Tips On Long-Term Care Insurance

T

he cost of an extended nursing
home stay can be frightening. In
some parts of the country,
annual expenses may run to $100,000
or even more. At that rate, it doesn’t
take long for a lifetime’s savings to be
depleted. That’s why most long-term
care ends up on the tab of Medicaid, the
joint federal-state health plan for the
poor. But your family will qualify for
help only after you’ve exhausted most
of your assets.
Advance planning can help you
avoid dire financial consequences. For
instance, you could purchase a longterm care insurance (LTCI) policy for
yourself or a relative to defray some or
all of the nursing home costs. That can
help preserve family funds and put off
panic sales of investments. Still,
premiums for LTCI are based on
several factors, including the health of
the person who’s being insured, and
can be pricey. And the older you are
when you get this insurance, the more
you’ll pay.
What do you know about longterm care insurance? This brief quiz
can test your knowledge.
1) Beneﬁts under an LTCI policy will

NOT

begin to be paid:
a) Once the insured becomes ill or
disabled.
b) Once the insured applies for
benefits.
c) When the policy’s lifetime
amount is fully paid up.
d) After a waiting period has been
satisfied.
2) Which of the following does NOT
affect premium cost?
a) The age of the insured
b) The value of the insured’s
retirement assets
c) The length of the benefit period
d) The amount of the daily benefit
3) To qualify to receive LTCI
beneﬁts:
a) The insured must sell any
primary residence.
b) The insured must need
assistance with basic daily
activities.
c) The family must elect to begin
coverage.
d) The family must obtain
permission from a nursing home.
4) What is the tax treatment of LTCI
policies?
a) Premiums are fully tax-

deductible.
b) Premiums are tax-deductible
only by retirees.
c) Premiums may be partly taxdeductible.
d) Premiums are never taxdeductible.
5) The amount that can be used to
defray nursing home costs:
a) Depends on the daily benefit.
b) Depends on the insured’s age.
c) Depends on the retirement assets
owned by the insured.
d) Is limited by state law.
6) A policy that is “guaranteed
renewable” for life means that:
a) It can’t be voided if the insured’s
health changes.
b) It can’t be voided whether or not
the premiums are paid.
c) It will still pay benefits after the
lifetime limit has been exceeded.
d) Premiums can never increase.
7) LTCI policies are generally
offered by:
a) Banks.
b) Estate planning attorneys.
c) Medical practitioners.
d) Financial services firms.

money coming from? Meyer says many
families have been dipping into their
savings, which had swollen to
historically abnormal
levels since 2008,
when fear gripped the
economy. It’s not that
Americans aren’t
continuing to save,
says Meyer, but now
they’re doing it at a more rational pace
of around 4% a year.
“The savings rate spiked to
extraordinarily high levels during the
recession when consumers pulled in
their horns and started saving every
nickel they could, out of concern for
their jobs and income,” he says, noting
that today’s 4% positive savings rate is
a long way from the near-negative
numbers that spendthrift consumers

racked up in 2001 and again in 2005. If
you go back 20 years, 4% also happens
to be the historical average for savings.
So Meyer believes
that far from
sliding once more
into dangerous
territory, we are
just getting our
spending and
borrowing back in line with long-term
trends.
The longer families have to adjust
to today’s “new normal”—which looks
a lot like the pre-bubble world—the
more likely they will be to maintain or
even increase their current spending
patterns, Meyer says. “Now that the
savings rate is trending back down, I
think it will continue to drift lower as
consumers regain confidence.”
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Families Eager To Spend
(Continued from page 1)

end of 2008 to a low of $2.40 trillion
two years later, with most of the change
coming from a $157 billion decline in
credit card balances.
In 2011, consumers started
borrowing again, but it was primarily to
take advantage of the federal
government’s student loan programs,
not to fund the day-to-day necessities
that go into retail spending numbers.
Credit card balances edged up only
slightly, so handwringing about a return
to bad old spending habits seems more
than a little overdone.
But if Americans aren’t borrowing
more for anything but college, and if
spending has ramped up ahead of
increases in income, where is the

