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Dear Clients and Colleagues: 
 

In this Newsletter we review second quarter investment returns and Roth conversions. 
 

Market Performance1 
 

In the second quarter, stocks continued their strong bounceback from 2022 with US stocks leading the way. 
   

2Q2023 
 

2023 
YTD2 

 S&P 500 8.74% 16.89% 
 MSCI EAFE (Dev.Int’l) 2.95% 11.67% 
 MSCI EM (EmergingMrkt) .9% 4.89% 
 BBgBarc US Agg Bnd -.84% 2.09% 

 
 

 
Roth Conversions 

With the possibility of higher tax rates in the future, it makes sense to consider converting tax deferred IRA 
accounts to Roth accounts.  In a Roth Conversion, a tax deferred IRA is converted to a tax free Roth IRA account.  
Income tax has to be paid in the year of conversion but any future growth is tax free as are future distributions 
from the Roth account by the account holder or a beneficiary.  A tax deferred IRA can be fully or partially 
converted to a Roth account.  As a rule of thumb, it is generally advantageous to convert tax deferred accounts if 
the current tax rate is lower than the future tax rate. 

The current highest federal tax bracket is 37% but in 2026 the highest tax bracket is scheduled to increase to 
39.6%.  Many experts also predict that federal income tax rates may be even higher in the future.  As an example, 
assume a taxpayer in the highest marginal tax bracket with a $1M IRA account.  The IRA could be converted to a 
Roth now and the taxpayer would owe $370,000 in tax, leaving her with $630,000.  The $630,000 plus any growth 

 
1Indices are unmanaged, and one cannot invest directly in an index. Past performance is not a guarantee of future results. MSCI EAFE Index 
serves as a benchmark of the performance in major international equity markets as represented by 21 major MSCI indexes from Europe, 
Australia and Southeast Asia. MSCI EAFE Emerging Markets Index is a free float-adjusted market capitalization index designed to measure 
equity market performance in the global emerging markets. Bloomberg Barclays U.S. Aggregate Bond Index represents the US investment-
grade fixed-rate bond market. S&P 500 Index is a market index generally considered representative of the stock market as  a whole. The 
index focuses on the large-cap segment of the U.S. equities market. References to specific securities, asset classes and financial markets 
are for illustrative purposes only and do not constitute a solicitation, offer, or recommendation to purchase or sell a security. 
 
2 Returns are through June 30, 2023. 

Trivia Answer 
Not surprisingly, Michael Jordan holds the record for the most points scored in an NBA playoff game with 

63 in 1986 against the Celtics followed by Elgin Baylor who scored 61 in 1962. 
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can be distributed to the taxpayer or a beneficiary tax free.  To maximize the potential for tax free growth, it is best 
to use outside funds to pay the income tax on the conversion.  On the other hand, if the taxpayer distributes the 
IRA funds later when the highest marginal tax rate has increased to 39.6% (or higher), the taxpayer will net 
$604,000 (or less) and any future growth will be subject to tax.  In some cases, the tax rate differential in 2026 
could be as high as 9%.3  Of course, it is possible too that tax rates could fall in the future. 
 Apart from the possibility of higher future tax rates, Roth conversions can make sense if a taxpayer has 
temporarily dropped into a lower tax bracket.  For instance, a taxpayer might retire at age 65, delay social security 
benefits until age 70, and use non-qualified assets generating little tax for retirement expenses.  If so, the taxpayer 
might be in a much lower tax bracket than she would be in once she begins social security at age 70 and required 
minimum distributions from tax deferred accounts at age 73.  This potentially creates a window in which tax 
deferred accounts could be converted to Roth accounts at a much lower tax rate than if the funds are distributed 
later. 
 Also aside from possible higher future tax rates, a Roth conversion can save tax if the tax deferred account 
is converted after a sharp market downturn.  For example, by the end of March 2020, the S&P500 had dropped 
almost 20% year-to-date.  If the same $1M tax deferred account (now worth $800,000) was converted to a Roth 
account, the taxpayer would pay income tax on the depressed $800,000 account value and all future growth would 
be tax free.  In that case, the market snapped back in 2020 and if the account was invested in the S&P500 through 
the end of the year it would have grown by 18.4% to roughly $1,184,000.  At the highest marginal rate of 37% that 
translates to a potential tax savings of $142,080 (the difference between paying tax on $800,000 versus 
$1,184,000).  Of course, the opposite can result too.  If instead of quickly rebounding, the market had dropped for 
example by another 10% to $720,000, the taxpayer would have paid tax on the higher $800,000 March 2020 
account value. 
 In some circumstances, Roth conversions can also trigger additional tax and cost.  For example, Medicare 
premiums are substantially increased at higher income levels.  Tax of social security benefits is also determined by 
income.  And the capital gain tax rate is higher when income is higher.  All these factors need to be considered 
when considering a Roth conversion. 
 

 
3 See Putnamwealthmanagement.com/how-the-expiring-tcja-may-impact-taxes-in-the-future. 
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