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WHAT IS ‘NORMAL’ NOW?
Inflation, the Market, and the Economy: Reviewing an Unusual Year to See What’s in Store for 2022

I

f you had hoped 2021 would mark a
turning point in the return to normalcy, you
now probably find yourself disappointed.
What is “normal” now? It seems harder to
define than it was prior to the pandemic
and recession of 2020. This is the case for
not only families, but also for professionals,
economists, market strategists and beyond.
Does the market seem normal at this point?
Does the economy seem normal? Both are
good questions.
Last year began full of promise.
Vaccines from major pharmaceutical
companies were expected to put the
proverbial nail in the coffin on one of the
fastest but deepest recessions in modern
history. While not all Americans elected
to receive the vaccine, most did and
it spurred a return to normal for many.
Children returned to school in droves.
Professionals dressed themselves up
fully (rather than just waist-up) and left
the confines of their homes to return to
their offices. Families actually celebrated
holidays together rather than in a Zoom
room. Seems normal enough, right?
A few things interrupted our journey
to normal: delta variant, omicron variant,
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supply chain nightmares, semiconductor
shortages, polar vortex, inflation, more
inflation, declining labor force, and so on.
As we enter 2022, let’s review the aspects
of our economic environment that continue
to stand out when compared with historical
norms. Looking more closely at these
factors can help us set expectations for the
year ahead.
“Normal” Inflation
High on the scale of abnormal for 2021
is inflation. What is “normal” inflation?
Historically it has been around 2% to 3%
per year. Reviewing the Core CPI figure
(which excludes food and energy, the two
most volatile components of inflation),
the median inflation rate has been 2.6%
per year going back to 1958. Core PCE (a

The S&P 500 capped off a phenomenal year with an explosive
fourth quarter. International stocks dragged as the U.S. dollar
progressively strengthened throughout the year. Treasuries
posted negative returns for the year, the first time since 2013.
Fourth Quarter

Past 12 Months

S&P 500

11.0%

28.7%

EAFE (International)

2.7%

11.3%

slightly different measure of inflation but
one that also excludes food and energy)
has a median rate of 2.2% per year going
back to 1960.
The present Core PCE annual rate is
4.7%, a figure we haven’t approached
since the late 1980s. We are well above
normal in that regard. Yet, this is well below
the high inflation of the late 1970s and
early 1980s, when Core PCE approached
10% per year.
For 2022, the Fed has indicated that its
voting members anticipate raising rates
as many as three times. Each rate rise will
likely equate to a 0.25% increase in the
Federal Funds Rate, the rate that banks
use to borrow money overnight from the
Fed. Therefore, if the Fed were to raise
rates three times, the Federal Funds Rate
would increase by 0.75%. Such a rise
would not occur all at once, and instead
would likely occur in two or three separate
instances over the course of the year.
The implications of rate increases are
numerous. In an academic sense, raising
interest rates should curtail inflation in the
near-term. Additionally, if the Fed continues
its plan to accelerate the tapering of asset
purchases and even switches to selling
assets, that too will help squash inflation.
There are a few notable side effects of
this action. For instance, the rise in shortterm rates will likely cause fixed income
(especially short-term fixed income) values
to decline. The math of a bond is generally
such that rate rises and market values
have an inverse relationship: a rise in one
causes a decline in the other. However,
Continued on page 2
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A Message From the Desk of Jim Arens

So long, 2021. Looking back on all that has
transpired this past year, there is a lot for which
we can give thanks. Our families, our friends and
our community have helped us through these
uncertain times. Here at TCO, we are especially
grateful for our clients. Of course none of this work
would be possible without the tireless work of our
employees, who consistently go above and beyond
to serve our clients.
I am pleased to share with you the news that Bri
Ghosn, Ryan Short, Whittney Stauffer, Rebecca
Mitchell and Sara Shaklee earned promotions in
December. Bri is now our Chief Financial Officer and
Senior Vice President. Ryan and Whittney are now
Senior Vice Presidents. Rebecca has been promoted
to Vice President, while Sara is now a Trust Officer.
I am also proud to share with you that Jackie