NOT

Answers: 1-d; 2-b; 3-b; 4-c; 5-a; 6-a; 7-d
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onsumers have been the engine
of U.S. economic growth for
nearly three years. But with
housing prices and the job market yet to
revive, how much fuel can
be left in the tank?
Household spending
famously accounts for 71
cents of every dollar that
moves through the $15
trillion U.S. economy.
And while retail sales
have rebounded 20%
since bottoming out in
March 2009, the month-to-month rate
of improvement has slowed to a crawl.
The question now is how have
Americans been financing their
spending. Since 2009, wages have
climbed only 5.6% on a pre-tax basis,
or 7.8% in terms of real disposable
income. To fund the rest of that 20%
jolt in retail sales, many families have
gone back into debt—but not to
anywhere near the unsustainable degree
seen in the lead-up to the 2008 credit
crunch, says noted independent
economist Fritz Meyer.
Meyer looks beyond the raw
numbers charting what consumers owe
and how much they’re spending to
consider the Federal Reserve’s measure
of how much of a drag debt exerts on
American budgets. “What’s really
important is consumers’ financial
obligations ratio,” he says. That’s the
percentage of the average household’s
monthly disposable income that goes to
pay fixed monthly credit obligations—
the mortgage, car payments, credit
cards, education debt, and so on.
According to the Federal Reserve,
those payments now add up to 16.1% of
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a typical household’s budget. And
according to Meyer, that’s a very good
number, pretty much as positive as
things have been, at least since the Fed
started keeping track in the
early 1980s. “This is a very
surprising statistic to
people who continue to
believe Americans are
struggling under a
mountain of debt,” he says.
In other words,
American families may be
borrowing more than they
had been in terms of dollars, but
because those loans are putting so little
strain on their budgets, consumer
spending actually looks more
sustainable than ever.
Low interest rates make that
possible. The prime lending rate has
been buried at 3.25% for a long time
now, and that’s well below the pace
at which the average family’s
disposable income has been climbing.
Low rates, for example, have helped
many homeowners refinance their
mortgages and reduce monthly
payments so much that home loan
payments, on average, now take up just
9.53% of monthly income.
With income rising faster than the
cost of managing debt, the net impact
of each dollar of leverage shrinks,
effectively allowing households to
carry more debt without stress.
Of course it also helps that
consumers have made enormous strides
since the credit crunch in strengthening
household balance sheets. The amount
of consumer credit outstanding shrank
6% from a peak of $2.56 trillion at the

H

ow much do Medicare participants
have to pay in 2012? Just a little
more than a year earlier.
Uncle Sam recently announced
modest increases in Medicare Part B
premiums for 2012. Part B covers
physician services, qualified outpatient
hospital care, medical equipment, and other
specified services. Under the latest
increase, the basic monthly Medicare B
premium is $99.90, up from $96.40 a
month in 2011. For those who enrolled in
2011, the new basic premium is actually a
reduction from the old monthly premium
of $115.40.
But participants must pay a higher
Medicare Part B premium if their
“modified adjusted gross income” (MAGI)
exceeds specific thresholds. The thresholds
and premium amounts for tax filers in 2012
are shown below.
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higher premium in 2012.
For updates on Medicare programs
and related information, visit the SSA
website at www.ssa.gov.

Mary Jane Callaghan &
Mitch Glicksman

Six Disability Facts To Consider

Y

ou probably already understand
the importance of having life
insurance. The proceeds from a
life policy can help cover your family’s
current expenses and may provide a
cushion for the future if you die
prematurely. But another kind of
coverage—disability income (DI)
insurance—is often ignored or
neglected. And that’s a mistake,
because DI insurance can be even more
vital than life insurance in maintaining
a family’s financial well-being. A new
white paper from the Council for
Disability Awareness, an independent
nonprofit group, provides these six
startling facts.
1. More than one in four of today’s
20-year-olds will become disabled
before they retire. (Source: Social
Security Administration, Fact Sheet,
March 18, 2011)
2. Some 8.5 million disabled U.S.
wage earners were receiving Social
Security Disability Insurance (SSDI)
benefits at the end of September 2011.
(Source: Social Security
Administration, Office of Disability
and Income Security Programs)
3. Ninety percent of new long-term
disability claims are the result of an
illness, not an accident, and fewer than
5% of claims are work-related.
(Source: 2011 Council for Disability
Awareness Long-Term Disability

