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OPPORTUNITIES IN A 

DOWNTURN

W
e obviously can’t pre-
dict a market down-
turn in advance, but we 

can certainly prepare for one.  
With the markets in a bit of 
a doldrums the past month, 
that preparation may come in 
handy in the fairly near future.

Whenever stocks go down, 
it opens up a surprising num-
ber of (usually temporary) 
planning opportunities for 
the alert investor.  Perhaps 
the most obvious is harvest-
ing losses; that is, selling po-
sitions that have gone down, 
booking a loss for tax pur-
poses, and then buying a sim-
ilar (but not identical) invest-
ment that is probably also on 
sale due to the bearish condi-
tions.  The investor retains an 
essentially equivalent market 
exposure, but now has a loss 
to offset gains or income (up 
to $3,000 of income) on next 
year’s tax return.

Another opportunity is a 
Roth conversion.  That means 
paying taxes on the value of 
the shares or cash moving 
from the IRA into a Roth to-
day, so that you won’t have to 
ever pay taxes on that money 
again.  You’ve probably read 
that if you expect to be in the 
same or lower tax bracket in 
the future than you are today, 
then a Roth doesn’t make tax 
sense.  But if you can make the 
conversion at lower valuations, 
then the tax bill is lower today 
than it would be if the money 
was taken out after the mar-
ket recovers.  And some of us 
believe that tax rates have no-
where to go but up.

People who are making an-
nual gifts to their children or 
heirs can get a little leverage 
in a market downturn.  Each 
of us can transfer $17,000 this 
year to others without paying a 
gift tax.  If you were to transfer 

investments that are tempo-
rarily undervalued, then that 
$17,000 in depressed ETFs 
could be a more valuable gift 
when the market recovers.

And finally, when some-
thing goes on sale, it’s often 
a buying opportunity.  For 
some reason, this is how peo-
ple think when retail or online 
stores offer discounted prices, 
but when stocks go on sale, 
most investors think sell rath-
er than buy.  But buying at de-
pressed prices is always a good 
strategy, long-term, for savvy 
investors.

Sources: 

https://www.irs.gov/businesses/small-busi-
nesses-self-employed/frequently-asked-ques-
tions-on-gift-taxes

https://www.irs.gov/businesses/small-businesses-self-employed/frequently-asked-questions-on-gift-taxes
https://www.irs.gov/businesses/small-businesses-self-employed/frequently-asked-questions-on-gift-taxes
https://www.irs.gov/businesses/small-businesses-self-employed/frequently-asked-questions-on-gift-taxes
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HEADS, 
I WAS GOOD

TAILS, 
MY LUCK WAS BAD

M
utual fund manag-
ers are paid to de-
liver value through 

their research and good 
judgment about the mar-
kets—never mind the fact 
that study after study has 
shown that most active 
managers tend to under-
perform over time.  A new 
research report published 
in September found that 
fund managers, in their 
shareholder communica-
tions, were more likely to 
attribute any performance 
above their benchmark 
to skill, and any perfor-
mance that lagged their 
benchmark, according 
to them, was the result of 
external factors beyond 

their control (bad luck).
The study had an ar-

tificial intelligence pro-
gram read through 15,434 
shareholder reports asso-
ciated with 1,969 unique 
funds.  The AI reported 
on the times when the 
fund manager attribut-
ed success or failure to 
‘internal factors’ (that is, 
decisions made by the 
fund manager and team) 
or ‘external factors’ (like 
market downturns or an 
adverse economic envi-
ronment).  

The result: taken al-
together, the research-
ers found that the fund 
managers were 59% 
likely to attribute good 

performance to internal 
factors, and 83% of the 
time they blamed under-
performance on external 
factors.  In other words, 
when their performance 
was good, they tended 
to attribute it to skill, but 
when their performance 
lagged the benchmark, 
they were overwhelm-
ingly blaming it on their 
lousy luck.

Sources: 

https://www.advisorperspectives.com/arti-
cles/2023/09/25/research-explain-underper-
formance-active-managers-larry-swedroe

https://deliverypdf.ssrn.com/delivery.php

https://www.advisorperspectives.com/articles/2023/09/25/research-explain-underperformance-active-managers-larry-swedroe
https://www.advisorperspectives.com/articles/2023/09/25/research-explain-underperformance-active-managers-larry-swedroe
https://www.advisorperspectives.com/articles/2023/09/25/research-explain-underperformance-active-managers-larry-swedroe
https://deliverypdf.ssrn.com/delivery.php?ID=869093085017086094008000026020028124105043091018012063007121113085024120088022081119042030001020040120035091017072069116088004043061013052034030125079020006116116111009082063127098123086098085020104124090003103012028102104067107127123103065066098081087&EXT=pdf&INDEX=TRUE
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THE 
LOOMING 
REVERT

N
obody is talking about 
the fact that the tax pro-
visions in the Tax Cuts 

& Jobs Act of 2017 are due to 
revert back, after December 
31, 2025, to what they had 
been in 2017—just 26 months 
from now.  But if and when 
that threshold is crossed, it 
could be a rude awakening 
for a number of taxpayers.

