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SO LONG, 2022!
The year marked the worst performance since the Global Financial Crisis for a traditional 60/40 balanced portfolio
(Source: Bloomberg). Most asset classes were in the red: domestic and foreign fixed income, U.S. stocks ranging from
growth to value, small to large, and everything in between. Cryptos - once thought to be a potential hedge against
both inflation and a broader stock market decline - experienced 75% declines (as measured by the Grayscale Bitcoin
Trust (BTC)). That is not to say that Bitcoin's day in the sun is over, but the diversification story and role it has played
the last decade seemed to change. We continue to watch the development of the crypto and blockchain space and are
interested in some of the many applications in daily life it could have, although we remain skeptical of the investment
merits - at least in their current form. The bottom line is that 2022 spared almost no corner of the market. 

Despite most asset classes finishing the year down double digits, most asset classes saw recovery from the end of the
third quarter. International stocks - as measured by the MSCI ACWI excluding the US - were up 14% for the quarter.
Large cap U.S. stocks saw one of the smaller recoveries for the quarter, yet were still up 7.6% (as measured by the S&P
500) while U.S. small caps were up 10.8% (as measured by the S&P 400).

One silver lining throughout the year was the impact to short term rates for savers in traditional banking products like
CDs, money markets, and other short-term savings vehicles. As of the close of the year, many savings and money
market accounts have surpassed 3.0% with some touching as high as 4% for an FDIC covered institution (Source:
Bankrate.com). Unsurprisingly, the likes of the big banks have lagged significantly in ratcheting up their payouts on
savings accounts compared to some of the more competitive online alternatives. If you are not getting at least 3% on
your short-term emergency fund bucket, you could be leaving money on the table. Cash has paid very little since the
Global Financial Crisis, but with the rapid rise in rates, it has created some compelling opportunities for cash
management. Please reach out to your Client Advisor to discuss further if there may be some opportunities for you. 

With both fixed income and stock markets remaining sustained lower during the year the forward looking
opportunities are now more compelling for the long-term investor. At present levels, most  markets are pricing in
some kind of recession in 2023. The behavioral side to investing might influence someone to wait to deploy capital
until the environment is more "well known," but research has shown that the ship has already left the port in terms of
asset price recoveries when the recession is underway. And, on average the U.S. stock market (as measured by the
S&P 500) has found a bottom about 10 months before the end of the recession (Source: JPMorgan). It is important to
recognize too that the stock market is not a direct proxy for the overall economy and there can often be significant
disconnects between what is happening on Wall Street and asset prices vs. Main Street. 

The Fed still has some work in helping get inflation under control - have they done too much, too quickly, or not
enough, too slowly? Unfortunately they - and us as market participants - are making decisions in real-time to attempt
to avoid a spill over into a more challenging recession. Most expect the odds of a mild recession at 50%+, but that still
leaves ample room for a slow growth with no-recession or a worse-than expected recession, so positioning different
components of portfolios for all three of those uncertainties is important.  

Wishing you and yours a great start to a new year. Read on as we discuss the Fed, inflation, and taxes. 

MONEY TALK
YOUR GUIDE TO NAVIGATING YOUR FINANCIAL LIFE
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BONDS

SHORT-TERM:         (5.5%)

US AGGREGATE:   (13.0%)

GLOBAL:               (16.3%)

STOCK MARKETS

DOW:  (6.9%)

S&P 500:  (18.1%)
 LARGE CAP US 

S&P 400:  (13.1%)
 MID CAP US

S&P 600:  (16.1%)
 SMALL CAP US

INTERNAT'L:      (16.0%)

EMERG. MKTS:  (20.1%)

COMMODITIES

OIL:  24.9%

GAS:  19.4%

GOLD:  (0.7%)

1-See disclosure for index notes

https://astoriastrategicwealth.com/
https://www.bloomberg.com/news/articles/2023-01-03/bonds-to-stage-comeback-as-hedge-for-stock-losses-this-year?cmpid=BBD010323_MKT&utm_medium=email&utm_source=newsletter&utm_term=230103&utm_campaign=markets
https://www.bankrate.com/banking/savings/rates
https://www.jpmorgan.com/wealth-management/wealth-partners/insights/markets-are-not-the-economy
https://www.astoriastrategicwealth.com/contact_us/