NOT

Claims Study)
4. The average long-term disability
claim lasts 31.2 months. (Source: 2010
GenRe Disability Fact Book)
5. New applications for Social
Security Disability Insurance (SSDI)
benefits increased
27% from 2008 to
2010. (Source:
Social Security
Administration,
Office of
Disability and
Income Security
Programs)
6. About 100
million workers
lack private
disability income
insurance. (Source:
Social Security
Administration,
Fact Sheet, March
18, 2011)
If you don’t
have DI insurance,
either through a
policy from your
employer or one
you’ve bought on your own, you can
choose from among a wide array of
products whose costs and benefits vary
widely. Here are several factors you’ll
need to take into account.
How a policy defines “disability”

is crucial. The best policies pay
benefits if you can’t work in your
chosen profession, and they don’t
consider the nature of an injury.
DI insurance policies generally
require a waiting period before paying
benefits, and a
shorter waiting
period normally
translates into
higher premiums.
Typically, a
policy will state
how long and
under what
circumstances it
will pay disability
income benefits. It
could, for example,
provide benefits
only until you
qualify to receive
Social Security
retirement benefits.
If you opt for
a noncancellable
policy, the insurer
can’t drop you off
its rolls if your
health declines.
Finally, don’t be seduced by the
low costs of a fly-by-night operation.
You’ll be better off opting for an
experienced company with a good
reputation.
●
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retirement plans. That’s usually
permitted, as long as you meet a few
requirements, and it would allow the
investments from the spouse’s plans to
continue to grow and compound tax-

the distributions had been based on the
spouse’s life expectancy.
Another option is electing to treat
the accounts as if they still belonged to
the deceased spouse. Typically, this is a

money in the deceased spouse’s 401(k)s
and IRAs to fund a “bypass trust”
(also known as an AB trust). You could
do that if a provision in the deceased
spouse’s will had established such a

Limited Damage Is Seen From Euro Crisis

S

ince the Greek government first
confessed it would be unable to
pay its debts, investors have
fretted that a bond crisis in Europe could
be another Lehman Brothers disaster
waiting to unravel the entire global
economy. Even now, some two years
later, headlines drip with apocalyptic
dread: Greece “will” default, Portugal
“will” follow, and the collateral damage
“will” cost $1.35 trillion and wreck the
euro zone forever.
Much of the anxiety comes from
simply not knowing how far the turmoil
might spread. Fortunately, some
economists have sought to determine
exactly what is -- and is not -- at stake.
The European economy is indeed
contracting. Gross domestic product in
the 17-member euro zone shrank 0.3%
during the fourth quarter and there are
signs of that slowdown continuing,
meeting the technical definition of a
recession -- the second in three years.
But, country by country, the outlook
is less grim. Germany and France
account for nearly half the euro zone’s
total economic output, and neither is
expected to suffer a recession this year. If
anything, the situation seems to be
getting better, says independent
economist Fritz Meyer. “European and
other global economic data have turned
the corner, or at least showed signs of
unexpected strength,” he says.

NOT

Meyer points to JPMorgan’s Global
Purchasing Managers Index, which
improved in Europe in January.
Moreover, relatively few economists
expect Europe’s woes to spread. The
International Monetary Fund, with plenty
of experience rescuing near-ruined
economies, currently projects that the
United States, China, India, Brazil, and
other key markets will keep growing
under any reasonable euro crisis scenario.
Six months ago, the IMF’s outlook
was significantly less bright. And the
Greek government has made great strides
in recent weeks toward restructuring its
finances to qualify for assistance from the
European Union, IMF, and World Bank.
While there will undoubtedly be
setbacks, the “contagion” that some
doomsayers predicted now seems
unlikely to topple governments from
Lisbon to Budapest.
Portugal and Spain have so far
managed to juggle their credit
obligations, which are relatively massive
compared to what the Greek people have
had to bear. And bond yields in Italy -the third-largest economy in continental
Europe as well as the world’s thirdlargest credit market -- have receded a
long way from the “unsustainable” 7%
levels they touched late last year.
Beyond Europe, things likewise look
better than before. “Most economists
believe the rest of the world will in fact

