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Pssst. Do you want to buy a sexy in-
vestment?

nity, and brokers themselves, are

paid handsomely to “take private
companies public,” which is another
way of saying “sell the shares that a
privately-held company has created”
to investors, usually making the com-
pany’s founders wealthy in the pro-
cess. For their sales activity, the bro-
kers and their firms will make roughly
seven percent of the total proceeds,
which, in the case of a $1 billion initial
public offering (IPO), would come
to $70 million. That’s on top of the
shares that the firm keeps for itself or
doles out to favored customers. Last
year, Goldman Sachs workers, top to
bottom, received bonuses (above their
salaries) averaging $404,000, and the
traders who sell IPOs were paid much
more for their sales activities.

When somebody is being paid to
recommend a particular investment,
there’s a good chance that it isn’t what
an objective observer would call the
best possible option. Brokers create a
mystique around the new shares, talk
up the sexy story of the firm’s start-
up phase and prospects, and collect
their commissions on the way out the
door. This is not a small business. Ac-

The Wall Street brokerage commu-

cording to statistics collected by re-
searchers at the University of Flori-
da, between calendar 2011 and 2022,
some 1,597 IPOs saw their shares sold
to the general public. An astonishing
72% of them were unprofitable at the
time of the sale, meaning that their
earnings per share were less than $0.

But how do the investors fare from
this arrangement? The U. of Florida
researchers have collected IPO return
data going back to 1980, looking at
the aggregate gains or losses of new
public companies with annual sales
ranging from under $10 million on
up to over $100 million, broken out
by size. They found that the average
first-day return for all IPOs—that is,
the change in share value after the end
of the first trading day of the stocks—
was a sexy indeed 18.9%. For one day.
The conclusion is that if you can get
your hands on an IPO and sell it lat-
er that afternoon, you can generally
make a nice tidy profit.

However, the IPOs turned out not
to be great long-term investments.
After three years, including dividends
and capital gains, 9,089 IPOs in aggre-
gate posted returns that were 18.7%
lower than the market overall. There
were obviously some discrepancies in
the returns based on size; the small-

IPO PERFORMANCE
DEMYSTIFIED

est new offerings underperformed
by 47.4% (under $10 million in rev-
enues) and 38.1% ($10-$20 million)
respectively, while IPOs of firms with
over $500 million in revenues under-
performed by just 3%. These returns
would not be considered even mod-
erately attractive.

Of course, Wall Street brokers are
not likely to disclose these gloomy
statistics when they’re telling poten-
tial investors that the sparkling new
IPO could be the next Apple Comput-
er, Microsoft or Netflix. In the mar-
ket environment we live in, investors
have to protect themselves from bad
advice, and the IPO data suggests
that bad investment advice typically
doesn’t come cheap.

Sources:

https://www.cnn.com/2022/02/02/investing/
bonuses-compensation-wall-street-banks/index.
html

https://site.warrington.ufl.edu/ritter/files/
IPO-Statistics.pdf
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he current uncertainty in

the banking industry has fa-

mously caused some depos-
itors to pull their money from
their lending institution, even
though their money is insured
up to $250,000 per account. But
many custodians and brokerage
firms also have lending arms. If
they run into trouble, it’s fair to
ask whether brokerage accounts
are protected.

The short answer is yes—up
to a point. The banking assets
are protected by the Federal
Deposit Insurance Corporation
(FDIC), while brokerage assets
are comparably protected by the
Securities Investor Protection
Corporation (SIPC). SIPC’s
coverage limits are twice as high
as the FDIC’s—up to $500,000
per securities account.

When does the protection
kick in? If a custodian becomes
insolvent, then SIPC will ask
the court system to appoint a
trustee to liquidate the firm. In

most cases, however, investors
will recoup their investments
because the government will
broker the sale of the custodi-
an or broker-dealer to another
party, which will take over cus-
tody of the accounts and render
them stable again. In addition,
brokerage firms are required
to keep customer funds in ac-
counts separate from their own,
which serves as a backup check
and balance against insolvency
losses.

As a result, if someone has
more than $500,000 in one
brokerage account, chances are
high that they won’t lose any
money even if the custodian or
brokerage firm is forced into
liquidation. However, if the
firm is unable to self-liquidate
or there are no buyers on the
horizon, then SIPC will be the
guarantor of last resort.

