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“Back to Normal-ish?” 
After dealing with the delayed 
aftershocks of the 2020 inflation 
cycle and the fear that the Fed’s 
interest rate hike response would 
send the economy into recession, it 
appears we are almost back to 
normal...ish!   The economy seems to 
be on level ground, the markets 
show signs of being driven more by 
fundamentals as opposed to 
emotion, and many of the excesses 
have been drained out of the system.  We look for 2024 to be a year where traditional 
economic and investment analysis comes back into the spotlight…     
 
“A good portfolio is more than a list of good stocks and bonds. It is a balanced whole, 
providing the investor with protections and opportunities with respect to a wide range 
of contingencies” - Nobel Prize winner Dr. Harry Markowitz (1927-2023) 

US Economics 

Despite the continuous drumbeat of the “recession is still 
approaching” crowd, our view remains that we do not see 
a recessionary scenario in the near future.  After 3rd 
quarter GDP growth came in at a surprisingly high 4.9%, 
according to GDPNow, the 4th quarter is tracking back to a 
more normal 2.5% as we expected.  The pressures of high 
costs and higher rates are being offset by an incredibly 
strong job market and resilient consumers. The most 
recent unemployment rate remains amazingly low with 
the December U-3 (official) rate coming in at 3.7%, even 
lower than September’s 3.8%. Additionally, the U-6 
(broader definition including part-time) held steady at 
7.0% in November, matching the September read.   
Unfortunately, the labor participation rate declined to 
62.5% from 62.8% in September. So, by the core 
measures, the jobs market remains resilient, and  
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according to the Job Openings and Labor 
Turnover Survey (JOLTS) survey data, that is 
unlikely to change anytime soon.  According to 
the November JOLTS report, there were 8.7 
million job openings compared to only 6.3 
million unemployed Americans.  This unusual 
mismatch is getting less pronounced but is 
nonetheless still a key reason why “it’s different 
this time.”  The other “secret weapon” powering 
our economy is the impressive gains seen in 
labor productivity (output per hour) over the 
last two quarters, +3.6% and +5.2% for the 2nd 
and 3rd quarters of 2023, respectively.  Many 
argue that this is a result of AI (Artificial 
Intelligence) being introduced to the workforce.  But it also might have something to do with companies being 
forced to be creative with technology due to the shortage of workers compared to demand. Whatever the 

reason, productivity growth is a key component of 
GDP growth. Furthermore, the financial strength of 
the consumer remains in great shape. When you look 
at the Household Financial Obligations ratio that is 
tracked by the St. Louis Federal Reserve, it shows 
that only 14.19% of Household Disposable Income is 
committed to recurring/fixed expenses, which 
remains below the pre-pandemic 2020 level and well 
below the 18.15% level just prior to the 2008 Great 
Financial Crisis. Add to that Household Net Worth is 
just off its recent record high of $152 Trillion in 2Q23 
at $151 Trillion in 3Q23.   However, this number is 
largely affected by the markets, and the pullback is 

likely due to the sell-off in the 3rd quarter.  That said, 
when the 4th quarter is tabulated, we expect it to be at a 
new record high.   There is an argument to be made that 
these numbers are skewed toward higher income 
households, which is true. However, that has been the 
case for decades and what matters more to markets is 
the overall total of available dollars to spend, not the 
distribution of who is holding those dollars.  
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US Equity Markets 
 
The S&P 500 finished the year at 4,770 with a 
strong rally. This was even stronger than we 
expected, about 3.7% more than our high-end 
target of 4,600. That said, we would describe 
the current state of the market (as measured by 
the S&P 500) to be “a bit frothy” and we could 
experience some “treading of water” to start 
the quarter while earnings projections catch-up.   
Nevertheless, we do expect to have a somewhat 
better than average finish to the year, with the 
S&P 500 up between 8-12%.    This is based on 
analyst consensus earnings of around $245, 
which is an approximate 11% year-over-year 
increase. We think this is a reasonable 

projection based on our economic forecast.  However, the forward P/E (Price-to-Earnings) multiple is unlikely 
to expand much further from its current elevated level of 19.5X.   Furthermore, our view is that the rotation 
favoring Value and Small Cap stocks will continue throughout the year, especially since interest rates have 
stabilized and are expected to decline.  When looking at Morningstar’s Price/Fair Value metrics in the chart 
below, there are clear opportunities on 
the Value and Small Cap sides.  We 
should see a continued widening of 
market breadth, or in other words, 
having an increased amount of the 
index being driven by more than just a 
few stocks. Last year we saw 86% of the 
S&P 500 return attributable to just the 
top 10 stocks.  We think that trend will 
subside since valuations for the top 10 
stocks show a 26.9X forward P/E 
multiple.  However, when you look at 
the bottom 490 stocks of the S&P500, 
the forward P/E for that group is only 
17.1X. Lastly, stocks during election 
years tend to do fairly well.  According 
to US News, “the S&P 500 has not 
declined during a presidential re-
election year since 1952 and has averaged a 12.2% annual gain in re-election years.  That said, we expect a 
familiar pattern of mildly positive 1st and 2nd quarters, followed by a 3rd quarter pullback, and then ending with 
a 4th quarter rally to finish the year at new record highs between 5,150-5,350. 
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US Fixed Income 

