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FINANCIALFOCUS
POSITIONING YOUR FINANCIAL WORLD IN THE GLOBAL ECONOMY

NO MAN'S L AND

The mixed, but weaker than expected cadence of economic data is
highlighting both the strength and resiliency of the U.S. economy.
The Fed has raised interest rates at an unprecedented
rate that is strangling the economy while strengthening
the dollar and amplifying inflation internationally. With
nearly three-quarters of 2022 in the books, it looks
unlikely that stocks and bonds will stage a miraculous
year-end turnaround to reach positive territory, given
the aggressive projections for Fed rate hikes. The Fed’s
plan to cool economic growth has put corporate earnings
estimates on the chopping
block. If earnings are resilient
stocks
would
rebound
nicely given their now-lower
valuation. On the other hand,
if corporate earnings weaken
and reinforce the narrative
of a deeper slowdown on
the horizon, bond yields
will likely decline (prices go
up) as investors reallocate
to bonds. The tide has
changed as Federal Reserve
Chairman Powell continues
to reinforce his resolve on
fighting inflation. He said
that "central banks can and
should take responsibility
for delivering low and stable
inflation." He reiterated that delivering price stability
was "unconditional" and that they are "committed" to
moderating demand to bring inflation down. Overly
loose monetary policy has generated an inflation problem
that’s worse than any we’ve had in four decades. The
depth of a recession is largely dependent on monetary
policy by the Treasury and the Federal Reserve.
A slower rate-hiking path could help push off the
inevitable but result in a longer rate-hiking cycle with

potentially higher short-term interest rates to counter
persistently high inflation. While raising interest rates
may reduce economic growth and throw the US into a
deeper recession, there is no guarantee that this will fix
inflation.
Interest rates don’t determine inflation; the amount
of money circulating in the economy does. And this is
where the problem lies. In the
Fed’s fight against inflation,
job losses will be collateral
damage, however, so far, the
data shows continued labor
market strength. Weekly
initial unemployment claims
came in at a three-month
low even though a few highprofile announcements of job
cuts have been announced. It
is likely that we will first see
a slowdown in hiring before
corporations begin laying off
workers across the board. As
a result, people are starting
to get back into the labor
force as the participation
rate rose to the highest
levels since the global pandemic. Also, as a result, the
unemployment rate continues to rise but increases due
to more jobs and faster growth in participation are not
something to worry about. Perhaps the best summary
of the jobs report came from wages. Average hourly
earnings have been rising since July. That’s good news
since we have stubborn rising consumer prices, so that
means “real” (inflation-adjusted) wage gains. The issue
is wage gains are not enough to keep up with the inflation
trend. The key reason for our relative optimism is that

consumers— whose spending accounts for nearly 70%
of GDP—are still sitting on some $3.25T in excess cash
accumulated during the pandemic, while businesses hold
about $300B in excess cash. These sums together are
equivalent to nearly 15% of GDP, so economic growth
can be maintained at decent pace, even in the face of
significantly positive real interest rates, if people and
businesses choose to run down only a small proportion
of their savings.
There is a silver lining from the monetary tightening
we’ve seen throughout this year – yields on instruments
with shorter maturities have increased dramatically. In
fact, the upward shift in interest rates has provided the
most attractive yield opportunities since 2007 on client
cash balances. Just a few months ago, the return on cash
was close to 0%. Below are cash-equivalent securities
and their respective yields (as of 9/28/22) that you can
earn on your idle cash:
» Money market funds; Fidelity Government Cash
Reserves Fund 7-day yield = 2.43%
» 3-month Treasury Bill yield = 3.2%
» 1-Year Treasury Bill yield = 4.2%

We are sensitive that people at the bottom end of the
income distribution are suffering badly from rising food
and housing costs, even as gas prices revert to levels
before the Russian invasion of the Ukraine, but the
bottom 20% account for only 9% of total consumption,
and an even smaller share of discretionary spending, so
their impact on broad economic trends are modest. After
a difficult first half of the year, when stocks and bonds
both declined in historical proportions, the third quarter
of 2022 has been rocky, but constructive. Investors
have certainly felt more pain than most years due to the
simultaneous declines in stocks and bonds, coupled with
abnormally high inflation.
The good news is households spent much of 2020
and 2021 paying down debt with excess savings
accrued during the pandemic, and there are few major
imbalances on household balance sheets with respect
to credit. We remain confident that further progress
will continue to be made, as we will outline in this
edition of the Karp Capital Focus Newsletter.

