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Happy Summer!  We hope this commentary finds you and your loved ones well as we enter the 
second half of 2023. We recently marked the end of an eventful first half of the year, with the 
Nasdaq Composite leading the way with a surge of 31.7%. This impressive performance makes 
it the Nasdaq's best first half since 1983. This is truly a remarkable rally after a 33.1% decline 
last year.  The S&P 500 and Dow Jones Industrial Average also performed well in the first half 
of the year. The S&P recorded a 15.9% increase, marking its best first half since 2019, while the 
Dow climbed 3.8%.

In addition to concerns over inflation earlier in the year, interest rates climbed to their highest 
level in 16 years within just 10 months. These elevated rates caused three regional banks 
to buckle in March and one in May. However, technology stocks, typically sensitive to 
borrowing costs, have remained resilient. Notably, Apple's market capitalization surpassed 
$3 trillion, making it the first publicly traded company to achieve this milestone. The continued strength of stocks in 
the face of rising interest rates is certainly cause for celebration.

The positive news doesn't end there. The annual inflation rate in 
the United States has declined from its peak of 9.1% in June of 
the previous year to a more manageable 3%, just slightly above 
the Federal Reserve's target of 2%. Core inflation, which excludes 
volatile food and energy prices, still remains higher at 4.8%, indicating 
persistent inflationary trends. This could lead the Federal Reserve to 
continue raising interest rates throughout the remainder of the year.

Most economists anticipate a downward trend in inflation, suggesting 
that the Federal Reserve is close to accomplishing its mission.  It is now 
apparent to many that the inflation shock is over, confirming that the 
inflation spike experienced in the United States was, for the most part, 
transitory.  It is evident that disruptions in supply chains, and changes in 
spending patterns due to the COVID-19 pandemic played a substantial 

role in rising costs. Furthermore, a global economic recovery and Russia's invasion of Ukraine heightened energy prices, 
adding to the existing fear premium.

Many of these contributing factors are now diminishing, which explains the decrease in inflation. The spike in spending 
on goods during the pandemic, as people were confined to their homes, drove goods inflation to as high as 14% in 
March 2022. Since then, as spending shifted back to services like travel and dining out, goods inflation has been steadily 
declining, with prices even turning negative, falling by nearly 1% year over year.

Currently, the increase in the cost of services accounts for almost all inflation, with services experiencing a 6.2% rise 
over the past 12 months. However, this is a decline from the peak of 7.3% seen in February.

While inflation remains uneven across various sectors, consumers will still notice elevated prices in areas such as rent, 
groceries, and restaurant meals, even as overall inflation eases. New car prices, which spiked during the pandemic, have 
seen the annual rate of inflation drop to around 4%.

The majority of our expectations for the first half of the year were met. Inflation showed signs of easing, US economic 
growth experienced a slowdown, the Federal Reserve's rate-hike cycle neared its potential conclusion, and the US 
government successfully resolved the debt ceiling standoff, averting a possible default.
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We were somewhat taken by surprise, however, at the 
strength displayed by the broader stock market. Initially, 
we anticipated a challenging first half, followed by a more 
positive second half. The unexpected robust performance 
was primarily driven by a few mega-cap stocks.

 
 
 

Higher interest rates would generally be expected to 
negatively impact tech companies. However, a select few 
tech shares have defied expectations and accounted for the 
majority of this year's market gains, even in the face of 
higher rates.

Remarkably, the seven largest tech companies in the S&P 
500 have witnessed an average increase of 86% year to 
date. In stark contrast, the remaining 493 companies in 
the index have experienced minimal movement. Solid 
and reliable blue-chip stocks outside 
the tech sector have largely remained 
stagnant. This raises the question 
of why these fundamentally sound 
companies are being overlooked, while 
tech stocks continue to surge. The 
availability of alternative investment 
options cannot be blamed, as there are 
5% Treasury bills and enticing money market yields.

In the fixed income market, returns remained positive 
across various asset classes until early June. This positive 
trend was observed in short-term Treasuries as well as 
high-yield corporate bonds. Moving forward into the 
second half, we generally anticipate similar favorable 
results. We continue to find international stocks attractive, 
supported by more favorable valuations and faster 
earnings growth. 

