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2022 MARKETS & ECONOMY DISCUSSION
By Richard A. Hewitt

2021 marked the third consecutive year of double-digit returns,
overcoming headwinds the U.S. and global economies continue to
battle. The pent-up demand and strong labor market provided plenty
of cash for U.S. consumers to spend and spend they did. The holiday
sales results surpassed pre-COVID 2019 levels. While final data for
November and December won’t be available for a few weeks, early
data shows an increase of +10.7% over 2019.
The top performing sector was Energy, up approximately 46%
(price return) as global economic recovery spurred significant
demand. While we reduced our position in Energy in April, we still
maintained significant exposure to this sector throughout the year,
which allowed us to capture a lot of this strong return. Real Estate

also was strong at just shy of a 42% gain as the worst appears
over for the commercial sector despite many companies delaying a
return to office work on a full-time basis.
International markets trailed U.S. domestic markets by a
significant margin with emerging markets turning in a negative
return of -5.5% for the year. We expect international and emerging
markets will both return to positive territory in 2022 as the impact of
COVID will continue to lessen with improvements in both vaccination
rates and treatments.
Our expectation for the upcoming year are returns for U.S.
markets in the 8-12% range, developed international markets
returning 6-8% and emerging markets closing 10-14% higher.
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ASSESSING THE IMPACTS OF 2022 TAX CODE CHANGES

By Joseph P. Clark

As we enter a new year, we will undoubtedly look to review
the previous 12 months with our clients. However, we will also
look ahead to see how 2022 tax code changes may affect our
client financial plans and the American economy overall. Due to
the high inflation we are experiencing, income limits in all tax
brackets will be adjusted in 2022 for taxes filed in 2023. There
will be seven federal income tax brackets ranging from 10% to
37% and the taxable income thresholds (dollars) to reach those
brackets are rising over 3% from 2021 to 2022. These taxbracket adjustments are automatic based upon inflation and
not a recent change implemented by Congress and the IRS. In
any event, they are designed to offer relief to Americans who
find themselves spending more as inflation has increased the
cost of living. In addition to the adjustment of tax brackets,
the standard deductions for filers will rise next year. For single
taxpayers, the 2022 deduction is $12,950, an increase of
$400. For married couples filing jointly, that's an increase of
$800 (to $25,900). Both of these changes help put money in
the pockets of middle-class Americans whose spending is the
key to our economic growth.
In 2022, the IRS will allow retirement savers to contribute
an additional $1,000 per year to a qualified account such
as a 401(k), 403(b), or Thrift Saving Plan (TSP). That means
employees can contribute a maximum of $20,500 next year.
The increases are intended to accommodate for a rise in
inflation in 2021. The catch-up contribution limit for those 50
and older remains $6,500. That means workers over 50 can
defer income tax on as much as $27,000 in their employersponsored retirement plans. Also, the limit on total employer and
employee contributions to these plans increased from $58,000
to $61,000 (not including catch-up contributions). Retirement
savers should work with their employers to ensure to update
their salary contributions in 2022 to fully take advantage of
these tax code changes.

The increase in inflation also has driven an increase in the estate
tax exemption, which is being raised to $12.06 million from $11.70
million per individual for 2022. A married couple can now shield
a total of $24.12 million from federal estate taxes or gift taxes.
The increased exemption means that a married couple has over
an additional $700K that they can give away either during life or
at death without incurring a 40% transfer tax. Also, there is an
increase in the annual gift tax exclusion, which will be $16,000 per
person in 2022, after four years at $15,000. Although the estate
exemption is increased for inflation in 2022, the current law will
sunset in 2025, which means the exemption amount will drop back
down to the prior law at a $5 million cap, which (when adjusted
for inflation) is expected to be about $6.2 million. Although the
Build Back Better bill proposed by President Biden was held up in
Congress, one provision of that bill would have been to accelerate
the sunset provision so that the exemption dropped to $6 Million
as of January 1, 2022. Therefore, those so inclined might look to
utilize the exemption as there is a push to dramatically decrease it
even before 2025.
Unlike the aforementioned changes that have been codified,
changes to Roth conversion rules have not yet been implemented.
However, the Build Back Better Act, which has not passed the Senate,
would have effectively eliminated “back door Roth” contributions.
This rule enabled individuals who could not contribute to a Roth IRA
(due to income restrictions) to instead make an after-tax contribution
to a Traditional IRA and subsequently convert the assets to a Roth
IRA. Also, effective January 1, 2032, the bill would have prohibited
any Roth conversions for high income earners (defined as $400,000
or more for individuals and $450,000 or more for joint filers). As
mentioned earlier, these changes were held up in Congress, but
there are those who want to push forward with these reforms.
Because Roth conversions are such an integral part of most people’s
long-term retirement strategies, we will continue to monitor these
potential future changes.
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BITCOIN: FACT OR FICTION?