K ARP CAPITAL IS PL ANNING FOR YOU

We have exciting news
to share with you this
quarter!
We are very enthusiastic about
combining Karp Capital Management
with Miracle Mile Advisors, an
award-winning advisory firm based
in Los Angeles. It is hard to believe
that Karp Capital was founded in
2004 with a handful of trusted
clients. Now almost 20 years later,
the world continues to become more
complex and meeting your financial
needs has changed.
From our humble beginnings, we
now consist of 20 people as we’ve
continued to grow and evolve. Our
highest priority has always been, and
remains, serving you – our clients –
and providing best-in-class asset
management and financial planning

services. We firmly believe that this
merger will create a combined firm
with incredible expertise across a
multitude of areas that will greatly
benefit all clients and their overall
financial health.
Miracle Mile shares our unwavering
commitment to clients, incredible
management team, and marketleading technology. This combination
offers the opportunity to expand our
capabilities while keeping certain
factors such as fee arrangements,
custodians, and your service team
the same. The management of your
accounts will not change, but the level
of service and breadth of analysis will
be enhanced.
Your primary points of contact you
have worked with at Karp Capital
will remain the same. The office

will remain in Sausalito and our
telephone number will not change –
(415) 345-8185. The Karp Capital
email addresses will eventually
change, and we will keep clients
updated when that occurs. The Karp
Capital name will begin to be phased
out when the transaction closes on
November 1. After that date you will
start to see communications with
the Miracle Mile Advisors name. By
the end of the year, the name “Karp
Capital Management Corporation” will
be fully transitioned to “Miracle Mile
Advisors.” Before we introduce you
to the even larger combined family,
we want to highlight the Karp Capital
employees that have been helping you
over the past months, quarters, and
years. These are the people that have
brought Karp Capital to where it is
today and have helped you reach your
investment and planning goals.

Advisory Team:

Peter C. Karp
President

Jeff Alpert
Vice President, Strategy

Mark Patzer
Associate Financial Advisor

Daniel Tang
Associate Financial Advisor

Investments Team:

Peter Lowden, CFA
Chief Investment Officer

Michael Attaway, CFA
Director of Investment
Services

Travis Palmer
Portfolio Management
Associate

John Grillo
Financial Planning Associate

Gino Valente
Investment Services
Associate

Operations Team:

Merri Weiner
Chief Compliance Officer,
Director o
 f Operations

Curtis Christian
Investment Operations
Associate

Dominic Salvatierra
Investment Operations
Associate

Retirement Team:

Bob Driscoll, AIF®
Vice President, Retirement
Services

Lee Henley
Director of Retirement
Operations

Carolyn Orlik
Retirement Client Service
Associate

Administrative Team:

Jen Trahan
Chief Operating Officer

Ally Weisfeld
Marketing & Business
Development Associate

Carolina Acosta
Director of Administrative
Services

Stacey Smith
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MARKET PRICE PERFORMANCE AS OF 9/30/22
SEPT 2022

3RD QUARTER

2022 YTD

THE CLOSE

DOW

-8.84%

-6.66%

-20.59%

28,725.51

S&P 500

-9.34%

-5.28%

-24.77%

3,585.62

NASDAQ

-10.50%

-4.11%

-32.41%

10,575.62

RUSSELL 2000

-9.73%

-2.53%

-25.86%

1,664.716

MSCI EAFE

-10.06%

-10.34%

-29.14%

1,661.48

MSCI ACWI

-9.01%

-6.52%

-26.09%

553.37

Bloomberg US Agg Bond

-4.32%

-4.75%

-14.61%

GOLD

-3.24%

-8.09%

-9.37%

1,672.00

CRUDE OIL

-12.66%

-33.05%

5.38%

79.49

Morningstar Category AvgIntermediate Government

-4.12%

-4.68%

-12.38%

*3.8286

MS Category Avg-Muni CA Intermediate

-2.09%

-2.22%

-9.96%
*10 YEAR TREASURY RATE

BIG PICTURE

The Fed has raised rates 3% this year
to combat inflation, and forecasts
are now for a terminal rate of 4.5%
(up from 3.75% previously). From here
the pace of rate increases will slow, with two smaller rate
hikes likely in the remainder of 2022. While the Fed has
been aggressive to maintain its inflation-fighting credibility,
history shows rising unemployment pushes policy makers
to accelerate rate cuts and keep borrowing costs lower for

longer; for each of the Fed hiking cycles from 1999, the Fed
cut rates before unemployment peaked¹. If core inflation
moderates and the spread between it and short-term
interest rates narrows as we expect, we should see stock
and bond markets stabilize.
Slower growth and stubborn inflation have produced a
different market environment, one that requires inflationsensitive and other specialty assets to play larger roles in
a portfolio. And while uncertainty around these important
macro-economic data points is likely to remain and result
in higher market volatility in the near term, we expect
continued improvement in markets and our diversified
portfolios.

