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2022 WAS TOUGH, WILL 2023 
BE BETTER FOR INVESTORS? 
By Robert Stoll, CFP® CFA

We just suffered one of the worst investment 
years ever in 2022. There are reasons for hope 
in certain parts of the stock and bond market. We 
give our thoughts on the chances of a recession 
and path of interest rates for 2023. 
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IRA AND 401(K) 
CONTRIBUTION LIMITS FOR 
2023.  
By Jake Turner

IRA and 401(k) contribution limits change in 
2023! Learn how much you can save for in 
retirement accounts like an IRA, 401(k), and 
more.
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ESTATE PLANNING FOR THOSE 
YOU LOVE  
By Michelle Smalenberger, CFP ® 

In honor of Valentine’s day, let’s talk about 
leaving a plan for those people that you love!

QUARTERLY PERSPECTIVE
Happy New Year!  I’m sure you’ve heard or said this greeting 
quite a bit in the last month.  It’s exciting to welcome a new year 
and fresh start!  But as you get older do you find that a new year 
has less meaning to you?  What I mean is we get so accustomed 
to the new year fads and cliche habits that can often end up 
failing.  Then we may even lose our excitement for trying new 
things.  

A new year brings the chance to reflect on the last year and all 
you accomplished.  It’s a chance to say “that was last year and 
this year will be different!”  What is it you hope to change for 
the better this year?  What positive habits did you start last year 
that you want to continue this year?  If you are struggling to find 
something to look forward to, perhaps you need to schedule 
something!  A trip with family or friends, some quiet time away 
from work with your family, a new hobby, or a regular game or 
dinner night with a couple of friends.

You might be surprised that just like you we easily forget what 
happened in the last twelve months.  So we make time at the 
beginning of our year to reflect and reset too.  It’s very easy to let 
factors in the world affect our outlook.  

We are focusing on our mindset this year.  Our mindset with 
the new year is that there are so many things we can achieve 
together.  With the proper mindset, believe that you can 
accomplish anything on your list.  Believing things are possible 
changes the way you talk, the way you think, and ultimately the 
things you accomplish!   Here’s to a great new year ahead!

- Michelle Smalenberger, CFP®, CEO

LISTEN TO OUR PODCAST!
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Investors just went through one of the toughest 
investment years in history. This was a marked change 
from the 2019-2021 period which saw strong stock 
and bond returns despite a pandemic thrown in the 
middle. The question on everyone’s mind is: “2022 
was tough, will 2023 be better for investors?” I don’t 
like “year-ahead outlook” reports. I’ve read hundreds 
of them over the years and they’re often obsolete by 
the end of January. Instead of trying to predict what 
2023 might look like, I thought I’d share what’s on our 
mind and how that might affect investors in the New 
Year.

HOW BAD WERE INVESTMENT RETURNS IN 2022 
COMPARED TO HISTORY?

Stock investors have endured several years worse 
than what we saw in 2022. The S&P 500 index 
just averted bear market territory by finishing 2022 
-18.5%. There have been a half-dozen years worse 
than 2022 for the S&P 500. 

What was truly unique about 2022 for investors is 
the performance of bonds. We have total return data 
for intermediate-term U.S. Government bonds going 
back to 1926. By “intermediate-term,” I mean bonds 
that mature in 5-7 years. For these bonds, 2022 was 
the worst year ever.

When we combine annual stock and bond returns 
on a scatter plot, you can see that 2022 was truly an 
outlier.

Why did bonds have such a terrible year? It’s all 
because of the ‘unconventional’ monetary policy 
the Federal Reserve and other global central banks 
have engaged in since the Great Financial Crisis of 
2008. By aggressively buying bonds as part of their 
Quantitative Easing policy, they pushed interest rates 
to some of their lowest levels ever. Another way 
to put this is that the Fed artificially boosted bond 
prices, which benefitted investors and borrowers for 
many years. 

One of my favorite charts to show the insanity of 
monetary policy from 2008 to 2021 is to look at the 
total value of global debt with NEGATIVE yields. 
After peaking at nearly $18 trillion, the total value of 
negatively yielding debt is rapidly approaching zero.

2022 WAS TOUGH, WILL 2023 BE 
BETTER FOR INVESTORS?
BY: ROBERT STOLL, CFP® CFA
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Unwinding this insanity is the key reason bonds 
suffered so much in 2022. Going from extremely low 
yields to more normal yields meant lower bond prices. 
I’ll talk about the outlook for rates a bit later.

