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OIL’S RETURN  
TO NORMALCY

J
ust a couple of months ago, 
oil was selling on the inter-
national markets at upwards 

of $115 a barrel, and the gas 
prices at the pump (did you no-
tice?) were ranging around 4-5 
dollars a gallon.  Now you can 
fill your tank at less than $3 a 
gallon in most places, and bar-
rels of oil are trading at around 
$76.  If you look at the 5-year 
price chart for oil, you can see 
the Covid pandemic and the 
Russian invasion of Ukraine 
having rather dramatic (and 
opposite) effects on oil prices, 
and the trend since mid-2022 
has been a return to normalcy. 

Over the years, there have 
been a number of alarmist pre-
dictions about how the world is 
running out of oil, how tempo-
rary price increases were going 
to continue forever, etc., etc., 
and each time the global econo-
my corrected itself and reduced 
the alarming tend to a blip on 
the screen.  If there is a trend, it 

is that demand for oil will con-
tinue to decline as alternative 
energy sources become more 
popular, and as more automo-
biles are powered by electrici-
ty.  According to the most basic 
economic theory, lower demand 
would mean lower prices.

In fact, you might be sur-
prised to know that total oil 
production worldwide last year 
(89.88 million barrels a day) is 

actually lower than production 
levels in 2015.  The peak came 
in 2019 (just under 95 million 
barrels) and has been incremen-
tally declining ever since.  We 
aren’t running out of oil, but we 
are very slowly reducing our 
need or demand for it.

Sources: 

https://tradingeconomics.com/commodity/
crude-oil

https://www.statista.com/statistics/265203/glob-
al-oil-production-since-in-barrels-per-day/

Return to Normalcy?  Spot Crude Prices/Barrel since 2018

https://tradingeconomics.com/commodity/crude-oil
https://tradingeconomics.com/commodity/crude-oil
https://www.statista.com/statistics/265203/global-oil-production-since-in-barrels-per-day/
https://www.statista.com/statistics/265203/global-oil-production-since-in-barrels-per-day/
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TRENDS AND 
FORECASTS

E
very year, the Exploding Topics 
website issues a report on what 
its various surveys of economists 

say are the key economic trends for 
the next couple of years.    In the lat-
est report, it warns about the risk of 
stagflation (where inflation is high 
at the same time that the economy 
moves into a recession), but didn’t 
actually predict that this would 
happen.  Real estate sales may drop, 
due to persistently high prices and 
high mortgage rates.  Europe could 
experience an energy crisis this win-
ter, and accelerating climate change 
may start becoming not just visible 
but damaging to global economies.

The two trends that are likely 
to have an immediate impact on 
the economy and the investment 
markets have to do with consum-
er spending and (a related trend) 
the ability of companies to sell 
their goods and services.  One of 
the charts, reproduced here, tracks 
the buying conditions for durable 
goods from the University of Mich-
igan’s monthly Survey of Consum-
ers.  It found a rapidly plummeting 
situation, where high interest rates 
and rising prices (up 14% in aggre-
gate over the past year) are causing 

fewer consumers to finance expen-
sive purchases. 

If there is indeed a slowdown 
among consumers, that would 
cause manufacturers and retail 
outlets to experience what econo-
mists refer to as a ‘glut of invento-
ry’—that you and I would call a lot 
of unsold stuff sitting on the shelves 
or in warehouses.   Many of these 
companies expected that consumer 
demand would roar back after the 
pandemic ended, but those afore-
mentioned high prices and the fact 
that the pandemic lingered might 
produce a disappointing market ex-

perience that could lead to a short-
term decline in sales and profits.

One should remember that 
these are predictions, and predic-
tions are not the same thing as re-
ality.  There’s a wonderful joke to 
the effect that the ‘science’ of eco-
nomics exists in order to make the 
predictions of gypsy fortunetellers 
look reputable.  To know what’s go-
ing to happen, we’re going to have 
to experience it directly.