decouple from problems in Europe
to a very significant degree,” Meyer
says. “The broad assumption among
economists globally is that even if
Europe does suffer two consecutive
quarters of GDP contraction, it’s
very likely that the rest of the
world will continue with a reasonably
healthy expansion.”
Even if the European economy
were to contract by 10%, U.S.
companies represented in the Standard
& Poor’s 500 index might see their
earnings shrink by only 0.75%. Of
course, some sectors would fare better
than others, with exporters facing
headwinds while truly “defensive”
sectors focused on domestic sales
will likely suffer little fallout from
Europe’s problems.
In any event, if the U.S. economy
manages to avoid catching the euro flu - and after two years, we seem
remarkably resistant -- the global
economy should muddle along. The
United States represents 25% of the
world’s gross domestic product, and the
S&P 500 accounts for 75% of U.S.
equity. So, if less than 1% of the S&P
500’s total profit is at risk in a complete
meltdown in Europe, even the worstcase scenario may be not only
survivable, but ultimately forgettable
from a long-term global perspective.
Nor will the world’s central banks
sit passively should that worst-case
scenario somehow come to pass.
The Federal Reserve has already
worked with its counterparts in Europe,
Canada, and Japan to ensure the
European banking system has all the
cash it needs, while even the emerging
markets of China, Russia, Brazil, India,
and South Africa have expressed
willingness to tap their trillions of
dollars in reserves as needed.
After multiple summits and
bailouts, the Greek saga will almost
certainly continue. But the past two
years have given policy makers both the
opportunity to realize just how serious
the crisis is and the time to come up
with long-term solutions.
We may not be at the end of the
saga, but we are nowhere near the end
of the world, either. ●

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

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

trust, or you could “disclaim” the assets
that you would otherwise inherit and
have the funds go into the trust. You
wouldn’t owe any
income tax on that
money until
withdrawals begin.
In this situation,
RMDs are calculated
over the life
expectancy of the
surviving spouse.
However, once the
retirement accounts become part of the
trust, a surviving spouse can’t designate
the beneficiaries to receive the funds after
that spouse’s death.
Finally, of course, you could simply
take a distribution of all of the assets in

NOT

your late spouse’s retirement accounts.
But that’s much less desirable from an
income tax standpoint. The money from
the 401(k)s and IRAs
will be taxed at your
ordinary income rates
in the year you
receive the funds. And
if the accounts have
substantial assets,
you’ll likely pay tax
on a substantial
portion of them at the
top individual rate of 35%.
Choosing among these options and
related strategies can be complicated. We
can work with you and your tax advisor
to help you make decisions that make
sense in your situation. ●
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current expenses and may provide a
cushion for the future if you die
prematurely. But another kind of
coverage—disability income (DI)
insurance—is often ignored or
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because DI insurance can be even more
vital than life insurance in maintaining
a family’s financial well-being. A new
white paper from the Council for
Disability Awareness, an independent
nonprofit group, provides these six
startling facts.
1. More than one in four of today’s
20-year-olds will become disabled
before they retire. (Source: Social
Security Administration, Fact Sheet,
March 18, 2011)
2. Some 8.5 million disabled U.S.
wage earners were receiving Social
Security Disability Insurance (SSDI)
benefits at the end of September 2011.
(Source: Social Security
Administration, Office of Disability
and Income Security Programs)
3. Ninety percent of new long-term
disability claims are the result of an
illness, not an accident, and fewer than
5% of claims are work-related.
(Source: 2011 Council for Disability
Awareness Long-Term Disability
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Claims Study)
4. The average long-term disability
claim lasts 31.2 months. (Source: 2010
GenRe Disability Fact Book)
5. New applications for Social
Security Disability Insurance (SSDI)
benefits increased
27% from 2008 to
2010. (Source:
Social Security
Administration,
Office of
Disability and
Income Security
Programs)
6. About 100
million workers
lack private
disability income
insurance. (Source:
Social Security
Administration,
Fact Sheet, March
18, 2011)
If you don’t
have DI insurance,
either through a
policy from your
employer or one
you’ve bought on your own, you can
choose from among a wide array of
products whose costs and benefits vary
widely. Here are several factors you’ll
need to take into account.
How a policy defines “disability”

is crucial. The best policies pay
benefits if you can’t work in your
chosen profession, and they don’t
consider the nature of an injury.
DI insurance policies generally
require a waiting period before paying
benefits, and a
shorter waiting
period normally
translates into
higher premiums.
Typically, a
policy will state
how long and
under what
circumstances it
will pay disability
income benefits. It
could, for example,
provide benefits
only until you
qualify to receive
Social Security
retirement benefits.
If you opt for
a noncancellable
policy, the insurer
can’t drop you off
its rolls if your
health declines.
Finally, don’t be seduced by the
low costs of a fly-by-night operation.
You’ll be better off opting for an
experienced company with a good
reputation.
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retirement plans. That’s usually
permitted, as long as you meet a few
requirements, and it would allow the
investments from the spouse’s plans to
continue to grow and compound tax-

