
                         It’s Brake or Break Time 

As interest rates have soared, the dollar has risen to 
multi-decade highs against other important currencies.  
After falling to the lowest level against the dollar in 24 
years, Japan recently intervened in currency markets 
for the �rst time since 1998 by buying yen.  With over 
250% debt-to-GDP, Japan is committed to ultra-easy 
monetary policy and can ill-afford to raise interest rates 
to defend the yen.  As the yen depreciates, inflation in 
Japan becomes more problematic and it is unclear 
whether Japan has suf�cient reserves to stem the tide 
without hiking rates and dramatically increasing bor-
rowing costs on its massive debt.   

After the yuan slipped to its weakest level against the 
dollar in more than 14 years, China’s central bank 
warned against speculating in its currency.  The Peo-
ple’s Bank of China has lowered key interest rates to 
prop up the country’s debilitated housing market as the 
sagging Chinese economy grapples with the govern-
ment’s zero-COVID policy.  The steep decline in the 
yuan complicates the country’s monetary policy and 
further dampens con�dence, increasing the risk of 
capital outflows and further currency depreciation. 

Meanwhile, the Bank of England halted its quantitative 
tightening in an about-face move to buy U.K. govern-
ment bonds and “restore order” as the pound sunk to a 
record low against the dollar. Plagued by persistently 
low interest rates, pension funds turned to the murky 
world of derivatives to meet long-dated liability require-
ments. Exacerbated by leverage and a spike in interest 
rates unanticipated by derivative models, pension fund 
managers were forced to increase cash collateral, 
setting off a liquidity squeeze that required BOE inter-
vention.  The inability to normalize monetary policy and 
defend the pound leaves the U.K. economy vulnerable 
to rising inflation risk.  

For many years, we have warned of the looming risk 
associated with the chasmic gap created by pension 
and insurance company “guarantees” for future income 
in a world where interest rates gravitated towards zero.  
Climbing the slippery ladder of risk to meet payout 
requirements, derivative schemes in the U.K. pension 
system have exposed a potential canary in the coal 
mine. Historic gyrations in bond markets and global 
currencies, and heightened stress in markets due to 
increasingly tight monetary policy leaves many analysts 
wondering whether something must break before the 
Fed �nally relents and hits the brakes on its steady 
barrage of rate hikes.   

It is astonishing that this Federal Reserve is the same 
agency that adopted “average inflation targeting” in 
2020 and saw inflation as “transitory” throughout 2021.  
The Fed remained way too easy for way too long and 
now has adopted an opposite posture to restore its 
credibility.  We take the Fed at their word, but also 
wonder what will happen to Fed credibility if something 
does break on the way to its 4.6% fed funds rate target.  

There is growing evidence that the Fed is succeeding 
in its quest to curb inflation.  Job growth is slowing, 
labor-force participation is rising, and job openings 

F 
ollowing the worst month for the stock market 
since March 2020 and worst September since 
2002, the major market indices remained in 

de�nitive bear market territory year-to-date, with the 
S&P 500, Dow Jones Industrial Average and NASDAQ 
Composite down 24.77%, 20.95% and 32.50% re-
spectively.  It was the �rst time in history that the S&P 
500 �nished lower for the quarter despite having been 
up by more than 10% at one point.        

As dif�cult as this year has been for equity investors, it 
has perhaps been even more cruel for bond investors. 
Since 2009, bond yields have remained historically low 
as monetary authorities ushered in an era of highly 
accommodative policy to avert recession.  With yields 
at historic lows, investors purchased bonds during this 
span to offset potential volatility in stocks.  Instead of 
safety and capital preservation, bond investors have 
seen price declines commensurate with stocks.  In-
deed, the iShares Core U.S. Aggregate Bond Index, 
Bloomberg Global Aggregate Bond Total Return Index, 
and iShares Treasury 20+ Year Treasury Bond Index 
declined by 15%, 21.5% and 30% respectively through 
September.  This has been the worst selloff in global 
bonds in four decades.  With equities and �xed income 
securities suffering broad-based declines, the year is 
on pace to be the 5th worst ever for a balanced 60/40 
portfolio.    

