Start Estate Planning For Your Child Now

Y

ou may already have had a
power of attorney drafted that
lets you act on behalf of elderly
parents. And it’s possible you have
estate planning documents dealing with
the possibility that you or your spouse
could become incapacitated. But what
about your college-age children?
That’s not as crazy as it may
sound. Once a child becomes an
adult under state law, you may
have to rely on the following
documents to enable you to make
important medical and financial
decisions for your son or daughter.
Health care proxy. Under the
landmark Health Insurance Portability
and Accountability Act (HIPAA),
parents may not have access to their
children’s medical records even in the
case of a serious accident or illness.
HIPAA generally prohibits medical
providers from revealing confidential
information about their patients.
However, a health care proxy can give
parents the access they need. This
document allows a child to designate
someone—usually a parent—to make
health care decisions on the child’s
behalf in case of physical or mental

NOT

incapacitation. Such decisions may
include approving treatment options
and medications. If you establish a
health care proxy with
your child, be sure to
provide copies to the
college health services
and to the child’s
primary physician.
Durable power of
attorney. This document
ensures ongoing
management of the
financial affairs of a
child who’s unable to
take care of those
matters. Typically, such a
document designates a
parent as “attorney-infact,” so that if a child becomes
incapacitated, the parent can step right
in. For example, you might need to
take action relating to investments,
bank and credit card accounts, leases,
student loans, tax filings, and the like.
A durable power of attorney could also
let you take care of things stateside
while your child goes abroad for
education. Be sure to give copies to
your child’s school, the financial aid

office, and other relevant parties.
Wills and trusts. Though many
college-age children may have no need
for a will, it’s a sensible
precaution for those with
substantial assets. A will
and perhaps a trust can
help avoid having assets
revert to the parents if a
child should die—a
transfer that could
complicate the parents’
estate plans. Trusts can be
efficient tools for sending
wealth directly to a sibling
or to another relative, and
assets held in trust are also
exempt from probate.
Finally, a will and trusts
could be structured to minimize
potential estate taxes.
If a child becomes incapacitated
without a health care proxy or
durable power of attorney in place, the
family may be forced to pursue a
guardianship or conservatorship
arrangement. That can be costly and
time-consuming—and easily avoided
by establishing these few essential
estate planning documents. ●
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Few Predict Recession
(Continued from page 1)

average, industry professionals
suspected gross domestic product
(GDP) growth would rise to nearly 3%
in the fourth quarter.
That doesn’t mean ECRI’s secret
recession recipe won’t eventually be
borne out. But in the meantime,
publicly available numbers reflect the
opposite of what is normally
considered a recessionary environment.
3. Timing is everything. Timing the
market is not.
Three months after ECRI’s
September recession prediction, it still
weighed on investor sentiment, perhaps
because ECRI had declined to provide
a timeline for determining whether its
call was right or wrong. In September,

NOT

the group said the United States was on
the “cusp” of a full-blown downturn,
which would indicate some urgency.
By mid-December, however, ECRI’s
time frame had
softened to “sometime
next year.”
Recessions, like
expansions, come and
go, and there will
inevitably be additional
downturns, so ECRI
was right on that front.
But by moving the scope of its call
further and further out, the forecasters
have kept investors on edge, leading
many to withdraw from investment
markets to wait for brighter days ahead.
The problem, though, is that
investing isn’t something people do
only when outside conditions make it

convenient. It continues throughout the
ups and downs of the economic cycle.
And since September, the U.S.
economy has shown every indication of
continuing to expand,
and financial markets,
though volatile, have
reflected that
expansion.
The Standard &
Poor’s 500, a broad
gauge of U.S. stock
prices, climbed 8%
between the time of ECRI’s initial
forecast and mid-December. An
investor who fled to the sidelines to
avoid that “full-blown recession”
would have lost out on that
appreciation, the equivalent of
nearly a year of normal performance
for large-cap shares. ●
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or months now, investors have
been bombarded with so many
reports of a recession ahead that
the markets have seemed more than a
little shell-shocked. But while
the media have fixated on the
gloomiest forecasts, most
economists actually predict
moderate economic expansion.
The Economic Cycle
Research Institute (ECRI),
made waves on September 30,
2011, when it announced that,
according to its data, an
economic downturn was nigh. “The
most reliable forward-looking
indicators are now collectively
behaving as they did on the cusp of
full-blown recessions, not ‘soft
landings,’” ECRI said. “The U.S.
economy is indeed tipping into a new
recession. And there’s nothing that
policy makers can do to head it off.”
Three months later, ECRI stands by
its prediction, and sooner or later it may
come true. But in the meantime,
investors may want to note three key
points that say as much about how
economic hype propagates in today’s
hyper-connected environment as they
do about the underlying economy itself.
1. “Secret” methodologies are hard
to trust.
ECRI economists made their
reputation by calling the bottom of the
2007-2009 recession in March 2009—
and again in 2010 for saying no
“double-dip” recession was imminent.
But they have been vague about exactly
which “forward-looking indicators” are
making them so nervous. Their
methodology is proprietary, a secret to
all except the firm’s clients.

