
Ropes Wealth Rates March Market Risk 

The month of February ended on a low note with stock markets down, bond yields up, and a questionable snow 
day here—a painful trifecta for this weary author (though her joyful school-aged sons would protest that last point). 
While March market activity is starting off with a better tone so far, we suggest to “Beware the Ides of March” as 
betrayal and misfortune could lurk around the corner as it did for Julius Caesar. March 15 may not be the date to 
worry about, but rather March 22, the date of the next Federal Reserve meeting when we will hear the updated 
consensus of the FOMC committee about the direction of interest rates.

To review, February brought with it a blowout employment report, strong consumer spending, and sticky core 
services inflation (excluding housing) which sets the stage for an increase in interest rates in March and more 
jawboning about higher rates for a longer period. While inflation was always unlikely to move in a straight line back 
to the Fed’s 2% target, the latest consumer price index release of 6.4% showed too little progress has been made 
after nearly a year of aggressive rate hikes. The stickiness seems to be the result of still-ample excess savings, 
tight labor markets and retail spending resistance to rate headwinds, with the implication that the Fed may need to 
raise rates further and keep them higher for longer than anticipated.

This “higher for longer” rate scenario has many market participants uneasy. Just a month ago, markets were 
predicting lower interest rates by early fall, which would likely support current or even higher stock prices from 
here. A prevailing and persistent higher interest rate environment suggests stocks may still be expensive in some 
or most pockets.

And herein lies the conundrum: while it is true that economic data remains strong, and it would appear the Fed 
would be derelict in their duties not to raise rates, there is risk that all of us (including the Fed) are underestimating 
the lag effect of monetary policy and its potential impact on consumers and companies. Why? We are in an 
extraordinary period, coming off of a global pandemic with all manner of pent-up demand, flush savings, and a 
labor market in a stage of deep reset. Nothing about the last three years has been normal, and objects in the rear-
view mirror may be closer than they appear (i.e. a slowdown).

On that point, it was notable this week that U.S. home prices contracted for the sixth consecutive month in 
December, with all three composite indices (i.e., US National, 20-City and 10-City) declining. On an annualized 
basis, the National Home Price index is still on the rise, but the increase is down almost 15% points from its peak 
of 20.82% about a year ago. In November, San Francisco posted the first annual loss of any city during this cycle, 
and the decline steepened in December with Seattle joining the loss column as well. The weak results were 
primarily concentrated on the West Coast, while prices in Miami remain hot. With interest rates now even higher 
than they were at the end of last year, continued home price declines should be expected. However, given the 
multi-year deficit of housing stock relative to market demand, there is a floor behind how low prices will go, and this 
housing market cycle is unlikely to pop as in previous more bubble-like scenarios.

January durable goods orders were down -4.5% month-over-month, though it was welcome news to see the 
strength reported in new orders which reflects businesses unleashing capex spending in a burst of pent-up 
demand. Regional manufacturing surveys from Dallas and Richmond were weak, and the national index reported 
by the Institute of Supply Management remains in contraction territory. Consumer confidence was reported down, 
and reflected plans to scale back future purchases of major appliances, homes, cars, and vacations. All in all, it 
was a week of mixed data that demonstrates an economy in transition.

• 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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As we work with you to make the best decisions for your investment plan, it is worth noting that the risk of being 
on the wrong side of what can go right is in balance with being caught up in what can go wrong. Consider the 
possibility that recession is averted and a Goldilocks scenario unfolds featuring falling inflation, steady 
employment, and improving real incomes. Under that dynamic, a stock market significantly repriced from the 
highs of 2021 looks compelling. Ultimately, there is just too much uncertainty to stake a major shift in allocation, 
pay capital gains taxes to do so, and wait for an all-clear that may never come. Managing risk and market 
dislocations is a part of the process of being an investor, and history shows us that an investment plan with 
longevity has better outcomes than one that tries to time market peaks and troughs. Our single-minded focus 
remains on how to seek better risk-adjusted outcomes for you, which we believe will come from owning high-
quality stocks with what we think offer lower downside profit risks than their benchmarks and peers. We are well-
aware that the last two years’ above-trend profitability is unlikely to be sustained and earnings projections still 
need to be reduced. For these reasons too we are more inclined towards active security selection than passive 
index exposure for your stock investments and remain committed to the short- and intermediate-term high quality 
bond markets that offer compounding yields now of over 5%.

Putting Caesar’s experience aside, it is also true that March is known to go in like a lion and out like a lamb. May 
that be true both for the weather and stock market volatility.

Thank you as always 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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