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Retirement in the New Economy

I t appears in news headlines and
in speeches, in policy discus-
sions, and in water-cooler talk.

It’s the “new economy.”  The fact 
is that the recent recession has
changed the way that we think
about our money, today and into the
future.  It has changed the way we
work, and it has changed the way
we think about not working.

We all well know that this has
been a very difficult few years.  It’s
been a time of struggle and a time
of worry.  It’s been a time of increas-
ing unemployment and a time of
decreasing home prices.  It’s been a
time of great reflection as we pause
to assess the recession’s damage
and how to move forward.

During this economic reckon-
ing, financial uncertainty has
impacted every generation.  Young
and old, we find ourselves asking,
“What does this ‘new economy’
mean for my retirement?” 

A study conducted last year by
AgeWave and Harris Interactive
titled, “Retirement at the Tipping
Point: The Year That Changed
Everything,” looked into how the
recession is impacting Americans’
“retirement fears, hopes, attitudes,
advice, and plans.”  They inter-
viewed thousands of Americans
across four generations to gather
their data.

The results were somewhat pre-
dictable in that they unveiled over-
all trepidation and shifting plans,
with a new outlook on the role of
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retirees in America.  The results pre-
dict a new era of cautiousness after
many saw their retirements, as they
had planned them, change dramati-
cally — or evaporate — when the
Dow plunged 54% from its high in
October 2007 to its low in March
2009 (though it has, of course, recov-
ered substantially).  Yet amidst all of
that fear-based caution, there is also
an underlying sense of hope.

Looking into the survey data
further, we find:
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Thought for the Day:

Avoiding losses in your portfolio is more important

than focusing on the rate of return



may mean working longer.  Nearly
60% of Americans have lost money
in mutual funds, 401(k) plans, or the
stock market.  For many, recouping
those losses means pushing back
retirement and working longer. 

Respondents of the AgeWave/
Harris Interactive survey believe it
will take an average of seven years
for their investments to recover.
The report cites that “today’s prere-
tirees say they will need to postpone
their retirement 4.2 years on aver-
age, which would be the first time
in history that retirement age signifi-
cantly increased in America.”

Retirement in the new econo-
my means worrying about the cost
of health care. The biggest financial
concern among respondents age 
55 or older is being able to afford
medical expenses during retirement.
For them, it is the biggest unknown.
Medicare coverage, though helpful,
is limited.  Retirees are considering
supplemental insurance, known as
“medigap,” as the financial burden
of health care can quickly deplete a
person’s retirement fund.

Nearly 70% of Americans over
the age of 65 will need some long-
term care, such as home care, assist-
ed living, or nursing home care.  In
2008, the average annual cost for a
room in a private nursing home was
$76,460 a year (Source:  Genworth
Financial, 2009).

Retirement in the new 
economy means being more 
fiscally responsible. Only 4% of
respondents strongly agreed that
Americans behave in a financially
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Who Gets Paid More?

I n the past, public sector wages
were lower than private sector
wages, so the public sector

offered generous benefits to attract
and retain workers.  But recent
data from the U.S. Bureau of Labor
Statistics (BLS) indicates that the
situation has changed dramatically.  

Currently, 16.4% of all workers
are employed in the public sector
— 2.0% for the federal govern-
ment, 3.7% for state governments,
and 10.6% for local governments.
As of September 2008, average
total compensation, including ben-
efits, was $27.07 per hour in the
private sector and $39.18 per hour
in the public sector.

Differences between the two
sectors help explain some of the
wage disparity.  Over 40% of pub-
lic sector workers are represented
by a union while less than 10% of
private sector workers are.  The
average employee tenure is twice
as long in the public sector.  

The occupation mix is also

very different between the two sec-
tors.  Approximately two-thirds of
public sector jobs are professional
and administrative while 51% of
private sector jobs are.  Also, retail
and food service jobs, which tend
to be part-time, low-paying jobs,
account for 20% of private sector
jobs but only 2% of public sector
jobs (Source:  The Federal Reserve
Bank of Chicago, May 2009).

Benefit costs differ substantial-
ly, with the public sector paying
$13.41 per hour and the private
sector paying $7.93 per hour for
benefits.  The difference results pri-
marily from health and retirement
benefits, which are more prevalent
in the public sector. 

It is generally believed that the
decrease in private sector benefits
over the years is in large part a
response to economic pressures
and global labor trends.  Whether
the public sector will find benefit
costs so overwhelming that they
will follow suit remains to be seen.
mmm

responsible manner.  An astounding
81% said that to “live within your
means” was the most important
financial advice parents could pass
on to their children.

