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An Editorial for the 21st Century

What’s in Store for Investors?

Robert Fragasso

Where are the markets going?  What role will
technology and the internet play?  Who will be the
financial services providers of the future?  We are

asked questions like these every day as investors want to determine
how best to position, protect and multiply their life’s savings.  What
action can you take now to better assure your future?  Let’s explore.

We don’t purport to divine the future.  No one can.  However,
we believe some trends seem apparent and understanding them
could prove profitable.  Because we are talking about our view of
the future in an attempt to assist you with the possibilities, we must
clearly label this as an editorial.   It is conjecture on our part, albeit
based on over 27 years of experience directly in this business,
framed within 44 years as an investor and overlain on an avid study
of and interest in economic history.  While it is an opinion based on
history, the past is no guarantee of the future.  However, what
better indicator do we have?

We’ll use a question and answer format here, employing a syn-
opsis of many of the questions we hear daily from many of you.

Where are the markets going?
No one knows.  However, markets have inevitably followed eco-

nomic fundamentals.  Those appear sound in the United States and
in most parts of the developed world.  Businesses are profitable,
interest rates are historically low, governments are stable and there
are no major military conflicts.  Most importantly, business is inno-
vative, creating new products, services and ways of delivering better
value to customers at cheaper pricing levels.  While investment
markets will inevitably fluctuate based on short-term happenings,
they do follow fundamentals.

What about interest rates?
Most economists expect interest rates to rise some.  But, no

credible experts are predicting major interest rate increases.  The
economy has absorbed rate raises during 1999 without disruption.
It took an oil embargo in the mid-1970s and run away inflation in
the late 1970s and early 1980s to cause double digit interest rates.
Prior to that it took a World War and the U.S. Civil War to make
interest rates spike to double digits.  There does not appear to be
any thing of that nature in our foreseeable future.  This Federal

Reserve has been masterful in handling rates and money supply.
The Fed chairman, Alan Greenspan, has been re-appointed for
another term.

Why are some companies’ stocks so seemingly
over-valued, yet still going up? (And, how can
I get some of the next ones to skyrocket
before they do?!)

Perception and expectation of future earnings and business
potential can drive some stocks’ prices to higher levels than a com-
pany’s current business picture would warrant.  We avoid stocks
such as those.  Our stock selections are driven by our analysis of
earnings and cash flow.  When stocks rise on the hope of future
earnings or expected product successes in the future, we don’t
participate.  It is not reasonable that one stock with $200 million of
sales and $10 million of losses would be capitalized in the market-
place higher than another company’s stock that is earning $50
million of profit on $1 billion of sales.  But, those types of unrea-
sonable valuations do exist – based solely on a jazzy business name
or expectations into the future.  We believe controlling a client’s risk
while striving for reasonable returns, based on true profitability, is a
sound course and a much more reliable path to wealth accumula-
tion.  We may lose a few clients who are blinded by the illusion of
quick and obscene profits, but we can’t let that dissuade us from
our obligation to protect hard earned capital while seeking histori-
cally reasonable – and more consistent – returns.  

Does that mean that you will only buy stodgy
old companies for me?

Absolutely not!  Remember, it’s profit and cash flow that drive
stock prices.  Stodgy and old don’t coexist with consistently good
profitability.  We actively seek out companies that we believe will
drive the economy into the future.  We want technology stocks and
we want the medically related companies that will make the break-
throughs to cure disease and lengthen life.  Those are among many
areas of research that we are proactively pursuing on your behalf.
In addition, we will place solidly profitable companies in your port-
folio that do traditional things well.  That’s especially true when
those companies have enacted better, faster, cheaper and more
customer-oriented ways of delivering their products and services.

There seem to be many types of investment
firms.  How can I make sense of them?  Which
will be the survivors?

A question near and dear to our hearts here at the Fragasso
Group!  We are editorializing here, but we do believe we have a
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handle on that question and have spent lots of time with it.  We
have complete latitude in fashioning our firm and in associating
with whatever providers of services and products that may be avail-
able and in the best interests of our clients, and our own future
profitability.  We have no proprietary products.  With that as a
philosophical platform, let’s consider the answer.

Prior to 1975, all investment firms enjoyed protected pricing, just
as airlines did before deregulation.  On May 1, 1975 (still referred to
as “May Day! May Day!”) brokerage commissions became unfixed
and pricing competition was fostered on our industry.  That was
great for the client and bad for an industry whose only reason for
existing was a monopoly on the execution of securities transactions.
If you want more of a history on this, call our receptionist, Diana
Schroeder at 1(800) 900-4492 for a copy of a Pittsburgh Business
Times article we did on this subject.  

