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Are the Numbers Telling
a Story of Stagflation?
By Brian W. Kelly, Publisher
There has been a drumbeat of negativity when it
comes to the economy recently. Examples include Tesla
CEO Elon Musk, who said he needs to cut about 10%
of his staff because he has a “super bad feeling” about
the US economy. Then there was JP Morgan CEO Jamie
Dimon, who urged investors to prepare for an upcoming
economic “hurricane” (although he’s not sure if it will be
a minor one or another superstorm Sandy).
It’s true that we’re seeing some cracks in certain sectors and industries. Housing, for instance, is feeling the
strain of higher costs and mortgage rates. But before we
join the chorus of doomsday voices, let’s take a closer
look at the numbers.
US Economy
There are clearly some signs of stress. Most Americans
are feeling squeezed by inflation (latest +8.3% yearover-year), especially higher prices for gasoline and
food. One-third of households responding to a recent
survey reported having difficulties in paying their bills.
Homebuilders are pessimistic because due to both higher
inflation and higher interest rates.
As a result of 40-year high inflation, the Fed has
embarked on a campaign to tighten monetary policy
that is spooking the equity markets. In early May the Fed
Open Market Committee hiked the fed funds rate by 50
basis points (0.5 percent), and two additional 50 basis
point hikes are virtually guaranteed on June 15 and July
27. The interesting question now is what is the Fed going
to do in September, November, and December?
Vice Chair Lael Brainard said last week that “it’s very
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hard to see the case” for the Fed pausing their interest
rate hikes. But does everyone remember one of the Fed’s
favorite phrases, “data dependent?” We think the pace
of rate hikes in the fall is not a done deal. There may not
necessarily be a pause in hikes later this year, but it’s certainly possible that there will be a reduction to 25 basis
points – a slowing.
What data points would cause this to happen? Solid
signs that inflation has peaked and is retreating. (It
may have already … an important report on the May
Consumer Price Index comes out this Friday.) If this happens, and the economy cools as we expect, this is a very
plausible scenario.
Stagflation …not
Many market watchers and media types are forecasting
stagflation … a recession mixed with high inflation. That’s
a double-whammy that would certainly continue 2022
stock market declines. But there is a community of
economists who see the US economy growing through
2024 (albeit more slowly) as inflation slides back toward
the Fed’s 2% target. For example, all 56 economists who
provide quarterly forecasts to Bloomberg see growth over
the next seven consecutive quarters.
(continued on page 2)

Economic Snapshot
Date

Report

Current Expected Prior

5/11 12-Mo Consumer Prices (Apr)
5/17 Retail Sales (Apr)
5/19 Existing Homes (Apr)
5/24 New Homes (Apr)
5/25 Durable Goods (Apr)
5/31 Consumer Confidence (May)
6/1 ISM Manufacturing (May)
6/3 Non-Farm Payrolls (May)

8.3%
0.9%
5.61M
591K
0.4%
106.4
56.1
390K

8.1%
1.0%
—
750K
0.6%
—
54.5
328K

8.5%
1.4%
5.75M
709K
0.6%
108.6
55.4
436K

Notes: Price increases eased slightly in April but remain
elevated. The Fed’s preferred measure, core personal
consumption expenditures, also declined. Retail sales rose for
the fourth consecutive month in April. March retail sales were
adjusted up significantly from 0.5% to 1.4%. Existing home
sales declined for the third consecutive month, hampered
by continued high prices and higher mortgage rates. New
home sales missed the mark badly for the same reasons.
Durable goods increased for the sixth time in the last seven
months. Consumer confidence eased slightly in May due to
the persistently high inflation. ISM Manufacturing surprised
to the upside as demand for goods remains strong. The US
economy added more jobs than expected despite inflation and
fears of an economic slowdown.
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These economists put the probability of a recession
at about 30% at this time. That’s not insignificant, but it
is also not a historical outlier. And regarding the inflation
component, they see the Consumer Price Index (CPI)
at 7% for 2022, 3% for 2023, and 2.4% for 2024.
Forecasting out two years with all the potential variables
is obviously tricky, but you can see our scenario above in
these numbers.
Another underlying factor according to Boston
College economics professor Brian Bethune is that the
US economy entered the pandemic with no discernable
imbalances. Remember the housing bubble? Unlike the
Great Recession (2007-2009), banks, businesses, and
individuals were not exposed to excess risk in 2020.
That allowed the economy to snap back from the Covid
closures and temporary unemployment.
Goldman Sachs Senior Chairman Lloyd Blankfein
seems to agree with our base case: a slowing economy,
but no recession, along with retreating inflation. “Dial
back a bit the negativity on the economic outlook,” said
Blankfein. “If I’m managing a big company of course I’m
prepping for the worst. But the economy is starting from a
strong place, with more jobs than takers, and is adjusting
to higher rates. Riskier times, but may yet land softly.”
If our base case turns out to be correct, Jamie
Dimon’s hurricane will slowly drift out to sea.

