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C r e a t i n g  We a l t h  i n  a n  I r o n i c  
F i n a n c i a l  E nv i r o n m e n t  
William H. Darling, Chairman & CEO 
 
Is wealth creation possible amidst irony? We 
certainly hope so, because the financial world 
seems intent on placing itself in ironic  
situations. The business phrase that “you 
don’t know if you have a great company until 
it has gone through a near-death experience” 
is attributed to Jack Welch a former CEO of 
General Electric Company (GE). The financial 
crisis of 2008 put GE, which by then had 
moved from being an industrial company to 
being a financial company, into a near-death 
experience. The irony is that the experience is 
dismantling GE, not strengthening it. The  
financial arm left long ago. The health care 
arm left recently. The power sector arm will 
leave soon, and GE will become its aviation 
arm. 

Less comic and more serious is the US Federal 
Reserve’s position. It is trying to use the tools 
at its disposal to contain an economy intent on 
expanding from a Covid-era malaise. It  
probably should have jawboned earlier to the 
US administration that monetary tools would 
not be sufficient to counteract a fiscal policy 
that was throwing cheap money at a strongly 
recovering economy. It is not a question of 
whether the Fed is “serious” about its intent; 
it is about its ability to hold back the tide. 

And if it is somehow successful, the end result 
is throwing Americans out of work. Perhaps a 
few different quotes from notables in various 
fields could show us the way to wealth cre-
ation amidst the irony. “You can’t really invent 
something from nothing. For me, innovation 
comes from negotiating … improvise … (to 
find) that unexpected reality.”.1  Perhaps the 
takeaway is use what you have? Another idea: 
“My greatest mentor told me that the most 
important ingredient in Italian cooking is the 
one you leave out.”2  Perhaps the idea is don’t 
be too smart by half? 

“I ’ m  a l w ay s  a n a l y z i n g  s i t u a t i o n s  w i t h  
my colleagues – what went wrong, how to 
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develop—not because I want to criticize them, 
it’s simply because that was the only way to 
improve my next game.”3 Perhaps the take-
away here is to  recognize the power of  
combining the positive and negative aspects 
of collaboration? 

We believe in the power of collaboration. Our, 
and your, managers have completed a second 
very successful year. The investment returns 
of our Global Investment Performance  
Standards (GIPS) growth composite covering 
almost 90% of assets under management at 
Woodstock are, in a word, spectacular, over a 
very long period. We are trying creatively to 
use what we have. Our Woodstock “one 
pager” (see this on page 7) describes the  
combination of services offered, the structure 
at Woodstock, and the skills we’ve accumu-
lated here as unique and very beneficial to our 
investment clients; we believe this to be true.  

The English phrase “too smart by half” is  
wonderful. Part of our job is to say “no” to bad 
ideas which may be currently in vogue in  
financial circles. Our predecessors have done 
that for 70 years before us and we think we’ve 
been doing a good job of that for the last 20. 
Twenty years ago was our own “near-death 
experience” (in the form of a significant  
management change). We think, perhaps, 
we’re weathering well.  

n 

________________________________________________ 
1 Christina Quarles, “Imagination,” WSJ Magazine, Nov. 2022, p. 52   
2 Missy Robbins, “Imagination,” WSJ Magazine, Nov. 2022, p. 52  
3 Judit Polgar, “Power,” WSJ Magazine, Sept.r 2022, p. 60
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commodities other than food and energy  
increased 2.1% y/y in December. Price  
pressures have transitioned to services, 
where prices increased 7.0% y/y. More de-
pendent on US labor, services prices may take 
longer to settle down. Shelter costs increased 
7.5% y/y, but spot rental rates are coming 
down.  

Although inflation has proven tricky to fore-
cast, we believe inflation will continue lower 
for the time being. Pandemic-related drivers 
of inflation (fiscal stimulus, monetary stimulus, 
and supply chain issues), the reasons many of 
us originally thought inflation would be  
transitory, are finally dissipating, with the  
retrenchment of inflation confirmed by  
numerous reports. Commodity prices, often 
an early indicator of inflation, have softened 
considerably since last summer.  Since  
monetary policy works with a lag, the fastest 
monetary tightening at least since World War 
II  should continue to exert downward  
pressure on prices. Reflecting monetary  
policy, US money supply (M2) rose 42.7%  
during the pandemic to a recent peak (a 16.7%  
annualized rate of expansion), and has been 
contracting at an annualized rate of 2.8% rate 
over the last six months.  