For example?  One of the 
most dramatic shifts would 
be the estate tax rates.  The 
federal estate tax exemption 
in 2017 was $5.49 million; 
that is, the first $5.49 mil-
lion that a taxpayer passed 
on to heirs would pass es-
tate-tax free.  Today, that 
exemption is a whopping 
$12.92 million; for married 
couples, the combined ex-
emption is $25.84 million.  
The ‘revert’ would bring ex-
emption down to something 

like $6.5 million—a third as 
high as currently.

The Tax Cuts & Jobs Act 
also doubled the standard 
deduction, which led to few-
er people going through the 
hassle of itemizing deduc-
tions.  The standard deduc-
tions for the 2017 tax year 
were $6,350 for single filers; 
$12,700 for people married 
filing jointly.  Today, the stan-
dard deduction is $13,850 for 
single filers; $27,700 for those 
filing jointly.

The tax table revert would 
generally put people in high-
er brackets; most Americans 
would pay 1-4 percent more 
in personal taxes under the 
old reverted-to tax tables 
than they are currently.

Yes, we still have two years 
(and two months) to prepare 
for this.  But anyone whose 
net worth is above the old 

estate tax threshold should 
start making plans now for 
how to get money out of the 
estate, and everybody should 
brace themselves for once 
again having to go through 
the chore of itemizing de-
ductions—unless Congress 
comes up with a new tax 
bill.  At that point, anything 
is possible.

Sources 

https://finance.yahoo.com/news/trump-era-tax-
cuts-set-160750197.html 

https://finance.yahoo.com/news/trump-era-tax-cuts-set-160750197.html
https://finance.yahoo.com/news/trump-era-tax-cuts-set-160750197.html
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T
he Congressional leadership re-
turned to some semblance of sanity 
and finally passed a bill to keep the 

U.S. government funded for another 
few weeks, and the markets breathed a 
sigh of relief.  But the third quarter was 
filled with drama, moderate losses and 
a lot of day-to-day volatility.  We are ex-
periencing the part of the investment 
roller-coaster that tests the stomachs of 
investors and tempts people to jump off 
at the wrong time.

The market losses in the first three 
months of year were spread fairly evenly 
across all sectors, but due to gains ear-
ly in the quarter, these were relatively 
modest, and most sectors are still up by 
healthy margins so far into the year.  The 
Wilshire 5000 Total Market Index—the 
broadest measure of U.S. stocks—lost 
0.17% in the third quarter, and is hold-
ing onto a 12.32% return for the year.  
The comparable Russell 3000 index is up 
12.39% so far this year.  

Looking at large cap stocks, the 
Wilshire 2500 index lost 0.14% last 
quarter, and is still up 12.60% for the 
year. the Russell 1000 large-cap index 
has gained 13.01% so far this year, while 
the widely-quoted S&P 500 index of 
large company stocks has gained 11.69% 
since January 1.   

Meanwhile, the Russell Midcap In-
dex is down 5.80% for the year.

As measured by the Russell 2000 
Small-Cap Index, investors are cling-
ing to a 2.54% gain over the past three 
quarters.  The technology-heavy Nasdaq 
Composite Index lost 4.12% in the third 
quarter, but is up 26.30% so far this year. 

Foreign markets moved in lock-
step with the U.S. lacked the early-year 
gains and thus are not as generous when 
looked at on a year-to-date basis.  The 
broad-based EAFE index of companies 
in developed foreign economies was 
down 4.57% in the third quarter, but still 
shows a 2.70% gain for 2023.  Emerging 
market stocks of less developed coun-
tries, as represented by the EAFE EM 
index, lost 1.29% in dollar terms in the 
third quarter, and are down 0.51% so far 
this year.  

Other diversifying asset classes are 
down this year.  The Wilshire U.S. REIT 
index posted a 1.84% loss in the third 
quarter of 2023, and its return so far this 
year stands at -2.01%.  The S&P GSCI 
index, which measures commodities re-
turns, has lost 1.32% of its value in the 
most recent nine months.  Utility stocks 
are down 20.47% so far this year.

Bond rates continue their upward 
trend.  30-year U.S. government bonds 
are yielding 4.87%; 10-year bonds are 
yielding 4.74% while, interestingly, 
2-year Treasuries are more generous 
at 5.12%, one-year government bonds 
are yielding 5.50% and 6-month securi-

ties are now yielding 5.58%.  Whenever 
shorter-term bonds are paying bond 
investors more than their longer-term 
counterparts, it is called a yield curve 
inversion.  Rarely will you see one as 
dramatic or long-lasting as this.