Q4 2022
E C O N O M I C  U P D A T E

Where do interest rates go from here? The current short-term rates set by the Federal Reserve
(also referred to as the "Fed") are currently hovering between 4.25-4.5%. While the ways in which
inflation is measured can be extraordinarily complicated, some of the various inflation and
employment figures the Fed is watching closely are starting to come back down to earth. So,
expectations of continued raises at the pace they have throughout this last quarter are unlikely.
But, that does not mean that interest rates are expected to drop to where they have been the
better part of the last decade anytime soon. Gone (at least for now) are the days of zero interest
rates. We are now in the throes of an environment where the cost of capital means something.
Many of the technology companies that dominated the growth landscape of the last decade will
need to readjust their expectations and assumptions on finding profitability outside of a near-zero
cost of capital. It has been done before - as we survived the Dot Com bubble - but the adjustment
period can take time as companies - and entire sectors - attempt to adapt. Many may cling tightly
to what was successful in the last decade and fail to see the new environment we are in. 

Many economists anticipate another 0.75% increase to short-term rates from current levels. Does
that mean the investor should sell their fixed income and wait for those increases to happen and
markets to adjust? Unlikely! Markets alike - both fixed income and equity - are forward looking
vehicles, so much of the adjustment has already happened. For much of the last quarter, the fixed
income markets had priced in more than 100%+ of what the Fed had projected for rate increases -
i.e. even if the Fed kept course with the rate increases they indicated, those markets could see
price recovery from current levels. For example, even though the "terminal" interest rate
expectations (highest rate they expect the Fed funds rate to get to) increased throughout the
quarter from about 4%-4.5% to now almost 5% - inclusive of seeing record 75 bps Fed funds rate
increases at several meetings - fixed income markets in the U.S. actually were positive for the
quarter (as measured by the Bloomberg US Aggregate bond index being up 1.9%). Usually, when
interest rates increase, existing bond prices fall, but that did not happen this quarter despite the
substantial rate increases passed along by the Fed - in large part due to the price movements that
had already been priced in previously. 

One interesting development has been the divergence in value vs. growth strategies. The S&P 500
Growth index was down 29.5% for the year while the S&P 500 Value was down 5.4% - a substantial
level of outperformance. Further, the value vs. growth story is even more interesting when you
look at the layers of what constitutes a growth company or a value company. Strange things can
happen when markets drop like they have and remain sustained lower for a period of time. In fact,
the S&P 500 Value this quarter saw companies like Apple and Meta (Facebook's parent company)
enter the list - two companies you would seldom think of as value companies by traditional
measures! Although, when their stock drops 30% and 60% in the year, respectively, it can bring
once-growth behemoths over to the value side of things. 

The Fed and Interest Rates
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The gradual increase in the age of Required Minimum Distributions (RMDs), 

Future increases in catch up contributions along with changes to the tax-treatment of those

contributions,

Employers’ ability to make matching Roth contributions, 

The creation of Roth components for certain plans (SEPs and SIMPLEs), 

529 to Roth conversions (with limitations), 

Student loan payments can count as qualified retirement plan contributions for purposes of

employer matching, and 

Many, many more! 

With the new year comes new legislation – the Secure Act 2.0. As with any lengthy legislation
(4,100 pages!) the changes are too many to name them all. Some of the more notable changes
are:

These changes are just a few of the new provisions that are tiered to take effect over the next
few years. We are staying vigilant on these developments, and your Client Advisor will be
keeping up with how, and when, it impacts your unique situation.

From a portfolio construction standpoint, we continue to prefer Exchange Traded Funds (ETFs)
over mutual fund counterparts for our stock and fixed income holdings since ETFs often allow
the individual investor to more carefully plan and time the impact of taxes for their liquid
investment holdings. One such example this year was despite the large drop in asset prices,
many mutual funds continued to pay out substantial year-end capital gains distributions - a
situation we saw happening in 2008/2009 as well - a double whammy of market losses AND
higher taxes. Fortunately, most ETFs can avoid this nuance. So, while this activity has little to no
impact on tax-deferred or tax-free vehicles (IRAs, 401ks, Roth, 529s, etc.), it can have significant
impacts on the after-tax returns for investors with monies outside of retirement vehicles, and it
highlights the importance of looking at investments, taxes, and your overall financial plan
through a wholistic lens. Further, as appropriate and available, we took opportunities
throughout the year to pull tax losses into 2022 - an attempt at making lemonade out of lemons
that the markets offered throughout the year. 

