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Know Your Own Inflation Rate
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he Consumer Price Index 
(CPI), a measure of 
inflation, is a monthly 

statistic representing the change in 
prices paid by urban consumers for 
a representative basket of goods 
and services. While this measure 
serves more as an official gauge, a 
lot of consumers (especially retired 
consumers and investors) seem to 
have a different sense of inflation. 
The question often arises: Why 
is it that the official rate seems to 
be lower than what we’re actually 
feeling out there?

     Our inflation rate may vary 
depending on our individual 
expenditures. This means that some 
people may experience higher 
inflation relative to others. For 
seniors, food and energy costs are 
usually a very high proportion of 
their total household outlay. The 
location where you live can also 
affect your personal inflation rate. 
If you have a fixed-rate mortgage, 
or if you’re retired and your home 
is paid for, you won’t experience 
fluctuating housing costs as a 
result of having an adjustable-rate 

mortgage or paying rent. But you 
may see housing costs vary from 
one region of the country to another. 
Another big swing factor in your 
personal inflation rate is healthcare 
cost. If you have purchased a long-
term care policy with an inflation 
rider, you can insulate yourself 
against rising nursing-home and other 
long-term care costs. 
     Anyone who has Social Security 
has a buffer against higher prices 
because Social Security includes a 
cost-of-living adjustment. If a Social 
Security check is a big proportion 
of your total income needs, you’re 
likely in good shape as far as inflation 
is concerned. If it’s just a tiny portion 
of your total income needs, you’re 
not in as good a shape. If you’re 
receiving a pension with an inflation 
adjustment, it can help you stave off 
inflation, and the same goes for folks 
who have an annuity with an inflation 
rider; they will have some protection 
against inflation. What about folks 
who are still in employment? If 
you’re still working, either full-time 
or part-time, you may be able to get 
a cost-of-living adjustment in your 
paycheck. If you’re not working and 
not eligible for those cost-of-living 
adjustments, you’ll need to plan for 
inflation accordingly.
     Finally, it’s also important to 
gauge whether your portfolio is built 
to withstand your personal rate of 
inflation. Portfolio composition is the 
key here. Investments such as short-

s US quarterly employment, 
manufacturing, GDP, and 
other economic indicators 

continue to come in lower than the 
Federal Reserve had hoped, the third 
round of Quantitative Easing (QE3) 
in 34 months has been announced. 
This follows actions from the 
European Central Bank and China 
to ease monetary policy to help 
stimulate their slowing economies.
     Although there is more credit 
available than before these monetary 
easing programs began, it really 
has had little effect on helping to 
stimulate the economy.  Businesses 
are still looking for direction and 
stability from Washington relating 
to the fiscal cliff, our convoluted 
tax code, additional health care 
regulations, the national debt, and the 
rising costs of social programs.   
     Most of these questions won’t be 
answered until after the November 
elections and early 2013, when the 
lame-duck session of Congress is 
over.  Regardless of the election 
results, hard work and tough 
decisions must be made to get our 
economy growing and our national 
budget and massive debt back under 
control.  It is fiscal resolve that will 
get this country moving forward 
again.  From there, we should see 
real and sustainable returns in our 
bond and stock markets.



Mixed Income

Find the Right Stock/Bond 
Mix for College Savings

ixed-income performance reversals are common: It is 
extremely difficult to predict which category of bonds 
will be the best or worst performer in any given year. 

The performance of any fixed-income investment can have 
drastic periodic changes. Investors could potentially diminish 
their returns by attempting to follow last year’s winner. 
     Furthermore, investors who have an asset allocation 
policy consisting of different asset classes such as stocks and 
bonds may still not be diversified. Therefore, branching out 
within each asset class may further lessen overall portfolio 
risk.
     Diversified bond funds might alleviate portfolio volatility: 
The image illustrates the performance of various fixed-
income instruments in relation to one another from 2002 to 
2011. The data show it is impossible to predict the winners 
for any given year. For example, high-yield corporate bonds 
were the worst performers in 2007 and 2008, but rose to 
become the best-performing investment in 2009 and 2010. 
While aggregate bonds have never been the top performer in 
any of the years examined, their performance has remained 
fairly consistent, with minimal swings when compared with 
other categories such as long-term and international bonds. 
     It can be beneficial to hold a fund that is diversified across 
several types of bonds. This might reduce portfolio risk 
while allowing for more consistent performance over time.

Past performance is no guarantee of future results. This is for illustrative purposes only and not indicative of any investment. Diversification does not 
eliminate the risk of experiencing investment losses. Government bonds and Treasury bills are guaranteed by the full faith and credit of the United States 
government as to the timely payment of principal and interest. With corporate bonds, an investor is a creditor of the corporation and the bond is subject 
to default risk. High-yield corporate bonds exhibit significantly more risk of default than investment grade corporate bonds. Private purpose municipal 
bonds may be subject to the alternative minimum tax (AMT) and state and local taxes, and federal taxes would apply to any capital gains distributions. 
International bonds are not guaranteed. International investments involve special risks such as fluctuations in currency, foreign taxation, economic and 
political risks, and differences in accounting and financial standards. 

hen it comes to selecting specific investments 
for a college portfolio, asset allocation is every 
bit as crucial as it is for retirement savers, if 

not more so. Retirees can delay retirement or perhaps work 
part-time longer if their retirement portfolios come up short. 
Most young people, on the other hand, want to go to college 
right after high school, making the target date for a college 
fund much more specific. (The target date is the approximate 
date when investors plan to start withdrawing their money 
for college.) As it takes most students only four to five years 
to get through college, a college fund’s drop in value during 

high school or early college years can be catastrophic. The 
principal value of such funds is not guaranteed at any time, 
including the target date. 
     A healthy share of the assets flowing into 529 plans is 
now directed toward age-based options. Much like target-
date mutual funds, age-based options contain a mix of 
stocks, bonds, and cash, and grow progressively more 
conservative as your child nears college age. But it’s 
important to conduct due diligence on an age-based plan 
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Bad news sells. It sells because fear is a more powerful emotion than greed. Newspaper editors know that, which is 
why the front pages are often so depressing. But sometimes you need to dig inside the paper for a more balanced view.