Municipal bonds look a bit more 
orderly at the moment but there is still 
inversion going on; 30-year and 10-year 
munis, on average, are yielding 4.47% 
and 3.49% respectively, but the inver-
sion can be seen in 2-year (3.69 and 
1-year (3.77%).

Whenever the markets start to show 
anything other than steady gains, the fi-
nancial press rushes in to try to explain 
it--and they usually start with logic and 
statistics when the obvious dynamic is 
mass psychology.  Many quick-twitch 
traders think that we are plunging to-
ward a recession--which may happen, 
but the numbers suggest that they’re 
pulling the trigger too soon.  This is ac-
tually normal; markets tend to experi-
ence downturns before a recession, and 
recover during it.

The traders can point to the yield 
curve inversion as evidence for an eco-
nomic decline, but of course we have 
had that signal flashing for more than 
a year and every quarter we see roughly 
average GDP gains.  The inflation rate is 
higher than the Fed ec0onomists would 
prefer, and some predict that the Fed 
will decree another rate increase.  But 
inflation is clearly moderating as the 
manufacturing sector finally works 
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Material discussed is meant for general informational purposes only and is not to be construed as tax, legal, or investment 
advice. Although the information has been gathered from sources believed to be reliable, please note that individual situations 
can vary. Therefore, the information should be relied upon only when coordinated with individual professional advice. This article 
was written by an independent third party. It is provided for informational and educational purposes only. The views and opinions 
expressed herein may not be those of Guardian Life Insurance Company of America (Guardian) or any of its subsidiaries or affiliates. Guardian 
does not verify and does not guarantee the accuracy or completeness of the information or opinions presented herein. Registered Representative 
and Financial Advisor of Park Avenue Securities LLC (PAS). OSJ: 5280 CARROLL CANYON ROAD, SUITE 300, SAN DIEGO CA, 92121, 619-6846400. Securities 
products and advisory services offered through PAS, member FINRA, SIPC. Financial Representative of The Guardian Life Insurance Company of America® 
(Guardian), New York, NY. PAS is a wholly owned subsidiary of Guardian. LIVING LEGACY FINANCIAL INSURANCE SERVICES LLC is not an affiliate or subsidiary of PAS 
or Guardian. Insurance products offered through WestPac Wealth Partners and Insurance Services, LLC, a DBA of WestPac Wealth Partners, LLC. CA Insurance License #
0F64319, AR Insurance License #9233390 | 2023-162581 Exp. 10/25 | This material is intended for general use. By providing this content Park Avenue Securities LLC and your 
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through the last of the supply mis-
matches triggered by the Covid pan-
demic.  Unemployment remains low; 
more people are working, and their 
wages are trending up.  Those are not 
signals of a weak or faltering economy.

There are undoubted signs of weak-
ness in the commercial real estate sector, 
where many companies have embraced 

remote work, and are questioning 
whether they really need to rent or lease 
office space that is largely no longer oc-
cupied.  But those leases are being grad-
ually unwinding, and nobody expects to 
see significant unwinding until some-
time in the middle of next year.

A recent poll of economists, who 
are the most sober readers of econom-

ic statistics found that 55% of them ex-
pect a mild recession next year--and 
that’s the lowest reading in a year.  For 
the moment, the quick-twitch traders 
seem to have the upper hand in dictat-
ing stock prices and returns, but their 
method of playing the market seldom 
wins in the end.

International indices:  https://www.msci.
com/real-time-index-data-search 

Commodities index data: 

https://www.spglobal.com/spdji/en/in-
dex-family/commodities/broad/#overview 

Utilities index:

https://www.spglobal.com/spdji/en/indices/
equity/sp-500-utilities-sector/#overview

Treasury market rates: http://www.
bloomberg.com/markets/rates-bonds/gov-
ernment-bonds/us/

Bond rates: 

http://www.bloomberg.com/markets/rates-
bonds/corporate-bonds/

https://www.blackrock.com/us/finan-
cial-professionals/insights/weekly-commen-
tary 

https://www.advisorperspectives.com/arti-
cles/2023/10/02/severe-crash-coming-us-of-
fice-properties-investors 

https://www.advisorperspectives.com/
articles/2023/10/01/wall-street-echoes-feds-
view-on-growth-higher-for-longer-rates 

Sources: 

Wilshire index data:  https://www.wilshire.com/
solutions/returns-calculator 

Russell index data: http://www.ftse.com/products/
indices/russell-us  

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

https://www.marketwatch.com/investing/index/
spx   

Nasdaq index data:

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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