We noted in last quarter’s playbook 
the “extremely attractive” conditions 
in the bond market and what a finish 
it had to 2023!  High Yield bonds 
posted a +13.4% return, Corporate 
Bonds saw +8.5%, and even 
Treasuries finished the year with a 
+4.1% upside. The majority of these 
returns happended in the 4th quarter 
as the Federal Reserve changed its 
tune from unrelquinshing rate hikes 
earlier in the year, to holding steady 
with a whiff of potential rate cuts in 
the air. Now that we are beginning 
2024, many strategists, as well as the 
futures markets, are predicting a 

number of rate cuts this year.  So are we. We think the Fed will cut between 1-1.25% this year (more on our 
reasoning in the “Inflation, Interest Rates & the Fed” section).  Current yields are still attractively elevated with 
High Yield Bonds at 7.7%, Investment-Grade Corporate Bonds at 5.2%, and Treasuries at 4.1%.  Add to that the 
price benefits (duration) if the Fed cuts rates by at least 1%, and we are looking potential double digit returns 
across the board.  Duration is a measure of the price reaction (in an inverse way) to a change in interest rates, 
illustrated in the chart at the botttom right.  So if we see a 1% drop in interest rates, we would expect Treasury 
bonds to increase in price by 6.3%.  Add to that the income yield of 4.1% and you have a 10.4% total return.  
For Investment-Grade Corporate Bonds, the estimated duration is a 7.3% price increase plus the 5.2% income 
yield , so a 12.5% total return.  Lastly, for High Yield bonds, the estmated duration is a 3.8% price increase 
combined with a 7.7% income yield for a 11.5% total return. Given this scenario, we believe bonds should 
compete very strongly with stocks for who comes out on top this year.   
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International Markets  

The story overseas continues to favor Emerging Markets over Developed Markets.  This is primarily due to the 
lack of earnings growth in Developing Markets projections at only +5.8% compared to the robust 18.1% 
earnings growth for Emerging Markets.  With many Developed Market countries on the verge of recession, it is 
unlikely that growth will accelerate any time soon.  Meanwhile, Emerging Market countries, excluding China, 
are continuing to see positive developments, such as interest rate cuts, and better relative economic growth.  
 
 
 

Real Estate  
REITs have finally hit their time to shine!  After 
the Fed declined to raise rates for the second 
time in November, markets took that as the 
official “end” to rate hikes and interest rate 
sensitive assets took off, including REITs.   As 
we have mentioned, REITs tend to do 
exceptionally well after rate hikes stop.   You 
can see from the NAREIT chart to the left that 
publicly traded REITs have historically led the 
stock market for the following several quarters.  
Moreover, the REIT sector is still showing 
strong balance sheets, along with positive, 

albeit small growth in Funds From Operations (FFO), combined with share price discounts. For those reasons, 
our view is that we are still in the beginning phases of REIT outperformance and look for further improvements 
as the Fed cuts rates throughout the year.   
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Inflation, Interest Rates & the Fed 
There is a major change in tune for the Federal 
Reserve in 2024. Instead of “Higher for Longer”, 
Fed Funds Futures markets are now pricing in 6 
rate cuts in 2024 with the first one starting in 
March with a 68.1% probability as of this 
writing.  This is a significant acceleration of cuts 
predicted by the markets vs. the 4 rate cuts with 
a May start date per our previous playbook.  The 
new narrative seems to be “how fast and how 
low.”  Most strategists agree that rates will 
move lower, but the range of forecast varies 
widely.  UBS released a note calling for recession 
leading to 11 quarter-point rate cuts in 2024. 
The Federal Reserve’s own prediction is just 3 

quarter-point rate cuts for the year. However, Goldman 
Sachs even thinks the Fed themselves are too optimistic 
and is only counting on 2 quarter-point cuts. Our view is 
that the Fed will likely cut between 1% and 1.25% in 2024, 
starting in March and going 0.25% at a time, but skipping 
every other meeting. Not due to recession, of course, but 
rather since the Fed raised rates to the current 5.25%-
5.5% range in July 2023, Core PCE inflation has fallen from 
4.2% to 3.2% with a continued downward trajectory. This 
indicates that by the Fed doing “nothing,” they, in a sense, 
continued tightening the Real Fed Funds Rate (Real Rates 