Note that SIPC insurance
doesn’t provide protection
against investment losses, or

losses due to account hacking.
And it is irrelevant to claims
against bad or inappropriate
investment advice, which are
typically handled through arbi-
tration proceedings. The FIN-
RA arbitration system, which
handles such claims against
brokers, generally hears more
than 3,500 complaints against
brokerage representatives every
year, including 4,998 in 2021.
The message there is that inves-
tors should fear bad or predato-
ry advice from brokers far more
than custodial insolvency.

Sources

https://www.bankrate.com/investing/sipc-insur-
ance/

https://www.nerdwallet.com/article/investing/
sipc-insurance-what-it-does-and-does-not-pro-
tect

https://www.finra.org/arbitration-mediation/
dispute-resolution-statistics
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ou probably know that the
YBiden Administration’s

student loan forgiveness
plan has been tied up in the
courts for months, due to a
lawsuit by the state of Missou-
ri and two private individuals.
Legal scholars are somewhat
perplexed, since none of these
parties has claimed a direct in-
jury (the individuals seem to
believe that they wouldn't get as
much money as theyd like), but
nonetheless the Supreme Court
agreed to hear the case, and a
ruling is likely to be against for-
giving college-related loan ob-
ligations.

The forgiveness plan, if al-
lowed to go forward, would
cancel up to $10,000 in stu-
dent debt for single borrowers
earning less than $125,000;
$250,000 for married house-
holds. Borrowers who re-
ceived low-income Pell Grants
would be eligible for an addi-
tional $10,000, for a combined

$20,000 in loan forgiveness.

Meanwhile, there is a mor-
atorium on government stu-
dent loan payments that has
continued since 2020, and this
also means that interest is not
accruing on the debt. The De-
partment of Education says
that payments will resume 60
days after the Supreme Court
issues its ruling; if there is no
ruling, then payments will re-
sume in late August.

What to do? Since payments
and interest are still suspended
until the ruling, people who are
eligible for debt relief, who owe
less than $10,000 (or $20,000,
if applicable) risk nothing by
waiting to see what happens.
If the Biden Administration
wins the case, there is no rea-
son to pay down debt that may
ultimately be forgiven. People
who owe more than the eligible
amounts, or are not eligible for
forgiveness, could pay down
their debt while interest is not
accruing.

The moratorium gave many
recent graduates who were liv-
ing under crushing amounts
of debt to get themselves on a
sound financial footing, and
the result has been a surge in
home buying, new births, re-
tirement savings and new busi-
ness formation. Economists
have calculated that every 1%
of student debt correlates with
a 3.7% decrease in household
spending; when the moratori-
um ends, and there is no debt
relief, the impact will ripple
through the economy, and
could add to the possibilities
of recession.

Sources

https://www.advisorperspectives.com/arti-
cles/2023/03/28/the-supreme-court-may-quash-
bidens-student-loan-forgiveness-heres-what-
borrowers-should-do
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here’s a persistent misnomer in the
minds of some financial consumers

that charitable giving can actually
benefit the giver from a tax standpoint,
if the gifts are carefully structured to
avoid capital gains taxes and generate
tax write-offs. But in fact there are no
clever strategies which make it profit-
able to give away money or assets.

However, there are ways to make
gifts and donations less expensive on an
after-tax basis, which means that people
can be more generous to their charity,
church or educational institution by
leveraging the tax code a bit. The sim-
plest tax-advantaged giving strategy is
to give appreciated stock, real estate or
other assets from a taxable account (not
a traditional or Roth IRA) instead of
writing a check. This allows the donor
to transfer the full value of the assets
without ever having to pay capital gains
taxes on the amount of appreciation.
Their donation can be up to 20% higher
than a cash donation, and yet come out
equally on an after-tax basis.

Donors can also, of course, claim a
tax write-off on their charitable contri-
butions. For appreciated assets, this is
generally limited to 30% of their adjust-
ed gross income. A more serious write-
off obstacle is the high standard de-
duction: currently $27,700 for married
couples filing jointly. If the donation
plus other deductions doesn’t exceed

that threshold, it makes more sense to
simply claim the standard deduction—
which means there is no tax benefit (or
write-off) from the amount given.

The solution? A savvy donor could
bunch multiple years of contributions
into one year, putting a larger contri-
bution into a donor-advised fund. This
pushes the contribution in the current
year beyond the standard deduction, re-
covering the tax write-off by itemizing
deductions, and then the donor could
make his or her usual annual charitable
gifts from the donor-advised fund.

Another tax-aware giving strategy
for people who are taking required
minimum distributions (RMDs) from
their IRAs is to make use of qualified
charitable distributions (QCDs). Indi-
viduals age 70 1/2 or older can have up
to $100,000 per year go directly out of
their IRA to a charitable organization,
which would satisfy the RMD require-
ment, and never have to pay taxes on
the distribution.

