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“Making our way out of the woods.” 
 
So far, so good.  Our journey has 
not been without hazards or 
obstacles, but we are starting to 
see the light at the end of the 
path.   The overall economy has 
avoided tripping into recession 
and the stock market has 
continued to wind its way down 
the path toward recovery. 
However, interest rates have been 
weighing down our pace. This 
phase of the journey is not yet over, but the trail signs indicate we are moving in 
the right direction…. 
 
“Time is a wonderful storyteller”  - Deion “Coach Prime” Sanders 

US Economics 

As we have stated previously, we have never 
been in the “recession camp” this cycle and the 
latest data shows that has been the right call.  
Despite higher interest rates, an inverted yield 
curve, and an LEI (Leading Economic Indicator) 
Index that has been indicating recession for quite 
some time, we are actually seeing the economy 
accelerating! The most recent GDPNow forecast 
for the 3rd quarter shows a projected growth rate 
of a whopping 4.9%!   This is following +2.2%  in 
the 1st quarter, and +2.1% in the 2nd quarter.  
Granted, this degree of acceleration was not in 
our forecast either.  It’s unusual for an economy 
to accelerate during a period of higher costs and 

higher rates.  The GDPNow forecast may not get it right down to the decimal point, but it has historically been 
in the ballpark.  This is all made possible due to the continued resiliency of consumer spending which has  
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continued to grow during the last 19 months, even 
with higher rates.   We argue that the incredibly 
strong job market plays a large role in allowing 
consumers to maintain their spending habits due to 
not having to be fearful of being unemployed for a 
long period of time. The unemployment rate 
remains extremely low with September’s U-3 
(official) rate coming in at 3.8%, slightly higher than 
June’s 3.6%. Additionally, the U-6 (broader 
definition including part-time) also ticked up slightly 
to 7.0% in September from the June rate of 6.9%. 
Both measures remain significantly below their 
long-term averages. This is unlikely to change 
anytime soon as there remains more job openings (9.6 Million) than the number of unemployed people 
looking for a job (6.4 Million), giving a ratio of 1.5 open jobs for everyone looking.  Additionally, there remains 

$200 Billion of excess savings in the system as a cushion. 
However, that cushion has been shrinking with higher 
costs and higher rates, and is getting closer to being 
exhausted.  Our view is that when that happens, you will 
see an uptick in the labor participation rate which has only 
crawled its way back to 62.8% from the pre-pandemic high 
of 63.3% in February of 2020.   If this occurs, we could find 
ourselves with an even stronger economy as ∆% in Labor X 
∆% in productivity is a good approximation for the ∆% in 
GDP.  That said, the traditional predictors of recession are 

still showing recession on the horizon with the most recent Leading Economic Indicator index showing -7.6% 
year-over-year, and the Treasury Bond yield curve remaining inverted - albeit less so with the recent move up 
in the 10-year Treasury Bond yield.  In contrast, 
the Citi Economic Surprise index is holding strong 
at +59.7, indicating economic conditions are far 
better than expectations.   It’s an unusual 
environment to be sure. But as long as the labor 
market remains strong, our view remains that 
recession is not in the cards… 
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US Equity Markets 
 
As we expected, we saw a 5-10%  (-
8.5% to be exact) pullback in the 
S&P 500 during the 3rd quarter due 
to the speed of the 1st half gains 
and seasonality of the 3rd quarter 
being typically the weakest quarter 
of the year.  That said, the 4th 
quarter is typically the strongest 
quarter of the year and, in our 
view, is poised to deliver strong 
results given Q3s GDP growth rate 
likely well above consensus and its 

corollary effect on earnings.  We are sticking with our year-
end target range of 4400-4600 for the S&P 500 which 
represents 15%-20% returns.  We are, nevertheless, still 
waiting on Value and Small Caps to rejoin the party.  As you 
can see by the JP  Morgan chart to the right, Large Cap 
Growth (mainly Tech) has had outsized returns while the rest 
of the stock market has only muddled through.   However, 
when you look at valuations and P/E multiples you can see 
Value and Small Caps are more attractive than their Large 
Cap Growth peers. The biggest risk, from our perspective, is 

that bond yields surge higher and remain 
there for an extended period of time…  
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US Fixed Income 