By Drew W. Nelson

In our world of 24/7 news cycles and growing screen addictions,
we are constantly bombarded with information, opinions, and
conjecture from pundits and peers alike about the latest trends
and what’s going on in the world. Our attention is continuously
engaged in a revolving game of Tug-O-War between various sources,
and it is becoming more and more difficult to decipher what is
truthful, incorrect, or even worse, knowingly false. Unfortunately,
investments and financial advice are not immune to this reality.
Cryptocurrencies, and bitcoin in particular, have been all the craze
the past 18 months and continue to make headlines (either as
“hype” for profit or genuine intrigue remains to be seen). However, a
recent CryptoLiteracy.org survey showed that 98% of people aware
of bitcoin do not understand what it is. Here are some fundamental
truths you should be armed with to place you amongst that 2%:
1. What actually IS bitcoin? Bitcoin is purely a digital
phenomenon (physical bitcoins do not exist). Bitcoin transactions
(called “blocks”) are cryptographically and chronologically
recorded in a continuous “chain” using open-source computer
software. This is how the term “blockchain” came to be.
Anyone can see the blockchain information in real time
and no one can cheat the system because all the
computers running the Bitcoin code have the same blockchain
(hence the open-source nature of the software). This is what
makes the blockchain a decentralized, publicly distributed ledger
of all bitcoin transactions.
2. Complex math is used to “mine” new bitcoins. Bitcoin
miners use copious amounts of expensive computer hardware to
solve a complex math problem (called a “hash problem”), which
ultimately mints new bitcoins into circulation. Effectively, these
computers are trying to guess a number that is less than or equal
to a 64-digit number called the “target hash”. The Bitcoin code
strives to have this problem solved every 10 minutes to maintain
the blockchain functionality. As more people enter the mining
arena and the computing power vastly increases, the difficulty of
the problem increases to maintain the 10-minute interval. When
a problem is solved, it is verified by other miners and gets added
as a block to the blockchain, and the process repeats. The first
person to guess correctly is rewarded with 6.25 bitcoins (at the
time of this writing), and this reward is halved roughly every
4 years.
3. How do bitcoin transactions work? Transactions occur on a
decentralized bitcoin exchange (like Coinbase), where users buy
and sell bitcoin using fiat currency. High fees are associated with
bitcoin exchanges, such as transaction fees, currency conversion
fees, and transfer fees. Nearly 100% of all bitcoin transactions
take place on these exchanges (as opposed to the retail space),
which is explained by its scalability issues, long transaction
times, inability to process chargebacks, and high price volatility.