high-quality fixed income holdings don’t
experience volatility like stocks do. A
decline in the price of fixed income from
rate rises may be a few percent, whereas
stock price volatility can exceed 40%
in a calendar year (as it did in 2008).
Additionally, the Fed raising rates is likely
to create some market volatility.
“Normal” Equity Markets
The S&P 500 finished the year with a return
of nearly 29%. In fact, the S&P 500 closed
at a new record high approximately 70 times
over the course of the past year. The year
before, the S&P 500 returned 18.4% despite
the pandemic, a recession and a midyear
drop of approximately 33%. Is this normal?
On average, large-cap stocks have
returned approximately 12% per year during
the period 1926-2020. Comparatively, both
2020 and 2021 were significantly aboveaverage years. That’s good news for anyone
who has been invested in equities over
recent years. In fact, the majority of the last
decade has provided investors with returns
well above average.
Along with these “inflated” equity
returns, the markets have provided some
interesting twists and turns, with volatility
at an extreme high. Volatility in the S&P
500 was higher than its 30-year average
for nearly the entire year of 2020 and most
of 2021. More recently, volatility has been
returning to normal levels; however, as
noted above, the Fed raising rates is likely
to lift volatility again in the future.
The dividend yield of the S&P 500 is
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Jimenez and Julissa Uriarte both earned their CPA
designation in 2021.
In addition, we had two employees join us
in December. I’d like to introduce Madelaine
Hawkins and Andrew King. Madelaine has joined
the team of trust administrators in our Oklahoma
City office. Prior to TCO, she practiced probate,
estate planning, and oil and gas law at Robertson &
Williams. Andrew was previously an estate planning
and transactional lawyer with McAffee & Taft, after
having served in the Oklahoma Army National
Guard for six years, including a tour in Afghanistan
during Operation Enduring Freedom. Andrew has
joined our team of trust administrators in Tulsa.
Thank you for allowing us to serve you. I wish
each of you and your families a safe, healthy and
prosperous 2022.

... the markets have
provided some
interesting twists and
turns, with volatility at an
extreme high. Volatility in
the S&P 500 was higher
than its 30-year average
for nearly the entire year
of 2020 and most of 2021.
near historic lows, presently around 1.3%.
The last time the S&P 500 dividend yield
was this low was March 2000, when the
dividend yield was about 1.1%. Going back
to 1970, the average dividend yield of the
S&P 500 is approximately 2.8%, making
our current levels well below normal.
There are several reasons for this belowaverage equity yield environment. First,
prices have accelerated rapidly coming out
of the 2020 recession and market downturn,
but the dividends issued by corporations
haven’t caught up quite as fast.
Also, cash dividends have fallen out
of fashion. Increasingly, many companies
have returned profits to shareholders in
the form of stock-buybacks, whereby
the corporation purchases its own stock
in the market. While this is not “cash in
hand” to a shareholder, it does effectively
return profits to shareholders by making
their slice of the corporate pie larger.

With fewer shares in the market, existing
shareholder shares represent a greater
proportion of shares outstanding, and are
thus entitled to a greater proportion of
future earnings. As companies make this
shift, the dividend yield paid through cash
dividends is declining.
Lastly, the composition of the S&P
500 index has changed dramatically. The
technology sector now represents over
29% of the index. Historically, technology
companies have paid lower dividends than
other sectors like energy and industrials as
they divert more of their free cash flow to
research and development efforts.
Another analysis of market “normalcy”
comes from valuations. There are many
different metrics for determining market
valuations, but the most commonly used
is the price-to-earnings ratio (“P/E ratio”),
a fraction that measures how much each
share of stock costs versus the corporate
earnings that share is entitled to receive.
Presently the P/E ratio is in the 25x to 26x
range, meaning investors pay between
$25 and $26 dollars for every $1 of S&P
500 earnings. Historically, that figure has
been closer to the 17x to 18x range. On
the surface, that would appear to make the
market overvalued compared to normal;
however, time periods following recessions
tend to show spikes in this measure.
For instance, following the Great
Financial Crisis, the P/E ratio of the S&P
500 jumped from 14.5x to 22.2x, from
March to September 2009. In the aftermath
Continued on page 3