Also, market declines often coincide with periods of lower employment income since companies
pull back on their spending and payroll, so Roth contributions and/or conversions were revisited
in a number of scenarios. There may still be opportunities for this activity in 2023 as markets
remain lower, so please speak with your Client Advisor if you expect any material difference in
your tax situation for 2022-2024. 

SECURE 2.0 and Taxes
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In most environments, forecasting what we can see in the here-and-now is a worthwhile
exercise to understand what is happening in a historical context, but what is difficult to factor
are both positive and negative surprises - such things as the evolution of computing power,
the advent of the internet or 9/11, the Russian War, COVID - that do not (and cannot) exist in
any traditional model. But, forecasts have a tendency to far underestimate the positive
developments that change our daily lives over time particularly since the positive trends are
often quite transformative. So, try not to let the overconfidence (or negativity) in the media
dictate your long-term strategy heading into the new year. Regardless of what 2023 brings and
whether we see a definitive recession (reminding that a mild recession is generally priced into
the markets already), the economy will adapt. 

In closing, it will take time to fully see the impact of a rapid rise in interest rates on the
economy. Keep in mind that all assets are in some way tied to interest rates and the cost of
capital - cash, annuities, stocks, bonds, real estate (including your home!), private equity, how
companies price goods and services, and venture capital - and the impact to supply and
demand. With interest rates far higher than where they stood twelve months ago - in some
cases the cost of capital has tripled in the last twelve months - there may still be a significant
re-rating of risk and pricing coming. The public stocks and bonds have already largely adjusted
throughout the year, but private strategies (hedge funds, non-publicly traded investments,
private real estate are some examples of private strategies) often take time to see the pricing
pressures. In prior cycles, private strategies often lagged public markets by 2-3 quarters.

Despite the challenges that we face as a global economy, there is an overwhelming ability to
adjust along the way to find solid footing for a better, brighter tomorrow for ourselves and
future generations. Such is the nature of the creative destructive forces at work, and we
remain positive on the long-term outlook for the global economy. There is a powerful engine
at work underlying most investment strategies - cash flow via dividends and interest - that
continues to be a strong force in driving total returns over a full economic cycle even in times
of market stress and dislocations.  

Sincerely, 

Kirby Jacobson, CFA, CFP® & The Astoria Team
CIO, Principal

CLOSING REMARKS
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We believe the information provided herein is reliable, but we do not warrant its accuracy or completeness. This
material is not intended as an offer or solicitation for services or for the purchase or sale of any financial
instrument. If an investor has specific questions regarding their portfolio, then please consult your Client Advisor
regarding your unique situation. 

Past performance is not indicative of future returns. It should not be assumed that recommendations made in the
future will be profitable or will equal the performance of securities one currently holds. An investor should carefully
consider all risks inherent in investing (including, but not limited to, the permanent loss of capital). 

Diversification does not guarantee investment returns and does not eliminate the risk of loss.

If the reader is a client of Astoria Strategic Wealth, Inc. ("ASW") and there have been any changes to a client's
circumstances, then please notify your Client Advisor at ASW. All changes to items including, but not limited to
goals, circumstances, risk preferences, liquidity needs, taxes, modification to the long-term strategy, and any items
material to the client's situation must be communicated in writing. Advisory services for ASW clients are offered
through Astoria Strategic Wealth, Inc., a Registered Investment Advisor. 

1-Indexes referenced are total returns, gross of fees, taxes, and transaction costs and are not directly investable.
Source: yCharts. 
Indexes are as follows: Short-term bonds: Bloomberg Barclays US Government/Credit 1-5 Year; US Aggregate:
Bloomberg Aggregate US Bond Index; Global: Bloomberg Barclays Global Aggregate; Dow: Dow Jones Industrial
Average; S&P 500: S&P 500 Total Return (large-cap US); S&P 400: S&P 400 Net Total Return (mid-cap US); S&P 600:
S&P 600 Net Total Return (small-cap US) ; International: MSCI ACWI EX-US Net Total Return; Emerging Markets:
MSCI Emerging Markets Net Total Return; Oil: Bloomberg WTI Crude Oil Subindex Total Return; Gas: Bloomberg
Natural Gas Subindex Total Return; Gold: Bloomberg Gold Subindex Total Return.

DISCLOSURE
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