Sources 

https://explodingtopics.com/blog/econom-
ic-trends 

https://explodingtopics.com/blog/economic-trends
https://explodingtopics.com/blog/economic-trends
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WORST-CASE 

INVESTING

T
he market is experiencing an-
other lurching downturn after 
experiencing another couple 

of weeks of encouraging gains, 
and that tells you most of what you 
need to know about the markets.  
Despite the breathless reporting in 
the financial press, stock prices go 
up, and down, and up, and down 
more or less at random (in the 
short term) and consistently show 
incremental gains (in the longer 
term).  Unfortunately, it’s hard to 
see that generally upward trend for 
all the short-term noise.

Of course, it’s possible that this 
time it’s different; that the centu-
ry-long increases in share pric-
es (plus dividend payments) are 
about to come to an end.  We may 
be entering a time when all the ef-
forts of all the people who go to 
work in the offices of all the pub-
licly-traded companies (or, lately, 
in their homes) will lead, against 
all logic, to consistently declining 
long-term value, and the markets 
will go down, down, down un-
til they finally touch bottom.  Of 

course, long before that happens, 
most people will be out of work, 
companies in every sector will go 
bankrupt, and chaos will reign.

People will sometimes fear the 
worst, and ask what kind of invest-
ments would thrive in a worst-case 
economic/market scenario.  And 
there is a ready answer for that.  
Your best ‘investments’ (if you 
could call them that) for a total 
breakdown of the economic sys-
tem would be a hideout deep in the 
woods, guns and ammo to protect 
yourself from the hungry masses, 
and plenty of seeds so you could 
grow your own food.  A very large 
stockpile of canned/concentrated 
food and access to a water supply 
would complete the picture, and if 
you believe that some kind of bar-
ter system would survive the global 
catastrophe, then maybe you could 
stockpile gold Kruegerrands.

Of course, the end of the world 
has been predicted more than a 
few times over the years, and their 
historical failure rate is running 
right at 100%.  We may see a re-

cession next year, we will certainly 
see more confusing fluctuation in 
share prices day in, day out, and 
the financial press will continue 
to think that these entirely normal 
market fluctuations are ‘news.’  But 
if history is any indication, patience 
in the markets, and a strong stom-
ach for bumps in the roller coaster, 
may be rewarded in the end.

And if they’re not, we may have 
a lot more to worry about than the 
value of our investment portfolios.

Past performance is not a guarantee of future results. 
All investments contain risk and may lose value. 

www.LivingLegacyLLC.com
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THE 
NEWLY-PASSED 

SECURE ACT 2.0

R
aise your hand if you think 
Congress should get out of the 
habit of passing tax legislation 

hours before the end of the year, 
and giving the professionals zero 
time to plan for it.  

In the waning days of 2022, 
Congress passed something 
called the Consolidated Appro-
priations Act of 2023, which au-
thorizes roughly a year of federal 
spending ($1.7 trillion worth), 
and also includes the SECURE 
Act 2.0, with a number of provi-
sions that might be of interest to 
financial consumers.

One provision that could be 
of interest to a number of retir-
ees is a small push-back of the 
age when required minimum 
distributions (RMDs) begin. 
These, as you probably know, 
are amounts that people above a 
certain age are required to take 
out of their retirements plans 
(please note employees still ac-
tively employed aren’t subject to 
RMDs in their current employ-
er-sponsored retirement plan), 

whether they need the money 
or not.  Before the tax bill, that 
age was 72; people had to start 
taking their distributions in the 
year that they reached that age, 
and the distributions would be 
a higher percentage of the re-
tirement assets for each subse-
quent year.

The new law has moved that 
RMD age from 72 to 73 for any-
one who reaches age 72 in 2023 
or thereafter.  And anyone who 
reaches age 74 after December 
31, 2032 will have to start taking 
RMDs by age 75.  (SECURE 2.0 
has no impact on people who 
are currently taking RMDs; they 
have to follow the same formu-
la that they have been following 
up to now.) 

