
  

                            MARKET SNAPSHOT 

How do you spell V O L A T I L I T Y? 

According to recent research done by Mark 
Hulbert, (who tracks 160 financial newsletters across 
the country), over the past 60 trading days we have 
had 29 moves of 1% or more on the DJIA. In the 
whole of 2005 this only happened 27 times and in 
2006 only 25 times. In fact, we have also had +2% 
swings in the Dow eight times over the past sixty 
trading days. To put this number in perspective, 
between 2004-2006 we had only 1 such 

occurrence.  Now that’s volatility. But… for some 
good news. This much volatility usually marks a 
bottom in the market... not a top. Let’s hope history 
stays true to itself. 

Are we in recession, or not? It sure feels like 
one. One Fed official publically acknowledged this 
week that the economy faces that very risk. But 
whether we have 1 down quarter or 2 very weak 
quarters in GDP growth, the fact is that the Federal 
Reserve has cut rates by 125 basis points so far in 
2008, and the federal government is getting ready to 
throw $151 billion into taxpayer’s hands.  

The outcome of this much stimuli probably 
won’t be felt until the 2nd half of the year (which by 
the way coincides with the 1st rate cut the Fed made 
last summer, and which is how much time is 
generally needed to feel the positive effects of the 
initial rate cuts). Furthermore, the market has already 
priced in another 50 basis points when they meet 
again in March. What does all this mean? Don’t 
fight the Fed!!! 

The stock market’s value is generally calculated 
using three factors. Corporate profits, the volatility 
of those profits and interest rates. Up till this writing, 
50% of the S&P 500 companies have reported 4Q07 

earnings and 60% have beaten estimates and 14% 
have met them. That’s not what we should view as 
Armageddon. Financials, obviously, were the 
biggest drag on earnings. In fact, without them the 
index components were up 12% for the year.   

Worth bearing in mind is the fact that the S&P 
reported very weak earnings for the 2nd half of 2007. 
Most component companies shouldn’t have a hard 
time beating those 2007 numbers in the 2nd half of 
2008. Also, interest rates are falling, which is good 
for business. Exports are very strong right now, and 
we can look to U.S. companies with export driven 
sales to provide solid profit growth this year.  

While market volatility will most certainly 
continue in the 1st half of 2008, there are quite a few 
stocks are still very interesting. Overall the valuation 
of stocks, relative to bonds, may surprise you. 
Earnings on stocks are running at about 6% which is 
MUCH higher than benchmark bond yields for both 
the 2 and 10 year treasuries. 

Another trusted indicator, Morningstar, recently 
put out a report stating that the market is cheap! 
How cheap? They figure it’s trading at a 13% 
discount to fair market value. They go on to say that 
not since February 2003 has the median stock on the 
Dow traded at such a discount to its intrinsic worth. 
The underlying message here is that this is a time to 
buy…not sell. 

One final note regarding the market. I stated in 
last month’s newsletter that the smart money was 
heading for the exits. That was before the Federal 
Reserve and the Federal government actions. Guess 
who has reversed course? Elvis is back in the 

building.  
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WHAT TO DO NOW:                             

1) Stay away from financials and the consumer 

discretionary sectors. Health care is usually a 

good defensive bet, HOWEVER, I’d stay away 

from that sector too because of potential changes 

following the November election. 

2) Going into cash in a volatile market is usually 

pretty easy. The trick is to know when to get back 

in. Stay the course and buy quality issues for 

cheap and then be patient. Waiting on the 

sidelines, with cash, for the good news to appear 

usually means that you’ll be re-joining the party 

after midnight. 

3) Look for large cap dividend paying companies,  

with strong exposure to overseas markets. 

4) If you’ve experienced 10-15% drift in your 

asset allocations, this would be a good time to 

look at rebalancing your portfolio. Remember a 

seven to ten asset class portfolio provides great 

returns with the least volatility. 

 5) If you’re nervous about buying a new stock 

that you like, and wonder what the market might 

do next, consider dollar cost averaging into that 

position over a 3-4 week period.  

6) Sir John Templeton, founder of the Templeton 

family of funds,  was asked when was the best 

time to get into the market. His answer…”when 

you have money”. 

Generating Income With Preferred 

Stocks  
 

Bonds aren’t the only way retirees can generate 
income; stocks are viable options as well. Some 
stocks, anyway—such as preferred stocks.  
 
Preferred stock is a class of ownership in a 
corporation which generally has priority over 
common stockholders on earnings and assets in the 
event of liquidation. Even though preferred stocks 
are listed as equity on a company’s balance sheet, in 
some ways they’re more like bonds than common 
stocks. 
 
First, some investors feel that preferred stock offers 
a potentially higher level of security than common 
stock, because if the company goes bankrupt, 

dividends on the company's preferred stock are paid 
after the company’s debt but before dividends on the 
company's common stock. (Of course, no investment 
is completely secure.) 
 
But preferred stock may also be a great way to 
generate income. That’s because preferred stock has 
a stated dividend which must be paid before 
dividends to common stockholders. And, many 
preferred stocks are eligible for the 15% tax rate on 
dividends (preferred stocks issued by real estate 
investment trusts, or REITS,  are not).  
 
So, if you're looking for potentially lower volatility 
and potentially higher dividends than stocks offer for 
your retirement portfolio, preferred stocks may be 
worth considering. 
 