As a result of deregulation and the evolution it caused, our
industry is now stratified, we believe, into three types of firms.  The
first is the traditional brokerage firm whose sole reason for existing
is the execution of transactions on a one-by-one basis for a com-
mission.  In doing so, that type of firm is willing to give a research
report and an opinion on the company whose securities are being
considered.  The source of communications for the client is a com-
mission salesperson who will not be paid unless a security is bought
or sold. Also, this type of firm typically has a very heavy investment
in the manufacturing of their own investment products – mutual
funds, insurance products and inventories of bonds.  An analogy
may be drawn here to the phenomenon of General Motors Corp.,
which is the last auto maker still offering two keys with their vehi-
cles, one for the ignition and one for the trunk.  Ever wonder why?
Well, they own the key manufacturing plant.  And, it’s unionized.
GM’s cars made outside the U.S. offer one key that does both func-
tions.  Firms that invest heavily in their own products must continue
to sell those products, often to the exclusion of other, more com-
petitive products.

Now it gets more interesting.  The second type of investment
firm is an outgrowth of the first.  It is a one-stop-shopping firm that
purports to offer securities, banking, insurance and even legal and
accounting.  One such national firm has been on a buying binge of
accounting firms and expects to use that as a lever to market its
investment products and services!  Another merged an investment
firm with a bank and an insurance company and hopes to cross sell
to each firm’s customers.  This is not new.  A relaxing of the Depres-
sion-era laws that prevented overt association of banks and broker-
age firms is recent.  But the “super market” approach to financial
services dates back to the early 1980s attempts by American
Express to compress charge cards, banking, brokerage and insur-
ance into one relationship.  The famous “socks and stocks” pairing
of Dean Witter and Sears Roebuck was another example.  We are
not predicting disaster for these firms.  Our message here is simple
and direct.  These mergers only make sense for the behemoths
thusly created if they can cross sell proprietary products that each
entity has manufactured to their customers.  That’s their benefit –
but, not necessarily the customers’ benefit!

Now, the third, and last, category of investment firm is the model
we have accepted for our firm.  And, that is one built on personal
financial planning as a delivery platform with no proprietary prod-
ucts.  Instead, all products from all appropriate providers are uti-
lized, preferably on a fee basis, so that the inherent bias of
commissions for transactions is eliminated.  Sometimes the best
thing an advisor can do for a client is to make them do nothing
with their portfolio.  A commission salesperson is not paid for that.
A fee-based investment manager is.  We deliver a thorough finan-

cial analysis and then select from among all of the appropriate
stocks, bonds, mutual funds and insurance companies to populate
our clients’ portfolios.  Also, as we maintain no securities invento-
ries, our stock and bond selections are made from the open market
rather than from the company’s inventory or underwritten initial
public offerings.  While we believe this distinction among the vari-
ous types of investment firms should be clear, it isn’t always so in
the minds of the public.  Otherwise well informed people do not
distinguish between a mutual fund, for example, that manages
stocks and bonds within a narrow objective and usually within one
asset sector vs. a financial planning firm.  The latter creates the
client’s unique asset allocation model, selects the most desirable
funds for each asset sector and then monitors those funds (and all
other securities in the portfolio) for continued applicability to the
client’s objectives.  When has a mutual fund ever called you to say
that they are no longer appropriate to your objectives?  Beyond
that, a financial planning firm evaluates and advises regarding all
aspects of one’s finances to include tax-related securities manage-
ment, cash flow management , debt structure, education funding,
estate tax reduction in concert with your attorney and CPA and
plotting eventual retirement security.  In our opinion, securities
transactions, and even investment management, will be driven even
more so in the future by the need to accomplish total and inte-
grated financial planning geared to individuals’ objectives.  That
imaginary shelf of financial products and services exists out there
with all possible choices available at the touch of a button or click
of a mouse.  But, what mix of choices to select?  It’s different for
each person and family based on unique objectives.  Only the most
novice investor, blinded by an especially good recent market, feels
they can do it all themselves.  There is a reason why there is a divi-
sion of labor in a sophisticated economy.  People don’t perform
their own surgical operations, shouldn’t write their own wills or
replace their own auto transmissions.  And, they certainly cannot
duplicate decades of experience, a full time team of professionals,
and tens of thousands of dollars of research and monitoring tools in
trying to do it themselves.  

