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HAVE THE BEAR MARKET JITTERS?
HERE IS HOW TO SURVIVE AND THRIVE

Recession fears, ris-

ing unemployment, and stock
markets plunging worldwide:
What's a poor investor to do?

Not only are the head-
lines scary and unsettling but
so are the monthly state-
ments from your brokerage
firm showing a drop in your
portfolio value.

It can be very hard to
maintain your focus and long-
term commitment to the stock
market when investors all
about you are losing their
heads. Seasoned investors
know that times like these
demand calm and patience,
rather than panic and action.
In fact, it is usually better to
sit it out and do nothing until
the dust settles.

Here is a guide to help
you avoid mistakes, maintain
focus, and eventually prosper.

Avoiding mistakes

The worst mistake pan-
icked investors make is turn-
ing a temporary portfolio de-
cline into a permanent loss by
selling out in an effort to
avoid further declines.

An investor’s portfolio
that is diversified throughout
U.S. and international stock
markets will eventually re-
cover as the markets begin
rising at the end of a bear
market.

In 10 of the last 11 re-
cessions, the U.S. stock mar-
ket rallied by an average of
24% during the six months
after a recession ended. The

Bear markets are meant to scare investors away and cause losses. Patience
and persistence can help you chase the bear away.

sole exception was 2001,
when stocks were still overval-
ued at the recession’s end
and had further to fall.

How to stay calm

The astute investor car-
ries around a mental checklist
of reminders that help him
counter the daily drumbeat of
bad news that accompanies a
bear market.

First on the list: the horse
is already out of the gate. By
the time you think a bear
market is in progress, there
have already been sharp de-
clines and the market is
closer to the bottom. It is sim-

ply too late to take cover.

Second: are competing
investments the best place
for money in the long term?

During market panics
investors flee to U.S. Treasur-
ies. The heavy buying interest
pushes down yields, meaning
that new investors will get
lower returns over time.

Last month yields on
Treasuries fell sharply and
new investors had the choice
of locking in 10-year notes
with yields as low as 3.5%.
After taxes the chance of
keeping up with inflation over
the next 10 years is very low.

(Continued on page 2)
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RISK FALLS AS A BEAR PROGRESSES, AND
NEW BUYING OPPORTUNITIES ABOUND

(Continued from page 1)

Meanwhile, rates on
bank deposits and money
market funds were falling due
to rate cuts by the Federal
Reserve.

Third, as scary as the
market seems right now, it is
actually less risky than it was
last year. Yes, a recession will
slow corporate profits, but
stock prices fall so precipi-
tously in a bear market that
they become more of a bar-
gain in relation to future cor-
porate earnings.

Fourth, a diversified port-
folio will offer decent returns

over the long term. Al-
though losses come at
the beginning of the
bear market, eventual
recoveries boost your
long term return so that,
looking back a few years
after a bear, returns look
much better.

Your next move
You can help your

portfolio recover faster
by keeping it in balance.
If you've set a target
percentage of stocks to
bonds, stick with it. When
your stock investments fall by
some predetermined amount
(say, five percentage points

Bears present buying opportunities.

below target), it is time to
take some money out of fixed
income investments and buy
stocks. This forces you to buy
bargains.

OPTIMISM IMPROVES YOUR FINANCIAL HEALTH

A novel study of optimis-
tic feeling suggests that mod-
erate optimism is key to mak-
ing reasonable financial deci-
sions.

However, too much opti-
mism leads to imprudence,
said the study by Duke Univer-
sity professors David T. Robin-
son and Manju Puri.

“This paper suggests that
optimism is a bit like red
wine: too much is clearly bad,
but a little each day can be
good for one’s health,” they
wrote.

The researchers used an
unlikely source to compile an
index of optimism among
American households—the
Federal Reserve’s triennial
survey of consumer finance.

Big expectations

They identified optimists
and extreme optimists by
comparing each person’s
estimate of his or her own life
expectancy to actuarial aver-
age life expectancies.

Those who thought they
would live longer than the
ages indicated on actuarial
tables were pegged as opti-

mists. The 5% most optimis-
tic—some of whom expected
to live 20 years past the ex-
pected average—were labeled
as super optimists.

In general, it appears
that some optimism leads to
better work and life choices.
Optimists are generally harder
workers,

“Moderate optimists
seem to have prudent finan-
cial habits, while extreme
optimists do not,” they wrote.

Moderate optimists are
more likely to pay off their
credit card balances and
have long planning horizons.
Extreme optimists have

expect to shorter ZOri-

- zons and are
retie larer, less likely to
likely to save money.
remarry They also
after di- found that
vorce, in- moderate opti-
vest more mists are
in individ- more likely to
ual stocks, work harder
paid credit and less likely
card bills A dose of optimism can lead to better to be day trad-
more and more pruden? ﬁ{lancial choices, ers in stocks.
promptly, but ctloo muchtoletlmmm may not be so However, ex-
and saved gOO , 4 new stu y says. treme Opti-

mists are

more, the study found.

Prudent or not?

The most interesting
finding related to levels of
optimism: a little optimism is
definitely a financial asset,
while excessive optimism can
work against financial suc-
cess, the researchers said.

more likely to work fewer
hours, and hold a larger pro-
portion of individual stocks in
their portfolios.