Despite a descent first half 
of the year, bonds continue 
to be unpredictable due to 
persistant hawkish pressure 
from the Federal Reserve.  
With the recent sell-off, 
sparked by Chariman 
Powells “higher for longer” 
message, most bond asset 
classes have turned 
negative for the year. The 
lone bright spot has been 
High Yield with a +4.6% 
return year-to-date.  Even 
though the Fed has kept 
ruining the journey so far, 
there are very attractive 
days ahead in the medium 

to long-term due to the increase in yields.   As you can see from the chart below, the current Yield to Worst 
(which is either the call date or maturity) is over 9% for High Yield, over 6% for Investment Grade Corporate 
Bonds, and approximately 5% for 
the average Treasury Bond.  
Remember, these are “annual” 
yields comprised of income and 
accretion toward maturity. Many 
are calling this environment one of 
the best buying opportunities in 
the history of the bond market.   
We aren’t quite that enthusiastic, 
as we think it will take a little 
longer to play out.  But we do view 
current conditions in the bond 
market as extremely attractive.  
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International Markets  

Global Markets are still lagging the US, even 
with a higher-than-normal valuation gap.  Even 
before the War in Israel, global economies 
have continued to struggle amongst tightening 
financial conditions. Now that war has broken 
out in Israel, adding to the geopolitical 
uncertainties, we aren’t likely to see increases 
in P/E multiples any time soon.   That said, we 
are still seeing positive returns with Developed 
Market International stocks, up 5.8% through 
the third quarter.  Meanwhile, Emerging 
Markets (excluding China) look to benefit from 
the reorganization of global supply chains 
along with the lowering of interest rates.  
 

 
 
 
 
 

Real Estate  
REITs have continued to be punished with the 
ever-increasing interest rate environment.  
However, when rates stabilize (likely soon), 
history shows that the next 6-12 month 
returns outpace stocks.   Additionally, REITs 
have been shown to outperform stocks in 
elevated inflationary environments.  
Furthermore, an analysis by PGIM shows the 
FTSE NAREIT All Equity REIT Index was trading 
at a steep 18% discount.  All this adds up to 
extremely attractive return opportunities 
once the Fed stops raising rates… 
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Inflation, Interest Rates & the Fed 

“Higher for Longer.”  That’s the 
message that was sent in the 
September Federal Reserve press 
conference after opting not to raise 
interest rates at that time. What was 
missing in that message is the notion 
that they are done hiking, but it was 
hinted at.  As you can see in the chart 
to the left, the Fed Funds Futures 
market has adjusted to that line of 
thinking as well and bears the 
responsibility of actually “putting their 
money where their mouth is” in 
forecasting future rates and timing.    
Current forecasts show rates 
remaining as-is without any further 
rate hikes in the foreseeable future.  

Then in May of 2024 we start to see rates gradually get cut lower.   We view this as the longest case scenario, 
because when you look at the trajectory of inflation, you are seeing steep declines – even though current 
levels are higher than the stated 2% target, with Core PCE inflation at 3.9% for the 12 months ending in August. 
However, there are many different ways to look at inflation data and the Fed has been known to look at 
different measures at different times.  One measure, the quarterly “annualized percentage change” is 
expected to show that Core PCE only increased at an annualized rate of 2.56% during the 3rd quarter.  So it is 
likely, in our view, that as we move 
forward throughout the 4th quarter we 
will see the high rates of inflation from 
2022 drop off and yearly inflation 
continue its decline.   Nonetheless, the 
Fed has shown its willingness to keep 
pressure on yields and is still a threat to 
markets…  
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Legislative Affairs 

Washington is a mess right now, there is no other way to say it.  A former President being prosecuted, the 

sitting President being investigated, and the Speaker of the House being removed by his own party.  Add to 

that a very unstable geopolitical situation around the world and the result is confidence in Government is near 

historic lows.   This also translates 

into consumer sentiment which 

remains much lower than the 2020 

pandemic and rivaling the levels 

from the Great Financial Crisis of 

2008.  With only a 45 day 

Government funding extension, 

there looks to be another 

showdown on the horizon as well. 

That said, our view is that further 

downside is limited and that the 

only way to go from here is up….  
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Financial Planning Corner 
 

Top Tax Strategies to Review in the 4th Quarter 

As 2023 winds down, you may be thinking about some 

uncontrollable possibilities.  Will the stock market come back? 

Will interest rates revert to pre-pandemic levels?  Can the Fed 

engineer a soft landing and avoid a recession? During times of 

uncertainty, it’s important to focus on things we can control, 

like taxes.  While taxes are inevitable to an extent, you may be 

able to minimize them over your lifetime through some 

thoughtful planning.  If you are a current client, these are all 

things we take into consideration during our tax strategy 

analysis.  