One of the most draconian 
penalties in the tax code comes if 
someone were to miss taking out 
their full RMD in any tax year; 
the IRS penalty is an excise tax 
amounting to 50% of the amount 
that should have been distribut-
ed but was not.  In the new bill, 

Congress reduced that surtax to 
25% (still pretty steep), and re-
duced it further, to 10%, if the 
retiree catches and corrects the 
under-distribution before the 
next tax return is due or before 
the IRS sends a demand letter.

Beyond that, there are a num-
ber of what Congress must be-
lieve are enhancements to the 
existing panoply of retirement 
plan options.  Previously, peo-
ple participating in a compa-
ny-sponsored Roth IRA account 
had to take annual RMDs; now 
they don’t—which levels the 
playing field with individual 
Roth accounts, which have nev-
er imposed RMD requirements.  
The bill would allow employers 
to offer Roth versions of SIM-
PLE and SEP plans; previously 
those plans could only include 
pre-tax funds.  Employers will be 
permitted to deposit matching 
contributions into these Roth ac-
counts, which would be included 
in the employee’s taxable income 
in the year of the contribution.

And a provision would allow 
employers to make matching 

continued to the next page
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THE 
NEWLY-PASSED 

SECURE ACT 2.0
contributions to a 401(k), 403(b) 
or SIMPLE IRA plan for qualified 
student loan payments—that is, 
payment on the debt incurred for 
higher education purposes.

Speaking of higher educa-
tion, people who have set aside 
money in a state 529 plan to 
pay for college expenses, and 
no longer have a need to use it 
for that purpose, are now able 
to move those excess funds di-
rectly into a Roth IRA, up to 
a maximum of $35,000.  The 
bill requires that the Roth IRA 
receiving the funds be in the 
name of the beneficiary of the 
529 plan, and the 529 account 
must have been in existence for 
15 years or longer.  (Any contri-
butions made in the most recent 
five years, and earnings on those 
contributions, are not eligible 
for this transfer.)

People over 50 have been able 
to make an additional $1,000 
contribution to their IRA, what 
has been called a catch-up pro-

vision.  But that amount has 
never been indexed to inflation.  
Now, starting next year, the 
catch-up contribution limit will 
be raised with the inflation rate, 
in increments of $100. Mean-
while, staring in 2025, increased 
catch-up provisions take effect. 
Participants aged 60-63 will be 
permitted to contribute up to 
$10,000 (up from the current 
$7,500) in their 401(k) plan, or 
$5,000 if they are participants in 
a SIMPLE plan.

Beyond that, the bill provides 
for various new exceptions to the 
10% surtax imposed on people 
taking money out of their IRA 
or qualified retirement plan be-
fore age 59 1/2, and it creates a 
new type of ‘Emergency Savings 
Account’ that employers could 
set up for plan participants who 
don’t own more than 5% inter-
est in their employer or receive 
more than $135,000 in compen-
sation.  The empoyees can make 
Roth designated contributions 
until the account reaches $2,500, 

and the money grows tax-free 
thereafter.  The idea is that this 
money will be used whenever 
the family faces an emergency.

Two areas where many peo-
ple were expecting changes did 
not change.  The federal estate 
tax exemption was not reduced 
(with inflation indexing, it will 
be $12,920,000 in 2023; double 
that amount for married cou-
ples), and so-called ‘back-door’ 
Roth contributions are still a 
viable planning tool.

If Congress has to put tax 
legislation on the books in the 
waning minutes of the year, 
then at least we can be grate-
ful that most of the provisions 
are positive ones, and that they 
don’t require an end-of-the-year 
planning scramble.  (You can 
put your hand down now.)

