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f you donate money to somebody in
need, you can write off that gift on your

tax returns, right?

Would that the charitable contribu-
tion laws were that simple. The actual
rules say that you can itemize your char-
itable donations on Schedule A of IRS
Form 1040. But (and these are enormous
‘buts’) only if you're giving to a registered
charitable organization, and only if that
contribution plus your other deductions
exceeds the standard deduction ($13,850
for single filers; $27,770 for joint filers).
If, say, your donation plus other deduc-
tions come to less than the standard de-
duction, then it may be better, tax-wise, to
simply take the standard deduction, and
get no tax benefits for your contribution.

One simple way to overcome this
standard deduction hurdle is to make five
years’ (or more) worth of charitable con-
tributions to a charitable trust, take the
larger (5 years’ worth) deduction in the
current year, and overcome the standard
deduction limit. Then the actual dona-
tions can be made out of the charitable
trust on a yearly basis.

There are other complications as well.
If you donated to a registered 501(c)(3)
charitable organization, you are allowed
to deduct no more than 60% of your ad-
justed gross income in any one year. If you
contribute investment securities, property
or things like artwork instead of cash, the
amount of the donation should be report-
ed as the fair market value of what you do-

nated at the time it passed to the charity.
There may be an extra benefit if the item
that is contributed has appreciated in val-
ue; by giving it away (think: stock that has
risen in value), the donor avoids having to
pay capital gains that would otherwise be
owed then the item is sold.

If the donation was made to certain
private foundations or fraternal societies,
then the tax write-oft is subject to a lim-
it of 30% of your adjusted gross income.
The Internal Revenue Service has creat-
ed a search tool that lets you determine
which organizations qualify for which
sorts of tax exemptions: https://www.irs.
gov/charities-non-profits/tax-exempt-or-
ganization-search.

Many donors prefer to create trusts
that will offer more complicated gifting
strategies, which create a combination of
a tax write-off and either future income
or the reduction of estate taxes for their
heirs. The list includes charitable gift an-
nuities where the donor would make an
irrevocable gift of cash or securities to a
nonprofit in exchange for a fixed income
payment for a set term, or for life. (Think:
a retirement income stream.) Charitable
remainder annuity trusts work similar-
ly; the donor contributes cash or securi-
ties, and receives a fixed income that is
calculated as a percentage of the assets
in the trust at the time of the donation.
Donations to a charitable remainder uni-
trust would result in the donor receiving
a fixed percentage of the trust’s assets,
recalculated each year. Pooled income
funds work similarly.
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In each of these cases, when the term
is up or the donor dies, then remaining
amount in the trust goes to the charita-
ble organization. And the up-front tax
deduction is calculated based on the
amount donated and the net present val-
ue of the expected income that the donor
would receive. It could be very low if the
donor opts to receive significant income
from the trust.

Charitable lead trusts work kind of in
the opposite way. The gift goes into the
trust, and the designated nonprofit would
receive an income stream from the invest-
ments in the trust. Often, the heirs are
listed as the beneficiaries, and when the
donor dies, the trust assets would then
pass to the heirs either free or nearly-free
of estate taxes. (These vehicles have be-
come a bit less attractive now that the
estate and gift tax exemption is nearly
$13 million for individuals, $26 million
for couples, making estate taxes less of a
problem for most Americans.)

Yes, one would think that giving gen-
erously would be less complicated. But
that means one does not understand that
we have a tax code that is currently (in-
cluding regulations and IRS guidance)
about 75,000 pages long.

Sources:

https://www.nerdwallet.com/article/taxes/
tax-deductible-donations-charity

https://www.irs.gov/charities-non-profits/
charitable-organizations/charitable-contribu-
tion-deductions

https://resources.freewill.com/types-of-
planned-gifts
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e never recommend that
Wyou watch the market

movements on a daily
basis, because it’s one of the few
certain recipes for heartburn.
But if you cheated and peeked
this past week, you would have
experienced a micro-version of
what the markets do over a pe-
riod of months or years; that is,
they fluctuate up and down in
unpredictable ways, comparable
to riding a roller coaster.

