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“Will someone please tell the markets….” 
A recent quote read “the danger in 
forecasting is that you can be exactly 
right, but dead wrong at the same 
time.” Despite the market’s lack of 
response, the data has been 
improving- lower inflation, robust 
GDP, supply chain relief, positive 
earnings growth, and even the 
adversaries at the Fed have started to 
reign in their attack.   However, the 
markets have seemed to plug their 
ears like a 3-year-old and say 
“Lalalalalala… I can’t hear you!”  We are cautiously optimistic though, that the 
data will succeed in overcoming the wide-spread pessimistic attitudes as we 
progress through the year…. 

US Economics           Don’t look now, but the economy looks to 

be in pretty good shape according to the 
data.  The 4th quarter GDPNow estimate is 

currently at a robust 3.8%!  A stark 
contrast to the recession predictions that 
many have been, and are still, calling for.  

Sure, there may be some weakness on the 
horizon, but a far cry from broad based 

recession.  In addition, we have seen 
inflation-adjusted consumer spending 

(which comprises roughly 70% of GDP) 
continue to increase, even in the face of 

high inflation.    Add to that the continued 
strength in the jobs market, with the 

December U-3 (official) unemployment 
rate hanging in at 3.5% , matching 

September’s 3.5% 
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and still well below the long-term 
average of 6.0%.  Additionally, the U-6 
(broader definition including part-time) 
strengthened further to 6.5% in 
December from the September rate of 
6.7%, compared to the long-term 
average of 10.3%.   To be certain, there 
are some areas that have been slowing 
down due to the enormous rise in 
interest rates such as existing home 
sales and autos, which has traditionally 
been an indicator of a slower economy.  
That said, the balance of data remains 
encouraging which leads us to taking 
the minority view in which the US does 
not experience a recession in 2023.  This 
would be unusual, however, as both the 
level of Leading Economic Index (LEI) and bond market yield curve are signaling we are headed for recession.  
Notably, there has historically been a high correlation between an inverted yield curve (when short-term rates 
are higher than longer-term rates) and recessions.   The reasoning behind why an inverted yield curve causes a 

recession is that lenders 
(banks, etc.) typically reduce 
the amount of loans they make 
available, and that reduces 
economic activity.  The 
problem this time around is 
that the yield curve doesn’t 
fairly represent a lenders true 
cost of funds.  Banks are not 
paying anywhere close to the 
yields on the 2-year treasury 
bond on deposits and can likely 
borrow far cheaper than even 
the Fed funds rate.  Further, 
there is an extreme amount of 
cash sloshing around the 
system and commercial loan 
growth doesn’t seem to be 
slowing down.   
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US Equity Markets 
Despite growing earnings by 7.5% in 
2022 vs 2021, the stock market (as 
measured by the S&P 500) had a 
sizable down year of -19%, primarily 
due to Fed induced fears.  This year for 
the equity markets, our view is that the 
worst is behind us and we begin to see 
a clearer bias toward the upside early 
in the 1st quarter followed by 
strengthening upside through the 
remainder of the year.   In the near 
term, however, markets are likely to 
react strongly to each new piece of 
data.  These pronounced moves, both 
upward and downward, are likely to 
continue until the Fed finally hits the 
“pause” button.  We believe that 

equity markets have already “priced-in” the chance of a mild recession so if one doesn’t materialize (which is 
what we expect) then further upside is possible. It’s our view that S&P 500 earnings will turn out to be better 
than consensus estimates (after all they usually do) and will combine with a slightly higher P/E multiple to push 
the S&P 500 up 10-15% by year-end.  As noted previously though, the path is likely to be erratic during the first 
half of the year.     
Opportunities seem to lie 
on the Value side of the 
table as well as in Small 
Caps when looking at P/E 
multiples and earnings 
expectations.  Even though 
Growth was punished for 
most of last year, the 
environment doesn’t look 
as favorable as Value.  
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US Fixed Income 
2022: The worst year 
ever in the bond market.  
The main culprit? You 
guessed it, the Federal 
Reserve.  The extreme 
pace of interest rate 
hikes wreaked havoc 
across all sectors of the 
bond market.  The good 
news for 2023 is that this 
era of rate hikes is very 
close to being over, and a 
new era of rate cuts is 
likely to commence 
sometime later in the 
year.   So bond pricing 
should remain somewhat 
stable during the first half 
of the year allowing 
investors to earn very 

attractive yields.  US Treasury bonds are yielding almost 4%.  Investment Grade Corporate Bonds are yielding 
over 5% and High Yield bonds are yielding a remarkable 8.3%.   Adding to the appeal is the scenario where the 
Fed is expected to lower 
interest rates toward the end 
of the year, or at the very 
latest early 2024.    This would 
provide a huge tailwind for 
fixed income to provide steller 
returns in the high single, or 
even low double digit range for 
2023. We haven’t seen bonds 
this attracitve since the 2008-
2009 years… 
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International Markets  