Elevated inflation is driving asset prices lower as the 
Federal Reserve has taken a decidedly more hawkish 
posture.  While slightly moderating from July’s 8.5% 
pace, the Consumer Price Index (CPI) remained stub-
bornly high at 8.3% in August.  The Fed subsequently 
raised the federal funds rate by another 0.75% in 
September, the third 0.75% hike in a row and �fth 
increase this year.  With the fed funds rate now at a 
range of 3% to 3.25%, Fed Chair Jerome Powell tele-
graphed intentions for a “terminal rate” of 4.6% in 
2023, up sharply from previous forecasts for 3.8% and 
even higher than the 4.5% priced in by the futures 
market.  To get there, it is expected that the Fed will 
hike another 1.25% in 2022 and 0.25% in early 2023. 
Further, the Fed sees rates staying at these higher 
levels throughout the coming year with rate cuts not 
contemplated until 2024.  Meanwhile, the Fed has 
accelerated the pace of “quantitative tightening” as $95 
billion per month from bond maturities rolls off the 
Fed’s $8.9 trillion balance sheet.  In his testimony, 
Powell pledged that the “FOMC is strongly resolved to 
bring down inflation to 2%, and we will keep at it until 
the job is done.”     

Hiking the Fed Funds rate from 0.25% to 4.6% signi-
�es a stunning 1,740% rate of increase over a one-
year period and ranks right up there with the early 
1980s Paul Volcker Fed as the most aggressive Feder-
al Reserve in history.   The seeming inevitability for at 
least a mild recession has grown markedly and there 
are budding tremors rippling through global markets, 
exposing potential fragility not seen since the �nancial 
crisis of 2008-2009.  

have sunk to a 13-month low.  With mortgage rates 
spiking to 6.75%, the highest level since 2006, home 
sales are slowing and real estate prices are rolling 
over.  Essential for inflation relief, August rents 
dropped for the �rst time in two years and commodity 
prices have plummeted.  Speculative excess has been 
largely wrung out of markets with the collapse in 
Bitcoin, SPACs and IPO issuance.  Perhaps most 
important, inflation expectations are declining rapidly 
as consumers see one-year, three-year and long-term 
inflation at 5.7%, 2.8% and 2% respectively compared 
to expectations for 6.2%, 3.2% and 2.3% observed 
only a few months ago.  And while U.S. consumer 
spending remains resilient, the personal savings rate 
is down to 3.5% from last year’s 9.5% and hovering 
close to levels last seen during the 2008-2009 reces-
sion.  It is important to remember that inflation read-
ings such as CPI are backward looking, and the 
mounting evidence of economic contraction takes 
many months before showing up in the data.  Every 
negative economic report will now be viewed through 
rose-colored glasses and seen as evidence that the 
Fed is winning the battle against inflation.   

Faced with the growing abundance of evidence, we 
are hopeful that the Fed chooses a cautious pause at 
year end, giving rate hikes already implemented time 
to �lter through the economy.   Should something 
break sooner, the Fed will pause out of necessity and 
come to the rescue just as the Bank of England did.  
Whether by force of break or accord of its own brake, 
the Fed’s rate-hike campaign is nearing an end.    

Investor sentiment as measured by the American 
Association of Individual Investors is historically 
pessimistic with 61% of survey respondents expect-
ing further price decline in stock prices. It is only the 
�fth time since the establishment of the AAII survey in 
1987 that such bearish sentiment has surpassed the 
60% threshold.  In all previous episodes, the S&P 
500 delivered strong returns within one year.  The 
current negative AAII sentiment reading is lower than 
during the onset of the COVID pandemic in 2020 and 
the lowest since the 2008-2009 �nancial crisis.  
Meanwhile, institutional fund managers have the 
highest cash levels at 6.1% since 2001 and approxi-
mately $5 trillion rests in money market funds.  The 
extraordinary high levels of pessimism and cash are 
wonderful contrarian indicators and will serve as 
potent kindling for a sharp rebound in stock prices.   

