
Ropes Wealth Highlights an Evolving Situation

It’s that time of year again: the “glistening autumnal side of summer” as Henry David Thoreau once described it. As 
we move closer to the start of September, with back-to-school shopping on our minds and Halloween candy 
appearing on our supermarket shelves, we must also brace for the seasonal market volatility that tends to 
accompany the change of seasons. Like clockwork, we are seeing the cracks start to form in the market’s strong 
surge in the first half of the year. While stock performance has broadened in some respects from the domination of 
the so-called “Magnificent Seven” (Apple, Amazon, Alphabet, Meta. Microsoft, Nvidia, and Tesla) that led year-to-
date gains on the AI theme, it is also weakening overall as anxieties are setting in over the nagging risk of 
recession that haunts the economic outlook. For example, the S&P 500’s year-to-date gains have eroded by close 
to 5%, cutting the bellwether benchmark’s rebound from +20% to +15%.

The market is squarely in the “good news is bad” and “bad news is bad” manner of processing economic data and 
headlines. For example, we kicked off the early part of the week with the good news that retail sales rose 0.7% in 
July, the largest monthly gain since January, and are tracking 3.2% higher from last year. Sales were strong 
across most categories, with restaurant, retail, and apparel sales jumping, while furniture and electronic sales 
weakened. Though a strong and resilient consumer is a good thing, the bad news is that they are financing their 
spending with increases in credit card debt, a massive increase in hardship withdrawals from 401(k)s, a drawdown 
in savings, and a last sputtering of state and local stimulus. With student loan payments ramping up and returning 
for many, coupled with rising prices and higher borrowing costs, pressure lies ahead. 

Meanwhile housing starts rose 3.9% in July, pulling the annual pace up from 1.398M to 1.452M, a two-month high. 
Building permits also ticked up by a hair, pulling the annual pace up from 1.441M to 1.442M, also a two-month 
high. Industrial production rose 1.0% in July, surpassing the 0.3% gain expected and following a 0.8% decline the 
month prior. With these reasonably strong housing numbers, the retail sales strength described above, and labor 
market data that defies all signs of a slowdown, the Atlanta Fed notably revised its third quarter U.S. GDP growth 
estimate to a reading over 5%. 

Which brings me to the bad news, because the stronger these data points are, the more the Fed remains active 
with interest rate policy in its quest for 2% inflation. On Wednesday, the Fed released last month’s meeting 
minutes, which revealed a strong focus on inflation: “most participants continued to see significant upside risks to 
inflation, which could require further tightening of monetary policy.” 

Minneapolis Fed President Kashkari, a current-year voter, noted Tuesday, “I'm not ready to say that we're done” 
raising rates and believes the Fed is “a long way away from cutting rates because core inflation is still around 4%.” 
Surprising economic resilience, evidenced most recently by July's stronger-than-expected retail sales data 
released earlier in the day, is “a little bit of a double-edged sword” because it raises the question of “have we done 
enough to actually get inflation all the way back down” or “do we have to do more.” That said, Kashkari did suggest 
the Fed may find it reasonable to hold rates steady in September to get more economic data before hiking once 
again. 

Against that backdrop, the 10-year Treasury yield surged this week to around 4.301%—a level last seen in 
October. Investors are clearly concerned the economy may be too strong for an inflation-focused Federal Reserve, 
potentially to the point where it may need to raise interest rates again, and certainly to maintain them higher for 
longer. 

• 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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The economy may be far from out of the woods, despite all the talking heads arguing that solid U.S. economic 
growth, low unemployment, and resilient corporate earnings show that high interest rates aren't the speed bump 
they once were. While the mixed signals are hard to balance, and there is no question the economy has handled 
the rapidity of rate increases well, the next test is how it handles sustained higher rates. Without the potential for 
rate cuts in 2024, how will investors value stocks and how will consumers behave when the remaining vestiges of 
monetary and fiscal support fade? We will surely find out and are staging your allocation to be as resilient as 
possible with healthy allocations to bonds at these higher rates, high quality stocks and funds of stocks, and 
some increasing exposures to defensive market segments that will hold their value should the market cycle 
downshift further from here. We are rooting for market cycle momentum to continue, but want to be prepared if it 
loses steam, and ready for the opportunities that might come with that shift. 

Thank you as always for your interest in our investment commentary. Please let your RWA team know if you have 
any questions or concerns. If you would like to speak personally with a member of our team at any time, please 
click here.
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