Sources: 

https://www.yahoo.com/finance/news/big-
changes-to-the-retirement-system-are-included-
in-congresss-end-of-year-bill-182514621.html

https://www.kitces.com/blog/secure-act-2-om-
nibus-2022-hr-2954-rmd-75-529-roth-rollover-
increase-qcd-student-loan-match/ 

https://www.yahoo.com/now/secure-2-0-act-re-
tirement-150042550.html

https://www.yahoo.com/finance/news/big-changes-to-the-retirement-system-are-included-in-congresss-end-of-year-bill-182514621.html
https://www.yahoo.com/finance/news/big-changes-to-the-retirement-system-are-included-in-congresss-end-of-year-bill-182514621.html
https://www.yahoo.com/finance/news/big-changes-to-the-retirement-system-are-included-in-congresss-end-of-year-bill-182514621.html
https://www.kitces.com/blog/secure-act-2-omnibus-2022-hr-2954-rmd-75-529-roth-rollover-increase-qcd-student-loan-match/
https://www.kitces.com/blog/secure-act-2-omnibus-2022-hr-2954-rmd-75-529-roth-rollover-increase-qcd-student-loan-match/
https://www.kitces.com/blog/secure-act-2-omnibus-2022-hr-2954-rmd-75-529-roth-rollover-increase-qcd-student-loan-match/
https://www.yahoo.com/now/secure-2-0-act-retirement-150042550.html
https://www.yahoo.com/now/secure-2-0-act-retirement-150042550.html
www.LivingLegacyLLC.com


Live for Today and Plan for Tomorrow

5280 Carroll Canyon Road,
Suite 300, San Diego, CA 92121

p. 619.684.6239

JANUARY

6

2022  
INVESTMENT  
REPORT

M
any investors are no doubt 
glad to see 2022 in the rear 
view mirror, and if they do 

look back, the picture is not pretty.  
Stocks were buffeted by the Feder-
al Reserve Board’s aggressive rate 
hikes (the fastest since the 1980s 
stagflation era) and the reverse of 
the QE policies which, for a decade 
or more, flooded the markets with 
liquidity.  It didn’t help that there 
were persistent fears of a recession 
all through the last 12 months, 
and a certain level of alarm over 
the Russia-Ukraine war.  2022 saw 
the three main stock indexes post 
their first yearly drop since 2018, 
and market economists with long 
memories were comparing this 
perfect storm of headwinds to the 
declines triggered by the 2008 fi-
nancial crisis.

A breakdown shows that just 
about every U.S. investment as-
set was showing double-digit 
declines.  The Wilshire 5000 To-
tal Market Index—the broadest 
measure of U.S. stocks—gained 
7.10% in the 4th quarter, but 
ended the year with a 19.04% 

loss.  The comparable Russell 
3000 index was down 19.21% for 
the year.  

Looking at large cap stocks, 
the Wilshire U.S. 2500 Large Cap 
index was up 7.12% in the fourth 
quarter, but still posted a 19.00% 
loss for 2022.  The Russell 1000 
large-cap index finished the year 
with a similar 19.13% loss, while 
the widely-quoted S&P 500 index 
of large company stocks gained 
7.08% during the year’s final 
quarter and overall finished down 
19.44% in calendar 2022.   

Meanwhile, the Russell Midcap 
Index finished the 2022 calendar 
year down 17.32%.

As measured by the Wilshire 
U.S. Small-Cap index, investors 
in smaller companies received 
a 7.77% gain for the last quarter, 
but were still down 17.50% for the 
year.  The comparable Russell 2000 
Small-Cap Index posted a 20.44% 
loss in the past 12 months.  The 
technology-heavy Nasdaq Com-
posite Index was the biggest loser 
in 2022, dropping 28.27% of its 
value over the last 12 months. 

The foreign markets were no 

better. The broad-based EAFE 
index of companies in developed 
foreign economies gained 17.00% 
in the final quarter of 2022, but 
still lost 16.79% of its value in dol-
lar terms for the year just ended.   
In aggregate, European stocks 
lost 17.28% in 2022, while EAFE’s 
Far East Index was down 17.20%.  
Emerging market stocks of less 
developed countries, as repre-
sented by the EAFE EM index, lost 
22.37% in dollar terms in the year.  

