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How many more hits can U.S. consumers absorb? 
https://www.raymondjames.com/commentary-and-insights/markets-investing/2022/05/20/how-many-more-hits-can-
us-consumers-absorb 

May 20, 2022  
 

The Fed needs to consider the consumer when planning interest rate increases, says     
Raymond James Chief Investment Officer Larry Adam. 
 

We are of the opinion that the U.S. economy will not enter into a recession over the next 
twelve months or so. For the most part, none of our long-term or short-term macro re-
cessionary indicators suggest any sign of an impending recession. However, we are be-
coming uncomfortable with the conundrum that appears to be confronting the Federal 
Reserve (Fed). Can the Fed aggressively raise interest rates to slow the pace of inflation in 
an environment in which anecdotal evidence suggests that consumers and businesses are 
showing signs of strain? Given our long-standing view that current inflationary pressures 
are largely driven by factors out of the control of the Fed (e.g., war, supply chain disrup-
tions, weather, etc.), we believe the Fed should not raise interest rates as much as the 
market has been expecting. More important, the anecdotal evidence that major retailers 
have shared during their earnings calls over the last few weeks highlight some growing 
signs of stress. The Fed should take note, as these are real-time insights into the most 
important driver of the U.S. economy – the consumer. 
 

The Fed crusade to fight inflation 
 

The Fed remains focused on inflation. Just this week, Fed Chair Jerome Powell hardened 
the stance that the Fed “won’t hesitate” to increase interest rates until prices start to 
normalize and financial conditions are in an appropriate place even if “that involves mov-
ing past broadly understood levels of neutral.” As a result, the market’s expectations for 
a front-loaded tightening cycle are now even more skewed to 2022. In fact, the futures 
market anticipates an additional 200 basis points of tightening this year, and only one 
rate hike in 2023. That means that by year end, the fed funds rate will be approaching 3% 
– the largest annual increase in interest rates since 1994. While the Fed has only hiked 
interest rates two times this year – increasing the fed funds rate by 0.75% – it has already 
started to make investors nervous as it appears to be dampening some economic activity. 
Historically, the impact of interest rates hikes lags by at least six months. Yes, inflation is 
still near the highest level since the 1980s, but steadily increasing interest rates cannot 
solely resolve pricing pressures that are out of the Fed’s control. For example, energy 
prices are driven by the ongoing war in Ukraine and supply chain disruptions stem from 
COVID lockdowns in some of China’s largest cities. 
 

Consumer resilience has limits  
 

The U.S. consumer has been buoyed by strong wage gains (the highest in 40 years) and 
healthy job creation (over two million jobs have been created already over the first four  
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months of the year), and these are the primary reasons a recession can be avoided. Remember, there are roughly 
11.5 million jobs that still need to be filled. But there are limits to the resiliency of the consumer as numerous 
negative forces continue to simultaneously build. 
 

Housing: Mortgage rates have increased ~1.90% year-to-date and are nearly at the highest level since 2009. As a 
result, mortgage applications declined to the lowest levels since May 2020 (down 28% from the recent peak) and 
the traffic of the prospective buyers sub-index within the NAHB Housing Market Index declined for four of the last 
five months to the lowest level since June 2020. 
 

Record gasoline prices: Gasoline prices are at a record high ($4.59/gallon), and now exceed the $4 per gallon 
threshold in all states. They could temporarily move higher as we enter the summer driving season when families 
take vacation.  
 

Elevated food and shelter prices: Some of the other largest components of consumer spending (food and shelter) 
have surged and crimped consumer budgets. Food prices are rising at the fastest pace (+9.4% YoY) since 1981 and 
rent prices are rising at the fastest pace (+5.2% YoY) since 1991. 
Falling net worth: $8.4 trillion in wealth has been wiped out as the equity and fixed income markets suffered their 
worst starts to a year since 1940 and 1976, respectively. Feeling less wealthy usually tightens consumers' purse 
strings.  
 

Dwindling savings: The impact of the pandemic-related fiscal stimulus has dwindled as the personal savings rate is 
about half of what it was at this point last year. In addition, consumers have resorted to credit cards for purchases. 
Credit card debt is up $88 billion in the last six months – the highest on record and seven times the historical 
average. 
 