Retirement in the new econo-
my means stabilizing your funds.
Generally, you should have a larger
share of your investments in equi-
ties the further you are from retire-
ment; as you approach retirement,
you should gradually decrease your
equity investments and increase
your bond and fixed-income assets
— shifting from growth toward
income generation.  In other words,
dialing down the risk in your port-
folio as you approach retirement is
important (though many investors
will need both income and growth
investments, even during retire-
ment, to live comfortably).

Retirement in the new econo-
my means finding a new purpose.

The majority of Americans — 60%
— now say they view retirement to
be “a new, exciting chapter in life”
and 70% want to work in retirement
as a way to contribute to their com-
munity and remain stimulated.  It
seems that a longer life span now
means a longer work span...out of
choice as well as necessity. 

What’s more, we want retirees
to work.  Nearly 75% of all survey
respondents think our country
would benefit if retirees were more
involved in contributing their skills
and experience to community and
civic life. 

There is no doubt that the reces-
sion created anxiety across the
nation.  As we all take a deep breath
and assess our retirement funds, we
assess with a new outlook.  If you’d
like some help assessing your retire-
ment plans, please call.     mmm
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So which style will excel in the
future?  Just as you can’t predict
where the market is headed, it is
difficult to determine when each
style will dominate.  Thus, it may
make more sense to include both
styles in your portfolio.  That way,
no matter what style dominates, 
it will be represented in your 
portfolio.  

Growth investing does not
guarantee a profit or eliminate risk.
The stocks of these companies can
have relatively high valuations.
Because of these high valuations, an
investment in a growth stock can be
more risky than an investment in a
company with more modest growth
expectations.  Value investing
involves the risk that the market
may not recognize that securities
are undervalued, and they may not
appreciate as anticipated.     mmm

The Basics of Growth and Value Investing

T he two basic investing styles
are growth and value.  While
one style tends to perform

better at any given time, the domi-
nant style varies over time.  The
basic elements of each style include:

Growth Investing
Growth investors look for

stocks with above-average growth
in sales and earnings, typically at a
15% or higher annual rate.  These
are typically stocks of younger com-
panies in a rapid growth stage of
development, although larger com-
panies can also qualify as growth
companies.  Growth companies
tend to have higher price/earnings
(P/E) ratios with little or no divi-
dends, since earnings are typically
used to finance future growth.  As
growth stocks gain favor, investors
tend to bid their prices up to lofty
levels.  Thus, the price/earnings
ratios of growth companies can be
two or three times higher than the
overall market.  Earnings projec-
tions largely drive the value of these
companies, so earnings disappoint-
ments can dramatically impact their
value.

When searching for appropriate
growth stocks, you should be look-
ing for a fast-growing company that
you feel will be able to sustain that
growth for an extended period of
time.  

Value Investing
Value investors emphasize

stocks with market values that are
low based on earnings, dividends,
or assets.  Companies in this catego-
ry typically include those in out-of-
favor industries, turnaround or
troubled companies, or mature and
stable companies with modest
growth expectations.  Dividend
yield may be higher than average
since the stock price is low.  Signals
that a company may be turning
around include insider buying,
improving profit margins, increas-
ing earnings estimates, or higher
trading volumes.  Value investors
must typically exhibit patience,

since it can take a while for the mar-
ket to realize a particular stock’s
value.

When searching for value
stocks, you should look for a com-
pany with depressed earnings and a
stock price that you feel will recover
soon.  

Which Style Performs Better?
Growth stocks typically do well

when the economy is growing and
the stock market is rising, while
value stocks typically do well when
the stock market is peaking or
falling.  Many investors are natural-
ly drawn to a growth investing style
since growth stocks usually have
exciting news, capturing much
press attention.  Value companies
often receive unfavorable press,
requiring more resolve on the
investor’s part to continue holding
them.

Three Basic Trusts

T hree trusts are typically used
in estate plans for married
couples.  Those trusts are:

4
A revocable living trust —
With a revocable living trust,

ownership of assets is transferred
to the trust while you are alive.
You can keep any or all of the
income, act as trustee, change the
trust’s provisions, or terminate the
trust.  You can provide for a suc-
cessor trustee to take over if you
become mentally or physically dis-
abled.  Assets in the trust are con-
trolled by the trust agreement and
are not subject to probate.