4. The bitcoin network is maintained by its miners. Because
blockchain technology allows bitcoin to be decentralized, there
is no “Federal Reserve” (i.e., third party) regulating or intervening
in the network. Miners are paid in bitcoin to verify every
transaction on the blockchain, which maintains the legitimacy of
the network by preventing “double-spending.” For example, you
cannot use a $20 bill to buy lunch and then take that same $20
bill and buy household supplies; that bill cannot be spent twice
by the same user. By contrast, bitcoin is purely digital so there
is a risk of tokens being copied and sent to another party while
the originals are maintained. With no regulatory body to monitor
this, the people who operate the network do it themselves.
5. A new Bitcoin ETF exists, but it is unlike traditional
ETF investments. ProShares launched the first bitcoin-linked
exchange-traded fund on October 19, 2021 with the ticker
symbol BITO (Bitcoin Strategy ETF). Typically, traditional ETF’s are
designed to track indices and sectors by bundling hundreds of
stocks together inside a wrapper, providing greater diversification.
BITO does not track an index but instead purchases bitcoin futures
contracts (not bitcoin directly). Futures contracts are agreements
to buy or sell a commodity or asset at a predetermined price at
a future date. This ETF speculates on the future price of bitcoin
through these contracts and when the expiration date is reached
for a particular contract, the Fund liquidates and purchases
another contract with a later future date, and the cycle continues.
The following excerpt is taken directly from page 4 of the BITO
fund prospectus:
 itcoin and bitcoin futures are relatively new investments. They
B
are subject to unique and substantial risks, and historically,
have been subject to significant price volatility. The value of an
investment in the Fund could decline significantly and without
warning, including to zero. You should be prepared to lose
your entire investment.
There are vastly more risks with bitcoin than with more
traditional equity investments (marketability risk, liquidity
risk, volatility risk, etc). Praetorian Guard’s perspective is that
accomplishing financial goals requires discipline to a long-term
plan that incorporates an “acceptable” risk tolerance to allow
us to live the life we want in the future. Key to this discipline
is forgoing the temptations to take home-run swings at the
plate and instead vie for consistent singles and doubles (just
like Joe DiMaggio). Bitcoin may seem like a home run to some
people (and Praetorian Guard respectfully acknowledges these
other perspectives), but it’s not self-evident to us where it fits
at the known risk level in a long-term investment portfolio and
comprehensive financial plan. Whether you are thinking about
putting money into cryptocurrency or not, you now know some
things 98% of crypto traders do not!
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POLITICAL AND ECONOMIC ENVIRONMENT
By Richard A. Hewitt

The year closed with our body politic having caused less damage
than we expected just three months ago. SEN Joe Manchin did what
he said he would do and postponed the Build Back Better legislation
for now. It is not dead and buried but clearly will require significant
adjustments to be resurrected and signed into law in the first few
months of 2022 if it can even be passed. Tax rates will remain
unchanged for the first half of 2022 and that stability is a net positive.
The largest economic change during the last months of 2021 were
the statements and signals from the Federal Reserve — they are
late to the inflation party. However, it is good that Chairman Powell
has announced the Federal Reserve will accelerate the end of its
bond buy backs and focus on raising interest rates. Inflation is no
longer described as “transitory” and we expect 3 rate increases,

each of 0.25%, in 2022. May will be the first, July the second and
November the final to end up the year at a target Fed Funds rate
of 1.0%. Expect markets to overreact in May but this is hardly the
end of the world as we know it — it is time for the Federal Reserve
to focus on its second mandate: Price Stability.
We all can read the calendar and see 2022 is an election year
and history indicates that we are likely to see the U.S. House
of Representatives change control. Since 1946 the President’s
party has lost an average of 25 seats. I expect a slightly smaller
number in November (as the Republicans outperformed in
2020), but even a few seats will flip control. “Gridlock” may well
be exactly what President Biden needs to adjust course and
move towards the center.

PRESIDENT’S COMMENTARY
Management of the Omicron variant of COVID-19 is better than many
had feared — there still is a large Red State/Blue State difference
but elected officials are not calling for shutdowns, and I believe we
are past that part of the “solution.” This variant appears to be more
contagious but less dangerous, which may turn out to be a good

GETTING STARTED

By Richard A. Hewitt

thing. A small group will get vaccinated for the first time, many will
get booster shots, and lots of folks will gain a degree of natural
immunity. It is time for the country to realize COVID is now, or
soon will be, endemic and that we need to adjust our thinking and
response to this reality.

CLOSING THOUGHT

“Not being able to sleep is terrible.
You have the misery of having partied
all night… without the satisfaction.”
—Lynn Johnston
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