Moderate optimists may
have better self control: they
have more liquid assets, and
are less likely to smoke, than
are extreme optimists.

“Moderate optimists are
more likely to pay off
their credit card balances
and have longer

planning horizons.”
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ARE MONEY MARKET MUTUAL FUNDS
HEADED FOR TROUBLE?

Jitters in the credit mar-
kets due to fallout from the
sub-prime mortgage mess
have spread to that bastion of
perceived safety, the money
market mutual fund industry.

Should investors be con-
cerned?

Probably not, especially if
they deal with a large fund
backed by a reputable invest-
ment company.

Although some money
funds have inched close to
subjecting investors’ money
to small declines over the
years, no retail money fund
has ever done so because
their sponsors have always
backed them up.

Stable since birth

The modern money mar-
ket fund was born in 1970
and the industry now ac-
counts for $3 trillion in as-
sets.

The idea was to offer a
safe, very short-term invest-
ment fund that always held its
share prices at $1. That way
an investor’s principal does
not fluctuate and the investor
is paid the highest current

short-term interest rate
on top of that principal.
Money funds are
closely regulated by the
Securities and Ex-
change Commission.
They are allowed to
hold only top-tier invest-
ments with an average
maturity under 90 days.
The short lifespan
of a money fund’s in-
vestments means there

is less chance of de-
fault while held by the
fund.
Breaking the buck

The big fear for investors
is that a money fund'’s hold-
ings will decline to the point
that the fund has to price its
shares at less than $1, a phe-
nomenon known as “breaking
the buck.”

In practice, this has hap-
pened only once, when a
small institutional money fund
in 1994 was liquidated and
institutional investors got 96
cents on the dollar.

Retail funds offered to
the public have avoided
breaking the buck by having

Money market funds are regularly rescued by
their investment managers.

their sponsors buy troubled
assets from the funds.

This has happened dur-
ing periodic financial crises
over the years. Recently, it is
estimated some 30 money
fund sponsors have bailed out
their funds by purchasing
declining investments at face
value.

Big brokers and other
money fund sponsors don’t
want their funds to break the
buck because a loss of con-
sumer confidence would af-
fect their reputations and
future business.

LUCKY KIDS, THE BOOMER EFFECT, & MORE

Grandchildren in the
United States have it made:
their grandparents are spend-
ing $50 billion per year on
them, according to a study
done for Grandparents.com.

About half of
that amount is be-
ing contributed to
investments for
grandchildren.

The study
found that the aver-
age grandparent spends
$1,691 during the child’s first
year , while a first-time grand-
parent spends $3,150.

Some 71% of grandpar-
ents in the study said they

wanted to contribute to their
grandchild’s education.

No baby boom effect
Fears that baby boomers

will depress the financial mar-
kets by dumping
their stocks and
homes at retire-
ment are over-
blown, found a
study by Capitol
Analysts Network
Inc., a Washing-
ton, DC research firm.

Baby boomer retirements
will be tempered by the 21
million younger immigrants
who came here between
1980 and 2000.

“There will be many more
Americans than ever who will
want to buy your stocks and
your bonds and your houses,”
said firm president Stuart
Sweet.

An adage for investors
Investors shocked by the
big declines in stocks in Janu-
ary may feel that getting out of
the market now and getting
back in later will help.

They would do well to re-
member a time-tested Wall
Street saying about investment
patience: It is time in the mar-
ket, not market timing, that
counts.

“The big fear for
investors is that a money
Jfund’ holdings will
decline to the point that
the fund has to price its

shares at less than §1.”
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THE EXPANDED KIDDIE TAX LEAVES
FEWER ALTERNATIVES FOR SAVING

Remember the
days when Kids were
encouraged to plunk
away money for the
future, especially for a
college education?

It seems the fed-
eral government has
lost the urge to encour-
age thrift. Starting this
year, an expansion of
the notorious “kiddie

tax” discourages chil-
dren from having large
savings or investment
accounts in their own names.
The kiddie tax began in
1986 in order to catch high
income parents who were
shifting large amounts of
money or investments to their
children in order to take ad-
vantage of the children’s
lower income tax rates.
Starting that year chil-
dren under age 14 who had
more than a modest amount
of interest or investment in-

The federal kiddie tax is taking a bite out of
some children's savings accounts.

come had to pay income tax
at either their own tax rates or
at their parent’s tax rates,
whichever was higher.

But two years ago Con-
gress expanded the tax to
children under age 18. Now it
has expanded it to a maxi-
mum of age 24, if a child is a
full-time student and not pro-
viding more than one-half of
his or her own support.

The limit for a child’s

unearned income was $1,700
in 2007 (it’s inflation-adjusted
each year but not by much).

So a child with a custo-
dial account earning interest
or dividends over $1,700 may
be taxed at the parent’s high-
est marginal rate.

Where does this leave
families who want to save big
money for college and teach
their children about invest-
ments?

It is still OK to put some
money in a child’s name, but
the bulk of the savings should
be done in a 529 college sav-
ings plan account for those
who want the maximum tax
advantage.

These accounts defer
taxes on earnings and allow
them to be used tax-free if
withdrawn for college ex-
penses. Plus, they give a par-
ent control over the money
after age 21, unlike a tradi-
tional child’s custodial ac-
count.
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