Weakening confidence: One of the most underappreciated dynamics the Fed needs to monitor is the confidence 
of businesses, consumers, and investors. When it weakens, spooked consumers and businesses pull back spending 
and this leads to a self-prophesizing recession. Currently, the Conference Board measure of CEO sentiment shows 
that 57% of respondents expect the economy to sustain a short, mild recession, consumer sentiment is at the 
lowest level since 2011, and the percentage of bullish investors remains at nearly the lowest level on record. 
Confidence can be fickle and change quickly; but, the longer it stays weak, the more it could potentially weigh on 
growth. 
 

Insights from retailers 
 

This earnings season for retailers provides some early warning signs to the Fed to proceed cautiously when raising 
interest rates. Below are a few trends and cautionary comments management teams conveyed during their 
earnings calls. 
 

• Overstaffing: The two biggest employers in the United States – Amazon and Walmart – highlighted that they 
may be slowing their hiring as they are "overstaffed." A reduction in hiring could dampen job creation, which is an 
important driver of the economy. However, as both of these employers tend to be above-average payers in the 
marketplace, a reduction in hiring could slow wage gains, which tends to be a long-term driver of inflation. If wage 
gains decelerate, it could help slow the pace of inflation. 
• Elevated inventory: Inventory levels in general have been growing; in fact, retail inventories reached a record 
high in March. Several retailers, like Target, failed to anticipate the pace at which consumer spending would shift 
from categories such as TVs and kitchen appliances to luggage, toys for birthday parties, and attire for events. 
Regardless, with inventory levels in many cases 20% higher than average, a reduction in inventory is likely to lead 
to more discounting in the industry – placing downward pressure on inflation. 
•       Substituting generic for brand name: Both Target and Walmart noted that consumers were becoming more 
cost conscious, shifting purchases to lower cost generic options rather than brand name labels. The latter also 
acknowledged that growth was driven by fuel purchases as spending for other discretionary needs was muted. As 
a result, the Walmart+ fuel discount was doubled from $0.05 to $0.10 per gallon. Overall this type of shift or 
bargain hunting suggests that consumers, particularly at the low end of the income spectrum, are struggling. In 
response, more costly brand names are being forced to innovate or defend their value proposition. For example, 
Procter & Gamble has been advertising the efficiency of its laundry detergents and has rolled out EZ-squeeze 
bottles for its dish detergents so that no drop is wasted, and Clorox stated it would increase promotions should the 
consumer show more signs of cost-conscious behavior. 
 

Continued on next page 
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•      Shifting spending patterns: While spending on goods has slowed, we do not want to over-dramatize this 
dynamic as we were expecting a shift in spending from goods to services as the reopening of the economy becomes more 
sustainable. Several service-oriented industries are benefitting from the economy fully reopening. For example, Delta has seen 
business travel volumes reach the highest level post-pandemic, Carnival Cruise boasted its best week of booking volumes since 
guest operations resumed, and Hyatt noted that resort bookings for the summer were up over 60%. However, while spending 
on things like vacations is likely to remain strong through the summer, the expectation is that this pent-up demand will slow as 
we go to the fall. 
 

The economy and the equity market 
 

We caution the Fed against aggressively hiking during what seems to be an already slowing (but not contracting) 
economy. If the Fed hopes to achieve a soft landing as it did in 1994, it will likely have to pivot its rhetoric and not 
raise interest rates as aggressively as the market anticipates. Our expectation is that the fed funds rate will increase 
to around 2% to 2.5%. If 1994 serves as the example of what may happen if a soft landing is achieved, the S&P 500 
was up more than 20% in each of the proceeding five years, and the Bloomberg Aggregate Bond Index rallied 45% 
over that same time period. 
 

While we do not believe those gains will be repeated, if the Fed is successful in delivering a soft landing (our base 
case), the equity market should recover its losses and move higher by year end. However, if a recession were to 
occur, it is important to decipher whether it will be mild to moderate (an economic decline of less than 2.5%) or 
severe (a decline of 2.5%+ in GDP). Given the overall health of consumer and corporate balance sheets and the lack 
of excesses (e.g., overleverage in the housing market leading to the 2008 recession), we believe if a recession 
occurs, it will be mild/moderate. This distinction is important: a severe recession typically corresponds to an equity 
market decline of ~34% on average, while a mild/moderate recession experiences an equity market decline of ~24% 
on average – a difference of 10%. This suggests that even if we are in the midst of a mild/moderate recession, the 
equity market (S&P 500 down ~20%) has already priced in ~84% of the decline from a historical basis. 
 

