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ndividuals with advanced

economic degrees and econ-

omists that are employed
(sometimes at astronomical sal-
aries) at the big brokerage firms
have inside data that tells them
where the economy is going.
Right? After all, their views are
routinely sought out and pub-
lished by the major news out-
lets, so they must know SOME-
THING that we don’t know.

The interesting thing about
these various predictions is that
nobody ever goes back and as-
sesses whether the predictions
and forecasts were, with the
benefit of hindsight, actually
accurate or helpful.

Until now. A new report
by researchers at Washington
University in St. Louis, MO
gathered up the consensus
forecasts from three popular
economic surveys, including
from chief financial officers at
large publicly-traded firms and
the economists at the Confer-

ence Board, and compared
them with actual market events
that occurred after the bold
and confident forecasts.

The result? The authors
found that in every case, the
predictions were less accu-
rate in predicting what would
happen, short-term and long-
term, in the market than what
economists call a ‘random
walk, which can be compared
to throwing darts, assuming
you have no skill at darts. The
‘gains’ listed in the researcher’s
final table ranged from -0.99%
in one year to -18.19% over six
months—not the kind of mar-
ket returns that most of us as-
pire to.

This confirms a longstanding
experiment that the Wall Street
Journal conducted some years
ago, where expert stock-pick-
ers named the stocks they ex-
pected to outperform over the
next three to six months, and
the Journal’s reporters threw
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darts to pick a comparison
portfolio. Most of the time, the
dart-throwers outperformed
the expert stock-pickers.

So (one might ask) why do
the news outlets seek out the
predictions of economists and
Wall Street analysts? The an-
swer seems to be for entertain-
ment value. Most of us like to
think we know what’s going to
happen, and having a person
with an advanced degree and
seven-figure salary, dressed in
expensive business attire, telling
us what is going to happen pro-
vides a sense of comfort—and
maybe a temporary salve to the
anxiety that comes with the un-
certainty that we all live with in
the real world.

Sources:

https://deliverypdf.ssrn.com/delivery.php?
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hat if somebody could

tell you the exact date

when the next recession
will begin, so you could get out
of the market and wait it out.
Wouldn't that be great?

You can fantasize about this
if you want. But it so happens
that sitting on the sidelines
during an economic recession
is actually bad for your portfo-
lio returns.

A study conducted by a
mutual fund company called
Dimensional Fund Advisors
did something very simple: it
looked at the start date of all re-
cessions from January 1947 to
December 2022, as announced
by the National Bureau of Eco-
nomic Research. Then it cal-
culated the returns of the Stan-
dard & Poors 500 index for the
ensuing one year, three and
five years after the recessions
were formally declared. Final-
ly, it averaged those returns to
show how investor portfolios,

on average, fared during those
times when the economy was
in the tank.

The result was not encourag-
ing to those who plan to move
to the sidelines during reces-
sions. On average, one-year
market returns after the start of
a recession came to a decently
positive 6.4%. Three-year re-
turns and 5-year returns were
even more so: 43.7% and 70.5%
over those time periods.

Looking over the data, the
researchers noticed that mar-
kets have, on average, tended to
experience most of their bear
market declines before reces-
sions were announced, and
began recovering soon after-
wards. The markets tended to
trend upwards during the re-
cession, perhaps because inves-
tors anticipatied that it would
end soon and good times
would restore corporate health.

The bottom line is pretty
clear: even if you knew the

exact date and time that a re-
cession would be announced
(and you don’t), the future
market movements would still
be uncertain—and, on aver-
age, counterintuitive. Better
to throw dice, or darts, or ex-
amine turtle shells to find out
what’s coming in the future.

Sources

https://www.advisorperspectives.com/arti-
cles/2023/06/16/tax-equity-stock-economic-fore-
casting-swedroe
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that when we retire, we will spend the same

amount of money out of our retirement
portfolios each year on living expenses, trav-
el, eating out, etc., with that total amount only
rising each year as inflation makes all of those
things incrementally more expensive.

But is that actually true in the real world?
A recent report by the RAND Corporation
examined the spending patterns of older
Americans who participated in the University
of Michigan’s Health and Retirement Survey.
RAND researchers found that for single retir-
ees, real spending declined after age 65 at a rate
of about 1.7% a year; for coupled retirement
households, the decline was 2.4% a year.

