
Ropes Wealth Reflects on Power & Heads of Lettuce

British Prime Minister Liz Truss resigned yesterday after a chaotic 45 days in office. While she was chosen by the 
Conservative Party to fill the shoes of disgraced Boris Johnson, her leadership was marred by disaster, starting off 
with the death of Queen Elizabeth II a few days after their meeting and her appointment. With a country in 
mourning, she then went on to announce a package of tax cuts that largely favored the wealthy in a time of 
rampant inflation. This announcement caused the value of the pound to plunge while borrowing costs spiked, 
forcing the Bank of England to intervene to stabilize British bond markets. Truss eventually reversed course and 
fired her top ally and Finance Minister, Kwasi Kwarteng, just 38 days after the pair took power.

In the wake of that news, the Economist published an article that dubbed Truss "Iceberg Lady" (in contrast to 
Margaret Thatcher’s Iron Lady) claiming she had "the shelf-life of a lettuce.” And so began the swirl, culminating in 
a social media gag livestream of a head of lettuce with a blonde wig pitted against the Prime Minister, with bets on 
who would last longer. In the end, the lettuce won. 

In other news, the countdown to the mid-term elections is underway, and momentum is said to be building for 
Republicans, though we have all learned to have a healthy distrust of the polls in this fraught time. The 800-pound 
gorilla in the room is inflation, but there are many discrete issues filtering through voters’ minds these days--crime, 
abortion, recession, energy prices, the border, schools, and Ukraine, to name a few. 

Markets have had little time to focus on elections, though, as earnings reports come in fast and furious. This week, 
Tesla reported disappointing sales while IBM topped forecasts. Netflix let us know they added 2.41 million 
customers in the quarter, while popular teen social media giant Snapchat’s results disappointed and they 
announced plans to cut 20% of their workforce. L’Oréal’s sales surged as consumers snapped up makeup and 
skincare products, while Gucci and Adidas struggled as overseas demand faltered. 

All told, though, while many have been anticipating an earnings apocalypse, the evidence so far suggests a 
contraction but not a collapse. And yet, the recession drumbeat continues, with economic data showing signs of 
pain. This week, it was housing that took center stage, as housing starts, building permits, and existing home 
sales sank in the context of spiking mortgage interest rates.

Speaking of interest rates, Federal Reserve officials remained relentless in their jawboning, continuing to press 
forth with seventy-five basis point rate hike guidance for at least the next two FOMC meetings. Markets therefore 
seesawed, especially as this news was absorbed against the fortress China image painted by Chinese President 
Xi Jinping in his address to the 20th National Congress of the Chinese Communist Party. Most notable among his 
comments was an absolute commitment to a zero COVID policy, a reemphasis on Chinese unification in a shot at 
Taiwan and Hong Kong, and a commitment to common prosperity and reforms (on the tech and real estate sector) 
with investment (green energy) that will drive it. Absent from the speech was a shock-and-awe stimulus plan, and 
also actual economic numbers. In fact, the statistics bureau delayed those numbers with no warning this week and 
with no date for a rescheduled release. Maybe we should get another head of lettuce and livestream going.

A client recently posed a question to me about who has the power to change the course of the economy and 
markets and why aren’t they doing anything about the current situation. To me, the most powerful people in the 
room right now are Putin and Powell. A decision by Russia’s president or the Fed Reserve chief to either pause or 
reverse course  

• 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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reverse course would be a significant driver of market momentum as it would relieve pressure and allow for some 
healing. In the absence of the power dynamics shifting, we see more volatility ahead but also the door opening on 
some opportunities. We have mentioned the indiscriminate nature of this sell-off before, and it continues to be 
true that high quality businesses and market segments are in similar decline to those without economic moats 
and favorable valuation dynamics. Since the road to this economic and market recovery will not be stimulus-
driven, it really matters what you own and how your portfolio is configured. One of my old bosses used to use the 
line, “there is always free cheese in a mousetrap” to remind us of the dangers of losing track of fundamentals and 
that sometimes it does not matter how “cheap” something has become. With apologies to Gordon Gekko, greed 
is, in fact, not good. Our work continues to keep your portfolio free of mousetraps and focused forward, and we 
thank you for the opportunity. 

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