Real estate securities produced 
even greater losses, albeit for small 
portions of most investment port-
folios.  The Wilshire U.S. REIT in-
dex posted a truly awful 26.81% 
loss in 2022.  But due to global 
increases in oil prices (and oil 
company profits), the S&P GSCI 
index, which measures commod-
ities returns, eked out a 0.38% gain 
in the 4th quarter, ending the year 
up 8.71%.  

Perhaps the most dramat-
ic market movements in 2022 
occurred in the bond markets, 
where yields on 10-year Treasury 
bonds rose dramatically over the 
course of the year, from 0.95% a 
year ago to 3.87% currently.  30-
year government bonds rose from 

continued to the next page
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1.88% yields at this time last year 
to 3.96%.  Five-year municipal 
bonds were providing, on average, 
a meager 0.60% yield last January; 
now the rate is a comparatively ro-
bust 2.56%, while 30-year munis 
are yielding 3.63% on average.  Of 
course, for bond investors, these 
yield gains represented losses; 
when rates go up, the lower-yield-
ing bonds that investors had pur-
chased previously lose value pro-
portionately.

The broad market downturn, in 
stocks and bonds, marks the end of 
an extraordinary period of invest-
ment history, a three-year run that 
saw many investors at or near dou-
bling their portfolio values.  The 
interesting thing is that, despite 
the declines, we are not currently 
in bear market territory--usually 
defined as a 20% decline.  

What will the future bring?  Of 
course, we don’t know, but perhaps 
we don’t know more deeply now, 
with all the mixed signals swirling 
around us, than we usually don’t 
know.  It’s certainly possible that 
the Fed will achieve that mythical 

‘soft landing’ for the economy in 
the coming year.  Inflation seems 
to have peaked and is falling faster 
than many expected—the CPI is 
up just 0.1% in November, 7.1% 
year-over-year.  The GDP, which 
measures growth in the economy, 
recovered in the third quarter; to-
tal economic activity in the U.S. 
expanded a healthy 2.9% for the 
three months ending September 
30, and a survey of economists 
suggests that growth could reach 
1.0% in the fourth quarter.  Unem-
ployment is still low, at 3.7%.  Low 
unemployment, wage gains and 
near 1% gains in personal income 
are fueling an increase in consum-
er spending.  U.S retail sales post-
ed their strongest gains in eight 
months this past October.

But…  investors may be cau-
tious about feeling too optimis-
tic quite yet, especially with that 
glimpse into the rear view mirror.  
2022 marks the first year in histo-
ry when the S&P 500 and 20-year 
Treasury bonds both experienced 
double-digit losses; the previous 
‘record’ was 1969, when the S&P 
500 lost 8.5% and long Treasuries 

declined by 5.1%.  Global diversifi-
cation also didn’t help, as both the 
MSCI EAFE and emerging markets 
experienced double-digit losses.

The problem for the investment 
markets is that what had been 
a strong tail wind is now a brisk 
head-wind.  

The U.S. Central Bank is en-
gaged in quantitative tightening, 
shrinking its $9 trillion balance 
sheet by roughly $100 billion a 
month.  As the Fed economists 
continue to bring inflation down 
to a 2% annual rate, they are like-
ly to raise the Fed funds rate to at 
least 5%, which makes short-term 
bond instruments competitive 
with stocks and reduces demand 
in the equities markets.

