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Bond markets were not spared and also fell broadly. The Barclays
Aggregate Bond Index and ETF (AGG) is down almost 10% Year to
Date thru 6-30. The MSCI U.S. REIT index was down 20.3% YTD.

Beware the Headlines, Manipulators & Extractors
What I learned long ago on the trading floor of the Philadelphia
Stock Exchange is that every trade has a counter-party and every
counter-party has their own objectives, motives, assumptions and
expectations. Quite often, they also have better information.
As a forty-two year observer of, participant in and advisor to
investors in the capital markets it seems to me that more than ever,
the financial headlines are not just click-bait—they are frequently
published to prompt action across wide swaths of market
participants. The real question is: to what end?
Much of the financial industry complex is now of the hedge fund,
private equity or prop trading desk ilk. Typically, these managers/
traders charge lavish asset management fees and “incentive” fees
or seek outsized returns or both. It is increasingly hard to justify
these levels of fees with meager returns. Quiescent markets do not
make for large trading profits. So when you see widely promoted
headlines that seem to urge investors to take some market action,
ask yourself, “what are they trying to get me to do?” and “do I want
to be that sucker?” Caveat Investore!

2Q-2022 Review & Outlook
2Q-2022 picked up right where 1Q-2022 left off—with sharp
declines in asset prices across the board. The proximate cause was
the specter and reality of inflation and increasing interest rates
combined with the prominent promotion of a looming recession,
which may or may not ever materialize. The result—markets had
their worst first half since 1970. That is more than a half-century
ago. Superlatives like that are often inflection points where a trend
reverses course. And as forward returns are a direct function of
current valuations, future returns improve with every down tick of
the market.
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As a result, there are bargains to be had in many areas of the
market. And as we have stressed that all segments of the equity
markets are not equal, we have biased our portfolios towards the
defensive, low P/E (price to earnings), higher dividend paying
sandbox. See the graphic from Morningstar on the right. The
disparities in performance so far in 2022 are striking. Large Value
stocks are down 6.6% YTD in 2022 while Large Growth stocks are
down 39.3%. That is a substantial performance differential. What’s
more, several growth-oriented, technology funds suffered losses
significantly greater than that 39.3%.
www.clothiersprings.com
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These exhibits from the New York Times and
Morningstar show more of how dismal the
quarter and first half of 2022 were. Many of
you recall just how alarming the first quarter of
2020 was, as the pandemic exploded and lock
downs curtailed much economic activity. You
might also recall that 2Q-2020 saw the markets
rally sharply and end the year in strong positive
territory, with the S&P 500 delivering an 18.4%
total return for all of 2022. We don’t think that
kind of a snap back rally is in store for investors
now. But the sell off has set the table for better
forward returns. And as the exhibits on these
pages show, there are always better segments
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of the market to favor while remaining fully
invested in your optimal allocation.
Re-Balancing & Re-Positioning
We have used the sell off to do some
opportunistic re-positioning and re-balancing
to take advantage of these now abundant
bargains. Where clients have cash, we are
spending it. Where we can trim a position and
add to another, we are doing that as well. It is
how we enhance returns. Not rocket science or
special insights...just taking advantage of what
the markets give us.
Structure is the Strategy!

www.clothiersprings.com
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Covered Call Rarity
Last week at the July option expiration we had
a relatively rare occurrence almost happen.
For those who don’t know, a covered call is
an investment strategy where we sell a onemonth at-the-money call on the SPY (S&P 500
ETF) in the portfolio each month. We collect
a cash flow for doing so and the tradeoff is
that the strategy will not participate fully
if the markets advance sharply. Below is a
description of a covered call from GlobalX:
Covered call strategies can play an important role in
the modern investor’s portfolio, offering a diversified
potential source of income while mitigating
downside risks. Historically, covered call strategies

In June, with the markets depressed, we sold
the SPY July 368 (strike) call for a premium
of $11.24 for each option. That means our
break even for the strategy is (368 + 11.24) or
379.24. If the SPY is above 379.24 at the July
expiration, the strategy profit will be capped at
$11.24 or 3.05% for one month or roughly 36%
annualized.
On Expiration Friday July 15, we bought back
the July 368 call for $14.3 and sold an August
expiration 382 call for $11.58.
So for the month, the SPY Covered call
strategy made a profit of (382 - 368) = $14 and
a realized loss of (14.3 - 11.24) = $3.09 on the
call for a net profit of $10.91.

required investors to trade options themselves, a task
requiring expertise and frequent hands-on trading.
But the availability of exchange-traded funds that
incorporate covered call strategies, such as the Global
X Nasdaq 100 Covered Call ETF (QYLD), can help
investors efficiently add these strategies to their
portfolios.

