
Ropes Wealth Recaps This Week’s Data and Urges Moderation

Markets delivered a standing ovation to the long-awaited news that inflation pressures are finally abating, with the 
S&P 500 surging 5.5% in one day in a welcome relief rally. We still have a long way to go to claw back from this 
year’s hole of steep losses, but we will take it! The dramatic rally caught short sellers wrong-footed, making gains 
even more outsized, and was reassuring even as cryptocurrency markets stumbled in the turmoil surrounding the 
demise of the crypto exchange FTX.

Why the euphoria? Headline U.S. inflation came in at 7.7%, the lowest since January, before Russia’s war in 
Ukraine pushed up commodity prices. More important for the Fed, the core measure that excludes food and 
energy slowed more than anticipated. In the details, shelter costs contributed more than 50% to headline 
Consumer Price Index (CPI), with gasoline and food also providing a boost to the overall price level. Consumers 
paid more for motor vehicle insurance, recreation, and new automobiles, but did pay less for used cars and trucks, 
medical care, apparel, and airline fares. Although shelter costs dominated the increase in prices, with annual costs 
related to rent and owner’s equivalent rent (OER) soaring to new record highs, such price pressures should be 
short lived. Private sector measures of rent growth suggest that CPI shelter costs may be close to peaking and 
that should provide further relief.

This softer CPI report indicates that inflation is at least no longer worsening and as a result, markets jumped to the 
conclusion that the Fed will be able to comfortably downshift to only a 50-basis point rate hike at their upcoming 
December meeting, and perhaps pause or pivot from there. Following the report, the 2-year Treasury dropped in 
yield by 26 basis points to 4.33% and the U.S. dollar had its worst one-day decline in thirteen years.

We are grateful for the surge in stock prices and hope to see continued momentum in the weeks ahead. That said, 
we urge caution in presuming the Fed will make a fast pivot off their hard stance against allowing price pressures 
to get out of control. More likely, the Fed will continue to push forward until the Fed Funds target rate is at or close 
to 5%, and we stand at a range of 3.75%-4% today. While that may seem harsh, we are still facing the highest 
inflation levels since 1982. Importantly, we likewise remind clients that for markets it is not the absolute levels of 
inflation or interest rates that are often most critical, but the directionality and pace that matter most. Today we 
received confirmation that the directionality and pace for inflation has shifted more positively at long last.

In other news this week, election outcomes confirmed gridlock is the order of the day in Washington, or at least it 
looks like it will be that way once the votes are counted. While markets normally savor gridlock, it would be an 
understatement to say that a polarized government will make passing government spending bills and increasing 
the debt ceiling even more challenging than previously expected. This could lead to politically induced market 
volatility in 2023. If Republicans ultimately win the House, they will do so with a narrow majority and, given 
factions within the GOP that often buck the party’s leadership, the House could be almost unmanageable, and the 
odds of government shutdowns will increase. If the U.S. enters a recession in 2023, a divided Congress could 
struggle to pass a fiscal stimulus bill which will leave the Federal Reserve as the main institution responsible for 
setting economic policy in the country.

We are therefore not out of the woods yet. That said, we continue to advocate for careful review of your 
investment plan, and a focus on allocation, quality, and liquidity. We are focused on shoring up your balance of 
stocks and bonds, harvesting tax losses as appropriate, and replenishing liquidity for what will hopefully be a 
better year ahead.

• There have been 85 rolling 10-year periods since 1926. The S&P 500 produced gains in 81 of them and 
losses in four—meaning the market increased in 95% of the 10-year time frames.

• Stocks produced positive returns in every rolling 15-calendar year period since 1926. 

• During the 65 rolling 30-year periods since 1926, the stock market’s worst performance was an 
annualized return of 8.5%.

These historical returns illustrate how stocks have shown resilience and growth potential over the long term. We 
continue to believe in that potential and urge you to do the same. Please feel free to connect with a member of 
your team by clicking here.

________________________________________

THE CARES ACT OFFERS TAX PLANNING OPPORTUNITIES FOR 2020

The Coronavirus Aid, Relief and Economic Security (CARES) Act, the $2 trillion stimulus bill, was signed into law 
by President Trump on March 27, 2020. The Act provides financial assistance to individuals and small 
businesses suffering economic damage from the effects of COVID-19. Included in the Act are several provisions 
offering income tax relief to individuals. Please click here to read more. 

The IRS will allow individuals to defer filing 2019 federal income tax returns and paying federal income tax bills 
that would normally be due on April 15 until July 15 without interest or penalties. This includes outstanding 2019 
tax payments and any 2020 estimated quarterly tax payments due by April 15. This deferral also applies to 
trusts, estates, partnerships, and corporations.

The deadline for contributions to individual retirement accounts (IRAs) has also changed: you have until July 15 
to make contributions for 2019.

It is important to note that state and municipal taxes are not affected by this IRS announcement. While some 
locations (including New York and California) are allowing deferred filings and payments to some extent, you will 
want to check with your state or local government or your tax advisor.

For those who work with Ropes & Gray’s tax service department, please stay tuned for more guidance about 
how they are handling the adjusted federal filing deadlines.

________________________________________

A PLANNING OPPORTUNITY WITH ROTH CONVERSIONS

As difficult as it is to watch, the recent decline in the stock market may present an opportunity for long-term 
investors to take advantage of the option to convert a traditional IRA or qualified retirement plan to a Roth 
equivalent. Retirees who have yet to take required minimum distributions from their retirement plans, are 
currently in a low tax bracket, and have liquid assets available to pay the tax due on a Roth conversion may find 
the opportunity particularly attractive.

Click here to learn more.
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To our soldiers out there, to the veterans of all branches: thank you for your sacrifice, your bravery, and the 
example you set for us all. Happy Veterans Day!

Thank you for your interest in our investment commentary. If you would like to speak personally with a member 
of our team at any time, please click here.
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