There are several possible explanations for
this. One is that people might find their living
expenses less affordable as they get older. But
the researchers concluded that this was not a
factor, because they found that the wealthiest
group of survey participants showed the same
spending declines as those with less wealth.
In fact, they found that as retirees got older,
across all wealth categories, they spent an
increasing share of their budget on gifts and
donations.

A better explanation, proposed but not
proven in the research, is that younger retirees
are more vigorous and more inclined to take
trips and eat out in their 60s and early 70s than
they are when they get older. They might also
become less interested in luxury goods like
new cars and clothing as they age.

The median retiree household age 65-69
spent $28,505 (single) or $53,990 (married) a
year, while retirees in their 80s spent $26,094
and $38,885 respectively. But of course there
was considerable variation in this number;
some retirees expect to spend more for a more
lavish lifestyle than others. The study broke
down expenditures by category, and found

The normal retirement planning models say

that trips and leisure expenditures fell the
farthest as people got older (see chart), while
healthcare expenditures were surprisingly sta-
ble, especially for coupled households. In all
age categories, housing was the biggest budget
item (23-25% of the total budget) followed by
food (16-19%) and utilities (12-17%).

This healthcare statistic might surprise
some people who had assumed that, later in
life, people will have to allocate dramatically
more to medical expenses than they did when
they were younger and more vigorous. The
study referenced an earlier study, which found
that, for most individuals, the last year of life

SPENDING
IN THE GOLDEN

YEARS

will typically engender a relatively affordable
$6,800 in out of pocket payment for doctor
and hospital visits; indeed, the healthcare per-
centage of a household’s budget averaged just
14% for people over 80 (compared with 9.4%
for the youngest retirees). A relatively small
number of people, roughly 10% of the sample,
accounts for 42% of the out-of-pocket health-
care spending in the later years of life—and
the presumption is that much of this can be
addressed by buying a long-term care insur-
ance policy.

Sources

https://www.rand.org/pubs/research_reports/
RRA2355-1.html

5280 Carroll Canyon Road,
Suite 103, San Diego, CA 92121
p. 619.684.6239


https://www.rand.org/pubs/research_reports/RRA2355-1.html
https://www.rand.org/pubs/research_reports/RRA2355-1.html
www.LivingLegacyLLC.com

LIVING LEGAGY

FINANCIAL & INSURANCE SERVICES

Live for Today and Plan for Tomorrow

kind of old at this writing; any investors

who retreated some or all of their port-
folios to the sidelines in anticipation that the
economy was about to tank are now ruing
their luck, as the markets delivered another
quarter of solid returns. It's another version
of the lesson: listen to the pundits predicting
disaster at your (financial) peril.

The market gains in the second three
months of year were stronger for larger
stocks, but all sectors participated in the
sunny investment climate. The Wilshire
5000 Total Market Index—the broadest
measure of U.S. stocks—picked up 6.67%
gains in the second quarter, and is now up
16.30% in the first six months of 2023. The
comparable Russell 3000 index is up 16.17%
so far this year.

Looking at large cap stocks, the Wilshire
U.S. 2500 Large Cap index gained 6.67% in
the most recent quarter, and is up 16.53%
through the first half of the year. The Russell
1000 large-cap index has gained 16.58% so
far this year, while the widely-quoted S&P
500 index of large company stocks jumped
8.30% in the second quarter, and has now
gained 15.91% during the year’s first half.

Meanwhile, the Russell Midcap Index is
up 9.01% through the second quarter. The
Wilshire Midcap index gained 4.55% in the
recent quarter, to stand at a positive 8.30%
so far this year.

As measured by the Wilshire U.S. Small-
Cap index, investors in smaller companies
received a 5.58% gain for the most recent
quarter, and are now sitting on 9.83% gains.
The comparable Russell 2000 Small-Cap

Fears of an imminent recession are getting

Index posted a 8.09% return over the past
six months. The technology-heavy Nasdaq
Composite Index, the biggest loser in 2022,
is on a tear this year, posting a 31.73% re-
turn in this year’s first six months.

Foreign markets are delivering positive
returns as well. The broad-based EAFE
index of companies in developed foreign
economies gained 9.66% in the first half of
2023. In aggregate, European stocks are up
8.95% this year, while EAFE’s Far East In-
dex delivered a positive 2.58% performance.
Emerging market stocks of less developed
countries, as represented by the EAFE EM
index, gained 3.46% in dollar terms over the
last six months.

