees and maps to all of our office locations. 

 
Join A Meeting Access – You can now join your online Pinnacle  
meetings by clicking the “Join A Meeting” button on the Home Page. This 
button will take you to the GoToMeeting® website where you can simply 
enter the meeting ID contained in your meeting notification e-mail to 
easily join your meeting.   

Black Diamond’s New Investment Tracking & Performance System called “BlueSky” - Pinnacle is pleased to announce the 
launch of Black Diamond’s enhanced new BlueSky system. You can access the new BlueSky from our new website. Wealth 
Management clients can click on the big red button called “Wealth Management Portal” and enter your username and password. 
Once in the portal, click the “Total Portfolio” tab to access the new BlueSky system. Investment clients can access BlueSky by 
clicking the “Resources” tab and then clicking “Account Login”.  The “Investment Only Login” link will take you to BlueSky where 
your current Black Diamond username and password will gain you access to the enhanced view of your investment portfolio and 

quarterly reports.    
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