INVESTMENT VIEW

Against this high volatility macro backdrop, increased diversification is
needed to enable portfolios to perform with the variety of headwinds they
are facing that range from central bank tightening, energy shortages in
Europe and mobility restrictions in China.
Our global growth strategy remains overweight
domestic assets relative to foreign due to strength in
the US dollar and economic shock waves in Europe and
China. While geopolitical issues will likely continue to
¹ Kristine Aquino, Bloomberg

support the US dollar, foreign assets should have room
to better perform once the aggressive US interest rate
policy is over and other central bank policies start to
catch up. Patience will pay off. This continues to be

a value-oriented market environment, with growth
stocks still at elevated valuations and their earnings
more susceptible to higher interest rates. And consumer
sentiment remains very low and provides another reason
to maintain exposure to quality companies trading at
reasonable valuations. We expect bear market rallies in
equities to continue for a while longer, but we are also
aware that time is on our side – the longer it is from
the June market lows, the more attractive the future
opportunity becomes (see table).
We are also maintaining allocations to assets that
defend against higher volatility and/or benefit from
inflation such as hedged equity, private equity and
credit, and a suite of real assets.
Our portfolios continue to remain tilted to the more
defensive parts of the equity markets, in areas that
are resilient as growth slows. In equities we prefer
domestic, larger, value-oriented companies generally,
and in sectors we are emphasizing such as healthcare,
consumer staples, energy, and utilities, as well as
conservative plays in financials (insurance) and
industrials (aerospace & defense).
We are starting to see some opportunity in some other
corners of the market, such as small caps, emerging
markets, and specific industries, and we will continue
to monitor them for inclusion or increased allocations.

INCOME ASSETS

We have been having many conversations with clients regarding
income assets and in particular bonds.
Interest rate hikes will continue to
pressure the price of traditional fixed
income assets, but gradually falling
inflation should eventually help to
neutralize this pressure. Understanding
bonds and the difference bonds and
stocks play in an investment portfolio
is essential to understanding how
to recognize and take advantages of
opportunities in any economic cycle.
Longer-term, inflation expectations
² Bloomberg; USGGBE01 Index

remain at relatively low levels². We
expect an opportunity for incomeoriented assets soon, but for now we
are positioned in shorter-dated assets
across higher quality issuers in both
public and private markets, as well
as core commercial real estate that
has similar high quality, but inflation
protected
income
characteristics.
While real estate cap rates are likely
to increase, the anticipated change

poses a modest headwind to the asset
class that remains well positioned to
continue to outperform. Do not do
the same thing and expect different
results. You play the game at the top
level by adapting to the new conditions
and sometimes utilizing a different
strategy as needed. These are the
markets that make a difference in the
health and growth of your net worth.

DIVERSIF YING ASSETS

Assets that source their
returns, and risk, from other
fundamental drivers are
expected to continue to add
value while inflation persists.
Private and hedge equity have reduced
volatility of our public traded equity growth
holdings, while at the same time expanding
the opportunity set by gaining exposure to
strong private companies and investments
that are not in public equity market indexes.
Private assets are not immune to inflation
uncertainty, higher interest rates and
the slowing economy. Liquid alternative
investments in commodities, hedged equity,
and managed futures are also well positioned
to add value to broader public market
benchmarks and are especially helpful as a
complimentary holding within a diversified
growth portfolio. These differentiated
assets have helped to both reduce portfolio
volatility and increase exposure to the
supply/demand imbalances that exist in
most of the world’s base commodities.

ROADMAP

The economy is slowing; we have mentioned this
in past newsletters and is evident by the asset
allocation and security selection in your portfolio.
Keep in mind there is no major
dislocation in the economy that
needs to be fixed as was the case
with recent past recessions. The U.S.
economy was heading for recession
before covid. Inflation is coming
down slowly, and we have now seen
most of the rate hikes for this cycle.
Next, we will see the impact of the
higher interest rates on an economy
that still has many areas of strength;
private sector finances are strong,
³ Pantheon Macroeconomics, 9/12/22

jobs are plentiful, and borrowing is
within historic ranges. Also, between
US consumers and businesses there
is nearly 15% of Gross Domestic
Product (GDP) in cash³, enough
fuel to consumption and keep the
economy growing for a long time.
And while housing prices are likely
headed lower and will influence
consumer spending, it won’t affect
cash flow. While we are squarely in
a bear market, we are now through

some of the worst of it. A smoother
road is around the corner (or two),
and we see no reason to sit on the
sidelines. As opportunities remain,
we are sticking to the roadmap:
stay properly invested in traditional
growth and income assets, use
diversifying resources, and continue
to harvest losses while being patient
for macro events to further improve.
This is a game of strategy, planning
and execution. This is not the time
to take your ball and go home. The
opportunity costs of not paying
attention and doing nothing is a
losing game plan.