of the tech bubble, the P/E ratio jumped
from 21.6x to 27.8x from March 2001 to
March 2002 (see chart below).
The reason is simple: Markets adjust
faster than corporate earnings do.
Investors see, anticipate, and act on the
economic and market recovery long before
that is translated into company earnings.
This recovery is no different. The valuation
of the stock market in relation to “normal”
will be something to keep an eye on
coming into 2022.
A “Normal” Economy
What is a “normal” economy? To answer
that question, let’s consider GDP, housing,
unemployment, and consumer spending.
In the post-World War II era, our Real
GDP (Gross Domestic Product – a measure
of our country’s total economic output) has
averaged about 3% annually. Most years,
it comfortably hovers between 0% and
6%. Comparatively, 2020’s change in Real
GDP was -3.4%, the worst calendar year
drop since WWII. Meanwhile, the change in
2021’s Real GDP is forecast by Bloomberg
to be positive 5.6%, the highest since the
mid-1980s.
Housing prices had an incredible boom
in 2021. Is the housing market normal right
now? Probably not. Buoyed by stimulus
and motivated by historically low interest
rates, homebuyers have invested heavily
in real estate over the last 18 months.
The result has been historic home price
inflation. The S&P Case Shiller home price
index is currently reading year-over-year

In 2020, consumer
spending fell by 3.8% but
was expected to rebound
with 8.0% growth in 2021.
national home price inflation averaging
19.5%, the highest reading on this index
going back to 1988.
The unemployment rate is approaching
normal levels once again. The headline
unemployment rate in the U.S., technically
referred to as the “U-3” rate, is 4.2%. This
has come down considerably from a high
of 14.8% in April 2020, which was the
highest reading since WWII. Post-WWII,
the U-3 rate has averaged 5.8%, which
means the current unemployment rate is
actually well below normal.
In dollar terms, consumer spending
has surged in the last year, but some of
that is distorted by the inherent impacts
of inflation. Nonetheless, spending has
mostly returned to normal, due in large
part to the fiscal stimulus measures
passed by Congress over the last 18
months. Spending on goods is actually
above trend expectations, but spending
on services remains subdued compared
to pre-pandemic trends. Post-WWII,
consumer spending has averaged about
3.3% growth per year. In 2020, spending
fell by 3.8% but was expected to rebound
with 8.0% growth in 2021. Bloomberg
forecasts for spending in 2022 average
3.8% growth, which is still elevated but
close to normal.

A “Normal” Year Ahead?
There are a number of challenges in
the year ahead, some of which were
discussed above. In light of these, what
should we expect for the future? Here are
some thoughts:
• We expect heightened volatility in both
equity and fixed income markets.
• It is unlikely equity returns will be so far
above average again. Though, we still
expect positive equity returns. Most
Wall Street banks are projecting positive
but below-average returns for 2022.
TCO projects 7% returns for the S&P
500 in 2022.
• Fixed income returns will also be below
average, or even negative depending on
how aggressively the Fed cuts interest
rates. TCO forecasts 0.4% returns for
the Bloomberg Barclays Aggregate
Index (a broad U.S. fixed income index)
in 2022.
• Inflation will subside slightly this year,
but it will remain elevated compared to
the 1.5% to 2.0% we’ve experienced
over most of the last decade.
Bloomberg inflation forecasts for 2022
presently average a 4.4% CPI inflation
rate for 2022.
The point of all of this is that 2022 is
likely to be another unpredictable, volatile
year. I think in some ways life is always
somewhat unpredictable and volatile. That
said, I hope the coming year brings you a
healthy dose of prosperity, joy, happiness
and normalcy.
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3
4
5
6
7
8
9
10
11
12
13
14
15

2b Unrecaptured Section 1250 Gain
2c Section 1202 gain
2d Collectibles (28%) gain
Nondividend distributions
Federal income tax withheld
Section 199A dividends
Investment expenses
Foreign tax paid
Foreign country or U.S. possession
Cash liquidation distributions
Non-cash liquidation distributions
Exempt-interest dividends
Specified private activity bond interest dividends
State
State identification number
State tax withheld