The emotional experience
is predictable. The week start-
ed with the S&P 500 at around
4210, and then, during the
first day, it briefly rose to 4255.
(Yay!) By the end of the day, it
had dropped a bit (Boo!), but
on Tuesday it was back up to
the previous day’s peak. (Yay!)
Then there was a bumpy decline,
with smaller gyrations that brief-
ly took the index down to 4106
(Boo!), before a brief recovery
before Friday’s close. (Yay?)

If you were looking at the
more comprehensive charts
(you can find an easily acces-
sible one here: Chart History;,
you might have noticed that, in
the past year (’52 weeks’ as the
charts tell it), the index has been
as high as 4607 and as low as
3698. This is what profession-
al investors call ‘white noise, or
what Shakespeare once called
(in Macbeth): “Sound and fury,
signifying nothing.”

Nothing? The reason most
professional advisors recom-
mend that investors avoid
watching the market’s short-
term swings is that it has been
proven, irrefutably, that there
is no actionable information in
these up and down events. Mar-
ket sentiment moves back and
forth in (as far as we can tell)
essentially random ways, while
long-term historical trends are
positive and impossible to spot
on a daily or weekly basis. If

THE BUMPY PART
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you were to look at the ‘max’
chart on the movements of the
S&P 500, you would see the
long-term upward movement,
which has persisted through
world wars, Presidential assas-
sinations (and one resignation),
multiple economic recessions
and more negative, scary head-
lines than any of us could count.

And remember, the charts
don’t count the shareholder
dividends that the stocks were
giving to their investors during
those time periods.

If you're still into heartburn,
you might have noticed that the
markets are recovering today.
(Yay!) But don’t worry, if you
keep watching, then there will
be plenty of days to make you
worry unnecessarily.
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Market Update

Asset class returns declined broadly
for the third consecutive month in
October.

Treasury yields continued to
climb and put pressure on both eq-
uity and fixed income assets as the
10-year yield reached 5% for the first
time since 2007. In addition, a tepid
start to the corporate earnings season
combined with geopolitical uncer-
tainty exacerbated risk aversion for
many investors during the month.

o Domestic large-cap stocks (S&P
500 Index) outperformed small-
cap stocks (Russell 2000 Index)
by a wide margin, returning
-2.1% and -6.8% respectively, as
mega-cap technology stocks out-
performed.

« Bonds declined for six consec-
utive months for the first time
since inception of the Aggregate
Index in 1976'. Bonds fell -1.6%
for the month of October.

o Non-U.S. Developed (MSCI
EAFE Index) and Emerging
Markets equities (MSCI EM In-
dex) underperformed U.S. large
cap stocks, falling -4.1% and
-3.9%, respectively. Expectations
for slower economic growth in

Europe and the ailing property
sector in China weighed on non-
U.S. stocks.
Domestic and non-U.S. Developed
equity returns remain positive year-
to-date, but performance has de-

clined meaningfully since the July
highs.

U.S. Stocks

Growth-oriented, large-cap stocks

have led the way year-to-date.
Several factors have driven out-

performance for large-cap core and
growth stocks relative to other do-
mestic equity categories this year:

« Larger stocks overall can cushion
the equity portion of a portfolio,
relative to smaller stocks, during
times of volatility and economic
uncertainty like 2023.

« Large cap indices contain little
exposure to smaller regional
banks which have struggled amid
rising interest rates. They are also
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overweight technology stocks,
which have been a top perform-
ing sector year-to-date.

« Mega-cap technology stocks
(e.g., Alphabet, Amazon, Apple,
Meta, Microsoft, NVIDIA, and
Tesla) have driven almost all
year-to-date gains in the large
cap core and growth indices.
However, the weight of these
stocks is much higher in the large
growth index (47%)' vs. the large
core index (28%)' and has pro-
vided an additional boost to large
cap growth returns.

