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By Michelle Smalenberger, CFP®, CEO

As mentioned in the Quarterly Perspective, 

one of our goals in our business is that the 

people we care for keep growing. As such, 

we have a bittersweet announcment to 

share about one of our team members.
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ARE THE BULLS BACK IN 

CONTROL OF THE STOCK 

MARKET? 
By Robert Stoll, CFP® CFA

There’s been a remarkable turnaround in 

market sentiment since the start of 2023. 

Memories of 2022’s terrible performance 

– which saw both stocks and bonds post 

double-digit losses – have faded quickly 

and it appears the bulls are back in 

control of the stock market. Is this the start 

of a new, sustained bullish stock market? 
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OUR FAVORITE FALL 

RESOURCES 

A collection of our favorite articles and 

resources for the fall, from Student Loan, to 

employee benefits and retirement.

QUARTERLY PERSPECTIVE

We’re now over half way through the middle of the year!  Did 

you realize that?  Some of you may reach for a pen and paper 

to start gift lists and some of you will try to slow down summer 

to enjoy the warm days we have left.  Personally, I do a little of 

both.

Sometimes the middle of something feels like the slowest, 

least exciting place to be.  You’ve moved past the excitement 

of something new but you haven’t quite reached the point 

where you see the light at the end of the tunnel.  Part of our 

relationship with you is analyzing and observing the progress 

you’re making toward your financial life goals. 

We have goals in our business, too.  These come in all 

varieties: e�ciency in process, growth of the firm and growth of 

the people we care for - both team members and clients.  

So what are we all to do in the middle of these long-term 

goals? I want to suggest that in the waiting you can be excited 

for the progress you’re making.  Personally, I find it just as 

encouraging when I’m on track to reach my goal. The journey 

may change along the way but the goal doesn’t have to.  

Do you find yourself in the middle?  Maybe this will help o�er 

a new way to view where you’re at.  I’d love to hear about 

anything this thought brings to your mind!

- Michelle Smalenberger, CFP®, CEO

LISTEN TO OUR PODCAST!
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There’s been a remarkable turnaround in market 

sentiment since the start of 2023. Memories of 

2022’s terrible performance – which saw both stocks 

and bonds post double-digit losses – have faded 

quickly and it appears the bulls are back in control of 

the stock market. Is this the start of a new, sustained 

bullish stock market?

More important to our clients, what does this market 

performance mean for conservatively managed 

portfolios? What happened to our call that the 

economy would head into a recession? We’ll tackle 

these questions and our outlook for the second half 

of 2023.

MARKET RETURNS HAVE BEEN STRONG IN FIRST 

HALF 2023

The last seven years have been remarkable for 

investors. It’s truly been a “feast or famine” investment 

environment. 2018 and 2022 were years when no 

asset class did well. 2017, 2019, and 2020 were years 

where “everything worked.” Only 2021 saw some 

combination of asset classes up or down.

The first half of 2023 has proven to be another 

“everything working” year. Of the 12 asset classes 

we actively track, all of them are up in 2023. There 

is one asset class not included in the chart below 

that has bucked the trend the last two years, which 

is an important part of client portfolios: Commodities. 

Amid a terrible year for stocks and bonds in 2022, 

commodities were up over 25%. This year, they are 

the one asset class that hasn’t done well, down -7.5%.

Despite all asset classes being in positive territory for 

2023, it’s notable how muted many of the rebounds 

are in contrast to 2022’s poor performance. For 

example, US Government bonds were down a historic 

-12.5% in 2022. So far in 2023, they’re up only +1.6%. 

Small company stocks were down -20% in 2022 but 

have only risen +8% in 2023.

ARE THE BULLS BACK IN CONTROL 
OF THE STOCK MARKET?
BY: ROBERT STOLL, CFP® CFA

FDS TEAM UPDATE
Remember, in my quarterly perspective, when I mentioned that one of our goals 

in our business is that the people we care for keep growing?  I wanted to share 

with you that Jake is leaving our team for another opportunity with a firm in 

Colorado.  

Jake joined our team as a career changer and has spent the past year taking, 

and passing, exams.  We know he learned a lot about financial planning with us 

and still has an excitement for it!  While he will be missed, we do wish him all the 

best!  

This won’t change any services you’ve been receiving.  We just want to 

communicate about changes our team has as our business continues to grow.  

If you have any questions please don’t hesitate to ask.