4
5
6
7
8
9
10
11
12
13
14
15
16
17

obligations
Federal income tax withheld
Investment expenses
Foreign tax paid
Foreign country or U.S. possession
Tax-exempt interest
Specified private activity bond interest
Market discount
Bond premium
Bond premium on treasury obligations
Bond premium on tax-exempt bond
Tax-exempt and tax credit bond CUSIP no.
State
State identification no.
State tax withheld

UNDERSTANDING YOUR 1099 FORM
Bri Ghosn

Includes ALL proceeds
(covered Summary
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of Form 1099-OID

Summary of Form 1099-B
Proceeds from Broker and Barter Exchange Transactions
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When looking at your 1099-B tax
form, which reports your capital gains/
losses from securities sold during the
tax year, have you ever wondered what
the difference is between covered
and noncovered sales? If so, you are
not alone. Questions regarding these
classifications, and how they are reported
on the 1099-B tax form, are among the
most common questions we receive from
clients each tax year.
When you file your tax return, you
report your adjusted cost basis (the
original value or purchase price of an
asset for tax purposes) on Form 1040,
Schedule D for all securities you sold
during the tax year. Originally, the IRS

1d
1e
1f
1g
4
8
9
10
11

Proceeds
Cost or other basis
Accrued market discount
Wash sale loss disallowed
Federal income tax withheld
Profit or (loss) realized in 2019 on closed contracts
Unrealized profit or (loss) on open contracts - 2018
Unrealized profit or (loss) on open contracts - 2019
Aggregate profit or (loss) on contracts

Original Issue Discount

$105,803.28
$46,519.40

Proceeds from each sales transaction are reported individually to the IRS.
Refer to the 1099-B section of this Tax Information Statement.

1
2
3
4
5
6
8
9
10
11

Original issue discount for 2019
Other periodic interest
Early withdrawal penalty
Federal income tax withheld
Market discount
Acquisition premium
Original issue discount on US Treasury obligations
Investment expenses
Bond Premium
Tax-exempt OID

Includes ONLY covered cost
basis, not noncovered

Original Issue Discount amounts are reported individually to th
Refer to the 1099-OID section of this Tax Information Statem

This is important tax information and is being furnished to the Internal Revenue Service (except as indicated). If you are required to file a return
negligence penalty or other sanction may be imposed on you if this income is taxable and the IRS determines that it has not been reported.

relied solely on taxpayers self-reporting
their cost basis. However, that changed
in 2011 when new legislation required
financial institutions to include cost basis
information on Form 1099-B.
That legislation deemed securities
purchased after certain dates to
be “covered” by the new reporting
requirement, while securities purchased
before those dates remained
“noncovered” by the new rules. Thus,

Security Type

Covered

Noncovered

Stocks & certain exchangetraded funds (ETFs)

Bought on or after Jan. 1, 2011

Bought before Jan. 1, 2011

Mutual funds, ETFs, & dividend
reinvestment plans (DRIPs)

Bought on or after Jan. 1, 2012

Bought before Jan. 1, 2012

Less complex bonds & most
options

Bought on or after Jan. 1, 2014

Bought before Jan. 1, 2014

More complex bonds & certain
related options

Bought on or after Jan. 1, 2016

Bought before Jan. 1, 2016

the two categories seen on your 1099B tax form were born. The determining
purchase date depends on the type of
security as seen to the left.
To further add to the confusion, in the
Summary of Form 1099-B section (see
breakout above), the IRS requires financial
institutions to report ALL proceeds, for
both covered and noncovered sales, on
line 1d “Proceeds.” However, financial
institutions are required to report the basis
for covered securities ONLY on line 1e
“Cost or other basis.” For this reason, you
cannot rely solely on the summary section
when preparing your tax return. Instead,
you should examine the details on the
pages immediately following the summary
to locate your total cost basis for both
covered and noncovered securities.
Equipped with that detailed information,
you and your tax professional can
confidently answer the covered or
noncovered question.