FO
T
NO

NOT

At the same time, the indicators the
rest of the world has to work with give
no clear signal of a recession ahead.
Denver economist Fritz Meyer, a 35year veteran of the industry,
notes that according to the
more established index of
Leading Economic
Indicators—published by the
Conference Board for the
past half-century—the
economic environment seems
to be improving. “The risk of
economic downturn has
receded, and the forward-looking
economic data has actually picked up a
little bit,” Meyer says.
Meyer and other independent
economists can check the Conference
Board’s work and judge the results for
themselves, but ECRI’s calculations
remain a “black box” opaque to thirdparty verification.
2. Other economists see no recession
on the horizon.
In contrast to whatever ECRI has
seen, economic numbers from the
Conference Board remain fairly strong.
New factory orders from the Institute
for Supply Management have actually
improved during the past few months,
for example, and vehicle sales,
commercial lending, and nonmanufacturing economic activity all
picked up during the past quarter.
In fact, no significant economic
gauges have turned downward.
“Economists continue to believe that
the U.S. economic expansion will
continue at a relatively robust rate,”
Meyer says, citing a December Wall
Street Journal survey revealing that, on

T

he bad news: If you’re like most
people, you haven’t made
adequate plans to ensure a
comfortable lifestyle throughout
retirement. The good news: You may
still have time to do something about it.
According to a new study of
almost 1,500 Americans by the
National Bureau of Economic
Research (NBER), many people lack
essential financial literacy, and for
most, prospects for a secure retirement
may be even dimmer than feared.
According to NBER:
Fewer than one in 10
respondents was able to answer basic
financial questions correctly.
About 50% said they had trouble
keeping up with monthly bills.
Only about half had “rainy day”
funds large enough to cover expenses
for three months in case of lost income.
Almost a third had done
something resulting in an interest
charge or fee for credit card charges.
Only 42% said they have tried to
figure out how much to save for
retirement. Of those between the ages
of 45 and 59, more than half said they
hadn’t calculated how much they’ll
need for retirement.
Only 51% had a retirement
account with an employer, and just
28% had another retirement account
such as an IRA.
During the past year, 9% of those
with a 401(k), IRA, or another
retirement account tapped the account
prematurely.
The takeaway? Start now, during
your working years, to get up to speed
on financial matters and take steps to
protect your future.
●

●

●
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Don’t Be Trapped By Another State’s Tax

D

o you own a second home in a
resort area that you use
personally or occasionally
rent out? You could be in for a rude
surprise at tax time, if the state where
the home is located insists you’re a
legal resident and must pay income
taxes. In some cases, that may trigger
hundreds of thousands of dollars of
extra tax liability.
Several states, including
Arizona, California, Hawaii,
and New York, have been
challenging the assertions of
homeowners who claim to
live out of state. A state may
maintain that the owners
actually reside within its
borders, even if they
consider the dwelling to
be a vacation home. With
other cash-strapped states
taking notice of these
tactics, the trend may well
continue and expand.
In one high-profile case,
John J. Barker, a Wall Street
investment manager, and his wife
argued that they were Connecticut
residents who made only sporadic
visits to a second home near the
exclusive Hamptons area of New York.
During the tax years that a New York
state audit brought into question—
2002 through 2004—the Barkers said

NOT

the home was used by other family
members. But the couple spent more
than half of each of those years in New
York, and the state has assessed a tax
bill of more $1 million for the three
years and tacked on penalties of around
$220,000. The Barkers have appealed
the ruling but may eventually have to
pay at least part of the bill.

