
Ropes Wealth Talks Road Trips and Rate Cuts

"Are we there yet?” The universal question from our kids in the backseat of any road trip ever taken. Watching Fed 
Chair Jay Powell squirm through his press conference this week after the Fed’s announcement of their decision 
not to cut interest rates reminded me of my boys launching this interrogative, usually about 20 minutes after we 
first started on the highway and about 3 hours before we were in sight of our destination. When you tried to explain 
the journey, their eyes would glaze over or mayhem would erupt, the kind that could only be mollified by a good 
snack or changing the radio station to their music. 

Powell opted to change the station, giving investors just enough of what they needed to hear about improvements 
in inflation, but asking them to hang in there on rate cuts for the last few miles of this journey. “Today was a better 
inflation report than almost anyone expected,” he said, referencing Wednesday’s more tempered Consumer Price 
Index (CPI) report. “Inflation has eased substantially from peak levels,” he continued, “but is still too high.” These 
comments, along with the updated “dot plot” of expected changes in future rates painted the picture for investors of 
a Fed on hold until December. Then the forecast showed the Fed is expecting to make one interest rate cut, 
followed by four more in 2025. For now, the Fed Funds target rate remains in a range of 5.25% to 5.50%. 

To recap the economic data of the week, the CPI was flat in May, following a 0.3% gain in April. Year-over-year, 
consumer prices rose 3.3%, a tenth of a percent point below expectations and down from the 3.4% annual 
increase in April. Meanwhile, the core CPI posted 3.4% growth year-over-year, a downtick from the 3.6% annual 
increase in April and the slowest pace in more than three years. In the details of the report, medical care and 
shelter prices remain the main culprit of ongoing price pressures. 

Likewise, the Producer Price Index (PPI) posted its largest monthly decline since October in May, falling -0.2%. 
Year-over-year, producer prices rose 2.2% in May, down from a 2.3% gain in April. The core PPI increased 2.3% 
in May, down from the 2.5% annual gain in April and the smallest annual increase in two months. Stock markets 
were elated by the progress shown in these reports, while bond yields dove lower as the prospect of interest rate 
cuts grasped investor attention even as the Fed meeting concluded this week. 

Some buyer's exhaustion is being noted as the melt-up in stock prices continues. And with second-quarter 
earnings season a month away, investors will soon have fundamentals to consider. S&P 500 earnings are 
expected to be up +8.6% from the same period last year on +4.6% higher revenues. In addition to the artificial 
intelligence halo effect, cost cutting will continue to be a theme, in addition to evidence that companies are 
maintaining pricing power under disinflationary conditions. 

Of course, it goes without saying that all eyes will also be on the presidential election in the coming months as the 
presumptive nominees will highlight their party platforms at the conventions this summer. Like my kids in the 
backseat of my car anxious to reach our destination, most of us wish we were already at the end of this upcoming 
drive to November 5. Of particular note to investors, fiscal leadership will be requisite in 2025 given approximately 
$4 trillion in expiring tax provisions, conceivably making next year the most consequential since the current tax 
system was developed in 1913. Against this backdrop, we continue to position diversified portfolios toward 
benchmark weightings, relative to exposure within capitalization (large vs. small), investment style (growth vs. 
value), and region (developed vs. emerging). A balanced approach at this point in the cycle, in our opinion, will 
help protect investors from the market risks associated with elections, interest rates, geopolitics, and extent of the 
expansion. With a prudent portfolio structure, and one that is held in check with rebalancing discipline, it becomes 
much ea
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• 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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much easier to slow down, look out the window, and enjoy the ride.

Best wishes to all the fathers, grandfathers, uncles, brothers, and father figures in the audience as you are 
celebrated this weekend. Happy Father’s Day!

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

https://www.ropeswealthadvisors.com/en/overview/who-to-contact
https://www.ropeswealthadvisors.com/en/overview/who-to-contact