- Michelle Smalenberger, CFP®, CEO



FDS Quarterly Advisor Q3 2023

Page 3

STOCK MARKET PERFORMANCE HAS BEEN NARROW

Heading into the second half of 2023 one of the 

biggest questions is whether the stock market’s 

rally will broaden out. Just seven large cap growth 

stocks – Apple, Microsoft, Google, NVIDIA, Amazon, 

Tesla, and Meta – have accounted for over 80% of 

the S&P 500 index’s first half return. We call these the 

“Fantastic 7” in the table below.

This performance concentration isn’t normal. Studies 

show that in any year, the top 10 stocks in the S&P 

500 drive about 30% of the index’s performance for 

the year. This year it’s over 80% of the index’s return.

There are other interesting indicators of the market’s 

concentration in the largest companies:

• Apple represents 7.8% of the S&P 500 index, the 

largest single company weight since IBM in 1970.

• The top 5 stocks in the S&P 500 make up 24.3% 

of the index. The only time since 1970 the top 5 

stocks represented that large of a weight in the 

index was at the end of 2021 when they made up 

25.6%.

MARKET CONCENTRATION DANGER

In mid-2021, we became concerned about the 

market’s concentration in this handful of stocks. We 

switched clients from an S&P 500 index fund where 

each company’s weight is determined by its market 

value to an Equal-weight S&P 500 index, which 

weighs each of the 500 stocks equally.

This switch worked out well in 2022, as the equal-

weight fund outperformed the regular S&P 500 index 

by 6.5%. And until the failure of Silicon Valley Bank in 

early March 2023, the equal-weight and regular S&P 

500 index were neck-in-neck performance-wise for 

2023. 

That bank failure and others that followed triggered 

a flight-to-quality away from economically sensitive 

sectors like banks and energy towards the Fantastic 

7. From SVB’s failure through June 30, the regular 

S&P 500 index has outperformed the equal-weight 

index by a whopping 9.7%.

This has been a big reason client portfolios have 

lagged benchmark indexes. The question is, what do 

we do from here?

THE BIG QUESTION FOR 2023 INVESTORS: WILL THE 

RALLY BROADEN?

Many commentators are writing o� the rally in 

the Fantastic 7 as being excessive. They say it’s 

unsustainable and the stocks are poised to come 

down to earth. Maybe.

The fact of the matter is that estimated profits for 

companies like NVIDIA are 130% higher than the start 

of 2023. Meta’s estimated profits are +76%, Google’s 

are +13%, while Microsoft and Apple’s estimates are 

up less than 5%. So we cannot completely dismiss the 

rally in these names as unwarranted. At a minimum, 

these stocks may “hang out” at these high levels, 

waiting to see if the brighter earnings prospects 

actually pan out or not.
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So that leaves the rest of the market. Banks, energy 

companies, telecom companies, utilities, consumer 

staples. These sectors of the market got beaten up 

this year as recession fears took hold after the bank 

failures.

These beaten-down sectors have acted better of late. 

There’s increasing hope of a Goldilocks “soft landing” 

for the economy, which I’ll talk about in a moment. 

This has led to a modest broadening in the overall 

market’s rally. We see evidence of this in stabilizing 

performance of the equal-weight S&P index fund 

relative to the normal index.

I believe the answer to the question, “Will this 

rally broaden out?” still depends on the economic 

outlook. And on that front, I still have concerns that 

the economic Goldilocks won’t find her perfect soft 

landing.

RECESSION DELAYED, BUT FOR HOW LONG?

The resiliency of the US consumer, which powers over 

70% of the economy, has surprised me. The Fed is 

running one of its most aggressive tightening cycles 

in a generation yet that hasn’t deterred spending. 

Why?

My view is that the wage picture for American workers 

has proven stronger for longer than many expected. 

Many wage surveys, including the popular Wage 

Growth Tracker by the Atlanta Federal Reserve show 

wages rolling over late in 2022. Weaker wage growth 

should mean weaker spending, but it hasn’t played 

out that way.

 

When stronger-than-expected economic data defies 

surveys that would’ve predicted weakness, it’s time 

to dig into the numbers a bit more. What I’ve done 

here is to look at the implied wages of all workers, 

determined from looking at monthly Medicare tax 

receipts by the Federal government. To me, this 

gives a better picture of what’s really going on versus 

a “survey” as we know the two key variables: 1) the 

monthly amount of Medicare tax received by the 

government, 2) the Medicare tax withholdings rate of 

2.9%. 