Despite these positive developments, we must 
acknowledge that challenges still lie ahead. The US  
stock market remains susceptible to bouts of volatility or 
weakness, which can be attributed to ongoing uncertainty 
surrounding Federal Reserve policies, weaker corporate 
earnings, potentially overheated investor sentiment, and 
the looming risk of the "rolling" recession transitioning 
into a full-fledged economic downturn. 

However, there is reason to be optimistic about the 
prospects of the second half of the year. There is no 
inherent obstacle preventing the US economy and the US 
stock market from flourishing during rate-hike cycles. 
The behavior of the market is primarily influenced by the 

magnitude and pace of rate hikes.

In the previous year, both of these driving forces worked 
against us. The Federal Reserve was urgently attempting 
to catch up with inflation, resulting in an unprecedented 
rate-hike pace from March to December. Consequently, 
markets were in a constant state of readjustment and 
repricing. In looking ahead to 2023, we observe a more 
thoughtful Federal Reserve that relies on data, leading 
to a significant reduction in the magnitude of rate hikes. 
Furthermore, the pace of rate hikes is expected to slow 
down considerably.

Since the end of May, the market recovery has been 
expanding, encompassing all segments of the US stock 
market. This phenomenon is not unusual. During the 
initial six to nine months of a cyclical bull recovery 
period, the performance of the market can appear 
distorted. However, for the recovery to sustain itself, it 
is crucial for it to broaden and involve more participants. 
Fortunately, this broadening is now becoming evident, 
paving the way for diligent stock-pickers to find 
opportunities.

In addition to this positive development, the resilience 
of the US economy, the passing of the trough quarter for 
corporate earnings, and the gradual moderation of inflation 
all indicate that the market can continue its forward 
momentum at a steady and consistent pace throughout the 
second half of the year.

Equities appear to be more influenced by 
long-term earnings projections rather than the 
current rate cycle. This raises the question of 
where earnings are headed. It is expected that 
earnings will reach their lowest point in the 
third quarter before experiencing a recovery 
in 2024. If this projection holds true, the 

valuation expansion observed since the market's low in 
October, which saw the price-to-earnings ratio rise from 
15.3x to 19.5x, is justified and can continue. In fact, it 
could lead to a meaningful multiple expansion based on 
next year's earnings forecast, potentially driving the S&P 
500 to new all-time highs.

 

Of course, predictions in the near term are never a 
certainty. Therefore, an important part of the process is 
to ensure that your investment allocation currently meets 
your level of risk tolerance and your individual goals. 
This is a great time to review your financial plan and 
adjust expectations. We strongly encourage you to take 
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When it comes to financial planning and securing a comfortable future, few 
strategies are as powerful as starting a Roth IRA at an early age. A Roth IRA 
(Individual Retirement Account) is a tax-advantaged investment vehicle 
designed to help individuals save for retirement. By contributing to a Roth 
IRA from a young age, you can unlock a range of benefits and help set 
yourself up for long-term financial security. In this article, we will explore 
the significance of initiating a Roth IRA at an early stage of your life and how 
it can shape your financial future.

1.  Tax-Free Growth and Withdrawals: One of the primary advantages of a 
Roth IRA is the potential for tax-free growth and withdrawals. Contributions 
to a Roth IRA are made with after-tax dollars, meaning you've already paid 
taxes on the money you invest. As a result, your contributions can grow tax-free over time, and when you make qualified 
withdrawals in retirement, as long as you are over 59 ½ and the account has been opened for 5 years, you won't owe any 
taxes on the earnings. By starting early, you give your investments more time to compound and potentially grow into a 
substantial nest egg.

The information set forth regarding investments was obtained from sources that we believe reliable but we do not guarantee its accuracy or 
completeness. Neither the information nor opinion expressed constitutes a solicitation by us of the purchase or sale of any securities. Past 
performance does not guarantee future results.

advantage of all that our Firm’s resources can bring to bear 
for you, which should help you to face the uncertain future 
with confidence.

As always, please feel free to reach out to our team so 
that we can review your specific personal situation, and 
ensure that your portfolio is constructed appropriately. We 
appreciate the opportunity to serve you and your financial 

needs, and appreciate the continued trust and confidence 
that you have placed in us as your financial partners.