Despite rising concerns about the im-
pact of remote work and e-commerce on
commercial properties, real estate securities
produced decent returns. The Wilshire U.S.
REIT index posted a 6.66% gain in the first
quarter of 2023. However, other alterna-
tive parts of a diversified portfolio were not
so fortunate. The S&P GSCI index, which
measures commodities returns, lost 11.41%
of its value in the most recent six months.
Utility stocks are posting a rare 7.16% loss
so far this year.

Bond rates rose dramatically last year,
but that trend seems to have moderated.
30-year U.S. government bond yields barely
moved from where they were three months
ago, with current yields at 3.86%. 10-year
government bonds are yielding 3.84%, and
from there we enter the inverted yield curve:
5-year government securities are yielding a
higher 4.16%, 2-year Treasuries are yield-
ing 4.90%, one-year government bonds are
yielding 5.39% and 6-month securities are
now yielding 5.41%. To say this is not nor-
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mal is an understatement. Whenever short-
er-term bonds are paying bond investors
more than their longer-term counterparts,
it means that bond investors (and, maybe,
most professional investors) are feeling cau-
tious about the future of the market.

Municipal bonds are a somewhat less
dramatic story at the moment, but there
is still inversion going on; 30-year munis,
on average, are yielding 3.57%, and 10-
year maturities are yielding 2.55%. But the
inversion can be seen in 5-year (2.61%),
2-year (2.92%) and 1-year (3.01%) aggre-
gate yields.

Of course, we're all wondering: will the
second half of the year be as rewarding as
the first half was? Our economic future has
seldom been as cloudy as it is today, which
is to say that the indicators are all over the
place. In America’s manufacturing sector,
the ISM Purchasing Managers Index, a close-
ly-watched indicator of the health of manu-
facturing firms overall, suggests that manu-
facturing has been in a recession for the past
seven months. Global indicators are saying
essentially the same thing about manufactur-
ing competitors overseas. New export orders
for goods have been falling globally at the
fastest pace since the end of 2022.

Adding to the downbeat news, the Con-
ference Board's Leading Economic Index has
been declining for 13 consecutive months,
and the most often-cited recession indica-
tor, the dramatic yield curve inversion in the
bond market, is flashing its signals louder
than ever. The corporate sector has not been
unaffected by all this: financial and non-fi-
nancial U.S. corporations have reported low-
er profits for the past two quarters.

But those indicators might actually
make up less than half the story. The unem-
ployment rate in the U.S. remains under 4%

continued to the next page
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(bouncing between 3.4% and 3.7%) and the
labor participation rate among workers aged
25 to 54 stands at a very strong 83.4%—the
highest level since 2007. Consumer spend-
ing has remained brisk, with durable goods
orders up 1.7% last month over the previous
month. U.S. households are still flush with
cash that was saved during the pandemic;
the Federal Reserve Bank of San Francisco
has estimated that households still have suf-
ficient savings to support current spending
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levels at least through the fourth quarter of
2023. Indeed, the most recent consumer
confidence index, measured by the Confer-
ence Board, rose to 109.7, the highest since
early 2022.

And, not incidentally, the inflation rate
keeps falling. Last year, alarm bells were
sounding because June’s annualized rate hit
9.1%. Today’s rate is an annualized 4.0%.

There’s no reason to imagine that any
of us can predict the future with any accu-

ept to point out that markets have,
historically, trended upward and rewarded
patient investors. It’s possible that a future
recession will test our collective patience
once again, but it’s a test that will be easier
to pass due to the gains that this year has
provided us already.

Sources:

International indices: https://www.msci. Bond rates:

com/real-time-index-data-search

Wilshire index data: https://www.wilshire.com/
solutions/returns-calculator
http://www.bloomberg.com/markets/rates-

Commodities index data: bonds/corporate-bonds/

Russell index data: http://www.ftse.com/products/
indices/russell-us
https://www.spglobal.com/spdji/en/in-
dex-family/commodities/broad/#overview

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

Utilities index: https://www.advisorperspectives.com/arti-
cles/2023/06/26/deduction-index-econom-

ic-and-market-swedroe

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

spx https://www.spglobal.com/spdji/en/indices/
equity/sp-500-utilities-sector/#overview

https://www.advisorperspectives.com/arti-

cles/2023/06/29/time-to-cancel-the-reces-

sion-altogether

Nasdaq index data:

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

https://www.morningstar.com/indexes/xnas/@
cco/performance

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, issuet, 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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