the distributions had been based on the
spouse’s life expectancy.
Another option is electing to treat
the accounts as if they still belonged to
the deceased spouse. Typically, this is a

money in the deceased spouse’s 401(k)s
and IRAs to fund a “bypass trust”
(also known as an AB trust). You could
do that if a provision in the deceased
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S

ince the Greek government first
confessed it would be unable to
pay its debts, investors have
fretted that a bond crisis in Europe could
be another Lehman Brothers disaster
waiting to unravel the entire global
economy. Even now, some two years
later, headlines drip with apocalyptic
dread: Greece “will” default, Portugal
“will” follow, and the collateral damage
“will” cost $1.35 trillion and wreck the
euro zone forever.
Much of the anxiety comes from
simply not knowing how far the turmoil
might spread. Fortunately, some
economists have sought to determine
exactly what is -- and is not -- at stake.
The European economy is indeed
contracting. Gross domestic product in
the 17-member euro zone shrank 0.3%
during the fourth quarter and there are
signs of that slowdown continuing,
meeting the technical definition of a
recession -- the second in three years.
But, country by country, the outlook
is less grim. Germany and France
account for nearly half the euro zone’s
total economic output, and neither is
expected to suffer a recession this year. If
anything, the situation seems to be
getting better, says independent
economist Fritz Meyer. “European and
other global economic data have turned
the corner, or at least showed signs of
unexpected strength,” he says.
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Meyer points to JPMorgan’s Global
Purchasing Managers Index, which
improved in Europe in January.
Moreover, relatively few economists
expect Europe’s woes to spread. The
International Monetary Fund, with plenty
of experience rescuing near-ruined
economies, currently projects that the
United States, China, India, Brazil, and
other key markets will keep growing
under any reasonable euro crisis scenario.
Six months ago, the IMF’s outlook
was significantly less bright. And the
Greek government has made great strides
in recent weeks toward restructuring its
finances to qualify for assistance from the
European Union, IMF, and World Bank.
While there will undoubtedly be
setbacks, the “contagion” that some
doomsayers predicted now seems
unlikely to topple governments from
Lisbon to Budapest.
Portugal and Spain have so far
managed to juggle their credit
obligations, which are relatively massive
compared to what the Greek people have
had to bear. And bond yields in Italy -the third-largest economy in continental
Europe as well as the world’s thirdlargest credit market -- have receded a
long way from the “unsustainable” 7%
levels they touched late last year.
Beyond Europe, things likewise look
better than before. “Most economists
believe the rest of the world will in fact

decouple from problems in Europe
to a very significant degree,” Meyer
says. “The broad assumption among
economists globally is that even if
Europe does suffer two consecutive
quarters of GDP contraction, it’s
very likely that the rest of the
world will continue with a reasonably
healthy expansion.”
Even if the European economy
were to contract by 10%, U.S.
companies represented in the Standard
& Poor’s 500 index might see their
earnings shrink by only 0.75%. Of
course, some sectors would fare better
than others, with exporters facing
headwinds while truly “defensive”
sectors focused on domestic sales
will likely suffer little fallout from
Europe’s problems.
In any event, if the U.S. economy
manages to avoid catching the euro flu - and after two years, we seem
remarkably resistant -- the global
economy should muddle along. The
United States represents 25% of the
world’s gross domestic product, and the
S&P 500 accounts for 75% of U.S.
equity. So, if less than 1% of the S&P
500’s total profit is at risk in a complete
meltdown in Europe, even the worstcase scenario may be not only
survivable, but ultimately forgettable
from a long-term global perspective.
Nor will the world’s central banks
sit passively should that worst-case
scenario somehow come to pass.
The Federal Reserve has already
worked with its counterparts in Europe,
Canada, and Japan to ensure the
European banking system has all the
cash it needs, while even the emerging
markets of China, Russia, Brazil, India,
and South Africa have expressed
willingness to tap their trillions of
dollars in reserves as needed.
After multiple summits and
bailouts, the Greek saga will almost
certainly continue. But the past two
years have given policy makers both the
opportunity to realize just how serious
the crisis is and the time to come up
with long-term solutions.
We may not be at the end of the
saga, but we are nowhere near the end
of the world, either. ●
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trust, or you could “disclaim” the assets
that you would otherwise inherit and
have the funds go into the trust. You
wouldn’t owe any
income tax on that
money until
withdrawals begin.
In this situation,
RMDs are calculated
over the life
expectancy of the
surviving spouse.
However, once the
retirement accounts become part of the
trust, a surviving spouse can’t designate
the beneficiaries to receive the funds after
that spouse’s death.
Finally, of course, you could simply
take a distribution of all of the assets in