What follows is a somewhat random set of thoughts 
that we think are important to investors heading into 
2023.

WILL THERE BE A RECESSION IN 2023?

There was a lot of talk about the economy being 
in recession in the middle of 2022. While official 
government statistics showed two quarters of 
economic contraction, there really wasn’t a recession. 
Employment levels are still very strong and consumer 
spending remains strong. 

In recent blog posts I’ve talked about the potential 
for a recession in 2023. It may happen or it may not, 
or maybe it doesn’t happen until 2024. But it’s worth 
explaining why I have that belief.

The most important reason is that the government 
bond yield curve is inverted. In plain English, bond 
investors believe the Federal Reserve when it says 
it will hike short-term interest rates towards 5.00% in 
2023. But these same investors expect lower interest 
rates beyond two years, suggesting a belief that the 
Fed will have to cut rates at some point, which they 
only do in recessions.

The above chart looks at the most common way 
investors look at the yield curve. 10-year government 
bonds are the market’s expectation of “normal” 
interest rates. 2-year government bond yields are 
what the market actually thinks monetary policy from 
the Fed will look like in the short-term.

The red lines in the chart show the start of a recession. 
If you look closely, you’ll see that every time you see 
the blue line go below 0% (except 1966) you see a 
red line happen soon after. Today’s yield curve is as 
inverted as it has been since the early 1980s, which 
is the last time we had a real inflation battle on our 
hands. 

Investors have to ask themselves, “Will this time be 
different?” Will we avoid recession after an inverted 
yield curve signal for the first time in 52 years? My 
hunch is we won’t. 

This hunch is driven by the fact we’ve had one of the 
most aggressive interest rate hike cycles on record. 
The U.S. economy had operated with near 0% rates 
for over a dozen years. Suddenly, we’ve gone from 
0% to near 5% in 12 months.

I don’t think rates can go up this much this quickly 
without consequence. Interest rates drive everything 
in the economy. Home prices and building activity are 

going to take a hit. Large companies that feasted on 
cheap debt to buy back their stock will have to pay 
that debt off or roll it over at much higher rates. The 
consequences are many.

WILL THE FED “PIVOT” AND STOP HIKING RATES?

The debate du jour in the market today is when the 
Fed will stop hiking interest rates. Most participants 
think they will hike 2-3 more times in early 2023 and 
then stop. I would agree with that assessment. 

What comes after that pause in rate hikes is the 
real question. The vast majority of today’s investors 
only know about one thing: the economy goes into 
recession, the Fed cuts rates aggressively, and stocks 
go up. That’s been the playbook for over two decades.
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My thesis is that it’s not that simple this time because 
of the inflation problem we have. Sure, the inflation 
rate will come down in 2023 as supply chains 
normalize and we lap some of the huge inflation we 
saw in 2022. But I don’t think we’re going back to a 
world of 1-2% inflation soon.

The biggest challenge the Fed has economically and 
politically is the jobs market. They know full well that 
strong wage growth leads to higher future inflation. 
And that’s exactly what we’re seeing with extremely 
strong wage growth, particularly for those in the 
bottom half of wage earners.

Summarizing:

1. Inflation is an enormous problem for the economy…

2. Interest rate hikes have done nothing to loosen 
up labor markets, as evidenced by a very low 
unemployment rate and strong wage growth…

3. The longer the labor market remains tight, the 
higher the odds are of a “wage-price spiral” in 
coming years, which would keep inflation high.

This puts the Fed in a difficult position. If they pause 
rate hikes and the economy continues to hum along 
with low unemployment, then future inflation is likely to 
be higher because of strong wage gains for workers. 
Then what? Let’s speak the truth out loud: The Fed 
wants people to lose jobs so the labor market loosens 
up, wage growth slows, and inflation falls back to their 
made-up “target” of 2% inflation. That’s the unvarnished 
truth, something you’ll never hear out of their mouths 
because of the political firestorm that would ensue. 

The risk I see for the market in 2023 is that the Fed 
will be forced to hike rates higher than 5.0% and keep 
them there for longer than investors expect. Bond 
investors are baking in interest rate cuts of 1.00% by 
the middle of 2024. I’m not one to fight the market, 
but that seems hopelessly optimistic absent a severe 
recession and spike in the unemployment rate.