And then, of course, there are a va-
riety of trust vehicles which offer tax
advantages. Donating to a charitable
lead trust provides income payments to
a charity for a fixed term of years, and
when the donor dies, whatever is left in
the trust will be passed on to the heirs.
This can be structured to generate an
initial write-off or to eliminate estate
taxes on the inheritance.

TAX-SMART
CHARITABLE GIVING

If the donation is made to a chari-
table remainder trust, there is an im-
mediate tax write-off, and the trust
will provide income to the donor for a
fixed period of time or life, and upon
death the remaining assets will go to
the charity of the donor’s choice. The
amount of the write-off is determined
by the size of the income the donor re-
ceives. Charitable gift annuities work
in a similar fashion; there is an up-front
tax deduction and a lifetime stream of
income payments flowing back to the
donor until death, at which point the
charity takes full possession of the re-
maining assets.

The simple point here is that the U.S.
tax code encourages and even helps
leverage charitable activities, even if it
doesn’t go so far as to make them prof-
itable. Tax-smart donors can give more,
and have more impact.

Sources:

https://www.advisorperspectives.com/arti-
cles/2023/03/29/12-tax-smart-charitable-giv-
ing-tips-for-2023

https://www.cnbc.com/2022/12/23/how-to-max-
imize-your-tax-deduction-for-charitable-dona-
tions.html

https://www.kiplinger.com/article/taxes/t054-
c032-s015-5-charitable-options-that-can-save-
you-on-taxes.html
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Were last year’s market losses an illu-
sion? We've now experienced two consec-
utive quarters of healthy market gains, the
long-predicted recession hasn't materialized
despite rising interest rates and the Fed
reducing its balance sheet--and oil prices
have stabilized. So why are investors still
so worried?

The market gains in the first three
months of the year were spread fairly evenly
across all sectors. The Wilshire 5000 Total
Market Index—the broadest measure of
U.S. stocks—gained 7.26% in the first quar-
ter. The comparable Russell 3000 index is
up 7.18% so far this year.

Looking at large cap stocks, the Wilshire
U.S. 2500 Large Cap index is up 7.40% in
the first quarter. The Russell 1000 large-
cap index has gained 7.46% so far this year,
while the widely-quoted S&P 500 index of
large company stocks gained 7.03% during
the year’s first quarter.

Meanwhile, the Russell Midcap Index is
up 4.06% in the first quarter.

As measured by the Wilshire U.S. Small-
Cap index, investors in smaller companies
received a 4.02% gain for the most recent
quarter. The comparable Russell 2000
Small-Cap Index posted a 2.74% gain
over the past three months. The technol-
ogy-heavy Nasdaq Composite Index, the
biggest loser in 2022, came roaring back in
the first quarter, posting a 16.77% return.

Foreign markets moved in lock-step
with the U.S. The broad-based EAFE index
of companies in developed foreign econo-
mies gained 7.65% in the first quarter of
2023. In aggregate, European stocks were

up 7.95% in the past three months, while
EAFE’s Far East Index delivered a positive
7.08% performance. Emerging market
stocks of less developed countries, as rep-
resented by the EAFE EM index, gained
3.54% in dollar terms in the first quarter.

Despite the rise in interest rates (and
higher loan costs), real estate securities
produced decent returns. The Wilshire U.S.
REIT index posted a 3.25% gain in the first
quarter of 2023. However, other alterna-
tive parts of a diversified portfolio were not
so fortunate. The S&P GSCI index, which
measures commodities returns, lost 5.91%
of its value in the most recent three months.
Utility stocks posted a 4.94% loss in the first
quarter.

Bond rates rose dramatically last year,
but that trend seems to have moderated.
30-year U.S. government bond yields are
down slightly, from 3.96% at the end of last
year to 3.65% currently. 10-year bonds are
yielding 3.47% while, interestingly, 5-year
government securities are yielding a higher
3.57%, 2-year Treasuries are yielding 4.03%,
one-year government bonds are yielding
4.59% and 6-month securities are now
yielding 4.86%. Whenever shorter-term
bonds are paying bond investors more than
their longer-term counterparts, it is called
ayield curve inversion. Rarely will you see
one as dramatic as this.

Municipal bonds are a bit less chaotic
at the moment but there is still inversion

going on; 30-year munis, on average, are
yielding 3.38%, but the inversion can be
seen in 10-year (2.28%), 5-year (2.23%),
2-year (2.41%) and 1-year (2.47%).