Please bear in mind that preferred stock offer little 
potential for growth of capital. An investor generally 
buys shares of a preferred stock with the investment 
goal of a relatively stable income yield rather than 
for the potential capital growth goal of a common 
stock investor. 
 
Also note that as with any investment, some 
preferred stocks are of a better quality than others. 
When buying preferred stock, as when buying any 
stock, it’s important to understand what the company 
issuing the stock does. But you also need to do a risk 
analysis, like you would with bonds. In other words 
how likely is it that the company will be unable to 
pay its preferred dividends? One way to determine 
quality of a preferred stock is to look at the preferred 
stock’s rating. Like corporate bonds, preferred 
stocks are rated by Standard & Poor’s or Moody’s.  
 
Where do you find preferred stock? The same place 
you find common stocks. Take a look at Yahoo! 
Finance or CNBC. On Yahoo! Finance, preferred 
stocks are listed by the ticker symbol of the issuing 
company, followed by an underscore, followed by 
the letter P, followed by the series letter (if there is 
one, and there probably is, because companies that 
issue preferred stocks often have more than one 
series, using letters of the alphabet to distinguish 
them). On CNBC, preferred stocks are listed by the 
company ticker symbol, followed by a vertical PR, 
followed by a letter indicating the specific issue. 
 

Call me or complete the attached reply 

coupon to request some additional information. 



Are you underestimating your retirement 

health-care expenses?   

 

Retirement and health care are inextricably 
linked. The golden years, which used to require 
a comfortable pension, now necessitate some 
serious health care planning.  

Medicare requires premiums and co-payments, and 
may not cover some services you need. According to 
a March 2004 report to Congress

 

by the boards of 
trustees of the federal Hospital Insurance (HI) and 
Supplementary Medical Insurance (SMI) trust funds, 
Medicare’s trust fund will be depleted in 2019 — 
seven years sooner than previous projections — due 
in part to increased health-care costs, lower tax 

receipts, and the new prescription-drug benefit.
1 

While Congress may act to help Medicare’s 
finances, the result could be a program where more 
costs are passed on to recipients or fewer benefits.  

At the same time, Medicaid, which helps pay for 
medical assistance for certain individuals and 
families with low incomes and assets, will cover 
some long-term care costs — but to be eligible you 
often are required to exhaust most, or all of your 
personal resources. The level of assets you’re 
allowed to keep and remain eligible for Medicaid 
benefits differs from state to state, but in general, 
the person entering the nursing facility may have 

no more than $2,000 in “countable” assets
2

.  

As a result, failing to factor health costs into 
your retirement plan can create serious financial 
hardship — so it’s often a good idea to do some 
advance planning.  

How much will you need? According to the 

Employee Benefit Research Institute (EBRI)
3

, an 
individual aged 55 in 2004 will need $137,000 to 
completely pay for insurance premiums and out-
of-pocket expenses in retirement if he or she 
lives to age 80. Information provided by the 
EBRI also suggests that insurance premiums and 
maximum out-of-pocket expenses tend to 
increase about 7 percent annually.  

For some retirees, health savings accounts (HSAs) 
could be an option, because they allow individuals 

who purchase high-deductible health insurance to 
save up to several thousand dollars annually on a 
tax-free basis. And they sound great: According to 
the same EBRI issue brief, “an individual who 
contributes $1,000 each year starting in 2007 and 
makes catch-up contributions can accumulate 
$23,000 after 10 years, $47,000 after 20 years, 
$81,000 after 30 years, and $127,000 after 40 years.”  

But retirees be warned: In that same brief, the EBRI 
also says that HSAs will have “a negligible potential 
benefit for those already 55 years old or older” 
because many retirees will be incapable of producing 
enough savings to substantially offset retiree health 
expenses. An individual age 55 in 2004 could save a 
maximum of $44,000 in an HSA by the time he or 
she reaches age 65. This is usually not enough to 
completely pay for insurance premiums and out-of-
pocket expenses in retirement.  

Are you concerned about how you’ll pay for your 
health care needs in retirement? We’d be glad to 
send you the EBRI issue brief mentioned above. We 
can also help you look at your health care financing 
options. With proper planning and discipline, you 
could accumulate enough money to pay part or all of 
your health care expenses in retirement. Just call our 
office or check off on the attached reply coupon.  

 
1 Source: The boards of trustees of the federal 
Hospital Insurance (HI) and Supplementary Medical 
Insurance (SMI) trust funds, March 2004, 
http://www.actuary.org/pdf/medicare/financial_marc
h04.pdf.  

2 Source: Centers for Medicaid and Medicare 
Services eligibility manual, 
http://www.cms.hhs.gov/manuals/45_smm/sm_03_3_
3600_to_3645.6.asp#_toc490887997. 

3 Source: EBRI issue brief #271, July 2004, 
http://www.ebri.org/publications/ib/index.cfm?fa=i
bDisp&content_id=3502.  
 
 
 
 
 
 

I have many clients ask about electronic 

transmission of my monthly newsletter. If you 

would prefer to receive your copy by e-mail, send 

me a message @ john@seniorsboomers.com and 

on the subject line, type “via e-mail”  

If you have family or friends that might 

enjoy my articles, feel free to pass them on. 


