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Perspectives	
In the past week or so the markets, I suggest, have begun to question 
the prevailing conventional wisdom that inflation will remain 
persistently high and that the economy is likely to fall into deep 
recession. Commodity prices have fallen sharply.  Inventories, in 
some instances, especially in retail seem to be building as supply 
chains work through their bottlenecks and demand has softened.  In 
the most recent payroll report, the labor market seems to be holding 
up with some reduction in the pace of wage increases. By looking at 
the markets, expectation could be that inflation is moderating and the 
economy is slowing but perhaps not as dramatically as previously 
thought. Long-term interest rates have declined which may be 
evidence of lower inflation expectations and that the economy is 
slowing.  Long-term rates are also not collapsing which may mean 
that the slowdown could be more mild than thought.  Rates at the 
short-end of the curve have gone up but seems to not be as high as 
one would have expected if the markets believed that the Fed has to 
relentlessly raise rates to fight inflation.  The market’s mood can 
change quickly so it may be too early to know for sure where 
inflation and the economy are going.  It’s important for investors to 
remember is that stocks to not necessarily neatly follow the direction 
of the economy.  Typically, the stock market will lead the economy 
lower and bottom ahead of the economy.  While the economy 
certainly is major factor in company profitability, there are other 
factors at play. We are not certain how inflation will impact the 
“bottom line”. Are companies able to pass on higher costs?  We will 
find out more over the next few weeks as firms report their second 
quarter earnings.  Street analysts seem to have just begun to lower 
estimates.  They may be late in this but shares have been 
significantly marked down based on macro forces. There may be a 
greater degree of company specific profit pictures.  In any case, 
volatility around earrings is likely to be high and require a bottom up 
approach to evaluating whether profits are stable. 
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Downsizing	

Many wait until retirement to 
downsize.  It is a difficult task 
both physically and 
emotionally. However, one 
needs to be practical and 
rational. If downsizing will 
improve your finances and 
health, don’t wait. Donations 
help charities and are tax 
deductible. Money from asset 
sales can help you with costs in 
retirement.  

Back-To-School	

Several states offer sales tax 
holidays for items such as 
clothing, school supplies and 
even computers. Tax holidays 
are limited so check your state 
websites for dates and terms. 

Roth	Conversion	

With the market down, it may 
make sense to consider 
converting your traditional IRA 
to a Roth IRA.  It’s a big 
decision so you should consult 
a tax professional.  It requires 
you to pay tax on the IRA 
amount now in exchange for 
tax-free earnings and 
distributions in the future.
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Out	Of	The	Box	
There is a saying in hockey that goes something like, “Success is not 
getting to the puck.  Success is getting to where the puck will be.”  
The same holds for investing.  The economic data we receive and the 
earnings reports we read tell us about what happened and not what is 
going to happen.  There is a tendency for investors to move in a herd, 
chasing the most recent data and extrapolating it into the future.  It’s 
understandable that this behavior exists.  First, there is safety in 
numbers. Being part of a group is often the safest for one’s career.  
Second, the future is unknown. One needs something to go by and 
you go with the data you have.  Once a herd gets moving, the 
momentum builds upon itself.  Investors who can grab on to a strong 
momentum trade can do very well and betting against the trend can 
be painful to your wallet.  However, markets tend to overshoot. A 
trend can pick up so many followers that eventually there is no one 
left to join the parade.  It is all about positioning.  If everyone is 
bearish, then there is a set up for a bullish rally.  This is where a 
contrarian investor can do well.  It is holding cash, going to where 
the puck will be, and then buying when everyone has already sold.  It 
takes disciple and patience.  We may be in such a period now.  The 
inflation and recession drums have been beating loudly over the past 
six months.  Pessimism abounds. The major stock indices are down 
about 20% but many individual stocks are down 40% to 70%.  Are 
investors way too bearish and positioned as such?  When pessimism 
is at its highest, any good news can cause a strong inverse and 
opposite move as the bears scramble to re-position with buy orders.  
What I’ve described is on a big-picture basis but the same happens in 
sectors and with individual stocks.  Recently investors sold short 
about 40% of the biotech ETF, XBI’s shares outstanding.  The stock 
bottomed around $63 in mid-June and now is $84.43 That’s a 34% 
rise in less than a month.  When the Russian invasion of Ukraine 
started, oil prices soared. More and more analysts came out with ever 
higher price targets, some even $250 or $300 per barrel.  Since those 
analyst calls, oil is down from $122 per barrel to $104.  The energy 
stock index, XLE is down from $92 to $71. The lessons are 1) be 
careful not to stay in a trend too long and 2) look for when investors 
are over-positioned in one direction and maybe go against it.  

  ________________________________________________ 

This newsletter is for informational and educational purposes.  The thoughts expressed are not specific 
recommendations.  Readers should consult their financial, legal and/or tax advisor(s) before making 
investment decisions.  Before purchasing a mutual fund, investors should read the fund’s prospectus.  
Investors should understand the risks before purchasing an investment.  BrokerageSelect only conducts 
business in jurisdictions where it is registered to do so.  
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Something	Else	

The economic rebound following 
the worst of the pandemic has 
added to local, state and federal 
coffers. The federal deficit has 
actually gone down.  While Social 
Security and Medicare finances 
remain on precarious footing, 
there has been some very mild 
improvement.  One year of 
expected funding has been 
added for Social Security and two 
for Medicare. Social Security is 
now fully funded until 2034 and 
Medicare until 2028. 

____________________________ 

BrokerageSelect is a boutique 
securities broker-dealer that sets 
itself apart by providing expert 
knowledge and dedicated service 
to our clients.  
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