Covered Call Strategies Can Generate
Meaningful Income Amid Periods of High
Volatility

A day earlier, with the markets somewhat
lower we could have rolled the hedge at a
lower price and had a profit on both sides of
the trade: the long position in the SPY and the
short position in the July 368 call, a relatively
rare event.

Swing....and a Miss
We recently saw a tweet from a U.S.
Congressman decrying the large and growing
assets under management of the Big Three
ETF sponsors (Blackrock, Vanguard and State
Street) as obscene.

Secondly, the asset bases of these ETF
sponsors are growing because individual
and institutional investors alike increasingly
recognize the superior value proposition of
ultra-low cost, pure market exposures.

In either case the strategy produced the
desired result and provided a healthy return for
the month and an even healthier annualized
return.

While much of the financial industry has
indeed become predatory and self serving,
ETFs and their sponsors are the exact
opposite: providing pure, passive market
exposures at ridiculously low prices. They are
the antithesis to self-serving and expensive

Lastly, those same investors and their
advisors can now build optimized,
institutional quality, globally allocated,
broadly diversified and ultra-low cost
portfolios that give them the best opportunity
to achieve their own unique investment
objectives. It really is that simple.

Equity markets typically loathe volatility. In periods
of stress, volatility rises and stocks sell off as investors
move towards lower-risk investments. Yet covered
call strategies can turn volatility into an asset. This
is due to a basic tenet of options investing: option
premiums are positively correlated to volatility.

[6]

Clothier Springs Capital Management, LLC

We think that these covered call strategies
offer investors the opportunity to reduce
risk, enhance portfolio income and still earn
equity returns. Moreover, very few investment
advisors are capable or comfortable
implementing this basic strategy. Just part of
what makes CSCM special.

www.clothiersprings.com

products, strategies and service models so
prevalent today.
My rebuttal to the Congressman would go like
this: Firstly, the Big Three are merely stewards
of those assets...they are not the owners.

And this is why CSCM has built client
portfolios exclusively of ETFs since our
inception in 2010. Oh and happy birthday to
CSCM. We turned 12 at the end of 2Q-2022.
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Clothier Springs Capital Partners Update have put it back to work in promising projects.
We completed our 2021 audit at the end of
2Q-2022 and received a clean opinion from our
auditor EisnerAmper.
We are also waiting for five more K1’s for 2021
from our investment sponsors. Once we have
them in hand we will be able to produce the
CSCP K1 for 2021 in relatively short order.
We had three capital events in 2Q.
Ashcroft-Northern Cross provided an 83.6%
total return (18.5% annualized) and a capital
multiple of 1.74. Penn Capital-University
Drive provided a total return of 54.2% (19.3%
annualized) and a capital multiple of 1.54. Cross
Properties-The Grant was a dud and provided a
meager 1.0% return. This was an unexpectedly
poor result. Still we got our money back and

We made our first investment in First Trust
Deeds this quarter, a pooled construction loan
and secured by a first lien on the property and
paying 10.0% annual. There is much inventory
and capacity to invest in here.
We also made our first investments this quarter
in multi-family projects with a new wrinkle:
converting student housing into multi-family
housing. This offers both value-add potential,
lowered costs and a better mortgage refinancing
rate and hence, better net operating income.
We made one investment in Jacksonville, FL
and Mobile, AL with Element Capital of Los
Angeles. We look forward to robust results in
this space.