Yes, we believe the future of the financial industry belongs to the
firms who can guide their clients through the maze to successful
outcomes, with a minimum of risk.   It does not belong to the
cheapest do-it-yourself trading price.  And, it does not belong to
the old-time firms who still exist only to effect a transaction.  Trans-
action execution has become a commodity.  People should not pay
more than a nominal clearing charge for accomplishing that.  Addi-
tionally, the mutual funds and insurance companies will continue to
provide the good quality products that the planners will use with
their clients in the apportions that they evaluated to be correct for
each individual client. It’s no coincidence that our logo is, “We
Guide…You Decide.”  The emphasis is on “guide.”

Folks will always, we believe, wish to pay for quality guidance.
They will not and should not continue to pay heavily for the routine
providing of administrative transactions.  Another analogy presents
itself.  In climbing Mt. Everest, one can buy a map to the top and
should not pay very much for it.  However, the hiring of an experi-
enced guide who will personally take you to the top is well worth
the additional price. And, that will prove especially true when the
inevitable snow storms arise while you are climbing that mountain.   

This best model for an investment firm is not dependent on the
investment firm’s size.  Rather, a large firm could be a detriment.
Instead, a non-biased investment management and financial plan-
ning firm can draw from some of the most sophisticated and
responsive providers in the industry.  That firm is free to choose
what it feels is best for its clients without needing to push
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Susan Novak H
ochreiter

State College
, PA 16803

December 29, 
1999

Bob Fragasso

The Fragasso 
Group, Inc.

Koppers Build
ing, Suite 30

0

436 Seventh A
venue

Pittsburgh, P
A 15219-1818

Dear Bob:

Happy New Yea
r!! I just re

ceived your n
ewsletter and

 felt it was 
a good

time to put “
in writing” a

 topic we hav
e briefly dis

cussed before
: TOTAL

FINANCIAL PLA
NNING FOR YOU

R CLIENTS.

Your newslett
er mentioned 

the importanc
e of good rep

resentation f
or tax

and estate pl
anning matter

s.  I agree; 
however, I wi

sh that your 
office

would provide
 these servic

es, along wit
h your financ

ial planning 
advice.

As our financ
ial assets ch

ange and we a
ge, our tax a

nd estate pla
nning

needs should 
be updated on

 a regular ba
sis.  I would

 appreciate t
he

following ser
vices be adde

d to your gro
up: tax advic

e and income 
tax

preparation, 
estate planni

ng (trusts, w
ills, etc.), 

and insurance
 needs.

You have touc
hed upon some

 of these iss
ues with long

-term insuran
ce and,

recently, mor
tgage service

s.

Ideally, I wou
ld like to see

 your firm be 
responsible fo

r looking at t
he

“whole picture
” for your cli

ents.  This wo
uld involve ti

mely reviews w
hich

not only inclu
de the portfol

io matters, bu
t reviews of t

ax, insurance,
 and

estate plannin
g issues.  And

 I would think
 that the use 

of a common da
ta

base for all o
f these items 

would be most 
beneficial for

 you and your

clients.  For 
example: I, as

 a client, wou
ld like to be 

apprised of ta
x

laws which mig
ht affect my p

resent and fut
ure estates.  

I would like

advice as to w
hat steps can 

be taken to mi
nimize income 

and estate tax
es.

This advice, u
nder one data 

base, would be
 something I w

ould think mos
t

clients would 
be willing to 

pay for.  Am I
 being unreaso

nable for not

wanting to mak
e separate app

ointments with
 a tax lawyer,

 an accountant
, an

insurance agen
t, an estate l

awyer, and a f
inancial plann

er?

I’d appreciat
e your though

ts on these m
atters.

Very truly yo
urs,

Susan N. Hoch
reiter

SPECIAL EDITORIAL

proprietary products.  It can joint venture with some of the best in
the country and the world while protecting its ability to find even
better products, services and modes of delivery as they become
available.  That’s why we utilize Linsco/Private Ledger, the largest
independent broker/dealer in the U.S. for our investment transac-
tions.  LPL encompasses over 1,600 independently owned offices
and firms such as ours nationally.  The resources are national, but
the ownership and accountability to you is local with The Fragasso
Group, Inc.  We also partner with Mortgage.com for access to over
180 lenders nationally for residential mortgages and with Center-
link as a search engine for us among most of the well-rated life
insurance companies in North America.  We have partnered with
Hilb Rogal and Hamilton for property and casualty insurance.  HRH
has no proprietary products and has access to most of the country’s
available property and casualty insurance companies rather than the
more typical limitation to only one or two companies.