One other point that is worth noting is that the stock market is not the economy. While spending on services 
accounts for ~60% of total consumer spending, it makes up a far smaller weighting in the S&P 500. In fact, the 
consumer discretionary, staples and industrial companies oriented toward service-related spending (e.g., online 
travel booking, cruises, airlines, etc.) make up ~2% of the index, while goods-related spending (e.g., grocery, big-box 
retailers) make up 15%. This illustrates why negative headlines from the goods-related companies have 
overshadowed the more positive headlines of service-related companies in weighing on the near-term performance 
of the S&P 500. 
 

Bottom line: A slowdown is not a contraction 
 

According to our Chief Economist, Eugenio Alemán, a recession is still not our base case. While a 50-basis point hike 
is fully priced into the market at both the June and July meetings, we are hopeful that the Fed will shift to a more 
dovish, patient stance at the Jackson Hole Symposium (August 25) as inflationary pressures ease in the months 
ahead. In addition, we advocate for the Fed to be less aggressive in tightening even if inflation remains elevated 
(and beyond the Fed’s control), rather than aggressively hiking into a slowing economy and causing harm to a labor 
market that has still not recovered all of the jobs lost during the pandemic-induced downturn. The Fed should take 
note of the messages that retailers have sent over the last several weeks. Next week should provide additional 
insights from retailers as we get earnings from Best Buy (consumer electronics) and other discounters (Dollar Tree, 
Dollar General and Costco.)  Ultimately, a less aggressive Fed would provide a more favorable backdrop for the 
economy and financial markets for the next 12 months. 
 

All expressions of opinion are those of Investment Strategy and does not reflect the judgment of Raymond James and are subject to change. Information contained in this 
report was received from sources believed to be reliable, but accuracy is not guaranteed. Past performance is not indicative of future results. There is no assurance any of the 
trends mentioned will continue or that any of the forecasts mentioned will occur. Economic and market conditions are subject to change. Investing involves risks including the 
possible loss of capital. The Standard & Poor’s 500 Index (S&P 500) is an index of 500 stocks issued by 500 large companies with market capitalizations of at least $6.1 billion. It 
is not possible to invest directly in an index. Material is provided for informational purposes only and does not constitute a recommendation. The information has been 
obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or complete. The Bloomberg US Aggregate Bond Index is a 
broad base, market capitalization-weighted bond market index representing intermediate-term investment grade bonds traded in the United States. Diversification does not 
guarantee a profit nor protects against a loss. Fixed-income securities (or “bonds”) are exposed to various risks including but not limited to credit (risk of default or principal 
and interest payments), market and liquidity, interest rate, reinvestment, legislative (changes to the tax code), and call risks. There is an inverse relationship between interest 
rate movements and fixed income prices. Generally, when interest rates rise, fixed income prices fall and when interest rates fall, fixed income prices generally rise. U.S. 
Treasury securities are guaranteed by the U.S. government and, if held to maturity, generally offer a fixed rate of return and guaranteed principal value. 

Continued from previous page  
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When Markets Are Down, What Should You Do About RMDs? 
 

https://www.raymondjames.com/commentary-and-insights/volatility-resources/2021/08/31/when-markets-are-down-what-should-you-do-about-rmds 
 

To ensure that tax liabilities aren’t deferred indefinitely, investors are obligated by the IRS to take required minimum distributions (RMDs) 
from most retirement accounts. For those born after June 30, 1949, RMDs begin at age 72; for those born earlier, RMDs begin at age 70½. 
Volatile markets add a layer of complexity to taking these distributions, however. As the RMD amount is determined by the retirement 
account’s value at prior year-end as well as your life expectancy, a quick downturn in the stock market at the beginning of the year can 
cause a lot of stress for individuals who are then required to take a distribution – and who face a steep 50% penalty if they don’t.  It’s not a 
simple topic. However, there are a few considerations and strategies to bear in mind when thinking about your RMDs amid volatile market 
conditions. 
 

If this is your first RMD, you have the option to delay 
Normally, RMDs must be taken by December 31. However, your first RMD can be delayed until April 1 of the year  after you reach the 
relevant RMD age (72 if you were born after June 30, 1949; 70½ if born earlier). Those extra months can provide a bit of flexibility in timing, 
allowing for market conditions to potentially stabilize or improve before you take a withdrawal from the account in question.  
However, keep in mind that if you delay your first RMD into the year after reaching your age trigger, you’ll still need to satisfy that year’s 
RMD before December 31 – meaning you’ll be taking two distributions within the same calendar year. This means more taxable income, 
which may push you into a higher marginal tax bracket or increase certain costs such as Medicare premiums. 
Bottom line: a bit of flexibility in timing can be a positive, but be sure you’ve thought through the tax implications. 
 