Since inflation and economic growth are cor-
related, the trajectory of inflation from here 
will also depend in part on how well the real 
economy does. Various measures of economic 
lManagers’ Purchasing Survey (ISM) and the 
C o n f e r e n c e  B o a r d ’ s  I n d ex  o f  Le a d i n g   
Economic Indicators (LEI), have entered  
territories indicative of a recession as can be 
seen in Figure 1.  
       

T h e  Fe d  P r e s c r i b e s  Pa i n   

Adrian G. Davies, President 

 
Rising inflation and rising interest rates were 
the primary reasons the S&P 500 Index  
returned -18.1% and the iShares Core US  
Aggregate Bond ETF returned -13.0% for 
2022. Fortunately, inflation now seems to be 
dissipating. Stocks already reflect some of the 
good news, returning +7.6% in the fourth 
quarter while bonds returned +1.6% (bond 
yields fall when bond prices rise). The bull case 
for 2023 depends largely on whether the Fed 
“pivots”—changing from tightening to easing 
monetary policy—but in the meantime a  
recession still looks probable.  

Inflation Is Down… 

While inflation is still very high, it is on a  
trajectory lower, diminishing the threat it 
posed six months ago. The Consumer Price 
Index (CPI) was up 6.5% year-on-year in De-
cember, down from +9.1% y/y at midyear. The 
core CPI (ex-food and energy) was up 5.7% y/y 
in December—down just slightly from +5.9% 
at midyear, supporting the argument that in-
flation remains a threat. Importantly however, 
taking the change in the CPI over the last six 
months and annualizing it, the headline CPI 
was up just 0.3%, and the core CPI was up 3.7 
percent. For comparison, the headline CPI for 
the first six months of 2022 was up 13.0% an-
nualized, and the core CPI was up 7.7% annu-
alized. Different components of inflation are 
coming down at different rates. The difference 
between headline and core over the last six 
months primarily reflects a -15.1% decline in 
energy prices (-27.9% annualized). Prices of  
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Figure 1. Index of Leading Economic Indicators, ISM Manufacturing Index, and  Recessions
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been moderate, reducing fears the continent 
will be constrained by high energy prices. 
China’s reacceleration could offset weakening 
demand in the US and Europe. 

The omnibus spending bill passed at the end 
of 2022 could be another reason inflation 
might not go quietly into the night. Given the 
fiscal spending bender we’ve just been 
through, it’s hard to see the omnibus spending 
bill boosting inflation, but by keeping the fiscal 
deficit high, the $1.7 trillion spending package 
might keep inflation higher than it would  
otherwise be.  

More fundamental economic forces may be at 
work as well, driving inflation higher over the 
longer term. First, we have yet to figure out 
the extent to which the labor shortage is  
temporary versus structural. Insofar as it is 
caused by demographic changes including 
baby boomers retiring, the labor market could 
take longer to come back into balance.  
The labor shortage could last through a  
recessionary environment or re-emerge  
during a recovery. Second, having been 
t h r o u g h  a  l o n g  p e r i o d  o f  i n c r e a s i n g   
globalization, the world seems to be entering 
a period of de-globalization. Globalization  
has been a deflationary force as we have  
benefitted from cheaper production costs 
overseas. Now countries and companies are 
seeking greater security over their strategic 
resources and capabilities. De-globalization, 
or  “on-shoring,”  may be st imulative to   
economic growth here, but the trend may 
push production costs higher.  

T h i r d ,  t h e  “ g r e e n i n g ”  o f  o u r  e n e r g y   
infrastructure and adapting to changing 
global weather patterns will be expensive  
endeavors, driving overall costs higher. Finally, 

…But Not Out 

To hazard a guess, inflation seems likely to  
settle in the 2%-4% range by year-end 2023. 
This compares to the Fed’s central tendency 
forecast made in December for 3.2%-3.7% 
core Personal Consumption Expenditure 
(PCE) inflation by year-end 2023. A recession 
could easily drive inflation lower still, and we 
expect inflation will be volatile. 

Historically, getting inflation down has been 
difficult. It’s hard to get the proverbial genie 
back in the bottle. Now that we have gotten 
somewhat accustomed to the idea of rising 
prices, it’s harder to stop businesses from 
continuing to raise prices. The tight labor  
market, China’s reopening, and the US  
omnibus spending bill are additional factors 
which may impede inflation from settling back 
to 2% in the near term. 