In our opinion, our industry will thrive on adding value by

providing information, education, management and advice and
guidance.  We will continue to bring to our clients all of the
resources that we can locate and deem appropriate in our continue
efforts to protect and grow their assets.  Manufacturing has learned
that it cannot become moribund in rigid procedures and that it
must partner with its suppliers for more flexible response to modern
needs.  So too the financial services industry must position itself.
We believe we at the Fragasso Group have done just that.

Well, how about the part about legal and
accounting?  Why not make that a part of your
value-added service?

Following is a letter received from one of our long time clients
and reprinted with her permission.  After that letter is our reply that
answers the above question.



Dear Susan:

And, Happy New Year to you and Larry also.  Thank

you for your most welcome letter and the questions

raised.  I say “welcome” because many of our best ideas

have come from our clients.  I’ll try to address the

questions you brought to us.

First, as you know, we do personal and corporate

financial planning for our clients.  And, we handle their

investment management.  Some attendant areas, such

as long-term care and property and casualty insurance,

were added as we continued our evolution away from

our original national brokerage firm roots.  Adding the

very products and services you describe, together with

losing proprietary product bias, was the major

propellant in our move to independence.

We attempt to cover all of the estate and insurance

considerations at our annual review meeting with

clients.  This contrasts to the quarterly reviews where

our financial consultants work on the re-balancing of

asset sectors back to the client’s original asset allocation

model.  It is important to note that we are re-fashioning

our review templates for the quarterly and annual

review meetings to accomplish several important goals.

The estate and insurance valuations and evaluations are

a major part of that.  And, lots more!  You will see the

benefits of that formalization at your next review

meeting with your FGI financial consultant, I predict.   

But, the heart of your question is a request to add

legal and accounting services to our offerings to you.

We believe that our role should be to make sure that you

have your estate and insurance and tax work coordi-

nated to your best benefit.  But, I don’t believe that we

should provide you with an attorney and accountant

who is on staff with us. I realize that you feel this

would be of benefit and would eliminate extra meetings.

And, I should tell you that other financial planning

firms, local and national, are adding such expertise.

But, we don’t believe that’s in your best interests.

Here’s why.

First, we could not possibly duplicate the range of

expertise that should be available to you and our other

clients by simply adding an attorney and a CPA to staff.

While that would provide our firm with additional rev-

enues, we feel you would be shortchanged.  Consider

that no one attorney or accountant, no matter how

gifted or well-educated, could possess the complete range

of knowledge needed.  Sometimes an expert in family

partnerships would be needed.  Another time, it might

be an expert in business buy/sell arrangements.

Beyond that, an elder law expert could be necessary.

Some one who has practiced extensively before the IRS

may be just who is needed for another client.  How

about needing those skilled in business valuations, real

estate or divorce proceedings?  We believe that purport-

ing a full range of necessary skills in one attorney or

accountant would be detrimental to our clients.  Analo-

gously, we ask, would you have your GP physician do

heart surgery?  No, but, your GP MD should have an

efficient system for screening in place for identifying

your problems and then getting you to a qualified heart

surgeon in a hurry.  Two appointments necessary, but

well worth it!  As you correctly request of us, we should

have the screening and referral systems in place to

identify your estate and tax planning needs then refer

you to competent professionals in the community who

specialize in the areas indicated.

What is our solution?  It’s the same as we’ve always

recommended.  We will not disrupt the relationship that

our clients have with their own legal and tax advisors.

Rather, we will continue to get them back to those advi-

sors with the items that we uncover in our financial

planning work for proper attention.  When a specialty is

necessary, we will expect that the current attorney or

accountant will bring in the appropriate additional skills

from within or without his or her firm.  When a client

does not have an advisor, we have been proactive in

getting them to one who is positioned by specialty to

meet the job’s requirements.  With our new, tighter pro-

cedures, I believe you will see that effort intensified.

So Susan, you will need a separate appointment for

your legal and tax accounting advice.  And, we suggest

for the above reasons, that you should want that.  We will

make it as easy as possible for that to occur and to be

there with you and for you through that entire process.

Thanks once again for your good comments, which

provoke us to re-examine our beliefs and procedures.

We welcome your continued input.  

Best personal regards,

Robert Fragasso
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