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Coping with a Slowing Economy

Coping with a Slower Economy

Economics isn't called the "dismal science" for nothing. There's an old joke that accuses
economists of having predicted 9 of the last 5 recessions (and yes, those figures are in the
correct order). However, forecasting the direction of the economy can seem easy compared
with trying to figure out how to weatherproof your finances. It can help to understand some of
the questions that many investors ask themselves if they're concerned about the potential
impact of slower growth.

Is it time to check my portfolio?

Changing consumption patterns can have implications for a variety of companies and
industries, and create investing opportunities. Some investing sectors might be especially
economically sensitive and might therefore suffer from any economic downturn. On the other
hand, some industries or companies may actually benefit from a slower economy. For
example, companies that produce high-end goods might be relatively immune from economic
pressures--or maybe not. Shifts in spending patterns could also mean that consumers
continue to spend money but choose less expensive alternatives, or focus more on getting the
greatest value from each dollar.

If you rely on your investments for income, you may want to review how sensitive your
portfolio might be to changes in interest rates. If the Federal Reserve Board sees greater
danger from a slowing economy than from the possibility of higher inflation, lower interest
rates could cut into your income. Conversely, if the Fed becomes increasingly concerned
about inflation, rates could go up. It might be a good time to see whether the yields you're
receiving are competitive, and what kind of impact on your monthly income you might expect
from any changes in rates.

Should | review my asset allocation?

Now might also be a good time to reexamine how your assets are divided among various
types of investments. If you decide you need to shift a portion of your portfolio, those changes
don't necessarily have to be made all at once. Consider:

e Adjusting only a portion of your bond or stock holdings
e Using systematic investing to shift allocations over time

e Investing any new money differently to increase your exposure to asset classes you
may have neglected

How close am I to the edge financially?

The benefits of reducing debt should be pretty obvious, given the recent credit crisis. Troubles
in the mortgage industry have driven home the importance of managing debt wisely. The last
thing you need if you're worried about uncertain economic times is to lock yourself into
spending patterns that push you beyond your means.

Whether the economy is in robust health or seems to be catching the flu, it's never a bad idea
to have a cushion against unexpected financial stress. An unanticipated medical emergency--
and is there any other kind?--a sudden job loss, or anything else that affects your income
stream can bring the effects of a slower economy home in a dramatic way.
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If you're employed in a highly cyclical industry or one that's undergoing substantial changes,
having a financial reserve becomes even more important. And if a lot of your retirement plan
savings are invested in your employer's stock, think about whether your long-term finances
might potentially face a double whammy. Serious financial trouble at your company could
mean the possibility of layoffs, a drop in the value of your holdings--or both.

Have | planned for the unexpected?

If you're planning to retire in the next few years, consider the potential impact if you were to be
"retired" prematurely. It's easy to assume you'll work until a certain date or earn income after
retirement, but health concerns and the job market don't always permit that. Doing some "what
if?" calculations with an earlier retirement date than you might otherwise choose could prepare
you for what might happen if you were laid off and had difficulty finding new employment, or
were unable to work for health reasons.

A transition to a post-retirement career is likely to be easier if you plan thoroughly. For
example, launching a small business can be challenging under the best of circumstances; try
to have as much of the groundwork laid as possible before relying on it for your entire income.
Sales estimates that are more conservative than they might otherwise be may help minimize
cash flow problems.

Asking questions such as these lets you hope for the best while preparing for the worst. Our
total wealth management services can help you with these very important questions. For more
information, please contact your Stage 2 Consultant.
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