Meanwhile, the housing mar-
ket recently experienced the ninth 
consecutive month of declining 
sales—almost certainly due to 
higher mortgage rates.  And the 
Conference Board’s October in-
dex of leading economic indi-
cators recently declined for the 
eighth straight month, which may 
signal an increasing risk of a re-
cession in the coming year.  That 
gloomy prediction is reinforced by 
the inverted yield curve.  The re-

continued to the next page
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http://www.nasdaq.com/markets/indices/
nasdaq-total-returns.aspx

International indices: https://www.msci.
com/end-of-day-data-search

Commodities index data: 

https://www.spglobal.com/spdji/en/in-
dex-family/commodities/broad/#overview 

Treasury market rates: http://www.
bloomberg.com/markets/rates-bonds/gov-
ernment-bonds/us/

Bond rates: 

http://www.bloomberg.com/markets/rates-
bonds/corporate-bonds/

https://www.advisorperspectives.com/
articles/2022/12/19/fourth-quarter-2022-
economic-review-and-outlook https://www.
reuters.com/markets/us/futures-slip-last-
trading-day-torrid-year-2022-12-30/

Sources: 

Wilshire index data: http://www.wilshire.com/
Indexes/calculator/ 

Russell index data: http://www.ftse.com/products/
indices/russell-us  

S&P index data: https://www.spglobal.com/spdji/
en/indices/equity/sp-500/#overview 

https://www.marketwatch.com/investing/index/
spx   

Nasdaq index data:

http://quotes.morningstar.com/indexquote/quote.
html?t=COMP

cent spread between three-month 
and 10-year Treasury bonds has 
reached -0.77%.  When investors 
buy long-term bonds at lower 
yields than short-term bonds, it 
means they’re expecting turmoil 
on the horizon.

When the markets decline as 
they did this past year, history 
tells us that they become a buying 

opportunity; in effect, they go on 
sale, and become more attractively 
priced than they were before the 
downturn.  But there is no guar-
antee that stocks won’t become 
even more attractively priced at 
some point in the coming year; 
we just don’t know what to expect.  
What we do know is that in virtu-
ally every historical time period, 

stock prices have recovered, usu-
ally unexpectedly, and the biggest 
danger has always been to move to 
the sidelines at the wrong time and 
miss out on that next upsurge.  If 
we knew any more than that about 
the future, you would be the first 
to hear from us.

2022  
INVESTMENT  
REPORT

Past performance is not a guarantee of future results. Indices are unmanaged and one cannot invest directly in an index. All investments contain risk and may lose 
value. Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit and inflation risk. Equities may decline in value due to 
both real and perceived general market, economic and industry conditions. Investing in securities of smaller companies tends to be more volatile and less liquid than 
securities of larger companies. Investing in foreign securities may involve heightened risk including currency fluctuations, less liquid trading markets, greater price 
volatility, political and economic instability, less publicly available information and changes in tax or currency laws. Such risks are enhanced in emerging markets.
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https://www.msci.com/end-of-day-data-search
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http://www.bloomberg.com/markets/rates-bonds/government-bonds/us/
http://www.bloomberg.com/markets/rates-bonds/government-bonds/us/
http://www.bloomberg.com/markets/rates-bonds/government-bonds/us/
http://www.bloomberg.com/markets/rates-bonds/corporate-bonds/
http://www.bloomberg.com/markets/rates-bonds/corporate-bonds/
https://www.advisorperspectives.com/articles/2022/12/19/fourth-quarter-2022-economic-review-and-outlook https://www.reuters.com/markets/us/futures-slip-last-trading-day-torrid-year-2022-12-30/
https://www.advisorperspectives.com/articles/2022/12/19/fourth-quarter-2022-economic-review-and-outlook https://www.reuters.com/markets/us/futures-slip-last-trading-day-torrid-year-2022-12-30/
https://www.advisorperspectives.com/articles/2022/12/19/fourth-quarter-2022-economic-review-and-outlook https://www.reuters.com/markets/us/futures-slip-last-trading-day-torrid-year-2022-12-30/
https://www.advisorperspectives.com/articles/2022/12/19/fourth-quarter-2022-economic-review-and-outlook https://www.reuters.com/markets/us/futures-slip-last-trading-day-torrid-year-2022-12-30/
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