1) Dollar Cost Averaging – Buy good long-term
investments when they’re on sale. Maintain your systematic
contributions to take advantage of lower prices and
acquire more shares.
2) Rebalancing – This is the process of realigning the
weightings of your portfolio. It involves periodically buying
or selling shares of certain funds to maintain your desired
asset allocation or risk profile.
3) Tax Loss Harvesting – This allows you to sell
investments that are below your purchase price and
replace them with a reasonably similar investment. You
can then offset realized gains with those losses. Keep in
mind, you cannot sell and then repurchase the exact same
investment for the purpose of taking a tax loss within 31
days (Wash Sale rule).
4) Diversification – This is basic, but worth mentioning.
It’s an investment strategy to manage risk. When you
spread your assets across large and small stock funds,
growth and value funds, and bond funds you avoid the risk
of having all your eggs in one basket. $
Brian has been a member of MoneyLetter’s
Investment Committee since 1986.
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Indices do not include dividends.

Things you can do right now
We’re recommending you maintain your current
asset allocations as we battle through continued volatility
throughout the summer. There’s no doubt now that 2022 is
going to continue to be a tough year and will test investors’
resolve. As far as the market is concerned, we won’t see a
reduction in volatility and conditions for a sustained rally
until at least two of these happen: retreating inflation, an
end to the war in Ukraine, or a pause in Fed tightening.
There are some things you can do under current
conditions to improve your financial position.
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to the beneficiaries and if held outside of your estate,
using an ILIT, could avoid any estate tax as well. The
IRA account holder can make gifts to the ILIT and the
trustee of the ILIT can use the gifts to fund life insurance
that provides a tax-free death benefit to the beneficiaries.
The ownership structure could have additional estate
and liability protections for those same beneficiaries,
such as divorce, lawsuits, or increasing the beneficiaries
own gross estate. People are living healthier and
longer lives which also means that insurance costs are
more competitive, even later in life. Higher longevity
means competitive pricing and better estate transference
options. What is the source of those gifts to the ILIT?
How about the IRA or RMDs that the legacy camp wants
to leave to their heirs? Properly designed, insurance can
provide tremendous leverage and tax efficient benefits.
Charitable planning strategies
Using Qualified Charitable Distributions (QCDs) can
create not only societal benefits for the non-profit
organization that receive gifts directly from the IRA, but
also lower taxable income for the IRA owner. A QCD
is a direct transfer of funds from your IRA custodian,
payable to a qualified charity, which does not include a
private family foundation, donor-advised fund (DAF), or
charitable remainder trust (CRT). An individual donor
can contribute up to $100,000 per year in QCDs, as
long as that individual is 70½ years old or older. For
married couples, each spouse can make QCDs up to the
$100,000 limit for a potential total of $200,000. The
good news is the QCD can be used to satisfy your RMD
requirement the year the gift is made. It has the added
benefit for someone that takes the standard deduction
that they don’t need to itemize deductions in order to
get the charitable benefits. Usually, individual itemizers
are allowed to deduct up to 60% of their adjusted gross
incomes (AGI) for cash donations to qualified charities.
But, since nearly 90% of filers use the standard deduction,
it can be difficult for the average American to get a tax
break for their generosity using IRA dollars. The QCD
also does not count towards your itemized gifts limit. A
QCD could actually lower your AGI (see reference above
to “bracket creeps”) by eliminating the RMD as reportable
income. A QCD can be made only from an IRA. Employer
retirement plans aren’t eligible for QCDs.
Combining these strategies can have an even more
powerful effect. Consider what your needs and intentions
are for your IRA and which camp those accounts are
earmarked for, legacy or non-legacy. There could be far
better options available to you today.
As a MoneyLetter subscriber, if you would like to discuss what options may be best for you and your family or
receive a summary of Payouts to Beneficiary under the
Secure Act, please contact us at 800.707.2060.
Kent is the Managing Director of Asset Strategy
and an Accredited Investment Fiduciary Analyst.