Workers left the workforce during the  
p a n d e m i c  f o r  a  v a r i e t y  o f  r e a s o n s .   
Unemployment remains at 3.5%, on par with 
its lowest level in 60 years, and there are 
more than 10 million job openings. Greater  
competition in the labor market is driving 
wages up. Labor disputes are becoming more 
common. Economists are worried that tight 
job market conditions wil l  lead to an  
unhealthy wage-price spiral, whereby work-
ers continue to demand more compensation 
to pay for the higher costs of living, and  
businesses continue to raise prices to support 
higher wages.  

China, the world’s second largest economy, 
has only recently started to open up after a 
long period of Covid-induced lockdowns.  
As the country is reopening, it is seeing a  
re-entry wave of Covid cases which could  
exacerbate supply chain issues. Some supply 
chain issues were caused by China’s rigid lock-
down policies, so some constraints will be im-
proved while new ones could emerge. More  
significantly, China’s reopening could drive a 
fresh wave of pent-up demand, contributing 
to higher commodity prices and a resurgence 
of inflationary pressures worldwide.  

The strength of Europe’s economy will be  
another swing factor in the state of global  
inflation. We have been expecting Europe to 
be in a recession due to its energy crisis and 
rising interest rates. While a recession in  
Europe still seems likely, the winter so far has  
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if we remain trapped in continual boom-bust 
cycles, monetary policy itself becomes a 
source of inflation. The Fed has been over-
steering the economy, flooding it with money 
when the economy is weak. As a result, the 
money supply goes through fits of expanding 
by more than the economy can readily absorb.  

Should We Expect a Recession? 

Higher interest rates have helped bring  
inflation back under control, but they are tran-
sitioning from stronger to weaker. On its way 
back from “too hot,” the dial would show “just 
right,” even if it were moving to “too cold.”  
T h e  e c o n o m i c  o u t l o o k  a p p e a r s  w e l l   
balanced right now. The dial could stabilize 
somewhere above zero or, more probably, it 
could dip to a “colder” reading.  

The Fed aspires to tighten policy just enough 
to slow inflationary pressures without tipping 
the economy into a recession, but it has had 
very limited success managing a “soft landing” 
in the past. Because interest rates affect the 
economy with a lag of a year or so, the Fed 
needs to anticipate how interest rate changes 
over the past year, as well as other economic 
f a c t o r s ,  w i l l  c o n t i n u e  t o  u n f o l d .  T h e   
cumulative effect of higher rates continues to 
dampen economic growth, while consumers 
are spending down accumulated savings. US 
real economic growth had been averaging 
2.3% in the years prior to Covid, when  
interest rates were supportive. The Fed may 
have already raised interest rates enough to 
push the economy into a recession, only to be 
confirmed as new economic reports come in.  

E c o n o m i s t s  h ave  a  ra n g e  o f  o p i n i o n s   
regarding the strength of the economic  
headwinds we’ll be facing, as well as when 
they will hit. Some believe we are already in a 

recession as suggested by the Conference 
Board’s Index of Leading Economic Indicators 
( L E I )  a n d  t h e  I n s t i t u t e  o f  S u p p l y   
Management’s (ISM’s) Manufacturing survey 
(see Figure 1, on page 2), while others believe 
that given the underlying strength in the labor 
market, the US won’t enter a recession until 
2024. The LEI and ISM could be sending early 
or false signals. The omnibus spending bill and 
a number of government programs which  
adjust for inflation may provide just enough 
stimulus to keep the US out of recession for a 
quarter or two. These government programs 
include Social Security (payments from which 
increased 8.7% in January), government 
worker pay scale adjustments, adjusted tax 
brackets, and minimum wage increases in 
some states.1 

Will the Fed Cut Interest Rates? 

In the 1980s and 1990s, the Fed struggled to 
keep inflation down.2 The federal funds rate 
stayed a few percentage points above the rate 
of inflation for almost the entirety of that 20-
year period. Due to the economic weakness 
precipitated by the Great Financial Crisis 
(GFC, 2008-2009) and its aftermath, the Fed 
struggled to stimulate growth and get  
inflation up to 2 percent. The federal funds 
rate generally stayed below the CPI, resulting 
in negative real interest rates. Now that we 
have experienced runaway inflation, possibly 
with structural elements, Fed officials may 
once again be challenged to keep inflation 
down to their target of 2%, necessitating 
maintaining rates safely above the CPI. 