audits, and it often targets residents of
states such as Florida, Nevada, and
Texas that have no income taxes. But
farmers in the heartland and jet setters
up and down both coasts face similar
problems. In the worst-case scenario,
you could even be hit by taxes from
two states on a single property.
You may be able to avoid trouble
if you clearly establish
your residency in a single
state of your choosing.
Because residency laws
vary from state to state,
you’ll have to research the
method for documenting
your legal domicile. At the
very least, obtain a
driver’s license, register to
vote, and file your income
tax returns in your home
state. Other things that
generally help evidence
where you live include
memberships, where you
receive you mail and
maintain your bank accounts, and
where you register your vehicles. And
be sure to keep detailed records of your
whereabouts, including a summary of
frequent-flier accounts, credit card
receipts documenting trips between
homes, and phone records that you
could use to bolster a claim of
residency (or of non-residency). ●
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In another recent case, media
personality Martha Stewart, too,
argued that her legal residence was in
Connecticut and her place in the
Hamptons was just a second home. But
New York prevailed and Stewart had to
pay almost $222,000 in back taxes.
The Empire State has a reputation
for being one of the toughest states for
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the Future” survey by Allianz Life
Insurance Co. shows the economic
downturn of 2008-2009 took a big toll
on boomers: 53% saw their net worth
drop significantly, 43% lost value on

In addition, 56% prefer an annuitylike product (moderate growth
opportunity, guaranteed monthly
income for life, but limited access) to a
product that risks running out of

Indeed, there are several factors
today that make all of these concerns
valid. Pensions provided by employers
are rapidly becoming a thing of the
past, replaced by 401(k) and other

Keys To Investing In China’s Growth

C

hina has emerged as the
heavyweight champion of the
emerging-market world.
Having embraced its own unique
form of capitalism, the world’s most
populous nation is enjoying vigorous
growth at a time when most countries
are slowly emerging from the global
economic downturn.
China’s gross domestic product
soared 10.3% in 2010, compared with
2.9% for U.S. GDP and an estimated
average of 1.7% in Europe. In Fortune
magazine’s 2010 Global 500 list of the
world’s largest companies, 46 firms were
based in China, three in the top 10. That
total ranked third among countries, trailing
only the United States and Japan. And
most economists believe China is now the
world’s second largest economy, having
passed Japan, which had held the No. 2
spot for four decades, in 2010.
During the past decade, China and
other emerging-market nations have
delivered higher returns to investors
than developed countries. Today these
developing economies face new threats,
from rising inflation to political turmoil,
leading to negative returns in early 2011.
Still, most analysts believe long-term
growth trends will remain on track.
The key to benefitting from the
pacesetting growth in emerging markets is
to control risks through diversification and
by carefully monitoring investments. One

NOT

way to do that is to buy shares in the many
mutual funds and exchange-traded funds
(ETFs) that now invest in a broad array of
assets in China and in Asia as a whole.
Also, a growing number of ETFs today are
linked to Chinese and Asian stock indexes.
These vehicles provide a low-cost
opportunity to invest broadly in the Asian
sector while spreading risks among
various asset classes and regions (investing
in narrow single-country ETFs can
increase investment risk).
Another way to tap China’s long-term
growth is through investments in
commodities. China is undergoing rapid
development in urban and suburban areas.
This growth is increasing demand for basic
materials to build infrastructure, retail
goods to satisfy consumer appetites, and
agricultural products for food. By
investing in commodities funds, investors
can indirectly ride the wave of growth in
China and in other fast-developing
countries, but, of course, it’s important to
try to invest during price dips rather than at
peaks or avoid market timing altogether
and use dollar-cost averaging.
The main risk facing China investors
today is that the red-hot economy will
prove to be a bubble that bursts. Inflation
ran at a relatively high 4.6% in 2010, and
the Chinese government has taken several
steps to cool the growth rate.
Most analysts believe the China boom
is supported by real growth and demand.

