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high standards as we deliver tailored portfolios 
and financial planning to reduce risk, improving 
the probability of our clients’ success.  

 . 

QUARTER 2022 COMMENTARY 
BY ALEC BETHURUM
SR. PORTFOLIO MANAGER

The cost of money has always been a significant driver 
of economic activity. The prevailing interest rate, 
charged for loans or paid for deposits, acts as either a 
brake or an accelerator on economic activity. A 
company’s ability to build a new factory or launch a new 
product line is dependent on the cost of capital to 
finance that expansion. The return on a new project may 
look attractive if the cost of capital is 2 or 3% but not so 
attractive if the cost is 6 or 7%. 

At a more relatable level, think of the cost of buying a 
home at varying interest rates. For a standard 30 year 
amortizing mortgage the monthly payment for buying a 
$500k house can vary widely depending on interest 
rates. In late 2021, a buyer could have expected a 3% 
interest rate and a monthly payment around $2,100. By 
the end of 2022 that same loan, now at a 7% interest 
rate, will cost the borrower about $3,400. A 61% 
increase!

This is how interest rates act to reduce economic 
activity and reduce the prices that are likely to be paid 
for financial assets, including stocks and real estate. 

Stock prices come under further pressure in these 
environments since investors fear that higher rates will 
not only reduce the growth prospects but will also lead 
to demand destruction as projects are delayed, homes 
aren’t purchased, cars aren’t bought, etc. Companies, 
seeing this demand destruction in real time, react by 
laying off workers to reduce costs leading to further 
demand destruction. This daisy chain of events 
generally leads to a recession. 

These pressures and fears are what resulted in 2022 
being the worst year for stocks since 2008. The good 
news is that this confluence of events is not new. It has 
happened several times in the last few decades and we 
know, from experience, that rates will eventually 
normalize  and corporate   executives   will  once  again
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diversification, dampening the effects of market 
volatility, risk cannot be completely avoided. There will 
be periods where markets will overreact to the news of 
the day and fear will overtake rationality. In those 
periods retirees should remember the equanimity of 
mind that got them to their retirement nest egg in the 
first place. 

Another characteristic of our recent retirees is that 
they have embraced planning and have been able to 
stick with their plan even when the fruits of that labor 
were still many years away. This willingness to engage 
in long term planning has provided significant benefit 
over the years. 

This too is a lesson to be maintained in retirement. 
Smart decisions today on tax planning, social security 
and trust and estate will be magnified over time and 
result in both greater enjoyment of your retirement 
years and a greater legacy for whomever your eventual 
beneficiaries may be. 

With the markets having experienced significant gains 
in recent months, particularly from the Covid driven 
lows in 2021, we think it is important to remind all 
clients that there will be cyclicality in the markets 
again and that prices will not always move higher.

Some of this cyclicality was experienced in the last 
weeks of the third quarter as both international and 
emerging equity markets declined 3-5%. Tech-oriented 
indexes experienced even deeper declines. Fixed 
income markets were also lower, driven down by the 
Congressional deadlock on increasing the debt 
ceiling. However, regardless of what may come in the 
short term we all will be best served by tuning out the 
noise, focusing on the process, and continuing to sing, 
“time is on my side, yes it is, time is on my side.”

endeavor to grow their business’, create new products, 
and increase profits. 

This sort of short-term capital destruction is not to be 
feared. It is a vital component of the capitalist system. 
Extended periods of low rates result in many bad 
economic decisions. Things are built that shouldn’t be, 
people are hired who are superfluous, individuals 
overpay for stocks and real estate. Higher rates lead to a 
natural restructuring and result in leaner and more 
profitable business’ in the long-term. 

Sterneck Capital clients fared relatively well in this 
difficult environment. While nobody likes a negative 
return our decision to minimize fixed income exposure, 
utilizing a portfolio of alternatives instead, resulted in 
broad based out-performance versus various 
benchmarks. Several alternatives had positive returns in 
a year when nearly every asset class, including those 
that were supposed to be the most conservative, were 
down double-digit percentages. 