The Fed has made good progress bringing  
inflation back under control. It is particularly 
encouraging that inflation is subsiding without 
a pickup in unemployment, suggesting the  
Fed can achieve a soft landing. If inflation  
continues on the trajectory it has been on for 
the past six months, the year-over-year  
readings will  come down substantially.   
C o n t i n u e d  e v i d e n c e  t h a t  i n f l a t i o n  i s   
moderating might at some point allow the Fed 
to cut interest rates. The Fed’s current stance 
on interest rates would seem out of step with 
the inflation reports. If people feel that the  

________________________________________________ 
1 Conor Sen, “Recession Fears Find Relief in January Inflation Bump,” 
Bloomberg Opinion, 1/4/23.  
2 The Fed has been informally targeting a 2% level for inflation  
probably since the late 1980s. 

 



Fed has conquered inflation, there would be 
political pressure to ease, and Fed officials 
might decide to do so.But a few months of CPI 
readings in the 2%-3% range might not be 
enough to thoroughly expunge the longer-
term threat. The Fed is particularly worried 
that the tight labor market will continue to 
pressure overall price levels, and probably 
wants to see signs the market is weakening 
before it relents on interest rates. If Fed  
officials are intent on rebalancing the job  
market,  the market’s current strength  
suggests they have more work to do  
tightening. They are likely to leave rates 
higher for longer, until they achieve their  
objective of weakening job demand.  

Seeing a fall-off in economic activity would 
certainly provide additional justification to cut 
rates, even if inflation had not yet reached 2%. 
Since World War II, the Fed has always cut  
interest rates when there’s been a recession. 
Although a recession would force inflation 
lower stil l ,  recessions are followed by  
rebounds, and officials are concerned that the 
rebound would rekindle inflation. In the 
1980s, then-Fed Chairman Paul Volker raised 
rates to stem inflation (September 1979 – 
April 1980). After putting the economy into a 
recession, his Federal Reserve cut rates. The 
economy rebounded, but inflation rebounded 
along with it. Volker was then forced to raise 
rates even higher (August 1980 – January 
1981), creating a longer recession in order to 
deal inflation a decisive blow.  

Having raised the federal funds rate 0.50  
p e r c e n t a g e  p o i n t s  t o  4 . 2 5 % - 4 . 5 0 %  i n   
December, current Fed officials indicated 
their expectation to raise rates another 0.75 
percentage points during 2023 at their  
December Federal Open Market Committee 
(FOMC) meeting. Since September, the Fed 
has also been allowing up to $95 billion of 
bonds to mature off its balance sheet every 
month (quantitative tightening), further  
tightening financial conditions. Officials were 
predicting unemployment to hit 4.4% - 4.7% 
by the end of this year, up from 3.7% at the 
time, acknowledging their policies will induce 
some pain and suggesting they are willing to 
incur it.  

If Fed officials succeed in bringing down  
inflation without causing a recession, they  

would have no reason to change their plan. 
They expect to keep the fed funds rate at a  
relatively high level at least through the end 
of the year. Fed officials would pivot to easier 
policy if they felt they had caused too much 
economic damage. By that time of course, the 
damage would be largely done.  

Easier policy would likely have positive  
implications for financial conditions and 
therefore stock valuations. What the Fed 
doesn’t want to do is send an “all clear” signal 
to the markets that the liquidity taps are  
reopening, encouraging investors to speculate 
in loss-making businesses again. A resurgence 
of easy money would drive inflation back up. 
A comment from the December FOMC  
meeting minutes addresses this: 

“…because monetary policy [works] importantly 
through financial markets, an unwarranted  
easing in financial conditions, especially if driven 
by a misperception by the public of the Commit-
tee's reaction function, would complicate the 
Committee's effort to restore price stability.”3 

A Game of Chicken 

It’s a game of chicken. Fed officials are  
thinking the stock market will crack, reflecting 
lower expectations for future growth and  
inflation. The Fed seems to be girding for 
tough economic conditions. Investors are 
thinking the Fed will cave (cut rates). Political 
pressure for the Fed to ease will only mount if 
tight monetary policy is causing economic 
pain.  

Even in a recession, the Fed will likely be far 
more measured in cutting rates because it 
doesn’t want easier monetary policy to  
contribute to a rebound in inflation. With the 
Fed reluctant to provide too much monetary 
easing, and for that matter, with a federal  
government reluctant to provide much fiscal 
support either, we probably would not see a 
rapid economic snapback. Under the yoke of 
still relatively high rates, economic prospects 
may be fairly subdued. The economy would of 
course recover, but at a more moderate pace. 
With our national debt at 120% of GDP,  
interest rates driving substantially higher  
federal debt service payments will further  

________________________________________________ 
1 Conor Sen, “Recession Fears Find Relief in January Inflation Bump,” 
Bloomberg Opinion, 1/4/23.  
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dampen economic prospects, having a most 
deleterious effect on our federal budget in the 
coming years.  