In their view, Chinese growth may slow
but won’t crash. Some warn, however,
that speculators have driven up property
values and commodities prices, which
could lead to an economic downturn in
the short term.
In our view, China and other
emerging-market economies continue to
present opportunities for solid returns
over the long term and can safely remain
part of a balanced and well-diversified
investment portfolio. When investing in
emerging markets, there are two levels of
diversification that can help spread and
minimize risks. The first involves
diversifying among different kinds of
investments, including a mix of stocks,
bonds, and alternative investments in
China and other developing nations. The
second level entails diversification within
investment sectors. For instance, the
portion of any portfolio related to
investing in China should include
exposure to different industries and
regions within China itself.
Some risks apply to emergingmarket investments in general, while
others are specific to China, and it’s
important to stay in touch with
developments and to adjust portfolio
holdings when needed.
For instance, the Chinese central
bank’s efforts to control inflation have
included several interest-rate hikes
that could make it more expensive or
difficult for Chinese companies to get
money for expansion or acquisitions.
That, in turn, could put pressure on
Chinese stock prices.
Trade policy is another area
of concern. If the U.S. decides to
retaliate against China’s perceived
currency manipulation with
protectionist measures, it would hurt the
Chinese economy.
The bottom line? We believe
investors should continue to seek benefits
from strong growth in China and other
emerging markets, while using
diversification strategies to minimize the
risks. It’s also crucial to maintain your
target allocation by rebalancing when
holdings deviate from your pre-set target.
Our firm can help you find the proper
balance between emerging markets and
your other investments. ●
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retirement plans that require research
and planning by account holders. The
growing dependence on such plans also
makes retirement
savers more
vulnerable to
market downturns
such as the 2008
crisis. Meanwhile,
life expectancy is
increasing,
stretching the
number of years
that your retirement
income needs to last.
More than half the respondents said
the economic crisis has made them
realize that a secure retirement is by no
means guaranteed, and 46% said

NOT

protecting their assets has become more
important to them. Nearly a third said
they want to achieve a higher level of
security
regarding their
retirement
years.
Do you
share these
worries? Has
the economic
crisis caused
you to rethink
your prospects
for a financially secure retirement?
We’re here to address your concerns
and help you create a solid retirement
plan for you and your family. Call us to
begin discussing your future today. ●

Don’t Be Trapped By Another State’s Tax
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o you own a second home in a
resort area that you use
personally or occasionally
rent out? You could be in for a rude
surprise at tax time, if the state where
the home is located insists you’re a
legal resident and must pay income
taxes. In some cases, that may trigger
hundreds of thousands of dollars of
extra tax liability.
Several states, including
Arizona, California, Hawaii,
and New York, have been
challenging the assertions of
homeowners who claim to
live out of state. A state may
maintain that the owners
actually reside within its
borders, even if they
consider the dwelling to
be a vacation home. With
other cash-strapped states
taking notice of these
tactics, the trend may well
continue and expand.
In one high-profile case,
John J. Barker, a Wall Street
investment manager, and his wife
argued that they were Connecticut
residents who made only sporadic
visits to a second home near the
exclusive Hamptons area of New York.
During the tax years that a New York
state audit brought into question—
2002 through 2004—the Barkers said

NOT

the home was used by other family
members. But the couple spent more
than half of each of those years in New
York, and the state has assessed a tax
bill of more $1 million for the three
years and tacked on penalties of around
$220,000. The Barkers have appealed
the ruling but may eventually have to
pay at least part of the bill.

audits, and it often targets residents of
states such as Florida, Nevada, and
Texas that have no income taxes. But
farmers in the heartland and jet setters
up and down both coasts face similar
problems. In the worst-case scenario,
you could even be hit by taxes from
two states on a single property.
You may be able to avoid trouble
if you clearly establish
your residency in a single
state of your choosing.
Because residency laws
vary from state to state,
you’ll have to research the
method for documenting
your legal domicile. At the
very least, obtain a
driver’s license, register to
vote, and file your income
tax returns in your home
state. Other things that
generally help evidence
where you live include
memberships, where you
receive you mail and
maintain your bank accounts, and
where you register your vehicles. And
be sure to keep detailed records of your
whereabouts, including a summary of
frequent-flier accounts, credit card
receipts documenting trips between
homes, and phone records that you
could use to bolster a claim of
residency (or of non-residency). ●
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In another recent case, media
personality Martha Stewart, too,
argued that her legal residence was in
Connecticut and her place in the
Hamptons was just a second home. But
New York prevailed and Stewart had to
pay almost $222,000 in back taxes.
The Empire State has a reputation
for being one of the toughest states for
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the Future” survey by Allianz Life
Insurance Co. shows the economic
downturn of 2008-2009 took a big toll
on boomers: 53% saw their net worth
drop significantly, 43% lost value on