Accredited Investor Definition
CSCP is a private partnership and a nonregistered security only open to “accredited
investors.” The SEC revised and expanded
the definition of “Accredited Investor”
in August of 2020. Below are the current
categories of individual or entities that meet
the definition.
•

•

an SEC-registered broker-dealer, SEC- or stateregistered investment adviser, or exempt reporting
adviser

•

a plan established and maintained by a state, its
political subdivisions, or any agency or instrumentality
of a state or its political subdivisions, for the benefit of
its employees, if such plan has total assets in excess
of $5 million

•

•
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a bank, savings and loan association, insurance
company, registered investment company, business
development company, or small business investment
company or rural business investment company

an employee benefit plan (within the meaning of the
Employee Retirement Income Security Act) if a bank,
insurance company, or registered investment adviser
makes the investment decisions, or if the plan has
total assets in excess of $5 million. Includes: IRA,
SEP-IRA, Roth IRA, 401(k), etc.
a tax exempt charitable organization, corporation,
limited liability corporation, or partnership with assets
in excess of $5 million

•

a director, executive officer, or general partner of
the company selling the securities, or any director,
executive officer, or general partner of a general
partner of that company

•

an enterprise in which all the equity owners are
accredited investors

•

an individual with a net worth or joint net worth with
a spouse or spousal equivalent of at least $1 million,
not including the value of his or her primary residence

•

an individual with income exceeding $200,000
in each of the two most recent calendar years or
joint income with a spouse or spousal equivalent
exceeding $300,000 for those years and a
reasonable expectation of the same income level in
the current year

•

a trust with assets exceeding $5 million, not formed
only to acquire the securities offered, and whose
purchases are directed by a person who meets the
legal standard of having sufficient knowledge and
experience in financial and business matters to be
capable of evaluating the merits and risks of the
prospective investment

•

an entity of a type not otherwise qualifying as
accredited that own investments in excess of $5
million

•

an individual holding in good standing any of the
general securities representative license (Series 7),
the investment adviser representative license (Series
65), or the private securities offerings representative
license (Series 82)

•

a knowledgeable employee, as defined in rule 3c-5(a)
(4) under the Investment Company Act, of the issuer
of securities where that issuer is a 3(c)(1) or 3(c)(7)
private fund

•

a family office and its family clients if the family office
has assets under management in excess of $5 million
and whose prospective investments are directed by
a person who has such knowledge and experience in
financial and business matters that such family office
is capable of evaluating the merits and risks of the
prospective investment.
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A Little Perspective
A fellow investor sent me this graphic recently. It is a welcome reminder that the market
marches ever upward despite periodic hiccups and numerous world and economic events.
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https://www.youtube.com/watch?v=HExjPn547Z0
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Yusuf Islam (Cat Stevens) Performing “Peace Train” backed by the Harlem Gospel Choir and a band of well-known
studio and performance musicians, at his induction into the Rock & Roll Hall of Fame in 2014. Seems like an
appropriate song for this moment in world affairs.
www.clothiersprings.com
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Closing Thoughts

The first half of the year was not fun for
investors. Nothing was working in the public
markets: not stocks, not bonds, not real estate,
not preferreds. Worst half for the markets in
52 years is quite a superlative. Yet
there was none of the investor
angst that was so evident in 1Q2020.
But like 2020, stocks (and bonds
and real estate and preferreds) are
on sale. Prices for any number of
investments are 30% below their peak of late
2021. These are superior entry points for new
cash. Forward returns will be better from these
prices than at the beginning of 2022. Investors
willing to lean in or stay in will be rewarded in
the fullness of time.
It is a truism that in an investing lifespan there
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will be occasional periods of extreme distress as
anxious markets mark down assets and with it,
investor portfolios. The first half of 2022 is one of
those periods.
If you have not yet seen some of
the remarkable photographs from
the James Webb Space Telescope
(JWST), you owe it to yourself to
check them out. The color and
clarity is astounding and what they
represent is truly mind-blowing. The
word vast does not begin to describe
looking at galaxies 13.5 billion years back in time.
As we head into the dog days of summer in the
Northern Hemisphere, we hope you get to take
some time off and spend some time with family
and friends.
Thomas F. McKeon, CFA | July 21, 2022
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