Over the next business cycle, we are likely to 
see either inflation being higher than it has 
been, the Fed keeping interest rates higher 
than they have been, or some combination of 
the two. It seems unlikely that inflation will 
serendipitously return to a 2% level while real 
GDP growth returns to 2 percent.  

What Does This Mean for Stocks? 

Fed officials seem to feel the economy must 
endure a certain level of pain in order to fully 
expunge the specter of inflation. That pain is 
likely to be felt by investors as well as the 
economy more broadly. Corporate earnings, 
and by extension, stocks, can be more  
sensitive to changes in the economy than the 
labor market. We may endure an “earnings  
recession.”  

At the time of this writing, the Wall Street  
consensus is forecasting S&P 500 earnings to 
grow just 4.4% in 2023, reflecting some  
economic slowdown, but earnings would likely 
fall outright if we were in a recession.  
Moreover, the S&P 500 Index price-to-earn-
ings (P/E) ratio currently stands at 17.3x this 
consensus earnings forecast, which assumes 
growth. The ratio is 12% above its 20-year 
historical median, and would be lower if stock 

prices were anticipating a recession. In an  
environment of higher interest rates, P/E  
multiples are typically lower anyway, while  
real growth could very well be lower than it 
has been.  Despite stocks facing some  
challenges ahead, and even though bonds 
offer more competitive yields than they have 
in a long time, we advise clients to stay  
invested in stocks for long-term capital  
appreciation. As always, we will continue to 
hunt for sources of outperformance while 
keeping a watchful eye on risks.  

Easier monetary policy should usher in a  
better environment for stocks. The Fed will 
eventually pivot to easier policy, but they will 
pivot when there is enough bearish sentiment 
to offset the good news of the pivot itself.  
Buying stocks just before the pivot could 
prove very timely. The stage would be set for 
a more durable bull market if earnings  
expectations have been revised downwards 
to reflect weak economic conditions and tight 
monetary conditions.  

The tidy script that stocks will rally after a 
pivot might work, but stocks have never been 
very good at following a script. Having  
invested through wars (Ukraine) and plagues 
(Covid-19), investors should know to expect 
anything. Stocks are risky. However, even in, 
or especially in, times of great uncertainty, 
long-term investors usually come out on top. 
Stocks can always surprise to the upside, and 
they are particularly prone to do so when the 
pervading mood is fearful. Having a sense of 
how the economy and financial landscape are 
likely to evolve can help us stay invested  
during difficult times, and may further help us 
to bias a diversified portfolio towards sectors 
and stocks that are more likely to outperform.   

n 
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Wo o d s t o c k  C o r p o ra t i o n :  
S e r v i c e s ,  S t r u c t u r e  &  S k i l l   
 
The combination of services offered, the 
structure at  Woodstock and the ski l ls   
a c c u m u l a t e d  h e r e  i s  u n i q u e  a n d  ve r y   
beneficial to our investment clients.  

Services & Care  

Your investment manager has independence 
within the firm and three jobs: research  
companies, build portfolios, and meet with 
his/her clients. These three roles allow 
him/her to mesh knowledge and experience in 
the capital markets with the goals and  
o b j e c t i v e s  o f  e a c h  c l i e n t .  U n d e r  t h e   
Investment Company Act of 1940, your  
adviser owes you a fiduciary duty, meaning 
putting your interest before his, her or the 
firm's interests. Your investment manager 
knows every position in your portfolio and 
why it is held.   

Structure  

The custodial structure at Woodstock means 
that you own the assets in your portfolio,  
unlike in a pooled investment vehicle where   

you are probably merely a creditor of the real 
owner. We take taxes into account, and in 
combination with asset allocation decisions, 
we can often effectively offset any fees you 
pay to us by exercising those levers to leave 
the full appreciation of your assets in your  
account.1   

Woodstock is owned by some of its clients. 
The ownership structure aligns with client  
interests because the increase in the value of 
the owner's assets under management is 
worth more to the owners than the value of 
the investment firm itself.  

