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 Casual Friday: Midyear Recap + Planning for Inflation or Deflation? – July 23rd, 2021 

 
 
Equity investors are largely enjoying a solid year. 
 
Major themes related to the advance and Berkshire portfolios: 

• Pandemic appears contained 
• Delta variant should be manageable 
• Economic recovery aka “reopening” trade appears real 
• We believe earnings should continue to impress 
• Yes, the market is trading above historical P/E averages; returns may still be positive (potentially 4-

7%) over the next 3-5 years 
• Valuation of the equity income space still appears reasonable 
• The window to buy value stocks vs. growth stocks has reopened 
• “Inflation is not a problem…unless you buy stuff” 

o Money printing, supply problems, and LABOR COSTS 
• Berkshire future results appear correlated to higher interest rates 

o Financials, industrials, dividend growth 
• Underweight sectors correlated to lower rates such as utilities, REITS, telecom 

 
Recent Results: 

• Dividend growth is reaccelerating 
• Number of dividend increases in 2021: 19 
• Average increase: 7% 
• Financials are a highlight: BAC 17% Raise; JPM 11% Raise; PNC 9% Raise    
• Total return approaching mid-single digits YTD 
• Positive forces: Industrials, financials, materials  
• Negative forces: health care, staples, “growth trade” 

  
 
Here is a more detailed commentary: 
https://berkmgt.com/wp-content/uploads/2021/07/Dividend-Strategy-Commentary-2Q2021-Advisor-Edition-
1.pdf 
  
 
Deflation? Inflation? Both? Impact on Planning Approaches 
The Fed appears to be battling deflationary forces, BUT I think most investors would agree everything seems 
to cost more. If you think I’m wrong ask clients if they should try to prepare for rising or falling prices.  Real 
rates are actually negative which of course means investors may lose money after inflation on their bond 
investments. Regardless of what the bond market is telling us, there appears to be a need for investors to 
“manufacture” more dollars in a portfolio. 
 
Dividend growth, specifically our portfolio, may be an effective way to do just that.  Our typical holding usually 
possesses a great balance sheet, a recurring nature to its business and a reasonable cost structure. 
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We like to think, and hope that many of the businesses we own may develop into cash machines that give our 
investors a pay raise to help off-set seemingly ever rising life style costs.   
  
Dividend growth investing is a versatile approach that can make meeting planning needs easier. Here are 
some approaches to financial planning and how dividend growth may apply.  
 
It’s all about striving to create more dollars for the future.   
  
Liability driven investing implies that advisors/clients manage portfolios to meet liabilities unique to each 
investor. Since these liabilities usually grow (think living expenses) showing how a rising cash flow stream can 
meet obligations is attractive. And since you are managing to a specific income target, it has the added 
benefit of keeping investor eyes of market fluctuations and random benchmark returns. 
  
The bucket approach to planning has investors dividing their income needs into buckets based on short, 
intermediate and long intervals. Short term needs are often satisfied with fixed income items (annuities, bonds 
etc) and longer-term ones while utilizing equity income buckets to obtain higher yields/returns because time 
horizon may make up for short term fluctuations.   
  
The total return method attempts to cover certain portion of annual spending from income deemed reliable 
and invests the balance for growth. For example, if the spending rate is 4% and the investors can earn 3% 
from cash flow (the approximate yield on many high-quality dividend equities) then investor could have 75% 
of their income needs covered easing the need to take on more principal risk.   
  
 
This is not an exhaustive list, but these approaches may help clients visualize how goals can be achieved. 
Dividend growth can be an effective cornerstone of these strategies and clients seem to relate to the 
approach. 
 
 
Bonus: How Much Will the Tokyo Olympics Cost?  
https://www.scmp.com/sport/article/3141899/tokyo-2020-what-price-pay-hosting-olympic-games 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Contact Berkshire: 
Gerard Mihalick, CFA, Portfolio Manager   Jason Reilly, CFP®, VP Distribution 
gmihalick@berkshiream.com or (570) 825-2600  jason@berkshiream.com or (570) 825-2600 
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Berkshire Dividend Growth SMA is available through various custodians, broker-dealers and UMA providers. This email is Intended for Institutional 
and advisor use only. This email may make information of third parties available via website links. The Third Party Content is not created or 
endorsed by Berkshire nor any business offering products or services through it. The delivery of Third Party Content is for general informational 
purposes only and does not constitute a recommendation or solicitation to purchase or sell any security or make any other type of investment or 
investment decision. In addition, the Third Party Content is not intended to provide tax, legal or investment advice. the Third Party Content 
provided to is obtained from sources believed to be reliable and that no guarantees are made by Berkshire or the providers of the Third Party 
Content as to its accuracy, completeness, timeliness. 
 
Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). Berkshire Asset 
Management is a fee-based, SEC registered advisory firm serving the portfolio management needs of institutional and high-net worth clients. The 
Dividend Growth Composite contains portfolios invested in Berkshire’s Dividend Growth Strategy with an equity allocation target of 90% - 100%. 
The Dividend Growth Strategy’s primary objective is to generate a growing stream of equity income by investing in a diversified portfolio of equities 
with stable, high, and growing dividends. The benchmark is the S&P 500 Index. The index returns are provided to represent the investment 
environment existing during the time periods shown. For comparison purposes, the index is fully invested, does not include any trading costs, 
management fees, or other costs, and the reinvestment of dividends and other distributions is assumed. An investor cannot invest directly in an 
index. Gross returns are presented before management and other fees but after all trading expenses. Net returns are calculated by deducting 
actual management fees from gross returns. Returns reflect the reinvestment of dividends and other earnings. Valuations are computed and 
performance is reported in U.S. dollars. To receive a complete list of composite descriptions and/or a compliant presentation, contact Jason 
Reilly, CFP® Tel: 570-825-2600 or info@berkshiream.com. Past performance does not guarantee future results. 
  
Definitions: The S & P 500 Index is a market capitalization weighted index of the largest 500 U.S. stocks. It is a market-value weighted index 
(stock price times # of shares outstanding), with each stock’s weight in the index proportionate to its market value. The index is designed to 
measure changes in the economy and is representative of most major industries. Russell 1000 Growth Index measures the performance of those 
Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The index was developed with a base value of 
200 as of August 31, 1992. Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower price-to-book ratios 
and lower forecasted growth values. The index was developed with a base value of 200 as of August 31, 1992. You cannot invest directly in an 
index. BEst (Bloomberg Estimates) Earnings Per Share (EPS Adjusted) estimate returns Earnings Per Share from Continuing Operations, which 
may exclude the effects of one-time and extraordinary gains/losses. Beta is a measure of volatility vs. an index. Upside/Downside capture ratios 
refer to a portfolios performance as a percentage of either positive returns (upside) or negative returns (downside) vs. index. Standard Deviation 
is a measure of total risk.  Alpha, Beta and capture ratios as represented/calculated by Morningstar. 
 
Risks: Past performance does not guarantee future results. Different types of investments involve varying degrees of risk, and there can be no 
assurance that any specific investment will either be suitable or profitable for an individual’s investment portfolio. Dividends are subject to change, 
are not guaranteed, and may be cut. Investing based on dividends alone may not be favorable as it does not include all material risks. There is 
no guarantee any stated (or implied) portfolio or performance objective mentioned by Berkshire can be met. Berkshire’s equity style may focus 
its investments in certain sectors or industries, thereby increasing potential volatility relative to other strategies or indices. The dividend strategy 
may include bundled services also known as a “wrap fee program”. Because there is typically a low turnover in the strategy, this may be more 
costly for some investors. No one should assume that any information presented serves as the receipt of, or a substitute for, personalized 
individual advice from a qualified advisor or any other investment professional. 

Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio Characteristics Mentioned: No statement made in this presentation shall 
construe investment advice. This presentation is for informational purposes only. Views, comments or research mentioned is not intended to be 
a forecast of future events. The mention of any security or sector is not deemed as a recommendation to buy or sell. Any reference to any security 
or sector is used to explain the portfolio manager’s rationale for portfolio decisions or philosophy. Research or financial statistics cited regarding 
securities or sectors do not contain all material information about them. Any securities mentioned represent a partial list of holdings whereas 
Berkshire portfolios typically contain approximately 30-40 securities in percentage weightings ranging from 1-5%. A complete list of holdings from 
a representative account is available upon request. Overall portfolio characteristics mentioned are from a representative account deemed 
representative of the strategy; data may be compiled from Bloomberg, Baseline or Berkshire estimates. Individual holdings, performance and 
aggregate characteristics of actual portfolios may vary based on a variety of factors including market conditions, timing of client cash flows and 
manager discretion. This presentation contains Berkshire opinions and use of Berkshire estimates which are subject to change at any time. 
Berkshire employees may have personal positions in any securities or sectors mentioned. Charts, presentations or articles may be obtained from 
third parties and Berkshire does not guarantee their accuracy. *Platform restrictions may apply.  Preliminary returns are based on composite 
estimates only.  Individual accounts will vary. Copyright © 2020 Berkshire Asset Management, LLC, All rights reserved. 

 