NOT

your late spouse’s retirement accounts.
But that’s much less desirable from an
income tax standpoint. The money from
the 401(k)s and IRAs
will be taxed at your
ordinary income rates
in the year you
receive the funds. And
if the accounts have
substantial assets,
you’ll likely pay tax
on a substantial
portion of them at the
top individual rate of 35%.
Choosing among these options and
related strategies can be complicated. We
can work with you and your tax advisor
to help you make decisions that make
sense in your situation. ●

Tips On Long-Term Care Insurance

T

he cost of an extended nursing
home stay can be frightening. In
some parts of the country,
annual expenses may run to $100,000
or even more. At that rate, it doesn’t
take long for a lifetime’s savings to be
depleted. That’s why most long-term
care ends up on the tab of Medicaid, the
joint federal-state health plan for the
poor. But your family will qualify for
help only after you’ve exhausted most
of your assets.
Advance planning can help you
avoid dire financial consequences. For
instance, you could purchase a longterm care insurance (LTCI) policy for
yourself or a relative to defray some or
all of the nursing home costs. That can
help preserve family funds and put off
panic sales of investments. Still,
premiums for LTCI are based on
several factors, including the health of
the person who’s being insured, and
can be pricey. And the older you are
when you get this insurance, the more
you’ll pay.
What do you know about longterm care insurance? This brief quiz
can test your knowledge.
1) Beneﬁts under an LTCI policy will

NOT

begin to be paid:
a) Once the insured becomes ill or
disabled.
b) Once the insured applies for
benefits.
c) When the policy’s lifetime
amount is fully paid up.
d) After a waiting period has been
satisfied.
2) Which of the following does NOT
affect premium cost?
a) The age of the insured
b) The value of the insured’s
retirement assets
c) The length of the benefit period
d) The amount of the daily benefit
3) To qualify to receive LTCI
beneﬁts:
a) The insured must sell any
primary residence.
b) The insured must need
assistance with basic daily
activities.
c) The family must elect to begin
coverage.
d) The family must obtain
permission from a nursing home.
4) What is the tax treatment of LTCI
policies?
a) Premiums are fully tax-

deductible.
b) Premiums are tax-deductible
only by retirees.
c) Premiums may be partly taxdeductible.
d) Premiums are never taxdeductible.
5) The amount that can be used to
defray nursing home costs:
a) Depends on the daily benefit.
b) Depends on the insured’s age.
c) Depends on the retirement assets
owned by the insured.
d) Is limited by state law.
6) A policy that is “guaranteed
renewable” for life means that:
a) It can’t be voided if the insured’s
health changes.
b) It can’t be voided whether or not
the premiums are paid.
c) It will still pay benefits after the
lifetime limit has been exceeded.
d) Premiums can never increase.
7) LTCI policies are generally
offered by:
a) Banks.
b) Estate planning attorneys.
c) Medical practitioners.
d) Financial services firms.

money coming from? Meyer says many
families have been dipping into their
savings, which had swollen to
historically abnormal
levels since 2008,
when fear gripped the
economy. It’s not that
Americans aren’t
continuing to save,
says Meyer, but now
they’re doing it at a more rational pace
of around 4% a year.
“The savings rate spiked to
extraordinarily high levels during the
recession when consumers pulled in
their horns and started saving every
nickel they could, out of concern for
their jobs and income,” he says, noting
that today’s 4% positive savings rate is
a long way from the near-negative
numbers that spendthrift consumers