Next Issue: Volume 43, No. 7
Mails: July 8, 2022
Internet: July 6, 2022
service@moneyletter.com

MONEYLETTER

3

100% U.S. TREASURY FUNDS
7-Day 30-Day 1-Year
Vanguard Municipal MMF/Investor
Invesco T-F Cash Reserve/Instit
BNY Mellon National Muni MMF/Cl M
Fidelity Municipal MMF
Fidelity Tax-Exempt MMF
Amer Century T-F MMF/Inv Class
T Rowe Price Tax-Exempt MF/Inv
USAA Tax Exempt MMF

0.66
0.60
0.58
0.48
0.39
0.34
0.31
0.26

—

0.48
0.45
0.34
0.26
0.27
0.23
0.17

0.10
0.09
0.07
0.05
0.04
0.04
0.04
0.02

GENERAL PURPOSE TAXABLE FUNDS
7-Day 30-Day 1-Year
Invesco Premier Portfolio/Inst
T Rowe Price Cash Reserves Fund
USAA Money Market Fund
Fidelity Money Market Fund
Putnam MMF/Cl A
MainStay MMF/Class A
Amer Century Prime MMF/Inv Class
DWS MM Prime Ser/DWS MMF
Fed/Hermes Capital Reserves Fund
Delaware Ivy Cash Mgmt Fund/Cl A
Principal MMF/Class A

0.75
0.63
0.61
0.55
0.49
0.48
0.42
0.34
0.03
0.00
0.00

0.69
0.53
0.50
0.45
0.41
0.35
0.33
0.26
0.01
0.00
0.00

—
—
—

0.05

—
—

0.04

—

0.01

—

0.00

TAX-FREE GENERAL PURPOSE FUNDS
7-Day 30-Day 1-Year
Gabelli US Treasury MMF/Cl AAA
0.72
0.49
0.07
Fidelity Treasury Only MMF
0.39
0.25
0.03
Schwab US Treas MF/Investor
0.32
0.19
0.04
Amer Century Capital Presv Fund/Inv 0.30
0.20
0.03
JPMorgan 100% US Treas Secs MMF/Mrg 0.21
0.12
0.01
Allspring 100% Treas MMF/Cl A
0.16
0.09
0.02
BlackRock Liquidity:Treas Tr Select
0.01
0.01
0.01
TAX-FREE STATE SPECIFIC FUNDS
7-Day 30-Day 1-Year
Vanguard NY Muni MMF
0.62
Vanguard CA Muni MMF
0.61
Fed/Hermes CA Muni Cash Tr/Wealth 0.58
Fidelity NJ AMT T-F MMF
0.53
Fidelity CA AMT T-F MMF
0.52
Fidelity NY AMT T-F MMF
0.51
Fed/Hermes NY Muni Cash Tr/Wealth 0.49
Fidelity MA AMT T-F MMF
0.47
Fidelity PA Municipal MMF
0.38
Fidelity CA Municipal MMF
0.36

—
—

0.47
0.39
0.38
0.38
0.38
0.34
0.24
0.22

0.09
0.09

—

0.07
0.07
0.07
0.07
0.06
0.03
0.03

Automatic Renewals:
For your convenience, subscribers who
order via credit card are set up for
automatic renewal on our subscription
system at the prevailing rate. You will
receive an email toward the end of your
subscription term before your card is
charged. Your renewal preferences can
always be managed by logging into your
subscription account. Contact us if you
need assistance.
(800) 890-9670
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IRA Planning with
the SECURE Act
By Kent A. Fitzpatrick, AIFA, GFS