In addition, 56% prefer an annuitylike product (moderate growth
opportunity, guaranteed monthly
income for life, but limited access) to a
product that risks running out of

Indeed, there are several factors
today that make all of these concerns
valid. Pensions provided by employers
are rapidly becoming a thing of the
past, replaced by 401(k) and other

Keys To Investing In China’s Growth

C

hina has emerged as the
heavyweight champion of the
emerging-market world.
Having embraced its own unique
form of capitalism, the world’s most
populous nation is enjoying vigorous
growth at a time when most countries
are slowly emerging from the global
economic downturn.
China’s gross domestic product
soared 10.3% in 2010, compared with
2.9% for U.S. GDP and an estimated
average of 1.7% in Europe. In Fortune
magazine’s 2010 Global 500 list of the
world’s largest companies, 46 firms were
based in China, three in the top 10. That
total ranked third among countries, trailing
only the United States and Japan. And
most economists believe China is now the
world’s second largest economy, having
passed Japan, which had held the No. 2
spot for four decades, in 2010.
During the past decade, China and
other emerging-market nations have
delivered higher returns to investors
than developed countries. Today these
developing economies face new threats,
from rising inflation to political turmoil,
leading to negative returns in early 2011.
Still, most analysts believe long-term
growth trends will remain on track.
The key to benefitting from the
pacesetting growth in emerging markets is
to control risks through diversification and
by carefully monitoring investments. One

NOT

way to do that is to buy shares in the many
mutual funds and exchange-traded funds
(ETFs) that now invest in a broad array of
assets in China and in Asia as a whole.
Also, a growing number of ETFs today are
linked to Chinese and Asian stock indexes.
These vehicles provide a low-cost
opportunity to invest broadly in the Asian
sector while spreading risks among
various asset classes and regions (investing
in narrow single-country ETFs can
increase investment risk).
Another way to tap China’s long-term
growth is through investments in
commodities. China is undergoing rapid
development in urban and suburban areas.
This growth is increasing demand for basic
materials to build infrastructure, retail
goods to satisfy consumer appetites, and
agricultural products for food. By
investing in commodities funds, investors
can indirectly ride the wave of growth in
China and in other fast-developing
countries, but, of course, it’s important to
try to invest during price dips rather than at
peaks or avoid market timing altogether
and use dollar-cost averaging.
The main risk facing China investors
today is that the red-hot economy will
prove to be a bubble that bursts. Inflation
ran at a relatively high 4.6% in 2010, and
the Chinese government has taken several
steps to cool the growth rate.
Most analysts believe the China boom
is supported by real growth and demand.

In their view, Chinese growth may slow
but won’t crash. Some warn, however,
that speculators have driven up property
values and commodities prices, which
could lead to an economic downturn in
the short term.
In our view, China and other
emerging-market economies continue to
present opportunities for solid returns
over the long term and can safely remain
part of a balanced and well-diversified
investment portfolio. When investing in
emerging markets, there are two levels of
diversification that can help spread and
minimize risks. The first involves
diversifying among different kinds of
investments, including a mix of stocks,
bonds, and alternative investments in
China and other developing nations. The
second level entails diversification within
investment sectors. For instance, the
portion of any portfolio related to
investing in China should include
exposure to different industries and
regions within China itself.
Some risks apply to emergingmarket investments in general, while
others are specific to China, and it’s
important to stay in touch with
developments and to adjust portfolio
holdings when needed.
For instance, the Chinese central
bank’s efforts to control inflation have
included several interest-rate hikes
that could make it more expensive or
difficult for Chinese companies to get
money for expansion or acquisitions.
That, in turn, could put pressure on
Chinese stock prices.
Trade policy is another area
of concern. If the U.S. decides to
retaliate against China’s perceived
currency manipulation with
protectionist measures, it would hurt the
Chinese economy.
The bottom line? We believe
investors should continue to seek benefits
from strong growth in China and other
emerging markets, while using
diversification strategies to minimize the
risks. It’s also crucial to maintain your
target allocation by rebalancing when
holdings deviate from your pre-set target.
Our firm can help you find the proper
balance between emerging markets and
your other investments. ●
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retirement plans that require research
and planning by account holders. The
growing dependence on such plans also
makes retirement
savers more
vulnerable to
market downturns
such as the 2008
crisis. Meanwhile,
life expectancy is
increasing,
stretching the
number of years
that your retirement
income needs to last.
More than half the respondents said
the economic crisis has made them
realize that a secure retirement is by no
means guaranteed, and 46% said