ANNOUNCEMENT

Just in time for tax season, TCO is pleased to share some exciting new features for our clients.
These enhancements should help make filing your tax returns easier than ever.
TURBOTAX, H&R BLOCK
IMPORTING NOW AVAILABLE

You can now import your TCO tax forms
into TurboTax® or H&R Block® systems.
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WEB DELIVERY OF TAX FORMS
You can now access your TCO tax
documents through the “document”
section of your online account access.
Available tax forms include your 1099B, 1099-Div, 1099-Int, 1099-R, 5498
and K-1.

KNOWLEDGE IS POWER
Professional Guidance Pays Dividends for Oil and Gas Assets
My mother-in-law recently received a
solicitation to lease her mineral rights.
She was taken aback for two reasons:
She wasn’t aware that her mother’s estate
held mineral interests, and she had no
experience evaluating a lease offer from
an obscure oil company. To help her, I
immediately took the offer to oil and gas
professionals.
It gave me peace of mind to know the
Oil and Gas division was already familiar
with the leasing activity in the region and
had previously negotiated the terms of
several lease agreements there. They
advised me to make a counteroffer, one
that was so much larger than the original
that I was slightly embarrassed to even
propose it. Shockingly, the landman
accepted our counter but asked that we
never publicize the details of what we had
negotiated. My mother-in-law received her
check and was overjoyed with the result.
It was the perfect application of the old
phrase, “Knowledge is power.”
Energy is an integral part of Oklahoma’s
past, and it remains vital to our economic
future. While Oklahoma’s oil production
has waned over the decades, our state’s
natural gas production has only ramped up,
placing us among the top five producers in
the United States. The result of this success
has been prosperity, employment and tax
revenue. For fiscal year 2020, Oklahoma’s
gross production taxes from all fossil fuels
were $784 million, representing the thirdlargest tax revenue source behind personal
income and sales tax. The numbers for
2021 have not yet been released, but they
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Over the past year, we
have seen a 35% average
increase in income
produced by clients’ oil
and gas assets.
are expected to exceed $1 billion.
Over the past year across the 17,000
oil and gas assets managed by TCO,
we have seen a 35% average increase
in income produced by those assets.
Looking to the year ahead, several major
investment houses have forecast an
increase in the price of oil, thanks to a
projected increase in global demand
combined with limited supply. If these
forecasts prove accurate, we would
expect to see the same level of oil and gas
income in 2022 as this past year, with the
possibility of an increase.
As with many things in life, seeking the
help of professionals often pays dividends.
In my mother-in-law’s case, it gave her
a larger check and peace of mind. If you
find yourself in a similar situation, arm
yourself with knowledge by talking to the
professionals at TCO.

TCO
MOBILE
—

IS ON —

ANDROID!
The TCO app provides a safe
and secure way to access your
TCO account information. You
can easily view market values,
holdings, and even transaction
details while on the go.

For more information on how to
download and log into TCO Go,
please contact your account
administrator.

To learn more about this organization and its impact on the
Tulsa community, visit irongatetulsa.org.

The end of the year brings many stories of
organizations in need, with hopes of getting those
last few dollars of a tax season to well-deserving
organizations. The new year, however, does not bring
an end to organizations’ need for support. We hope
these Spotlight articles give you ideas of how to get
involved with organizations in our community.
Iron Gate is working harder than ever to lessen
the hunger in Tulsa through its soup kitchen and
grocery pantry. As with all organizations, Iron Gate
had to adapt to the special challenges presented
by the pandemic, which has created a staggering

increase in the number of people needing assistance.
In 2020, Iron Gate served meals to twice as many
new guests than in the previous year. Of its meal
recipients, 14% were veterans. Of grocery recipients,
39% of beneficiaries were children and youth, and
81% were new to Iron Gate or didn’t visit in 2019.
While the need is great, there are a number of
ways to assist with Iron Gate’s mission. They have
various levels of donations, including sponsorships.
Volunteer opportunities include hosting food drives,
assembling care packages for children and assisting
with special events and projects.
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