With midterm elections imminent, investors will be 
watching whether Republicans gain control of either 
House or Senate, thereby restoring gridlock to Wash-
ington.  Interesting to note, the S&P 500 has moved 
higher by an average 15% in the one-year period 
following every midterm election since 1942.  With 
growing likelihood for the quieting of both monetary 
and �scal policy in the year ahead, investors may be 
able to focus on corporate and economic fundamen-
tals without worrying about the consequences of 
government policy misstep.    
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OVIM Equity Composition

Firmwide Asset Allocation

Sector Weightings Relative to S&P 500
Ranked by Largest Overweight

Alphabet Inc. Class A GOOGL

Starbucks Corp. SBUX

Bristol-Myers Squibb Co. BMY

PepsiCo Inc. PEP

Amgen Inc. AMGN

Walgreens Boots Alliance Inc. WBA

JPMorgan Chase & Co. JPM

Air Pros Chems Inc.  APD

Charles Schwab Corp. SCHW

BlackRock Inc. BLK

United Parcel Service Inc. UPS

Qualcomm Inc. QCOM

Apple Inc. AAPL

Visa Inc. V

Berkshire Hathaway Inc. Cl. B BRKB

Johnson & Johnson JNJ

Roche Holding AG ADR RHHBY

Texas Instruments Inc. TXN

Comcast Corp. CMCSA

Microsoft Corp. MSFT

Chevron Corp. CVX

Cisco Systems Inc. CSCO

Canadian National Railway Co. CNI

ABB Ltd ABB

Top Core Global

Equity Holdings

Industrials 

9.7%

Consumer 

Disc 

5.3%

Consumer 

Staples 

9.2%

Health Care 
17.6%Financials

17.3%

Materials 
4.4%

Communication 

Services

8.9%

Energy, 3.7%

Equity Sector Allocation

0.0% 5.0% 10.0% 15.0% 20.0% 25.0%

Financials

Health Care

Staples

Materials

Industrials

Communication Svcs

Discretionary

Technology

Energy

Utilities

Real Estate

OVIM

S&P

This presentation is solely for informational purposes. Data is pulled from sources believed to be reliable, but not independently verified. Past performance is no guarantee of future returns. Investing involves risk

and possible loss of principal capital. No advice may be rendered by Osher Van de Voorde Investment Management unless a client service agreement is in place. Please contact us at your earliest convenience

with any questions regarding the content of this presentation and how it may be the right strategy for you. This data is representative of all equity securities held across Osher Van de Voorde’s client accounts,

however portfolios are tailored to meet specific client objectives and actual client holdings will vary.

The S&P 500 Index or the Standard & Poor's 500 Index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies. The S&P 500 is a float-weighted index, meaning company

market capitalizations are adjusted by the number of shares available for public trading. Note: Investors cannot invest directly in an index. These unmanaged indices do not reflect management fees and

transaction costs that are associated with most investments.
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The Inflation Reduction Act of 2022The Inflation Reduction Act of 2022The Inflation Reduction Act of 2022The Inflation Reduction Act of 2022    
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The Inflation Reduction Act of 2022 includes spending provisions to lower the cost of health care and combat climate change, to be paid 
for by higher taxes on large corporations and prescription drug reform. The new law aims to address inflation by reducing health care and 
energy costs and by reducing the federal budget deficit by approximately $300 billion.  The ultimate ability for the act to reduce inflation 
is highly suspect, especially since it is expected to create as many as 500,000 new environmental engineering jobs at a time when the Fed 
is trying to increase unemployment.  Below, we have summarized portions of the act that may be applicable to individual investors. 

 

 

 

 

 

 

 

 

 

 

 

15% Corporate Minimum Tax:  Effective for tax years beginning on or after January 1, 2023, the act imposes a 15% corporate alternative mini-
mum tax, on applicable corporations that earn at least $1 billion per year over a three-year period and do not effectively pay at least 15% in tax.  
 
Prescription Drug Pricing Reform: The act strives to address the steep rise in the cost of prescription drugs by empowering Medicare to negoti-
ate drug prices directly with drugmakers.  Provisions that take effect in 2023 include capping monthly costs of insulin for Medicare enrollees at $35 
per month, inflation controls on drug price increases, and the elimination of cost-sharing for adult vaccines covered under Medicare Part D.  Starting 
in 2025, the maximum Part D total annual out-of-pocket costs will be capped at $2,000.  Starting in 2026, Medicare will negotiate prices for ten of 
the most expensive drugs covered under Part D, with the total list of negotiated drugs growing by 15-20 drugs each year through 2029 and be-
yond. 
 