NOT

protecting their assets has become more
important to them. Nearly a third said
they want to achieve a higher level of
security
regarding their
retirement
years.
Do you
share these
worries? Has
the economic
crisis caused
you to rethink
your prospects
for a financially secure retirement?
We’re here to address your concerns
and help you create a solid retirement
plan for you and your family. Call us to
begin discussing your future today. ●

Start Estate Planning For Your Child Now

Y

ou may already have had a
power of attorney drafted that
lets you act on behalf of elderly
parents. And it’s possible you have
estate planning documents dealing with
the possibility that you or your spouse
could become incapacitated. But what
about your college-age children?
That’s not as crazy as it may
sound. Once a child becomes an
adult under state law, you may
have to rely on the following
documents to enable you to make
important medical and financial
decisions for your son or daughter.
Health care proxy. Under the
landmark Health Insurance Portability
and Accountability Act (HIPAA),
parents may not have access to their
children’s medical records even in the
case of a serious accident or illness.
HIPAA generally prohibits medical
providers from revealing confidential
information about their patients.
However, a health care proxy can give
parents the access they need. This
document allows a child to designate
someone—usually a parent—to make
health care decisions on the child’s
behalf in case of physical or mental

NOT

incapacitation. Such decisions may
include approving treatment options
and medications. If you establish a
health care proxy with
your child, be sure to
provide copies to the
college health services
and to the child’s
primary physician.
Durable power of
attorney. This document
ensures ongoing
management of the
financial affairs of a
child who’s unable to
take care of those
matters. Typically, such a
document designates a
parent as “attorney-infact,” so that if a child becomes
incapacitated, the parent can step right
in. For example, you might need to
take action relating to investments,
bank and credit card accounts, leases,
student loans, tax filings, and the like.
A durable power of attorney could also
let you take care of things stateside
while your child goes abroad for
education. Be sure to give copies to
your child’s school, the financial aid

office, and other relevant parties.
Wills and trusts. Though many
college-age children may have no need
for a will, it’s a sensible
precaution for those with
substantial assets. A will
and perhaps a trust can
help avoid having assets
revert to the parents if a
child should die—a
transfer that could
complicate the parents’
estate plans. Trusts can be
efficient tools for sending
wealth directly to a sibling
or to another relative, and
assets held in trust are also
exempt from probate.
Finally, a will and trusts
could be structured to minimize
potential estate taxes.
If a child becomes incapacitated
without a health care proxy or
durable power of attorney in place, the
family may be forced to pursue a
guardianship or conservatorship
arrangement. That can be costly and
time-consuming—and easily avoided
by establishing these few essential
estate planning documents. ●

N
.
O
I
C
T
N
I
C
U
S
T
D
C
O
U
R
P
D
E
O
R
R
P
R
R
O
O
N
S
I
IO PI
V
T
D
U
A
IB 011, A
R
T
2
IS
©
D
FOR

Few Predict Recession
(Continued from page 1)

average, industry professionals
suspected gross domestic product
(GDP) growth would rise to nearly 3%
in the fourth quarter.
That doesn’t mean ECRI’s secret
recession recipe won’t eventually be
borne out. But in the meantime,
publicly available numbers reflect the
opposite of what is normally
considered a recessionary environment.
3. Timing is everything. Timing the
market is not.
Three months after ECRI’s
September recession prediction, it still
weighed on investor sentiment, perhaps
because ECRI had declined to provide
a timeline for determining whether its
call was right or wrong. In September,