1. Capture All Available Deductions and Credits 

There is good news for taxpayers this year. The IRS has widened tax brackets again, and they’ve also increased 

the standard deduction as well as many other savings incentives. Inflation adjusted and wider brackets mean 

people may have more taxable income before being bumped into a higher tax bracket. Additionally, the 

standard deduction will rise to $27,700 for married couples this year. For single filers, it increases to $13,850. 

Typically, the standard deduction is the most beneficial for filers in the current tax environment. Itemized 

deductions could become more powerful again depending on if the Tax Cuts & Jobs Act (TCJA) sunsets in 2025. 

It is important to know that tax deductions will reduce the amount of income before you calculate the tax you 

owe.  Whereas tax credits can reduce the amount of tax you owe. Tax credits are generally more valuable than 

deductions. Tax deductions can become more favorable for high-income taxpayers. For the average 

household, they can take advantage of many of the opportunities the IRS offers. Tax filers with a modest 

income may find available to them the Earned Income Tax Credit and or Child Tax Credit.  For college students 

and parents claiming dependents in college, the American Opportunity Tax Credit and Lifelong Learning Credit 

may be available. For recent college graduates with student loans, the Student Loan Interest Deduction may be 

taken advantage of as well. 

Opportunities for Business Owners and 1099 Contractors:  Schedule C filers can find additional advantages 

when it comes to deductions. Recently, home office deductions have become popular. You can deduction the 

percentage of the square footage it takes up along with a percentage of utilities, mortgage interest expense, 

real estate taxes, etc. This approach can be applied to cell phone usage as well. The Agusta rule is another  
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feature of using your home to deduct taxes. Along with a home office, amounts of mileage, cell phone plans, 

and new computers can be deducted. An often-overlooked strategy is incorporating your kids into a business. 

The most straightforward method is with a small business between spouses, but other strategies can be 

utilized for differing needs. 

The most notable difference in taxation treatment is business election. Businesses set up as LLCs (or sole 

proprietorships/partnerships) are taxed with a self-employment tax on all net profits. S-Corps owners can pay 

a salary and avoid self-employment taxes on the remainder.  

Most business owners are familiar with the QBI deduction. This allows eligible taxpayers to deduct up to 20% 

of their qualified business income plus 20% of REIT dividends and PTP income. This is not available for income 

earned through a C-Corp or for services as a W2 employee.  

2. Take Advantage of Saving Incentives 

If you haven't contributed to an IRA, health savings account (HSA), or 529 college savings account for 2023, you 

have until April 15 of 2024 to do so. 

• IRAs: You can contribute $6,500 to a Traditional or Roth IRA for the tax year 2023. And if you're over 

50, you can contribute an additional $1,000 per individual.  Traditional IRAs may reduce your taxable 

income (if you are eligible to take the deduction) and grow tax-deferred and penalty free until age 59 

½. Roth IRA contributions are not tax deductible, but any deposits and growth can be withdrawn tax-

free if you meet the income requirements and follow the distribution rules. It’s important to note, 

however, that traditional IRA and Roth contributions are aggregated and can’t exceed the annual limit. 

If you find yourself phased out of making Roth IRA contributions, you can execute what’s called a Backdoor 

Roth IRA strategy.  This backdoor method allows those with higher incomes who can't contribute in the typical 

manner to still take advantage of a Roth IRA. 

• HSAs: If you are eligible to contribute to an HSA, contribution limits are $3,850 for self-only coverage 

and $7,750 for family coverage for 2023, with $1,000 more in catch-up contributions for those 55 and 

over.  HSAs are triple tax-advantaged, meaning contributions are tax-deductible, grow tax-free, and 

can be distributed tax-free if utilized for qualifying expenses. 

• 529s: If you have children, grandchildren, or are considering further education for yourself, consider 

contributing to a 529 college savings account, where any growth potentially accrues tax-free. While 

aggregate contribution limits to 529s are governed by state tax laws and are usually quite high, 

individuals may contribute up to $17,000 ($34,000 per married couple filing jointly) to any number of  
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• recipients in 2023, likely without it being considered a taxable gift. In 2023, you can front-load a 529 

plan by giving five years’ worth of annual gifts of up to $17,000 ($34,000 for those married filing joint) 

at once. This totals $85,000 per person ($170,000 per married couple), per beneficiary. 