If you’re still working, you may have the option to delay 
If you’ve reached the age of taking RMDs but are still working, you may be able to defer taking the RMD from your current employer’s 
retirement account. The IRS generally allows your first RMD from an employer’s retirement plan – such as a 401(k), 403(b) or profit-sharing 
plan – to be taken by April 1 in the year after you retire, provided that your company allows you to delay past normal RMD age and you 
own less than 5% of the business. 
Much like the first RMD-delay option noted above, you’ll want to think through how taking two RMDs in the next calendar year might 
affect your tax situation. 
 

Different accounts have different rules 
If you have multiple individual retirement accounts (IRAs), you have the option to withdraw the total RMD amount owed for all  of your 
IRAs from one or more of them, rather than taking out each RMD from its specific account. A similar rule applies with 403(b) accounts. 
However, RMDs from other types of retirement plans like 401(k) and 457(b) plans have to be taken separately from each account. Talk to 
your financial professional to determine where you have location flexibility and where you don’t. 
 

Use cash, if available 
If you’re already holding cash in an account you have to withdraw from, take advantage of it. Instead of selling investments at reduced 
values, simply request the cash out of the account to satisfy the RMD.  
 

If there’s not enough cash, sell thoughtfully 
Hopefully, you have an appropriate asset allocation that has a mix of asset types – including stocks and bonds – tailored to your individual 
risk tolerance. If that’s the case, you and your financial advisor can discuss which assets would be best to sell to satisfy the RMD amount, 
hopefully avoiding locking in losses on positions that have suffered the worst. 
 

For the charitably minded, QCDs are an option 
If you don’t need the income yourself and have a cause close to your heart, you can take a qualified charitable distribution (QCD), which 
allows you to donate up to $100,000 to charity from your IRA and have it count toward your RMD. This strategy won ’t help if you need to 
sell investments to raise cash, but it will help on taxes, as the gift won’t be included in your taxable income (even though it fulfills your 
RMD). 
 

If you don’t need the income, consider an in-kind distribution 
Another option if you don’t need the cash flow – an “in-kind distribution.” This involves requesting that securities in your IRA be 
transferred to your after-tax brokerage account – which is particularly beneficial if you’re holding a position you don’t want to sell. This 
strategy doesn’t avoid taxes on the RMD, but it can help reduce transaction costs (since nothing is being sold or repurchased) while 
maintaining your position in the security at all times. Bear in mind that an in-kind IRA distribution will reset the cost basis of your holding. 
 

Remember, you can reinvest 
Regardless of which strategy you decide to use, keep in mind that you can choose to reinvest any money you withdrew to satisfy RMDs by 
moving it to an after-tax brokerage account. This can help provide an opportunity for that money to grow if markets recover. If you’re 
already happy with your specific holdings, however, consider the in-kind distribution strategy mentioned above. 
 

Turn to a professional for tailored guidance 
Everyone’s situation is unique, and there are nuanced strategies for satisfying RMDs that go beyond the approaches covered here. Your tax 
professional and financial advisor are the best sources for information that’s personalized to your specific situation and future goals. 
 
Please note, changes in tax laws may occur at any time and could have a substantial impact upon each person’s situation. 
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Social 

Security  

& You 

 What are my options if I am eligible for both a Social Security        
retirement benefit and a survivor benefit? 

https://www.aarp.org/retirement/social-security/questions-answers/eligible-retirement-and-survivor-benefits/ 

You have a few options. Which you choose will likely depend on your age, the relative size of 
the payments and your short- and long-term financial needs.   

 

   Social Security allows you to claim both a retirement and a survivor benefit at the same time, 
but the two won't be added together to produce a bigger payment; you will receive the higher of the two 
amounts. You would be, in effect, simply claiming the bigger benefit.  
 

You also have the option of taking one benefit first and waiting until you are older to claim the other. For both re-
tirement and survivor benefits, the payment amount rises if you wait past the minimum age to apply.  
If you have immediate financial needs and expect Social Security to play a major part in fulfilling them, taking the 
bigger benefit off the bat might make the most sense for you. But if you are in a financial position to do so, you 
could claim the smaller benefit first, so you have some Social Security money coming in, and wait to get the bigger 
benefit — the one you want to collect for the rest of your life. 
 