For our clients in and nearing retirement, the rise in 
interest rates should be a long-term positive. Higher 
rates allowed us to buy secure fixed income instruments 
with returns 4x higher than what was available 12-18 
months ago.  Bonds, now paying 4-5% annual 
distributions, make a nice complement to existing equity 
and alternative assets. This additional diversification 
enhances our ability to provide our retirees more 
consistent returns to fund their retirement.

2022 was an interesting year. A dramatic change in 
interest rates, over a short period, changed the calculus 
of many financial decisions. Change, in the financial 
world, breeds volatility but that volatility is, most often, an 
opportunity. 

Here's to a happy, healthy and prosperous 2023. 



STERNECKCAPITAL.COMPhone:  816.531.2254 4510 Belleview Avenue, Suite 204 
Kansas City, MO  64111

DATA DRIVEN OPTIMISIM 
BY FRANK STERNECK, CO-FOUNDER & CHIEF INVESTMENT OFFICER

In a world that appears to be more and more driven by data, it surprises me how often investors allow emotion to 
drive attitudes and decision making instead of data and history. If history is a guide, the odds favor positive 
returns in 2023. The S&P follows a negative year with a positive year 80% of the time with an average gain of 
15%*.  Those are pretty good odds yet many are convinced the negative performance in 2022 is going to repeat 
itself this year. The negative or muted expectations makes me more optimistic than I would be if everyone was 
bullish today. The market has a way of proving the majority wrong.  While I don’t like to predict or pontificate 
about the short-term, I believe the fact that the contraction we are experiencing is being orchestrated by the 
Federal Reserve, as opposed to the result of a financial crises, increases the probability that any recession will 
be shallow and short lived.  Once the market anticipates and can see the end of the current hawkish monetary 
policy, I anticipate the equity market is likely to respond favorably.   As a result, I am cautiously optimistic that 
2023 will be a far better year performance wise than current consensus predicts.

Wishing you a healthy and prosperous 2023!

*Source:  Sam Ro, Ryan Detrick, yahoo!finance  01 January 2023, <https://finance.yahoo.com/news/2022-was-an-unusual-year-for-the-
stock-market>

SECURE ACT 2.0 KEY TAKAWAYS AND NEW 2023 ACCOUNT CONTRIBUTION LIMITS  
BY AUSTIN DRAKE CFP®, SENIOR WEALTH ADVISOR

Within the new budget signed into law late in 2022, Congress also passed some major changes to financial 
account laws. Here are some key takeaways relevant to our clients:

• The age at which required minimum distributions (RMDs) begin increased to 73 from 72 starting in 2023.
For those born in 1959 or later, this increases again to 75 years old.

• Employers can now make matching contributions and non-elective contributions to the Roth side of the
plan.

• 529 to Roth IRA Transfers are now allowed yet restrictions and limits are fairly significant:
o the 529 account and contributions must have been maintained for 15+ years
o transfer can only be made to Roth IRA of the 529 beneficiary
o transfer in any year is limited to no more than the annual IRA contribution limit
o lifetime max of 529 to Roth IRA transfers is $35,000

Additionally, with high inflation figures in 2022 which drive contribution limit increases, significant changes have 
been made to retirement account and other annual contribution/gifting limits:

• Elective deferral to retirement plans is now $22,500
• Retirement plan catch-up contribution limit for persons age 50+ is now $7,500
• Traditional/Roth IRA contributions increased $500 to $6,500
• Health savings account limit is now $3,850 Individual, $7,750 Family
• Annual gift tax exclusion is now $17,000

Please reach out with any questions regarding these changes. 

TD AMERITRADE TAX DOCUMENTS

Receive your TD Ameritrade tax documents as soon as they are 
available by electing electronic tax form delivery (e-delivery):
Log into www.advisorclient.com, then click My Profile > 
Communication Preferences > Update Preferences Individually. 
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