A potential recession and the path of Federal Reserve 
policy are the two headwinds that stock investors 
face in 2023. If the economy is strong and a recession 
doesn’t happen, then the Fed will keep rates high, 
which is a headwind for stocks. But if a recession 
happens, then stocks would struggle with the drop in 
company profits. Much like 2022, we continue to see 
the balance of risks outweighing potential rewards for 
stocks.

HIGH QUALITY BONDS SHOULD PERFORM BETTER 
IN 2023

The outlook for Bonds looks better heading into 2023. 
Honestly, it can’t really get worse than it was in 2022. 
My reasoning for expecting better performance from 
Bonds is that short- and long-term interest rates are at 
much more reasonable (and higher) levels than they 
were a year ago.

Higher interest rates equals less bond price risk, 
unlike last year. On January 1, 2023, an investor can 
earn 4.75% on a one-year, risk-free government bond. 
Boring savings accounts at some online banks will 
now pay you close to 3.30%. In short, investors are 
getting paid to do nothing with their money for the 
first time in nearly 15 years.

JP Morgan Asset Management publishes a handy 
chart showing the potential impact on bond returns 
from a 1% rise/fall in interest rates. As you can see, the 
price risk from a 1.00% rise in interest rates is small, 
unless you’re invested in very long-term bonds such 
as 30-year U.S. Treasury bonds.

Looking at the chart, it looks like bonds of all types are 
great values. But I don’t think that’s the case. For ultra-
safe U.S. Treasury bonds (above: “USTs”) I’m positive 
on the return outlook for 2023. But when we’re talking 
about corporate bonds, leveraged loans, and high 
yield “junk” bonds, the outlook remains uncertain.

Non-government bonds are influenced by the level of 
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interest rates AND the perceived credit risk of those 
bonds compared to risk-free government bonds. 
The “spread” between the yield you earn on a non-
government bond compared to a government bond 
can significantly affect investor returns.

With a potential recession on the horizon, caution is 
warranted with non-government bonds. If a recession 
happens, then the “spread” I just spoke about will 
rise, which negatively affects the prices of non-
government bonds. 

The good news for FDS clients is that we’ve taken 
steps over the last 18 months to reduce interest 
rate risk AND credit risk in client bond portfolios. 
While we’re seeing increasing value in longer-term 
government bonds that are sensitive to interest rates, 
it feels early to “chase yield” in non-government 
bonds, as tempting as the interest rates might be.

INVESTMENT STRATEGY HEADING INTO 2023

Given the caution above, it’s no surprise that we 
continue to take a cautious approach with client 
investments. The most notable move took place at 
the tail-end of the summer rally in stocks, when we 
moved 10% of client funds out of stocks and into 
money market funds which now yield 4%.

Using cash as a strategic investment allocation tool 
will continue into 2023. The ‘cost’ of sitting in cash 
is a lot lower than what it was when everyone was 
earning 0% on their savings. 

As noted above, there’s increasing value in parts 
of the bond market. Depending on where longer-
term interest rates go, we may seek to add interest 
rate risk (“duration”) back to bonds, which was first 
reduced two years ago. It will probably take some 
time to see better value in the non-government bond 
space, but we’re always ready to take advantage of 
opportunities when we see them.

Finally, on the stocks side of the ledger, we think being 
nimble in adding & reducing stocks exposure will be 
the name of the game. Markets have proven quite 
volatile and given the economic uncertainties out 
there, we wouldn’t be surprised to see that continue.

Stocks are not a screaming value, to be frank. A lot 
of the large cap technology fluff that surged in 2020 
and 2021 came down dramatically in 2022, but that 
doesn’t mean those stocks are cheap.

A lot will depend on whether we have a recession, 
and if we do, how deep the profit recession will be for 
Corporate America. Stocks rarely find a bottom until 
investors are comfortable they can see a bottom on 
corporate profitability. 

One of the hardest things about investing is being 
patient. As I scan the blogs I’ve written over the last 
2+ years, they always seem to have a negative bent 
to them. That’s not because I’m a negative person! 
We are in one of the most important shifts in the 
investment environment in our lifetimes, and that 
takes time to play out.

Value will emerge across the investment landscape 
at some point. And we’ll be happy to “go long” when 
that happens. But at FDS, protecting our clients is job 
#1. Your dreams, your goals, your financial life are not 
to be trifled with. We can’t guarantee anything for 
clients, but we can give it our all every day to help 
move the odds in clients’ favor. 
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Today we are going to talk about the changes to the 
retirement account contribution limits in 2023. I know 
in 2022 we had a lot of things going on: from high 
inflation to down markets. I hope this gives you a 
little good news, because you are able to save even 
more in 2023! If you are looking for a deeper article 
exploring this topic, check out our blog! Now, we are 
going to look at the main retirement savings vehicles 
most people have through their employers. 