4
A bypass or credit shelter
trust — This trust is generally

used to ensure both spouses take
advantage of their estate tax exclu-
sion amount, without directly
transferring assets to other heirs
until both spouses have died.
Generally, assets equal to the estate
tax exclusion amount are placed in
trust after your death, but you can
place less than that in the trust.
Keep in mind that there is no

estate tax in 2010, but the estate tax
exclusion amount will revert to
$1,000,000 in 2011.  Once the assets
are placed in trust, your spouse
can use the income and perhaps
some of the principal, with the
remaining assets transferred to
heirs after your spouse’s death.

4
A qualified terminable inter-
est property (QTIP) trust —

If you have assets in excess of
those going into the bypass trust,
you can bequeath them directly to
your spouse with no estate tax lia-
bility due to the unlimited marital
deduction.  However, some spous-
es want to control how their
spouse disposes of those remain-
ing assets, placing assets in excess
of those in the bypass trust in the
QTIP trust.  Income from the trust
is distributed to the surviving
spouse during his/her lifetime.
This qualifies for the unlimited
marital deduction.  After the sur-
viving spouse’s death, the princi-
pal is distributed to heirs designat-
ed by the first spouse.     mmm
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J ust starting out — Young, single
adults may have little need for

life insurance since they have no
major debts and no one else count-
ing on their income.

Married with no children — If
it takes both salaries just to make
ends meet, you may want to pur-
chase insurance to replace your
income.  

Two incomes with children —
This is typically the time when your
insurance needs are the greatest,
since several family members are
depending on your income.  The
death of either spouse can create a
financial hardship.  

Middle age with children —
You should reassess your insurance
again as your children approach
college age, since you may need to
increase coverage to fund their 
educations.

Children out of college — 
Your need for life insurance may
decrease when your children
become independent.  On the 
other hand, you may find you now
have different needs for insurance. 

Please call if you need help
determining how much life insur-
ance you require.     mmm

S ince the end of 2006, U.S.

households have experi-

enced a $4 trillion loss in

housing values, which is far less

than the $10 trillion loss in stock

market values that occurred after

mid-2007 (Source:  The Regional

Economist, October 2009).  However,

many economists feel that declining

home values have been more 

damaging to individuals for three 

reasons:

4
Homeownership is wide-

spread among households at

most income levels.  Approximately

two-thirds of families own homes,

while only about half own stocks,

with most stocks owned by upper-

income families.  

4
For most households, the

value of their homes is signifi-

cantly larger than the value of their

stock portfolio.  Before the recent

declines, the median value of a

home was $191,000 and the median

value of stock holdings was $35,000.

4
Homes are usually financed in

part with mortgage debt.  

Borrowing to finance a home pur-

chase magnifies the owner’s gains

and losses.  

High rates of homeownership

and mortgage borrowing are not

new developments.  What made this

decline so severe, however, is that

home prices rose so far so fast and

then fell hard and fast.  Also, the

amount of mortgage debt taken on

by millions of households now

appears to have been excessive.

Debt service rose from 10% of fami-

ly income in 1989 to 12.5% in 2000

and 15% in 2007.  Thus, home val-

ues declined more than at any time

since the 1930s at a time when more

households were vulnerable to the

magnified effects of high leverage.  

With most home values falling

after 2006, homeowners with mort-

gages found their equity falling

even faster.  For those homeowners

with mortgages, the average loss in

home equity is close to 70%.

mmm

M ore than one in seven home-
owners with mortgages in

excess of $1 million are seriously
delinquent, compared with one in
12 with smaller mortgages
(Source:  The New York Times,
2010).

The percentage of employers
offering traditional defined-
benefit pension plans declined to
27%, down 21 points from 2006.
Also, 14% of those who now offer

defined-benefit plans expect to
eliminate them during the next
year.  Retiree health insurance
also took a cut, with the percent-
age of employers offering this
benefit declining from 29% in
2006 to 25% in 2010 (Source:  Soci-
ety for Human Resource Manage-
ment, 2010).

A study by the Federal
Reserve found that the median
borrower who strategically

defaulted on a mortgage did so
only after the loan amount
exceeded the home’s value by
62%.  The study also tracked bor-
rowers in Arizona, California,
Florida, and Nevada who bought
homes in 2006 using nonprime
mortgages with 100% financing.
By September 2009, almost 80% of
those mortgages were in default
(Source:  Federal Reserve, 2010).
mmm