3. Tax-Loss Harvesting 

For nonretirement accounts, you may want to consider tax-loss harvesting where you realize losses to offset 

realized gains, plus up to $3,000 of ordinary income depending on filing status. We do this routinely for 

portfolios that we manage. If there are investments that are below their cost basis, and there's another 

investment available to replace the sold asset without a material impact on your investment plan, lock in the 

tax loss by making the trade. One exception to the wash-sale rule is with cryptocurrencies, as they are not 

regulated as securities. That means you can sell coins whose value has declined, and buy them back 

immediately at the same price, potentially realizing the loss while still holding the asset. Pending legislation 

about cryptocurrency regulations may eliminate this strategy, so be sure to work with a tax advisor to stay on 

top of changes. 

4. Consider a Roth Conversion 

A Roth conversion involves transferring money in a traditional IRA to a Roth IRA, and then paying ordinary 

income taxes on the amount converted. After that, the money grows and can be withdrawn tax-free, and it's 

not subject to the required minimum distributions for the life of the original owner. Now may be the time to 

consider a Roth conversion with current tax rates set to sunset in 2026, so you could end up paying higher 

rates if you wait to convert your traditional IRA until 2026. 

It is important to evaluate what marginal tax bracket you will fall into this year and evaluate future cash flows 

generating ordinary income to determine if Roth conversions make sense in your financial plan.  

5. Plan for Required Minimum Distributions (RMDs) 

Required minimum distributions (RMDs) are an important part of your retirement-income planning, but it's 

important to know that they come with some strict rules about the timing of when distributions are taken, and 

a formula based on your age for the amount you must take. Generally, if you are age 73, you've reached the 

age where the IRS mandates you to start taking withdrawals from most qualified retirement accounts, such as 

IRAs and 401(k)s (but not Roth IRAs) but be mindful of the new SECURE Act 2.0 rules on when RMDs start 

based on your age. Not taking your RMD could result in a 25% penalty for the amount not taken if it isn’t 

corrected in a timely manner. 
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6. Charitable Giving Considerations 

Qualified Charitable Distributions (QCDs):  A QCD is a direct transfer of funds from your IRA custodian, paid 

directly to a qualified charity. Once you've reached age 70 ½, the QCD amount can count toward your RMD for 

the year (if subject to an RMD), up to an annual maximum of $100,000 per individual, or $200,000 for a 

married couple filing jointly ($100,000 from each of their respective IRAs). The QCD is excluded from your 

gross income and does not count against the limits on deductions for charitable contributions. QCDs can have 

significant advantages for certain high-income earners, especially those taking the standard deduction. 

Donating Appreciated Assets:  If you're thinking about selling appreciated publicly traded securities, real 

estate, or other non-cash assets and donating the proceeds, consider gifting the assets directly to the charity 

instead. Generally, you can eliminate the potential for capital gains tax you would incur from selling the 

assets—if you've held them more than one year—and claim a charitable deduction for the fair market value of 

the assets. Generally, the limit on donating non-cash appreciated assets held more than 1 year is 30% of AGI. 

Bunching Charitable Contributions:  If you anticipate your total itemized deductions will be slightly below or 

even above your standard deduction, you can combine or "bunch" contributions for multiple years into a 

single tax year. With this strategy, you would itemize deductions on your current tax return and take the 

standard deduction on your future return to potentially produce a larger two-year deduction than you would 

get by claiming two years of standard deductions. Keep in mind that the TCJA’s higher standard deduction is 

set to sunset at the end of 2025, so a bunching strategy may make sense to wait until the 2026 tax year. 

7. Revisit your Estate Plan 

The main thing to consider this year is that time may be running out on the TCJA which is scheduled to sunset 

at the end of 2025. The key consideration if this happens is that the Estate Tax Exemption will revert from 

roughly $13M per person ($26M per married couple) to $6.5M per person ($13M per married couple).  In 

2023, the federal estate tax ranges from 18% to 40% on estate assets over the Estate Tax Exemption. 

Currently, twelve states plus the District of Columbia leverage estate tax at the state level. Note that some 

states do not currently leverage a state level estate tax. 

If this potential reversion of the Estate Tax Exemption would trigger a taxable estate, you will want to start 

planning now if you haven’t already. There are several ways individuals and couples can tax-efficiently transfer 

assets while still meeting their financial and wealth transfer goals. The simplest strategy is to utilize the annual 

gift tax exclusion of $17,000 per individual in 2023. For married couples, gift splitting would allow them to give 

twice as much to an individual without being subject to a gift tax. Another strategy for those further above the 

potential estate tax exemption is to transfer a portion of their lifetime estate and gift tax exemption into an 

irrevocable trust to benefit intended heirs to “use it or lose it” before the sunset happens. 
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We’re here to help. If you have questions about these or any other topics, don’t hesitate to call us at (855) AFS-

4545. 
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