We then adjust these numbers to reflect inflation’s 

impact on worker wages. That’s key. Wages might go 

up, but if the cost of living goes up more, then that’s 

bad for the economy. Conversely, if wages are rising 

faster than inflation, then that’s increased spending 

power for the consumer; a good thing.

INFLATION AND WAGES

The chart below summarizes these findings. The 

pandemic’s e�ect on the labor market distorts some 

data. But what we see is that over the last several 

months, there’s been a steady increase in inflation-

adjusted wages.

Looking at this chart through the lens of how markets 

have acted the last 18 months, things make sense. The 

surge in inflation in 2021 and 2022 took a massive 

bite out of people’s spending power, at the same 

time the Federal Reserve started hiking interest rates. 

We experienced a rise in economic uncertainty and 

market volatility last year.
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However, since late 2022, inflation has cooled while 

worker wages continue to grow. That means increased 

spending power, which means the consumer has held 

in there better than we expected.

The question is will this dynamic continue? If so, then 

holding 20% in a money market fund for fear of a 

recession is unnecessarily cautious. So what’s our 

view on this?

Despite the surprising strength in the consumer, we 

still believe a recession is coming. We’ll go through 

these reasons in the following sections.

EARLY SIGNS OF EMPLOYMENT WEAKNESS

If consumers are the reason for the strong economic 

growth we’ve seen, then we have to start by examining 

leading indicators of consumer health. The Atlanta 

Wage Growth Tracker chart above reveals a slowdown 

in growth of wages. But consumer spending power is 

a function of hours worked times wages.

Despite the unemployment rate sitting near historic 

lows at 3.6%, there’s been an unmistakable rise in the 

number of filing for unemployment insurance in the 

last nine months. While the absolute level of claims 

remains very low, the trend is up, not down.

Remember those weak-performing sectors that 

comprise the not-so-fabulous-493 we saw before? 

Well, those are big companies that employ many 

people. The profit squeeze they’re experiencing is 

real, and we know that when CEOs get cautious, jobs 

get cut. 

We believe the combination of cooling wage growth 

and an increasing number of unemployed will stall 

consumer spending power, even if inflation continues 

to fall. That would lead to economic weakness. Recent 

earnings reports from cereal maker General Mills and 

snacks & soda group Pepsico may already point in this 

direction, as each company saw sales volumes drop, 

even as sales levels held up due to price increases.

HIGHER INTEREST RATES LEAD TO CORPORATE 

STRESSES

Another indicator we’re watching closely is corporate 

health. For much of the last 15 years, large companies 

have enjoyed a bonanza of extremely low-cost debt, 

which allowed them to take out more debt than they 

could’ve otherwise. We touched on this in more detail 

in a blog post last November.

Companies that took out a lot of debt did one thing 

smartly: they took out long-term debt that they 

wouldn’t have to repay for several years. That’s why 

many companies have continued to operate normally 

despite interest rates increasing so much in the last 

18 months.

But debt is coming due, and high-risk companies that 

could take out debt with 4% interest rates two years 

ago find that they have to pay 8% or more today. As 

old debt matures and has to get “rolled over,” we 

believe the incremental interest cost will prove too 

much for weaker companies.
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This is showing up in the data, as the number of 

corporate bankruptcies has recently increased.

What worries us a lot is that the near-zero interest 

rate policy we had for much of the 2010s and early 

2020s allowed the survival of weak companies that 

otherwise would’ve failed. Fully 45% of the 2000 

small companies that make up the Russell 2000 small 

cap index generated no profits in the last 12 months 

despite very strong economic growth.

What’s going to happen if consumer spending 

slows and interest costs on debt rise? In our view, 

the combination of slowing wages, weakening 

employment and diminishing pricing power is going 

to take a greater bite out of corporate profits in the 

future.

YIELD CURVES INVERTED AROUND THE WORLD

We’ve highlighted the inverted yield curve before 

as one of the key factors to our recession call. After 

12 months since the curve first inverted, one can be 

excused for believing that this recession indicator 

isn’t working this time around. Many economists are 

saying this right now.

But in the immortal words of famed ESPN college 

football analyst, Lee Corso, we say, “Not so fast, my 

friend!” If you dig all the way back to 2019 in the 

FDS blog files, you’ll find an article we wrote about 

the predictive power of inverted yield curves and 

recessions. The table to the right is from that article.

The time gap between when the yield curve inverted 

and when a recession ultimately happened averages 

out to 16 months, but can take up to a year and 

a half. We are currently in Month 13 since the yield 

curve decisively broke into negative territory. More 

 

 interesting is the fact that the yield curve is as inverted 

as it’s been in over 40 years.