Large cap outperformance has led

to a widening valuation gap as the

price-to-earnings (P/E) ratio for the

S&P 500 Index (22)! is well above the

Russell 2000 Index (12)!. It could be

an appropriate time for valuation

conscious investors to reassess their
allocation to small cap stocks.

continued to the next page
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Interest Rates

The 10-year U.S. Treasury yield in-
creased for the sixth consecutive
month.

The 10-year Treasury yield added
over 100 basis points since mid-July
and has been assigned much of the
blame for the pullback in equities,
as borrowing costs have risen for
businesses and consumers. Rates
have been rising consistently since
the Federal Reserve (the Fed) began
their rate hike campaign in March
2022. However, a shift within the
trend of rising rates is that lon-
ger-term rates have risen more than
short-term rates. There are several
potential drivers to the recent rise in
longer-term Treasury yields:

o Fed rhetoric that interest rates
will remain higher for longer
amid elevated inflation.

o U.S. economic data has surprised
to the upside as GDP, retail sales,
and nonfarm payrolls all sur-
passed recent expectations.

« The risk premium to hold lon-
ger-dated Treasuries may be ris-
ing as global economic uncertainty
and geopolitical tensions mount.

Historically, inverted yield curves
have preceded recessions?, but the
curve tends to de-invert before a
recession actually begins. The chart
below depicts the Treasury curve
de-inverting over recent months
as yield spreads between short and
long-term rates have narrowed, this
development has put many investors
on recession watch.

Recession Watch
U.S. economic data has provided
mixed signals.

Although GDP, retail sales, and
nonfarm payrolls all exceeded their
most recent estimates, several po-
tential economic headwinds remain:
o The Consumer Price Index (3.7%)

is hovering above the Fed’s 2%

inflation target and has risen or

been flat for three consecutive
months. Oil prices declined in

October, but they have increased

8.1% year-to-date and could put
pressure on headline inflation.

o The Leading Economic Index
(LEI), designed to indicate the
direction of the economy, has
declined for 18 consecutive
months with nine of the index’s
ten components flat or negative
in September’.

« Consumers may come under
pressure as student loan pay-
ments resumed, pandemic sav-
ings have declined*, and borrow-
ing costs have risen.

The full impact of higher rates re-

mains to be seen as a change in the

Fed Funds rate is estimated to take

12-24 months to fully affect the

economy. As the economic picture

remains unclear, it's important for
investors to be diversified.

* Philadelphia Fed Recession Probability Index.

+ Based on the nominal 10-year minus 3-month
Treasury yield spread. Parameters are estimated
using data from January 1959 to December 2009.

continued to the next page
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Geopolitical Risk

Conflict in the Middle East created

additional uncertainty for investors.
First and foremost, our thoughts

go out to those affected by recent

events in Israel and the Middle East.

It’s often difficult to predict the im-
pact of geopolitical events on capital
markets and the global economy. A
few key points surrounding the cur-
rent conflict:

+ A primary market concern as-
sociated with conflict in the
Middle East is rising oil prices,
which have the potential to put
upward pressure on inflation and
dampen consumer spending. Al-
though the price of oil initially
increased 4.3% the trading day
following the attacks in Israel,
the price declined -8.7% for the
month of October.

o The risk of escalation is top of
mind for many investors. A
broader conflict involving OPEC
member countries (e.g., Saudi
Arabia and Iran) could have eco-
nomic ramifications.

o The initial effect on stocks was
muted. The S&P 500 and MSCI

EAFE (Non-US) Indices both

registered positive returns in the

first trading week following the

beginning of the conflict.
Historically, geopolitical events lead to
increased market volatility in the early
stages, but it often subsides quickly’. A
2022 Mercer paper “Peering through
the Fog” analyzed 20 geopolitical
events (e.g., [raq war, Brexit vote, etc.)
ranging from 1939 to 2017 which in-
dicated the following:

* Data is based on the S&P 500 Index and represents
the median for all 20 geopolitical events included
in the study.