In the January 2022 issue, we wrote about the
anniversary of the SECURE Act and some planning ideas
related to IRAs (Individual Retirement Accounts). As we
shared in a recent MoneyLetter Friends “Moments”
post, the House of Representatives voted in favor of the
Securing a Strong Retirement Act of 2022 on March
29. If passed by the Senate, and then signed into law by
President Joe Biden, this legislation, known as SECURE
Act 2.0, could have a major impact on retirement
savings for all Americans.
A few of the major changes include catch-up
provisions up to $10,000, gradually raising the required
minimum distribution (RMD) age from 72 to 75,
student loan repayments from employer matching
contributions, Roth matching, auto enrollment of newly
eligible participants in retirement plans, and allowing for
collective investment trusts (CITs) in certain nonprofit
retirement plans. If passed into law these enhancements,
coupled with proper education for the American worker
on the importance of savings and investing, can help
improve retirement
security.
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“I do not own an IRA.” Wait…what did he just say? When
he made this statement, there was a slight pause in the
room, with people looking to their left and right to share
their uncertainty. Ed is known as “America’s IRA Expert.”
How could this be? Let me explain.
Ed shared that there are two primary camps for
accumulated IRA assets. One, where the account owner
will consume the account balance as part of their
income for their (and perhaps a spouse’s) lifetime. This
is the non-legacy camp. The other is where the account
holders have other assets and sources of income, where
they want to minimize required withdrawals and leave
as much of the accumulated balances for their kids or
grandchildren. We will focus on this second “legacy”
asset camp. As we have previously written, the original
SECURE Act removed the ability to stretch an inherited
IRA over one’s lifetime. We have also discussed that
IRA assets are not favorable dollars to leave to the next

generation because they are subject to both income tax
and potentially estate tax.
We also need to examine current tax rates. What
Mr. Slott knows is we are likely in the lowest tax rate
environment we will ever see again in our lifetimes.
With rising deficit spending and mounting national debt
($30T), it is unlikely taxes will be lower in the future than
they are today. You may be better off creating a strategy
to get dollars out of your IRAs now, paying taxes at
current rates, rather than allowing these accounts to
continue growing tax deferred and subjected to future
income and estate tax. We want to share three strategies
for you to consider:
• Roth conversions to eliminate the uncertainty of
future, higher tax bills
• Life insurance planning using ILIT’s (irrevocable life
insurance trusts) after the SECURE Act eliminated
the stretch IRA
• Charitable planning strategies using Qualified
Charitable Distributions (QCDs)
Roth conversions
Many people assume that when they distribute IRA
assets, the additional taxable income will push them
into higher, or even the highest (37%) marginal tax
bracket, or immediately subject them to AMT (alternative
minimum tax), also known as “bracket creeps.” They
fear being pushed into a higher bracket that could trigger
phaseouts, which limit or eliminate some types of tax
deductions, such as personal exemption and itemized
deductions. Fear not. Fine tuning one’s adjusted gross
income (AGI) as well as using up the balance of your
marginal tax bracket can go a long way to managing any
tax impact for a Roth Conversion. For example, let’s say
we have a married couple over age 59 ½ (to avoid an
extra 10% early withdrawal penalty) filing jointly, who
are in the 22% bracket. They would have a $94,600
spread between the bottom of the bracket and the top
of the bracket. Creating additional income from a Roth
conversion does not automatically escalate their tax rate.
Visit this page for a useful table:
https://assetstrategy.com/taxguide/
With your accountant, one should also familiarize
themselves with Schedule 1, part II, line 26, which
carries over to line 10 on the front page of your 1040. It
will help you better understand allowable adjustments to
income. https://www.irs.gov/pub/irs-pdf/f1040s1.pdf.
Converted Roth assets can grow tax free and future
Roth distributions will not be included in taxable income
or effect the taxation of Social Security distributions or
amount of Medicare premiums.
Life insurance planning using ILIT’s
One of the most efficient assets to leave heirs is life
insurance because the death benefits are tax free
(continued on page 3
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Domestic Stock
25%

International Stock
10%
Stable Value
15%

Sector
10%

Conservative
The Conservative Model seeks steady long-term growth of
capital with limited short-term volatility.

Fixed Income
40%

Domestic Stock
20%

International Stock
20%

Moderate
The Moderate Model seeks greater long-term growth than
the Conservative Model by taking prudent risks.

Stable Value
15%

Fixed Income
30%

International Stock
30%

Domestic Stock
30%

Sector
20%

Stable Value
10%
Fixed Income
10%

Venturesome
The Venturesome Model seeks maximum long-term growth
by accepting greater short-term volatility.
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