More recently, the yield curves of other global 

economies have also inverted, including the U.K., 

Canada, Australia, Germany, and other major 

European countries. It’s rare for the yield curves of 

major economies to be simultaneously inverted. 

Given the historic signaling of inverted yield curves 

and future recessions, we stay in the camp that this is 

a red flag for growth.

BULL CASE: A PERFECTLY EXECUTED SOFT LANDING

The Perfect Soft Landing is the case that markets 

appear to be discounting today. The thesis is this:

• The Fed reacted forcefully to surging inflation by 

hiking interest rates…

• Which is leading to inflation returning to more 

normal levels…

• Without causing unemployment to increase, or…

• Causing a financial accident.

I don’t dismiss that this might be happening. Inflation 

is indeed returning to more normal levels. And despite 

an uptick in unemployment claims, higher interest 

rates have had almost no impact on employment.

The problem I have with this thesis is that it would 

completely defy history. Going all the way back to the 

1950s, there has never been a sustained increase in 

Fed policy rates without a recession happening soon 

after.
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One would also have to believe that nobody took on 

excessive risks while living with interest rates near 

0% for most of the 2008 to 2021 period. But there’s 

already been rumblings of borrower issues in the 

commercial real estate market. Let alone the fact that 

the cost of paying interest on U.S. government debt 

is rapidly overtaking the total cost of Social Security 

benefits in the U.S. budget.

We are certainly hopeful of this soft landing! That’s 

what we’re rooting for! But it’s hard to wave o� hard 

logic and decades of historical evidence and believe 

that somehow, the Fed is going to execute a perfect 

landing this time around.

STICKING WITH CURRENT ASSET ALLOCATION

There are few things that cause me grief more than 

knowing our clients have 20% of their normal stock 

allocation sitting in boring money market funds while 

stocks are up double digits. It’s been a drag on year-

to-date performance, for sure. I kick myself for not re-

allocating at least a portion of that cash back into the 

market when stocks were down 20% late last year. 

But we’re tasked with guiding you towards your 

financial goals over the long haul. And the thing that 

keeps me on the “sidelines” is my belief that the next 

decade is going to prove much more di�cult for 

investors to navigate. I’m wary of going back “all in” 

on stocks until the full impact of the historic rise in 

Federal Reserve short-term rates is made apparent. 

Waiting for policy time lags (i.e. the time from when 

rates rise to when the impact is felt) always seems to 

take longer than you think it will. But history says we 

WILL feel those e�ects.

Even with the performance drag from cash, client 

portfolios are up almost a full year’s worth of gains 

that we project on a long-term basis. That means 

those long-term goals of retiring early, or traveling, or 

donating to favorite charities is on-track. And those 

are the things that really matter.

NEXT STEPS IN THIS BULLISH MARKET

You will probably see more trading activity in accounts 

in the future as we’ll be even more tactical to take 

advantage of market dislocations when they arise. 

For example, we may reallocate some money market 

funds back into stocks temporarily, if prices become 

attractive. We make each investment decision in the 

context of where we believe we are in the long-term 

cycle.

We as a team are extremely grateful for every one 

of you. It’s fun to help clients work through new 

challenges and opportunities. As always, the entire 

team is here to serve you to answer questions and 

work on new financial goals or issues you may have.

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
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21660 W. Field Parkway

Suite 144 

Deer Park, IL 60010

WWW.FINANCIALDESIGNSTUDIO.COM

FEDERAL STUDENT LOAN 

REPAYMENTS ARE RESUMING
Everything borrowers need to know about 

federal student loan repayments resuming.

YOUR GUIDE TO OPEN ENROLLMENT 

& EMPLOYEE BENEFITS
When we work for our employers, we 

have many benefits beyond what our 

employers pay us. Learn about them here!

HOW TO THINK ABOUT FUNDING  

A COLLEGE EDUCATION
Listen to episode 22 of our podcast, 

Behind The Designs to hear our tips 

for funding a college education.

IS DEFERRED COMPENSATION  

A GOOD IDEA?
Worried you can’t save “enough” to 

satisfy your retirement needs. Deferred 

Compensation plans can help!

FILLING OUT THE FAFSA:  

GETTING YOUR FSA ID
With the start of college application 

season coming up, we’ve created a 2-part 

series to guide you through the process.

HEALTH INSURANCE OPTIONS 

FOR EARLY RETIREMENT
Everything you need to know 

about  health insurance options 

and costs in early retirement.