Last year, we thought we would see 
International (Developed market) Stocks 
outperform the US.  Well, that happened 
during the first half of the year but then 
finished the year with essentially a draw.   
The reasoning was that international 
stocks had much lower valuations, but 
with the rise in inflation and economic 
troubles in Europe, earnings growth fell 
dramatically.  The drop in earnings 
growth projections doesn’t lead to 
expectations of international 
outperformance. However, looking at 
Emerging Markets both the valuation and 
earnings growth projections look very 
attractive!   This can be seen in the “PEG” 
ratio, which divides the P/E (price-to-

earnings) ratio by the Growth rate.  When looking at the PEG ratio, lower is better, Emerging Markets are 
clearly more undervalued and we believe poised for a comeback.   Additionally, we have seen the US dollar 
dramatically strengthen over the last few years which has caused trouble for emerging markets.  It is likely that 
cycle is peaking and as interest rates reverse course later this year, which adds a tailwind to Emerging Markets.  
 
 

Real Estate  
REITs haven’t escaped the 
volatility of 2022 caused by 
the precipitous rise in interest 
rates.  However,  
REITs have tended to 
outperform in the following 
six months after the end of 
rate hikes by the Federal 
Reserve, even compared to 
stocks.   The high inflationary environment is beneficial to raising revenues, while costs are mostly fixed. This 
also leaves balance sheets in “great shape,” with leverage ratios near historical lows.   We see a very favorable 
environment for REITs in 2023… 
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Inflation, Interest Rates & the Fed 

Out of all of the difficulties in the 
current environment, the Federal 
Reserve has no doubt caused the 
most damage to the markets over 
the past year.   This rate hiking cycle 
has been the second fastest in 
history, seconded only by the 1980 
rate hikes that hit 20%!  So, the big 
question that everyone is trying to 
figure out is when are they going to 
“pause”.   The markets (and us) have 
been faked out the last two times 
thinking the Fed was going to at least 
slow down, if not stop all together.  
That was not the case and the Fed 
made sure to let the markets know 
they didn’t have any intentions of 

stopping anytime soon.   However, listening to the press conferences, we have come to the view that the Fed 
is likely to pause when the Fed funds rate crosses the core PCE level.  This would create the positive “real” Fed 
funds rate that Jerome Powell has 
been talking about.  That level appears 
to be right around the corner, if not 
already achieved, according to the 
InflationNow estimate by the Federal 
Reserve Bank of Cleveland.   If the 
current estimates are correct (or even 
close), then the most recent rate hike 
to 4.50% has now already crossed the 
December and January thresholds.  
This would confirm that inflation is decelerating and lead us to believe that the Fed may only raise once more 
on February 1st, and stop.   This is in line with the Fed Funds futures markets with a 65% probability of only 

moving 0.25%, up to a rate of 4.75%.  It is 
worth noting, however, that the probability 
of not raising at all, meaning that they have 
already “paused”, is significant at 35%.  We 
just won’t know until February 1st 
nevertheless…   
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Legislative Affairs 
The biggest undertaking currently in 

Washington is the 1.7 TRILLION-dollar 

Omnibus bill that was passed just 

before Congress left for Christmas 

break last year.   We have the financial 

planning highlights from the 4000+ 

page bill in our “Financial Planning 

Corner” of this playbook.   The other 

item that is on the near-term horizon 

is the debt ceiling.  Treasury Secretary 

Janet Yellen notified Congress that the 

US would reach its statutory debt limit 

on January 19th, 2023.   She told 

Speaker Kevin McCarthy, “It is unlikely 

that cash and extraordinary measures 

will be exhausted before early June.”  

Nevertheless, the threat of not raising 

the debt ceiling and eventually 

exhausting extraordinary measures to 

the point of defaulting on government 

obligations, injects a minor level 

anxiety into the markets. 
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Financial Planning Corner 

Inside the  massive 4,155-page 

Omnibus Bill lies the “Secure Act 

2.0”. Many potential opportunities 

present themselves with these 

changes. How does the new 

Omnibus Spending Bill truly impact 

your financial situation? There have 

been over 90 changes to retirement 

plan and other retirement related 

provisions from the Secure 2.0. 

