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If you filed an extension for
your individual tax return, you
have until October 15. Since
the 15th is a Saturday, you
have until the 17th. Don't wait
until the last minute.

Fraud Call Centers
There is a nefarious industry
that is designed to separate
you from your money. They call
to inform you about something
wrong and you need to take
immediate action. For
example, this might be money
due to the IRS. Seniors are
especially targeted. The AARP
has a helpline 877-908-3360
for the latest fraud news.

Continuing Care Retirement
Communities are gated
campuses with apartments or
small houses along with a
nursing home, rehab facility
and amenities. They are
designed to cater for you as
you need more levels of care.
They are not cheap but prices
have come down post-COVID.
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Perspectives

The big news this week was not that the Federal Reserve raised the
Fed Funds Rate by 0.75%. That was widely expected. What did
surprise the market was the Fed’s forecast for how much they believe
they need to raise rates in order to bring inflation down to their 2%
target. Adding to the market angst was Chairman Powell’s resolute
stance that there will be pain and higher unemployment in order to
vanquish inflation. “Pain” is not a word the markets wanted to hear.
Stocks and bonds sold off and interest rates rose sharply on the
shorter-end of the curve and more moderately on the long-end. Not
only do the markets need to deal with the Fed but the 3rd quarter is
about to close and we will see how inflation, interest rates and
negative sentiment will effect corporate revenues and profits.
Companies did reasonably well in the 2nd quarter. According to
FactSet, 76% of companies in the S&P500 posted earnings that
exceeded estimates. With oil prices high, it is no surprise that energy
stocks led with year-over-year profit growth of a remarkable 293%.
Can companies manage to pull off decent earnings in the 3rd
quarter? There are a lot of headwinds. In addition to the ones
mentioned already, the US dollar has been strong against major
currencies. About 30% of S&P500 companies’ revenues are earned
abroad. When the US dollar is strong, these non-US revenues are
translated back into fewer dollars. Analysts have lowered 3rd
quarter earnings estimates by about 5.5% since June 30th. About
20% of the 500 companies have issued 3rd quarter guidance. Of the
105, 65 have guided lower and 40 issued higher guidance than the
2nd quarter. Many market observers think that estimates are too
high. We’ll have to see. The risk seems to the downside. The
forward price-to-earnings ratio for the S&P500 is just over 16 times.
This is below the 5-year average of 18.6. Stocks are down 21% this
year. Needless to say, there is uncertainty and a lot for investors to
deal with. However, the market is a discounting mechanism. At 16
times earnings, has the market priced in the potential bad news? If it
has and profits are better than expected or even stable, the market

Member FINRA/SIPC Registered with MSRB 1




Monthly Newsletter

1 rofed owver myy 401K 0 the ool pool

Something Else

If you travel to Connecticut, there
are real treasures in New Haven.
The Yale University Art Gallery
and the Yale Center For British Art
are gems. From Roman
antiquities found at Dura-
Europos to early Renaissance to
the Impressionists to Modern Art,
the museums together have it all.
There is a Van Gogh that is
something to see and a
wonderful Franz Hals. After you
are done seeing some
masterpieces, there is pizza at
Frank Pepe’s. It's thin and crispy.
New Haven is worth the trip.
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to our clients.
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could rally. Ifthe 3rd quarter earnings season is a bust, there will be
“pain” indeed.

Out Of The Box

Shorter-term interest rates have risen dramatically. Inflation and the
Fed’s moves to combat it have pushed 1-year US Treasury notes
from almost zero to over 4%. The 10-year US Treasury note now
yields 3.51%. It began the year at 1.52%. The flip-side of rising
rates are falling bond prices. The iShares 7-10 year Treasury ETF
has dropped almost 14% in 2022 while the iShares Investment Grade
Corporate Bond ETF is down 18% YTD. Bonds have not been a
source of protection. Balanced funds that were 60% stocks and 40%
bonds were solid performers when stocks were rising and interest
rates were falling. With rates rising, that is no longer the case. At
the beginning of the year, the risk-return for bonds, given the 10-year
rate was just 1.52% was not attractive. It is not surprising that bonds
have not worked. There was almost no way to win. Plus, with such
low rates, bond prices were highly sensitive to rising rates. Now,
conditions have changed. At 4%, short-term notes look attractive.
US Treasuries are not subject to state and local income taxes which
is a bonus. If we get a mild recession and defaults remain low,
investment-grade corporate bonds that yield 5% also would have a
favorable risk-return. The bond market is positioning as if rates have
to go higher. There is a scenario, perhaps with less of a probability,
that inflation may show a surprise moderation. If that does play out,
the Fed might change course and slow the rate hikes. If the
economic bears who are forecasting a deeper recession are correct,
the Fed might even have to cut rates. In these two scenarios, bonds
could provide capital gains in addition to giving investors some
yield. There are similar situations in stocks. At the recent peak in
prices, price-to-earnings ratios for many stocks were at nose-bleed
levels with no dividend. It’s hard to win. Invariably something will
happen like an earnings miss or a hike interest rates. Today, there are
shares of quality companies where the price has fallen such that the
P/E’s are low and dividend yields are significant. If you buy a
quality stock with a 4% yield, you don’t need a lot of capital
appreciation to receive, over time, a good total return. It’s all about
risk and return.
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