Here’s how those benefits change with time: 
• Survivor: For most widows and widowers, the earliest age of eligibility for survivor benefits is 60 (50 if you are 

disabled). The portion of your late spouse’s Social Security that you can collect rises from 71.5 percent if you 
file at 60 (or during your 50s if you are disabled) to 100 percent at your full retirement age. Full retirement age, 
or FRA, is currently 66 for the purpose of survivor benefits and will gradually rise to 67 over the next several 
years.  

• Retirement: You can claim reduced retirement benefits as early as 62; get 100 percent of the amount you’re 
entitled to from your earnings record at full retirement age (66 and 4 months for people born in 1956, rising 
incrementally to 67 over the next few years); or wait until 70 and accrue delayed retirement credits that will 
push your payment even higher (up to 132 percent of your “full” benefit).  

 

Whichever benefit is bigger, once you claim it, that’s what you’ll get going forward. Whether it’s the survivor or the 
retirement benefit depends not just on your age when you file but on whether you or your late spouse was the 
higher earner during your respective working lives. 
 

You can get estimates of the payments you might have in store by using AARP’s Social Security Benefits Calculator. 
Talking to a Social Security representative and, if possible, a financial adviser can help you determine which option 
best meets your needs. 
Keep in mind 
• Retirement benefits increase if you wait past full retirement age to file, but survivor benefits do not. They are 

based on the Social Security benefit your late spouse was entitled to when he or she died and will not go be-
yond 100 percent of that. 

• If claimed before your FRA, both retirement and survivor benefits may be reduced further if you continue to 
work, as they are subject to Social Security’s earnings limit. 

Calling all Snowbirds! 

Welcome back all you snowbirds!  We hope you had a wonderful, warm winter.  

Don’t forget to let us know if you need to have us update your  
mailing address to your summer residence 

 

Call Hannah at (585) 241-5250 or email Hannah@legacyfp.com   



Page 6  

The Legacy Ledger  

Legacy Financial Planning 1485 Monroe Avenue Rochester, NY 14618  (585) 241-5250 

ACH-Automated Clearing House, APR-Annual Percentage Rate, APY-Annual Percentage Yield, CD-Certificate of Deposit, CFP-Certified Financial Planner, CPI
-Consumer Price Index, DOB-Date of Birth, EFT-Electronic Funds Transfer, ETF-Exchange Traded Fund, FDIC-Federal Deposit Insurance Corporation, FMV-
Fair Market Value, HELOC-Home Equity Line of Credit, IRA-Individual Retirement Account, JT/WROS-Joint Tenant With Right of Survivorship, MF-Mutual 
Fund, NSF-Nonsufficient Funds, NYSE-NY Stock Exchange, RMD-Required Minimum Distribution, ROI-Return on Investment, SIMPLE IRA-Savings Incentive 
Match Plan for Employees IRA, TIN-Taxpayer Identification Number, TSA-Tax-Sheltered Annuity 

ACH:  _______________________ 

APR:   _______________________ 

APY:   _______________________ 

CD:     _______________________ 

CFP:     ______________________ 

CPI:    _______________________ 

DOB:  _______________________ 

EFT:    _______________________ 

ETF:    _______________________ 

FDIC:  _______________________ 

FMV:    ______________________ 

HELOC:   ____________________ 

IRA:   _______________________ 

JT/WROS:  ___________________ 

MF:  ________________________ 

NSF:  _______________________ 

NYSE:_______________________  

RMD: _______________________   

ROI: ________________________ 

SIMPLE IRA: __________________ 

TIN:    _______________________   

TSA:    _______________________   

SAY WHAT?  
How well do you think you know 
these commonly used financial/ 
investment abbreviations?   

Let’s test your knowledge!   

See if you can fill in the blanks 
with the correct phrase for             
these abbreviations. 

The answers are  
below.   
 
Good Luck!   

Earlier this month, Raymond James’ Chief Investment Officer, Larry Adams, presented,  

“Should You Stay or Should You Go”, a webinar that addressed the volatility of the current market 
and the driving forces causing the reactive swings in the market.   

If you couldn’t make the original webinar or would like to view it again,  
it’s available on our website at https://www.legacyfp.com/ 

 

Click the link then scroll to the middle of the Home page for the replay.   

Have you logged on to Legacy’s website recently?   
 

Our RESOURCE section has a number of commentaries, webinars,    

newsletters and videos to keep you up-to-date and informed  on the   
latest market news.  

  

Find us at https://www.legacyfp.com/ 