Economic Calendar
The Fed held short-term rates steady
to begin November.

The decision to hold rates steady
on November 1 was expected by
many as Fed Funds futures suggest-
ed a 98% probability there would be
no change in the short-term lending
rate®.

o The policy making committee is
likely near the top of the rate hike
cycle as current Fed projections

indicate the potential for one ad-
ditional interest rate hike.

o Fed chair Jerome Powell stated,
“the process of getting inflation
sustainably down to 2% has a
long way to go.” As of November
1, Fed Funds futures suggested
the first rate cut is most likely to
occur in June 2024.

 The Fed has continued to reduce
its bond holdings (quantitative
tightening) which has decreased
the central bank balance sheet
from $9 trillion to $7.9 trillion
since March 20227.

Nonfarm payrolls will continue to be

a focal point for investors as strength

in the labor market has been a prima-

ry supporter of a soft-landing narra-
tive for the U.S. economy.

Sources

1 Source: Morningstar Direct

2 Source: London School of Economics

3 Source: The Conference Board

4 Source: Federal Reserve Bank of New York
5 Source: Mercer LLC

6 Source: CME FedWatch Tool

7 Source: Federal Reserve

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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he impact of being out of the Growth of $1,000
invested in 1998

market for just a short period $6,356

of time can be profound, as
shown by this hypothetical invest-
ment in the stocks that make up
the Russell 3000 Index, a broad US
stock market benchmark.

A hypothetical $1,000 invest-
ment made in 1998 turns into
$6,356 for the 25-year period ending
December 31, 2022. Over that same
period, if you miss the Russell 3000’s
best week, which ended Novem-
ber 28, 2008, the value shrinks to
$5,304. Miss the three best months,
which ended June 22, 2020, and the
total return dwindles to $4,480.

Exhibit 1

But if you missed
the best... Week

Month
$5,304
$5,076
3 Months
$4.480 & Months
—‘ $4,125

25-year period Week Month 3 months 6 months
1998-2022 ending ending ending ending
Nov. 28,2008 April 22,2020 June 22,2020 Sept.4,2009

Missed Opportunity
Russell 3000 Index total
return, 1998-2022

Past performance, including
hypothetical performance,
is not a guarantee of future
results.

In US dollars. For illustrative purposes. Best perfor-
mance dates represent end of period (November 28,

2008, for best week; April 22, 2020, for best month;
June 22, 2020, for best three months; and September
4, 2009, for best six months). The missed best con-
secutive days examples assume that the hypothetical
portfolio fully divested its holdings at the end of
the day before the missed best consecutive days,
held cash for the missed best consecutive days, and
reinvested the entire portfolio in the Russell 3000
Index at the end of the missed best consecutive days.
Data presented in the growth of $1000 exhibit is
hypothetical and assumes reinvestment of income
and no transaction costs or taxes. The data is for
illustrative purposes only and is not indicative of any
investment. Frank Russell Company is the source
and owner of the trademarks, service marks, and
copyrights related to the Russell Indexes. Indices

are not available for direct investment. Their perfor-
mance does not reflect the expenses associated with
the management of an actual portfolio.

There’s no proven way to time the
market—targeting the best days
or moving to the sidelines to avoid
the worst—so the evidence suggests
staying put through good times and
bad. Missing only a brief period of
strong returns can drastically impact
overall performance. We believe that
investing for the long term helps en-
sure that you're in position to capture
what the market has to offer.

MEET OUR TEAM
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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
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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 | 2023-164499 Exp. 11/25 | This material is intended for general use. By providing this content Park Avenue Securities LLC and your
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