Skill & Expertise  

We choose to focus on investing in high- 
quality US stocks. Our expertise extends to 
specialized sector investing, private equity  
investing, and running actual operating  
companies. Investment management is at the 
core of what we provide, but our service  
offerings also include tax preparation and 
planning, custody and accounting, and trustee 
and trustee support services. 

n 
________________________________________________ 
1 Vanguard Research, September 2016  
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Your ideas and questions are important to us. What would you like to see in our Quarterly 
Market Perspectives? Please contact your portfolio manager, or anyone from Woodstock’s 
team of professionals, and let us know. We want to hear from you!  
If you’re new to Woodstock, you can reach us at info@woodstockcorp.com. 
 
 

Adventurous Tax Planning 

The release of former President Trump’s tax 
returns should receive a comment from us. 
We’re old school enough to believe that the 
privacy enumerated in the Internal Revenue 
Code’s “Taxpayer Bill of Rights,” and backed by 
criminal penalties, should deter individuals 
from releasing another’s tax information. 
We’re pretty sure those penalties would apply 
to us, if warranted. However, we view tax  
return information as confidential.  

The popular press has highlighted two areas 
o f  c o n c e r n :  i n t ra f a m i l y  l o a n s  a n d  t h e   
conservation easement. Intrafamily loans 
must be structured to avoid being reclassified 
as a gift. We’ve previously discussed in this 
column some of those requirements. The  
conservation easement actually involves  
donating the property to a land trust at an  
independent third-party valuation/appraisal, 
which, from news reports, Mr. Trump appears 
to have done. Since the press has used the 
word “loophole,” we’d offer this definition  
proposed in a recent letter to the Wall Street 
Journal: a loophole refers to a flaw in the law 
that allows a work-around to circumvent the 
intent of the law.3 The current law allows in-
trafamily loans and encourages conservation 
easements. We would, however, offer our 
standard prescription for tax planning that 
takes advantage of what is allowed: just don’t 
be greedy.  

I n  c l o s i n g ,  t h i s  a r t i c l e  h a s  d i s c u s s e d  
retirement planning, estate tax return  
preparation, intrafamily loans, and valuation 
of conservation easements or charitable gifts 
for tax purposes. We have prepared and will 
prepare all of these, as requested. If you or 
any other advisors have questions about 
these topics, please contact your investment 
manager or one of us. 
n 
________________________________________________ 
1 “Your Nest Egg,” WSJ, 10/28/22.      
2 Lynnley Browning, “How to Avoid the Estate Tax Hit That’s Coming 
in 2026,” Financial Planning, November/December 2022, p. 35.       
3 “Not Everything Is a Loophole,” Letters, WSJ, 1/6/23.  

 

Ta x  U p d a t e :  R e t i r e m e n t ,   
E s t a t e  Ta x  C h a n g e s ,  a n d   
A d ve n t u r o u s  Ta x  P l a n n i n g  
William H. Darling, CPA – Chairman & CEO 

Jeanne M. FitzGerald, CPA – Tax Manager 
 
Where are Americans’ retirement assets?  
As of June 30, 2022, IRAs were the most  
popular vehicle, according to data from the  
Investment Company Institute, with $11.7 
trillion. Defined contribution plans—such as 
401(k), 403(b) and other plans—hold $9.3  
trillion. The time-honored defined benefit 
plans hold a total of $10.5 trillion, but these 
are skewed to government plans ($7.3  
trillion); private sector plans hold just $3.2  
trillion because of the government’s excessive 
regulation of private defined benefit plans. 
The surprise is that annuity reserves account 
for only $2.2 trillion. 1 The grand total is $33.7 
trillion worth of assets invested. The pension 
benefit obligations of defined benefit plans, 
particularly for government plans, may be 
more than the assets, meaning they are  
underfunded. 

Change in Estate Tax “Portability” 

Estate tax “portability” has recently been in 
the news. With credit shelter amounts set to 
be cut in half in 2026, the IRS last July clarified 
that portability can be elected by a surviving 
spouse in the five years after the death of the 
first to die. The old rule was two years. Assets 
pass tax free to the surviving spouse at the 
first death, but the second may have an estate 
size exceeding the 2026 cutoff, if the first’s  
exclusion amount remains unused. The 
method of using the first’s exclusion amount 
is simple: just file an estate tax return, even if 
no tax is due, to elect portability. In 2020, 
3,441 estates filed returns.2 Only 326 were for 
estates valued at less than $10 million. This 
does not seem to be anywhere close to the 
number that should be electing portability. 

 

 _____________________  

“Estate tax ‘portability’ 
has recently  

been in the news.”  
 
 

 

 

 

 

 _____________________   

“ The popular press has 
highlighted two  

areas of concern:  
intrafamily loans and 

the conservation 
 easement.”  

 
 
 
 
 