NOT

the group said the United States was on
the “cusp” of a full-blown downturn,
which would indicate some urgency.
By mid-December, however, ECRI’s
time frame had
softened to “sometime
next year.”
Recessions, like
expansions, come and
go, and there will
inevitably be additional
downturns, so ECRI
was right on that front.
But by moving the scope of its call
further and further out, the forecasters
have kept investors on edge, leading
many to withdraw from investment
markets to wait for brighter days ahead.
The problem, though, is that
investing isn’t something people do
only when outside conditions make it

convenient. It continues throughout the
ups and downs of the economic cycle.
And since September, the U.S.
economy has shown every indication of
continuing to expand,
and financial markets,
though volatile, have
reflected that
expansion.
The Standard &
Poor’s 500, a broad
gauge of U.S. stock
prices, climbed 8%
between the time of ECRI’s initial
forecast and mid-December. An
investor who fled to the sidelines to
avoid that “full-blown recession”
would have lost out on that
appreciation, the equivalent of
nearly a year of normal performance
for large-cap shares. ●
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or months now, investors have
been bombarded with so many
reports of a recession ahead that
the markets have seemed more than a
little shell-shocked. But while
the media have fixated on the
gloomiest forecasts, most
economists actually predict
moderate economic expansion.
The Economic Cycle
Research Institute (ECRI),
made waves on September 30,
2011, when it announced that,
according to its data, an
economic downturn was nigh. “The
most reliable forward-looking
indicators are now collectively
behaving as they did on the cusp of
full-blown recessions, not ‘soft
landings,’” ECRI said. “The U.S.
economy is indeed tipping into a new
recession. And there’s nothing that
policy makers can do to head it off.”
Three months later, ECRI stands by
its prediction, and sooner or later it may
come true. But in the meantime,
investors may want to note three key
points that say as much about how
economic hype propagates in today’s
hyper-connected environment as they
do about the underlying economy itself.
1. “Secret” methodologies are hard
to trust.
ECRI economists made their
reputation by calling the bottom of the
2007-2009 recession in March 2009—
and again in 2010 for saying no
“double-dip” recession was imminent.
But they have been vague about exactly
which “forward-looking indicators” are
making them so nervous. Their
methodology is proprietary, a secret to
all except the firm’s clients.

FO
T
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NOT

At the same time, the indicators the
rest of the world has to work with give
no clear signal of a recession ahead.
Denver economist Fritz Meyer, a 35year veteran of the industry,
notes that according to the
more established index of
Leading Economic
Indicators—published by the
Conference Board for the
past half-century—the
economic environment seems
to be improving. “The risk of
economic downturn has
receded, and the forward-looking
economic data has actually picked up a
little bit,” Meyer says.
Meyer and other independent
economists can check the Conference
Board’s work and judge the results for
themselves, but ECRI’s calculations
remain a “black box” opaque to thirdparty verification.
2. Other economists see no recession
on the horizon.
In contrast to whatever ECRI has
seen, economic numbers from the
Conference Board remain fairly strong.
New factory orders from the Institute
for Supply Management have actually
improved during the past few months,
for example, and vehicle sales,
commercial lending, and nonmanufacturing economic activity all
picked up during the past quarter.
In fact, no significant economic
gauges have turned downward.
“Economists continue to believe that
the U.S. economic expansion will
continue at a relatively robust rate,”
Meyer says, citing a December Wall
Street Journal survey revealing that, on

T

he bad news: If you’re like most
people, you haven’t made
adequate plans to ensure a
comfortable lifestyle throughout
retirement. The good news: You may
still have time to do something about it.
According to a new study of
almost 1,500 Americans by the
National Bureau of Economic
Research (NBER), many people lack
essential financial literacy, and for
most, prospects for a secure retirement
may be even dimmer than feared.
According to NBER:
Fewer than one in 10
respondents was able to answer basic
financial questions correctly.
About 50% said they had trouble
keeping up with monthly bills.
Only about half had “rainy day”
funds large enough to cover expenses
for three months in case of lost income.
Almost a third had done
something resulting in an interest
charge or fee for credit card charges.
Only 42% said they have tried to
figure out how much to save for
retirement. Of those between the ages
of 45 and 59, more than half said they
hadn’t calculated how much they’ll
need for retirement.
Only 51% had a retirement
account with an employer, and just
28% had another retirement account
such as an IRA.
During the past year, 9% of those
with a 401(k), IRA, or another
retirement account tapped the account
prematurely.
The takeaway? Start now, during
your working years, to get up to speed
on financial matters and take steps to
protect your future.
●

●

●

●

N
.
O
I
C
T
IN DUC
S
T
C
O
U
R
P
D
O
RE
R
P
R
OR ION O
S
I
ADV RIBUT 1, API
1
T
0
S
2
I
©
D
R
O
F
(Continued on page 4)
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