LUCK Y ENOUGH TO BE A VICTIM OF OUR OWN SUCCESS

Karp Capital Management grew
exponentially during the 1 ½ year
shutdown during COVID. Our client
base grew and that meant growing
our staff. I am happy to say that the staff did rise to

the occasion with the twists and turns presented by a new
world order. Long-term staff rolled their shirt sleeves up
to bring new staff up to speed in a remote environment we
were all learning to navigate. For those of you who’ve been

a client of Karp Capital since the early days of the firm, our
growth is surely most apparent to you. With such growth,
it is important to bring in new talent and new resources
to serve our clients. The decision was made to cast an
even wider net, that brought Miracle Mile Advisors into
our viewfinder. Please know the services and folks you’ve
engaged with at Karp Capital remain the same, we now
have more tools to serve you and meet the needs of an
ever-changing marketplace.

SHARE YOUR LIFE

As we head toward the end of the
year, the holidays are around the
corner. This is the time of year to gather with family
and friends and spend quality time with the people you
care about. We spend our time working with you towards
your financial goals so the life you share with loved ones
has one less distraction. You don’t work hard, save and plan
to see a number go up and down on a statement, you do
it because you want your wealth to help you get the most
out of what life has to offer. By setting long-term goals and
taking the necessary steps to achieve them, you’ve laid the
groundwork to accomplish what you set your mind to.
We encourage you to spend this time reviewing your goals
with your loved ones. Let them know how they factor into
your plans and how much they mean to you. It’s important
to consider how your lifestyle or the lifestyle of your loved

ones would be affected if there were a sudden change in
your financial future. You should have a plan in place that
will allow you and your family to sustain the opportunities
your hard work has opened to you.
What experiences do you want to continue to have? Think
about the last trip you took or an experience you hope
everyone gets to have. What can you do to maximize your
net returns of happiness? Reaching your financial goals is
more than a secure retirement. It’s the meaningful things
that are made possible by your money. What is your
definition of success?
It’s not always easy to talk about your wealth or your
legacy. We have the tools available for you to begin that
conversation or delve deeper into the conversations
you’ve already started. Call our office and let us know if
you’re ready to have these conversations. We are here to
help you create, implement, and share your financial plan.
By focusing on what’s truly important, you’re not only
setting yourself up for success but your loved ones too.

All of us at Karp Capital Management thank you for your continued patronage.
It is a privilege to help you, your family and friends reach your financial goals.
Please remember that we appreciate your support and we’re flattered when
you refer your family and friends. If you know someone that would enjoy our
commentary on the market, please share the newsletter with them. If they
would like to receive our quarterly commentary please direct them to sign up
for the email edition at karpcapital.com.

Karp Capital Management Corporation
Registered Investment Advisor

If you have any questions on the analysis above, or would like to review your
portfolio’s performance, please call us at 1.877.900.KARP(5277). At Karp
Capital, we care about your financial world and how it is positioned in the
global economy.

Office Address: 30 Liberty Ship Way,

info@karpcapital.com | karpcapital.com
P: 415.345.8185 | F: 415.869.2832
Mailing Address: 2269 Chestnut St.,
#308 San Francisco, CA 94123
#3150 Sausalito, CA 94965
Follow Us:
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Information contained herein is derived from and based upon data licensed from one or more unaffiliated third parties, such as STANDARD & POOR’S,a division of The McGraw-Hill
Companies, Inc. (“S&P”), DOW JONES AND COMPANY INC. (“Dow Jones”), BARCLAY’S CAPITAL (“BarCap”), MORGAN STANLEY CAPITAL INTERNATIONAL, INC. (“MSCI”), FACTSET,
IG, or TRADING ECONOMICS. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness,
and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our judgment on the date of this report and are subject to change without notice.
Such options and estimates, including forecast returns, involve a number of assumptions that may not prove valid. Further, investments in international markets can be affected by a host of
factors, including political or social conditions, diplomatic relations, limitations or removal of funds or assets, or imposition of (or change in) exchange control or tax regulation in such markets.
The past performance of securities or other investments does not necessarily indicate or predict future performance, and the value of investments. This document may not be reproduced
without our written consent. Securities offered through Infinity Financial Services, member FINRA/SIPC . Karp Capital Management is not an affiliate of Infinity Financial Services. Karp Capital
Management does not offer tax advice, please consult with your CPA or tax professional.
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