subtract inflation). So, what was an approximate 1% 
Real Fed Funds rate in July of 2023 is now a 2% Real 
Fed Funds Rate today.  Furthermore, inflation is 
continuing its steep decline with almost every 
measurement except for PPI (Producers Price Index) 
coming in at 12-month trough levels.  The 3rd 
quarter 2023 inflation rate came in even lower than 
expected at an annualized rate of just 2.0%, which 
is exactly the Fed’s long-run stated target. So, the 
necessity to move lower is clear.  However, we 
believe that the Fed will likely “slow walk” the 
process as they would likely prefer to keep as many 
rate cuts in their arsenal as possible in case an actual recession does arise.  Besides, they can argue that the 
economy has done just fine with higher rates… 
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Legislative Affairs 

Unless you have been living (blissfully) 

under a rock, then you already know that 

2024 is an election year.   Election years 

tend to be decent years in the stock 

market, although not as good as pre-

election years, but certainly better than 

mid-term election years. This isn’t always 

the case, but this cycle has played out 

fairly accurately so far.  In 2021, a non-

election year, stocks had pretty good 

returns.   The 2022 Mid-Term election 

year was terrible.  Last year, another non-

election year, we saw a solid year for 

stocks.  So thinking about 2024 and our forecast, the Presidential cycle averge seems to align nicely.   You 

typically don’t see politicians rock the boat one way or another during a Presidential election year.   So it’s not 

surprising that Congress anounced an 

agreement to the Governement 

Funding bill price tag – $1.59 

TRILLION – on Sunday January 7th.  

Our view is that they will likely 

negotiate the final terms before the 

January 19th funding deadline.   As far 

as which party will have control in 

2025, the odds favor the Republicans 

as only 11 Republican Senate seats 

are up for re-election as opposed to 

23 for the Democrats/Indepeneants. 

Additionally,  early projections have 

identified 5 Senate seats (W.V, MT, 

OH, AZ, PA,)  that have a good chance 

to flip to Republicans.   If the Republicans retain control of the house, that’s good news for stock investors, as 

seen by the above chart, regardless of which party wins the Presidential race.  
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Financial Planning Corner 
 

Balancing Saving for Retirement with College Funding 
 
People often face competing savings goals, so how do you prioritize? 

For example, many individuals wish to save for both retirement and children’s college funds but are unsure of 

the best allocation to each.  In order to maximize savings for retirement; college savings may suffer, and vice 

versa.  Contributing to college funds or other savings can have a direct impact on retirement in numerous 

ways. 

First, this can affect retirement age.  Often 65 is used as the standard age of retirement, however there are 

many factors that may influence an individual’s decision to retire.  Notably, one’s financial situation is a crucial 

factor in this decision.   Funding education expenses for children can have a huge impact on an overall financial 

plan.  Whether funding 529s or college expenses during working years, or the anticipation of needing to fund 

college expenses during retirement, this needs to be considered when planning for retirement. Across the 70-

74 age group, the number of retired adults decreased from 88% (in 2002-2027) to 83% (in 2016-2022).  It is 

likely that the additional cash flow required to assist in funding college expenses had an impact on this.  

 

https://news.gallup.com/poll/394943/retiring-planning-retire-later.aspx1 
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Tuition inflation has become an increasing concern. Over the past 20 years the average cost of tuition and fees 

at public 4-year schools has risen 179.2%!3 That is almost 9% a year… significantly outpacing wage increases. 

Many would like to shield their kids and grandkids from student debt that already burdens over 43 million 

borrowers through federal debt alone.3 Families often say they would like to prioritize their children by saving 

for their education. It is a noble gesture but may not be the most effective way to prioritize them. If you have 

ever flown before, you will hear the emergency instructions stating to put on your own oxygen mask before 

helping anyone else. Ensuring your own stability through retirement allows for the capacity to structure your 

goals around your loved ones. Remember you can borrow for school, but you cannot borrow for your 

retirement. 

In addition to anticipated education expenses, cash flow demand during retirement is increasing.  This is due in 

part to the fact that the average retirement period is also increasing. In 1970 men in the United States were 

expected to have 12.8 years of retirement and women could expect 16.6 years. Those numbers increased to 

18.6 years for men and 21.3 years for women in 2020.2 With the increasing expectation of years in retirement 

comes an increase in the total expenditures in retirement.  