racked up in 2001 and again in 2005. If
you go back 20 years, 4% also happens
to be the historical average for savings.
So Meyer believes
that far from
sliding once more
into dangerous
territory, we are
just getting our
spending and
borrowing back in line with long-term
trends.
The longer families have to adjust
to today’s “new normal”—which looks
a lot like the pre-bubble world—the
more likely they will be to maintain or
even increase their current spending
patterns, Meyer says. “Now that the
savings rate is trending back down, I
think it will continue to drift lower as
consumers regain confidence.”
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Families Eager To Spend
(Continued from page 1)

end of 2008 to a low of $2.40 trillion
two years later, with most of the change
coming from a $157 billion decline in
credit card balances.
In 2011, consumers started
borrowing again, but it was primarily to
take advantage of the federal
government’s student loan programs,
not to fund the day-to-day necessities
that go into retail spending numbers.
Credit card balances edged up only
slightly, so handwringing about a return
to bad old spending habits seems more
than a little overdone.
But if Americans aren’t borrowing
more for anything but college, and if
spending has ramped up ahead of
increases in income, where is the

NOT

Answers: 1-d; 2-b; 3-b; 4-c; 5-a; 6-a; 7-d
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onsumers have been the engine
of U.S. economic growth for
nearly three years. But with
housing prices and the job market yet to
revive, how much fuel can
be left in the tank?
Household spending
famously accounts for 71
cents of every dollar that
moves through the $15
trillion U.S. economy.
And while retail sales
have rebounded 20%
since bottoming out in
March 2009, the month-to-month rate
of improvement has slowed to a crawl.
The question now is how have
Americans been financing their
spending. Since 2009, wages have
climbed only 5.6% on a pre-tax basis,
or 7.8% in terms of real disposable
income. To fund the rest of that 20%
jolt in retail sales, many families have
gone back into debt—but not to
anywhere near the unsustainable degree
seen in the lead-up to the 2008 credit
crunch, says noted independent
economist Fritz Meyer.
Meyer looks beyond the raw
numbers charting what consumers owe
and how much they’re spending to
consider the Federal Reserve’s measure
of how much of a drag debt exerts on
American budgets. “What’s really
important is consumers’ financial
obligations ratio,” he says. That’s the
percentage of the average household’s
monthly disposable income that goes to
pay fixed monthly credit obligations—
the mortgage, car payments, credit
cards, education debt, and so on.
According to the Federal Reserve,
those payments now add up to 16.1% of
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a typical household’s budget. And
according to Meyer, that’s a very good
number, pretty much as positive as
things have been, at least since the Fed
started keeping track in the
early 1980s. “This is a very
surprising statistic to
people who continue to
believe Americans are
struggling under a
mountain of debt,” he says.
In other words,
American families may be
borrowing more than they
had been in terms of dollars, but
because those loans are putting so little
strain on their budgets, consumer
spending actually looks more
sustainable than ever.
Low interest rates make that
possible. The prime lending rate has
been buried at 3.25% for a long time
now, and that’s well below the pace
at which the average family’s
disposable income has been climbing.
Low rates, for example, have helped
many homeowners refinance their
mortgages and reduce monthly
payments so much that home loan
payments, on average, now take up just
9.53% of monthly income.
With income rising faster than the
cost of managing debt, the net impact
of each dollar of leverage shrinks,
effectively allowing households to
carry more debt without stress.
Of course it also helps that
consumers have made enormous strides
since the credit crunch in strengthening
household balance sheets. The amount
of consumer credit outstanding shrank
6% from a peak of $2.56 trillion at the

H

ow much do Medicare participants
have to pay in 2012? Just a little
more than a year earlier.
Uncle Sam recently announced
modest increases in Medicare Part B
premiums for 2012. Part B covers
physician services, qualified outpatient
hospital care, medical equipment, and other
specified services. Under the latest
increase, the basic monthly Medicare B
premium is $99.90, up from $96.40 a
month in 2011. For those who enrolled in
2011, the new basic premium is actually a
reduction from the old monthly premium
of $115.40.
But participants must pay a higher
Medicare Part B premium if their
“modified adjusted gross income” (MAGI)
exceeds specific thresholds. The thresholds
and premium amounts for tax filers in 2012
are shown below.
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higher premium in 2012.
For updates on Medicare programs
and related information, visit the SSA
website at www.ssa.gov.

Mary Jane Callaghan &
Mitch Glicksman