401(K), 403(B), 457S 

In 2022 the max you were allowed to contribute was 
$20,500. If you are over 50, you got an additional 
$6,500. In 2023, that number increases all the way 
up to $22,500. That’s a change of $2,000 between 
2023 and 2022. That’s a $2,000 increase for your 
401(k), 403(b), and 457s. 

IRA AND ROTH IRAS

So we know, those of you who have been saving, that 
the limit has been $6,000 for the last several years 
for individual retirement accounts. If you are 50 years 
or older, you got an additional $1,000. Well, finally the 
IRS has said “hey! Now you are able to save more into 
those plans in 2023.” How much more?

The number is now $6,500 with an additional catch 
up of $1,000. That part remains the same, but every 
little bit counts especially in those Roth accounts. We 
are able to use that money tax free in the future. So 
what’s the increase here? If my math is right, that’s 
an additional $500 for these individual retirement 
accounts.

HSAS

That is a Health Savings Account. I realize that this is 
not a retirement account, but what it is, if you have a 
high deductible health plan, you are eligible for an 

HSA. Check out our blog to dive deeper into HSA,Right 
now, we are going to talk about the helpful little boost 
we are given in 2023. This could be a great vehicle if 
you aren’t paying for medical expenses currently. You 
could actually invest those funds and save them for 
retirement. 

We have two limits that are changing slightly, first 
being for those who are single, second for those who 
have a family. For 2022, last year, you were able to 
contribute $3,650 as a single person and families 
were able to contribute $7,300. Now, for 2023, you 
are going to get an increase of $200, that’s now 
$3,850 for single individuals. For families that’s going 
all the way up to $7,750. So there you are getting a 
nice increase of $450.

PLANNING FOR 2023 CONTRIBUTION LIMITS

These are all things to keep in mind as you plan from 
2023. Think about what you want to be saving for your 
retirement and health expenses as you move down 
the road. If you aren’t quite sure what you should be 
saving or want to see if you are on track, please reach 
out! We would love to see how we can help.

IRA AND 401(K) CONTRIBUTION 
LIMITS FOR 2023
BY: JAKE TURNER
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WANT TO SHARE THIS WITH SOMEONE?

Know someone who wants to receive this newsletter?

Send us the mailing address at team@financialdesignstudio.com If you prefer to no longer 
receive this newsletter please email us at team@financialdesignstudio.com

In honor of Valentine’s day, let’s talk about leaving a 
plan for those people that you love! Just like you may 
have set plans to celebrate this week, let’s discuss the 
plans you should make in case something happens to 
you.

Here are two different scenarios that can happen 
when something happens to you.

In the first instance, if you don’t have a plan people 
just wait to find things out. They have to find all of 
your documents. They have to learn if you had any 
estate planning documents.  They will have to find 
any accounts you had or expenses that needed to be 
paid. So they’re left waiting for the mail to come to 
find out what needs to be taken care of. It’s a waiting 
game…likely hoping your expenses were less than 
any assets you owned.

Instead of the first scenario, please consider leaving 
a plan!  Just like you may have planned out the 
details for your valentine’s day (the time, place, who 
to be with, and directions to arrive) you can plan out 
what should happen in the event of an emergency. 
It doesn’t have to take a lot of time to do this, it can 
be very simple!  It’s really about making decisions 
and talking about what you want. Then you have an 
attorney draft up those wishes so they can be put into 
action when it’s time.  

When you’re leaving a plan you will lay out the 
following details:

• IF something happens 
• THEN what do I want to happen? 
• WHO is that going to affect?
• HOW much will someone inherit? 
• WHEN do these things need to happen?

You can see from these two examples that leaving a 
plan is really helpful. You really care about the people 
you love so let’s aim for leaving them a plan.

Be sure that you complete your documents once you 
get started.  A recent statistic showed that 86% of 
estate planning documents never get signed and put 
into place. It’s not enough to just think about it and 
desire to do it. If we can help encourage you to keep 
going please let us know!  We are here to help you 
feel confident about your entire financial plan, which 
includes your estate planning documents.

ESTATE PLANNING FOR 
THOSE YOU LOVE
BY: MICHELLE SMALENBERGER, CFP ®
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