So... What about that recession that ev-
erybody keeps predicting? Are banks safe

anymore? Will the war in Ukraine jump the
borders and lead to something more dan-
gerous? When will inflation finally mod-
erate? Behind the nice returns, it’s possible
to find a world of uncertainty, and the nar-
rative threads are undeniably complicated.

Start with the banking sector, where the
run on assets at Silicon Valley Bank was fol-
lowed by problems at Signature Bank, First
Republic Bank, Zions Bank and Credit Su-
isse. This narrative is actually pretty simple;
many lending institutions were sitting on
unprecedented amounts of deposits due to
the Fed’s response to the Covid pandemic,
and some of them parked that extra money
in bonds. Since they weren’t getting paid
on short-term securities, they bought into
the longer maturities, and then suddenly
rates went up and their bond investments
dropped in value. The Federal Reserve
Board has taken extraordinary measure to
make sure banks have access to capital when
they need it, and all depositors are insured
up to $250,000 per account. You may read
about other banks with troubled balance
sheets, but it appears that this is not the re-
cession trigger that it was once feared to be.

One might think that banking woes
would have zero impact on the inflation
rate, but in fact the two are connected. In-
flation is running at a 5.4% rate over the past
year, and seemed to gain steam in January.
These across-the-board price increases are
well above the 2% rate that the U.S. central
bank is targeting. In response, the Fed was
expected to raise its lending window rate by
half a percent, but decided, in light of the
banking issues, to moderate the raise and
in effect cut it in half. Its effort to fight in-
flation may be put on hold until the banking
issues are straightened out.

continued to the next page
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Meanwhile, the 3.4% unemployment
rate is the lowest we've seen since 1969. La-
bor markets are so tight that there are two
jobs available for every unemployed work-
er right now--and workers are demand-
ing, and receiving, salary increases. This
dynamic will push up inflation by raising
production costs.

Finally, market watchers have noted the
disparity between the Nasdaq returns and
the market as a whole. Probing further, it
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the U.S. indices are the result of a small
number of stocks--Nvidia, Meta (Face-
book), Tesla, Warner Brothers Discovery
and Advanced Micro Devices--showing
outsized gains of between 50% and 87%.
Most of the rest of the market is actually
about even (zero gains, zero losses) for the
first quarter of the year.

What does this mean? The future is
always unknown, but the view ahead to-
day is unusually cloudy. Even so, the first

lesson. Economists have been predicting a
recession for half a year now, and anyone
who believed that those people with Ph.Ds
on their resume possessed working crystal
balls, and jumped out of the markets, would
have missed two quarters of nice returns.
Long-term investors who don’t jump at ev-
ery prediction took their gains to the bank.

has been noted that most of the gains posed ~ quarter of the year might contain a hidden

Sources:

International indices: https://www.msci. Bond rates:

com/real-time-index-data-search

Wilshire index data: https://www.wilshire.com/
solutions/returns-calculator
http://www.bloomberg.com/markets/rates-

Commodities index data: bonds/corporate-bonds/

Russell index data: http://www.ftse.com/products/

indices/russell-us
https://www.spglobal.com/spdji/en/in-

dex-family/commodities/broad/#overview

https://www.advisorperspectives.com/arti-
cles/2023/03/27/first-quarter-2023-econom-
ic-review-and-forecast
https://apnews.com/article/
inflation-federal-reserve-sys-
tem-united-states-economy-busi-
ness-23627cbd23d4f142b077d856f1f38fad
https://www.advisorperspectives.com/arti-
cles/2023/03/31/this-stock-market-splash-
has-a-disturbing-undertow

S&P index data: https://www.spglobal.com/spdji/
en/indices/equity/sp-500/#overview

Utilities index:
https://www.marketwatch.com/investing/index/
spx https://www.spglobal.com/spdji/en/indices/
equity/sp-500-utilities-sector/#overview
Nasdaq index data:
Treasury market rates: http://www.
bloomberg.com/markets/rates-bonds/gov-
ernment-bonds/us/

https://www.morningstar.com/indexes/xnas/@
cco/performance

Past performance is not a guarantee of future results. Indices are unmanaged and one cannot invest directly in an index. All investments contain risk and may lose
value. Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit and inflation risk. Equities may decline in value due to
both real and perceived general market, economic and industry conditions. Investing in securities of smaller companies tends to be more volatile and less liquid than
securities of larger companies. Investing in foreign securities may involve heightened risk including currency fluctuations, less liquid trading markets, greater price
volatility, political and economic instability, less publicly available information and changes in tax or currency laws. Such risks are enhanced in emerging markets.
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