Below are our highlights: 

 

 

• The first distribution year for Required Minimum Distributions (RMDs) changes from  age 72 to 73 

starting in 2023 (until 2032) & age 75 beginning in 2033 

If you are over age 64, or turn 72 in 2023, your RMD starts at age 73 (If you turned 72 in 2022 you 

would still be obligated to take your RMD by April 1st of 2023). For those who are 64 and younger, your 

RMDs do not start until you reach age 75. This is especially beneficial to those who have retired and do 

not need their full RMD. Your money is able to grow for a longer period of time within your retirement 

accounts before being forced to withdraw it, leaving room for longer tax-deferred growth periods 

and/or Roth conversion opportunities.  

Current Age (As 
of Dec 31st 2022) 

RMDs start at 
age  

72 & older 72 

65-71 73 

64 & younger 75 

*RMDs must be taken by April 1st of the year following the attainment of the age shown above. 

 

• The penalty for failing to take an RMD is reduced beginning in 2023 

Penalties for failing to take your RMD have been reduced. In past years, the penalty was 50% of the 

distribution amount that was not taken, but is reduced to 25% in 2023. You also have the opportunity 

to submit a corrected tax return (in a “timely manner”) to the IRS to lower the penalty to 10%.  
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• Ability to discontinue Roth 401(k) RMDs  

In 2022 and prior years, you were obliged to take an RMD from your Roth 401(k) even though it is not 

taxable. A common strategy was to roll this amount over into a Roth IRA where there is no such 

requirement. However, starting in 2023, Roth 401(k)’s are also exempt from RMD’s.  

 

• If the Employer elects, an employee can request that their employer contributions be made as Roth 

While the legislation states that this is effective in 2023, it will likely take some time to get processes 

and documentation in place. This is optional at the employer level.  If you are interested in taking 

advantage of this, now would be a good opportunity to reach out to HR to inquire about these 

potential changes to see if they might be implemented. 

 

• Changes to the age 50 and over catch-up contribution provisions 

Starting in 2024, any participant earning over $145,000 in the prior year must make their catch-up 

contributions as Roth. Beginning in 2025, the catch-up contribution limit increases to $10,000 for those 

60-63 (for ages 64 and older, the catch-up limit goes back to $7,500, as indexed). 

 

• Qualified Charitable Donations (QCDs) can fulfill the RMD requirements if certain rules are met  

Starting in 2023, you are allowed to use up to $100,000 of QCDs against your RMD. In addition, there is 

a one-time opportunity to redirect $50,000 (of the $100,000 allowed) to a charitable trust. This 

expands the ways to give to charity as donors can make a QCD to fund a Charitable Remainder Unitrust 

(CRUT), Charitable Remainder Annuity Trust (CRAT), or Charitable Gift Annuity (CGA).  It should be 

noted that utilizing funding a charitable trust through your QCD is a one-time deal.  

 

• Leftover 529 plan funds can be converted into a Roth IRA 

Starting January 1st of 2024, up to $35,000 can be rolled into a Roth IRA without incurring penalties. 

This only applies to 529s maintained at least 15 years.  Rollovers are subject to the annual Roth IRA 

contribution limit. (The limit is $6,500 in 2023.)  

 

• Starting in 2024, surviving spouses of a participant in a 401(k) plan may elect to be treated as an 

employee 

This allows the surviving spouse to begin taking RMDs when the deceased participant would have 

reached RMD age. 
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• Student loan repayments treated as elective deferral contributions for 401(k) matching purposes 

Employers can elect to make matching contributions based on an employee’s qualified student loan 

payments [including under a safe-harbor 401(k) plan]. 

 

• Creation of a new retirement savings “Lost-and-Found” data base 

The Department of Labor is to form an online searchable database to help participants and 

beneficiaries locate their retirement plans. This will assist with those who have “lost” their previous 

retirement plans 

 

• Changes to charitable easement 

In hopes of reducing the abuse of charitable easements, new limitations are arising to this tax 

sheltering strategy. Contributions cannot exceed 2.5x the sum of each partners basis in the 

partnership. There will be expectations for family partnerships and for the purpose of preserving 

historic structures. 

 

• SIMPLE and SEP IRAs may designate Roth contributions 

Starting in 2023, SIMPLE and SEP IRAs are allowing Roth contributions. However, plan documents will 

need to be updated to reflect this change. 

 

• Retirement plans may permit distributions to pay for high-quality, long-term care insurance 

premiums 

Annual distributions capped at the lesser of 10% of the participant’s vested plan balance or $2,500, 

that are used to pay for high-quality, long-term care insurance are exempt from the 10% early 

distribution tax.  However, they would still be included in income. This change is  effective in 2025. 

 

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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