IRS Tax Enforcement:  The act invests $80 billion over the next ten years to bolster IRS customer service, tax enforcement, and compliance with 
over half or $45 billion aimed at IRS enforcement. The funding for customer service intends to cut phone wait times for taxpayers trying to reach 
the IRS and improve the time it takes to process tax returns and refunds.  The funding for enforcement, and new enforcement actions, will focus on 
taxpayers earning more than $400,000 per year as well as businesses. The Congressional Budget Office estimates the IRS will collect more than 
$200 billion in tax revenue from stronger tax compliance. 
 
1% Stock Buybacks Fee:  For tax years beginning on or after January 1, 2023, the act imposes a 1% nondeductible tax on the fair market 
value of net buybacks (the number of shares repurchased less the number of shares issued for the year) of stock for publicly traded companies 
that earn more than $1 billion per year.  Stock buybacks (companies purchasing their own stock) are generally intended to return cash to share-
holders. S&P 500 companies bought back a record $881.7 billion of shares in 2021.   
 
Loss Limitation extension: The excess business loss limitation, extended for two years, limits the ability of noncorporate taxpayers to deduct 
business losses exceeding certain amounts. It is estimated that the two-year extension on excess business losses will raise an additional $52 billion. 
 
Energy Security and Climate Change Investments: The act aims to reduce greenhouse gas emissions by helping households switch to cleaner 
energy sources such as electric vehicles and solar panels through tax credits that take effect in 2023. Those credits include the Clean Vehicle Credit, 
the Residential Clean Energy Credit, and the Energy Efficient Home Improvement Credit. 
 
The Clean Vehicle Credit extends a $7,500 tax credit for the purchase of an eligible new electric vehicle assembled in North America subject to in-
come limitations and vehicle purchase price.  Starting on January 1, 2023, a tax credit for the lesser of $4,000 or 30% of the purchase price is avail-
able for the purchase of a used electric vehicle subject to income limitations.  Both credits are available for 10 years to 2032.   
 
With the Residential Clean Energy Credit, taxpayers may deduct 30% of the eligible cost of purchasing and installing a residential solar system from 
their federal taxes through December 31, 2032.  There is no limit on eligible expenses and no limit on taxpayer income, but the credit must be tak-
en in the year the installation is completed.  An unused credit that exceeds the current year’s tax liability can be carried forward.  The credit drops 
to 26% in 2033 and to 22% in 2034, the year in which it expires.  
 
The Energy Efficient Home Improvement Credit covers 30% of eligible costs up to $1,200 for qualifying home efficiency upgrades to windows, 
doors, insulation, water heaters, electrical circuit panels, and heat pumps.  
 
Affordable Care Act Extension: The act extends the current Affordable Care Act (ACA) premium subsidies to 2025.  These subsidies reduce 
health insurance premiums for millions who purchase health insurance through the ACA exchanges.  The subsidies were previously set to expire at 
the end of 2022.  
 

Those interested in claiming a credit included in the Inflation Reduction Act should consult with their CPA regarding eligibility and limitations. 
 

DeLynn Russell and James Van de Voorde 
 
Sources: Charles Schwab, democrats.senate.gov, crsreports.congress.gov, Morningstar, Bloomberg.com, cbo.gov, thestreet.com, Forbes, wealth-
management.com, kff.org, cohnreznick.com, CBS news 
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Dividend Report Card 2022 

The table below illustrates historical and projected dividend growth 
for Osher Van de Voorde core equities.  Excluding companies that 
have not paid dividends, these high-quality businesses have rewarded 
shareholders with 12.4% and 11.1% average annualized dividend 
growth for the last ten and five years respectively. 

Average dividend growth is expected to be 6.6% in 2022 and 7.9% 
over the next five years.  It is highly likely that these projections will 
surprise to the upside and more closely resemble historical dividend 
growth.  Growth of dividend income anchors our portfolios and pro-
vides a real store of value for investors and a durable hedge against 
inflation.  If dividends continue to compound by 10% as we expect, 
income in your portfolio from equities would double in 7 years!     