Sources: Index returns, Interest rates - CNBC; Inflation data - Yahoo Finance; Market outlook - Charles Scwab; PE Ratio - Fidelity Investments
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New Sparta Office Opening

On June 15th, we had a beautiful day for the opening of our new Sparta office at 47 Main Street. Guests admired the 
various art pieces and art deco inspired design elements as they strolled throughout the space. The outdoor patio offered 
the ideal setting to gather and enjoy the refreshments catered by Perona Farms and music provided by Michael Rice.

We thank everyone who joined us in the celebration.
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2.  Flexibility and Accessibility: Roth IRAs offer unparalleled flexibility and accessibility, especially for young 
investors. Unlike Traditional IRAs, Roth IRAs do not impose mandatory withdrawals at a certain age, allowing you 
to leave your money invested for as long as you desire. Additionally, you can withdraw your contributions (but not 
earnings) penalty-free at any time, even before retirement. This flexibility makes a Roth IRA an excellent option for 
funding major life events, such as buying a first home or pursuing higher education.

3.  Long-Term Savings and Compound Interest: The power of compound interest cannot be overstated. By starting a 
Roth IRA at an early age, you give your investments the advantage of time, allowing them to benefit from compounding 
over many decades. Compounding occurs when the gains on your investment generate additional gains, which then 
generate further gains, creating a snowball effect. The earlier you start, the longer your money has to compound, 
potentially leading to substantial wealth accumulation over time.

4.  Diversification and Investment Options: A Roth IRA provides an opportunity to diversify your investment portfolio 
and explore various asset classes. Within a Roth IRA, you can invest in a wide range of options, such as stocks, bonds, 
mutual funds, exchange-traded funds (ETFs), and even real estate investment trusts (REITs). By starting early, you can 
afford to take more risks and allocate a portion of your portfolio to potentially high-growth investments, which may yield 
significant returns in the long run.

5.  Future Tax Benefits: Starting a Roth IRA early in your life can also shield you from potential future tax increases. 
As governments face fiscal challenges, tax rates may rise over time. By investing in a Roth IRA, you lock in your tax 
liability at the time of contribution. When you make qualified withdrawals in retirement, you won't owe taxes on the 
earnings, regardless of any tax rate hikes that may have occurred in the interim.

My parents did not have in-depth knowledge 
of how money works. As a father of three, 
one of my objectives is to instill good 
financial habits from an early age.  My oldest 
is a sophomore in high school and works 
part-time at a restaurant. The illustration to 
the right* is the road map that my daughter 
and I have developed for her financial future, 
that includes making contributions to a Roth 
IRA, now that she is receiving income.

We understand that adjustments will be made 
as a result of life events where contributions 
may be higher (peak earning years, 
monetary gifts, etc.) or lower (college years, 
unemployment, etc.), but the foundation is 
laid. It’s important to note that anyone can contribute to a child’s Roth IRA, as long as they don’t exceed the amount of 
the child’s earned income, and the contribution limits set by the IRS. I have committed to providing subsidies while my 
daughter is young to help her meet this conservative annual contribution. I'll do the same with my two sons when they're 
old enough to start working. As a parent, this is an additional means to provide financial security for 
my family—one with a long-standing effect.

Starting a Roth IRA at an early age can be a proactive step toward securing your financial 
future. The power of tax-free growth, flexibility, long-term savings through compound interest, 
diversification, and future tax benefits cannot be overlooked. As with anything else, however, it is 
important to evaluate how this type of account may fit into your overall financial plan. There are 
income eligibility limits, contribution limits, and other important factors to consider. We welcome the 
opportunity to work with you and your tax preparer to determine how your family may be able to take 
advantage of these benefits and let time work in your favor to build a prosperous future.

* Calculator assumes your return is compounded annually with contributions made at the beginning of the year. Scenario is 
hypothetical, for illustrative purposes only, and is not intended to provide investment or tax advice. Balances do not reflect the 
deduction of fees. Rates of return cannot be predicted with certainty and actual rates of return can vary over time; including the 
potential for loss.  Source: https://www.360financialliteracy.org/Calculators/Roth-IRA-Calculator
Tax laws and regulations are complex and subject to change, which can materially impact investment results. You should consult your tax 
professional before engaging in any transaction. 

Joe Daly
Wealth Advisor