The bad news has been dominant in global markets in recent years, starting with the banking crisis of 2008 and more recently 
the sovereign debt crisis focused on Europe.
     But other things have been happening. And any investor wanting an antidote for the grimmer headlines might like to 
reflect on the following recent news snippets:

beforehand. And if your 529 plan’s age-based options 
are dramatically out of whack with industry averages, 
that’s a red flag to look for another 529 plan, create your 
own age-appropriate portfolio using individual funds, 
or supplement the age-based plan with individual stock, 
bond, or cash holdings. 

Government bonds and Treasury bills are guaranteed by the full 
faith and credit of the U.S. government as to the timely payment 
of principal and interest, while stocks are not guaranteed and have 
been more volatile than bonds. Diversification does not eliminate the 
risk of experiencing investment losses. 529 plans are tax-deferred 
college savings vehicles. Any unqualified distribution of earnings 
will be subject to ordinary income tax and a 10% federal penalty tax.

In Other News

5. UK jobless claims unexpectedly fell in July and a wider 
measure of unemployment dropped to its lowest in a 
year as the Olympic Games created jobs, showing the 
labour market’s resilience. – Bloomberg, August 15, 
2012

6. Australia is the new safe haven. Robust tax revenues and 
restrained government spending have put this ‘AAA’-
rated nation on investors’ radars. Government 10-year 
bonds have returned 17% so far this year. – Wall Street 
Journal, August 14, 2012

7. Japan has offered its strongest indication yet it sees 
a way out of deflation next year, after being mired in 
a corrosive mix of falling prices and weak economic 
growth for much of the past two decades. – Reuters, 
August 17, 2012

8. Norway’s sovereign wealth fund – the largest in the 
world – is planning to take on more risk as it seeks to 
exploit its role as a strategic investor. – The Financial 
Times, August 20, 2012

1. US stocks rose for a sixth week, giving the S&P 500 its 
longest rally since January 2011, as economic reports 
beat forecasts and Germany backed the ECB’s bond-
buying plan. – Bloomberg, August 18, 2012

2. US consumer sentiment improved in early August to 
the highest in three months as sales at retailers and low 
mortgage rates spurred Americans to boost their buying 
plans, a survey shows. – Reuters, August 17, 2012

3. Germany’s Finance Ministry says the nation’s tax 
income was nearly 9% higher in July from a year earlier 
– helped by recent wage increases and the underlying 
strength of the economy. – The Associated Press, August 
20, 2012

4. Sweden’s centre-right prime minister has backed a cut in 
corporate taxes for his Nordic state as it defies the gloom 
of the euro zone. – Reuters, August 18, 2012

Now, none of these headlines are news to the markets. And 
pointing them out this way does not constitute a forecast. 
But it is worth reflecting on the fact that the economic and 
financial news is not all bad at the moment. 
     Sometimes, as citizens, consumers, and investors, we can 
become overwhelmed by negative headlines and can end up 
making counterproductive decisions about our lives based on 
historical events that we have no influence over.
     The fact is markets quickly incorporate news, good or 
bad. And for every person who capitulates and sells stocks 
based on news, someone else with a less negative view and/
or a longer-term horizon is on the other side of the trade.  
Maybe the best approach is to start reading the newspaper 
from the back page.
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Annuities: Beware of Excess Withdrawals

term bonds and cash may not safeguard 
against the threat of inflation. If a high 
proportion of your portfolio consists of 
cash or short-term bonds without any 
inflation protection built in, you may 
see a large percentage of your return 
eaten away by inflation. Next up is your 

t’s extremely important to 
understand the impact of 
withdrawals on a living benefit 

attached to an annuity contract. The 
most widely used living benefit today 
is the lifetime guaranteed minimum 
withdrawal benefit (Lifetime GMWB). 
These usually allow you to make 
withdrawals from your account up to 
an annual limit (usually 4–6% of your 
investment). If you withdraw more 
than that percentage, future payments 
may be reduced. Sometimes, an excess 
withdrawal triggers a reset of the base 
on which your guaranteed amount is 
calculated. These withdrawals can also 
negatively affect the account value and 
death benefit. Example: You purchase 
an annuity for $100,000 that allows you 
a guaranteed 5% annual withdrawal 
until you start receiving your monthly 
payments for life. You may withdraw 
$5,000 every year. If you take out more 
than $5,000, your annual guaranteed 
withdrawal amount may decrease, 
and you won’t be able to take out as 
much the following year. For example, 
an excess withdrawal of $5,500 will 
trigger a reset of your benefit base to 
equal your current account value. If the 
current value of your investment sub-
accounts is $80,000, you now get 5% 
of $80,000 -- only $4,000. 

portfolio time horizon. Seniors who are 
quite far into their retirement and don’t 
anticipate having a long time horizon 
for their investment assets probably 
need to be less concerned about the 
toll that inflation will take over time. 
However, if you’re just starting out 

in retirement, you may need to plan 
for inflation-proofing your portfolio, 
because over time, even a seemingly 
benign inflation rate of 3% may 
represent the most severe investment 
risk you face.