It is important to frequently check in on your retirement goals to ensure that you are putting your money to 

work in the best way possible. Are you reaching your annual savings target? Are your asset levels within an 

expected range? Is your timeline still the same and/or your spending expectations? Do you have a plan for 

extended care scenarios? Is there other outstanding debt? 

If you are currently dealing with student loans, incorporate them into your plan. Look for opportunities to 

refinance. Ideally you would only retain debt below 6% interest, so prioritize paying anything above. 

Commonly, student debt is funded through federal student loans. It may be worth investigating potential 

circumstances that would forgive, cancel, or discharge federal student loans such as teacher loan forgiveness 

or public service loan forgiveness.  

If your retirement goals are on track and you still have extra room for savings, you can consider funding 

accounts for your children/grandchildren. Traditional education savings vehicles commonly are thought of as 

529s, Coverdell ESAs, and UTMA/UGMA accounts. 529s have become a popular vehicle to use and the SECURE 

ACT 2.0 added a provision aiding in their attractiveness. 529s can now be rolled into a Roth IRA up to $35,000 

(with annual limits). Traditional education vehicles have their use, but we feel as if there is another option to 

consider.  
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Roth IRA’s set your kids up for their own financial wellness by growing funds in an account tax-free. To 

contribute to a Roth IRA, an individual needs to have earned income. Children typically fall within low-income 

brackets (especially within consideration of the standard deduction). These Roth IRAs are advantageous for a 

few reasons:  

• If your child decides not to attend college 

o  Most traditional education savings vehicles like Coverdell ESAs and 529s can only be used for 

higher education to avoid penalties (along with specific rules about qualified expenses). 

Contributions to Roth IRAs can be withdrawn without penalty or tax at any time after 5 years. 

(Earnings are subject to penalties if withdrawn). Funds not used for education in Coverdell 

ESAs and 529s are subject to taxes and penalties. It is more efficient to withdraw from a Roth 

IRA for a business startup than an education vehicle. 

• The funds in a Roth IRA grow tax-free 

o Children *typically* earn modest enough income levels to remain in 10% or even 0% income 

tax brackets. Locking in these advantageous tax rates would set your children up to pay as little 

lifetime tax as possible. 

• Paying your kids from your business to be used to their Roth IRAs could serve as a tax write off 

o For the unique situations where parents own their own business, children potentially can be 

hired to work for reasonable pay. This would count as a write-off for the business, but also 

double the income towards the child’s Roth IRA. The key being reasonable. You could not pay 

your children to work for excessive pay just to avoid paying tax. 

• Protected from creditors 

o In many states, IRAs are protected up to $1m from creditors (including bankruptcy). [529s and 

Coverdell ESAs are only protected within parameters.] 

• Builds equity for borrowing 

o Although IRAs are protected from creditors, underwriters for loans will often consider the 

amount of assets in an IRA when looking at a potential borrower’s application. In the case a 

borrower would need to liquidate all their assets, lenders may consider 60% of an IRA balance 

(to account for taxes and penalties). 

Retirement accounts (including non-education IRAs) are not included in FASFAs calculation. However, 

distributions from an IRA to pay for education (although tax/penalty free) will count towards future financial 

aid applications. 529s and Coverdell ESAs are accounted for in FASFA through a couple of methods depending 

on the account owner, but usually receive better treatment.  
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In the cases of couples/individuals over the estate exemption limit (currently ~$26m).  529s can be front 

loaded to disburse assets from the grantor’s estate. The grantor is able to claim a state deduction (minimal) 

but more importantly transfer wealth outside of their estate. Grantors will need to file a gift tax return to 

notate that the amount is being spread over 5 (consecutive) years. Front loading 529s also gives the funds 

more time to grow in the account. A note of strategic planning is that education savings vehicles should be 

conservatively funded for only 4 years of an in-state school’s tuition. 

There are still many ways to help your children in addition to funding an account. One of the greatest gifts you 

can give them is guidance. Teaching children about their finances sets them on a path to confidence in 

adulthood. College can be a great tool for them to learn about budgeting, emergency expenses, taxes, 

insurance, etc... while still having your support. 

Working with a financial advisor will help build the cornerstones of your plan to ensure the highest probability 

of success as you juggle different cash flow needs.  

 

 

1 https://news.gallup.com/poll/394943/retiring-planning-retire-later.aspx  

2 https://stats.oecd.org/index.aspx?queryid=54758# 

3 https://educationdata.org/average-cost-of-college-by-year 

4 https://studentaid.gov/manage-loans/forgiveness-cancellation 
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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. 

http://www.andersonfinancialstrategies.com/

