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Points of interest:
• As we age our knowledge
of general financial concepts seems to decline
steadily.
• However, it appears our
confidence levels remain
the same or increase.
• At age 80 we have about
half of the financial
knowledge we had at age
45.

J

60

ust at the age when
Americans have to make hard
financial decisions about deriving income from investment portfolios, handling
distributions from retirement
accounts, and picking the
right health insurance plan,
their understanding of financial concepts begins to decline, a new study shows.
Financial literacy seems
to decline at a rate of about 2
percent each year after 60,
say two finance professors at
Texas Tech University and one
from the University of Missouri.
At the same time, confidence in the ability to make
decisions does not decline,
say Michael S. Finke, John S.
Howe, and Sandra J. Huston:
“Increasing confidence and
As Americans age they start to lose the abilities and knowledge necessary to
make sound financial decisions.
reduced abilities can explain
poor credit and investment
choices by older respondnecessary to make decisions
ments, B. Emergency
ents.”
funds and short-term
in these four areas.
T h e l i te r a c y te s t
goals, C. Earning a high
The most financially litThey note that other
rate of return.
erate responders were bestudies have indicated that
tween 45 and 49: they an2. To reduce the total fithe cognitive abilities and
swered an average of 63 pernance costs paid over
math skills necessary for
cent of the questions correctthe life of an auto loan,
making money decisions tend
you should choose a loan
ly.
to decline with age. Their
with the A. Lowest
At
age
70,
however,
the
study uses a 20-question test
monthly payment, B.
average rate of correct anto see if corresponding finanLongest repayment term,
swers
was
45
percent,
and
by
cial knowledge changes as
C. Shortest repayment.
age
80
it
was
just
31
percent.
individuals age.
3.
On which type of loan is
T r y i t y o ur s e lf
Four of the questions
interest never tax deductHow literate are you?
asked how confident the testible A. Home equity loan,
Here
are
questions
from
the
taker was in making money,
B. Adjustable rate morttest:
credit, investment, and insurgage, C. Personal vehicle
1. Savings account and
ance decisions.
loan.
money market accounts
The other 16 questions
4.
The benefit of owning
are most appropriate for
touched on basic knowledge
(Continued on page 2)
A. Long-term invest-
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J U S T H OW G O O D YO U A R E A T
T H E F I N A N C I A L L I T E R AC Y T E S T
(Continued from page 1)

5.

6.

investments that are
diversified is that it A.
Reduces risk, B. Increases return, C. Reduces tax
liability.
The main advantage of a
401k plan is that it A.
Provides a high rate of
return with little risk, B.
Allows you to shelter
retirement savings from
taxation, C. Provides a
well-diversified mix of
investment assets.
To ensure that some of

7.

8.

your retirement savings will not be subject to income tax
upon withdrawal, you
should contribute to A.
A traditional Individual
Retirement Account,
B. Roth IRA, C. 401k
plan.
If you have an insurance policy with a
higher deductible, the Does your know-how beat a coin toss?
premiums will be A.
Higher, B. Lower, C.
family A. Renewable term
The same.
life, B. Whole life, C. UniWhich policy provides the
versal life.
most coverage at the
Answers:
1-B; 2-C; 3-C; 4-A;
lowest cost for a young
5-B; 6-B; 7-B; 8-A.

W ANT INCOME? STOCKS ARE YOU R BEST BETS
For many years investors
who wanted steady income
turned to the bond market,
where high interest rates offered a steady influx of cash
without too much principal
risk.
Those days are over, at
least for now: the severe recession of 2008 and subsequent central bank actions
have pushed long– and shortterm rates down to near unprecedented lows.
In fact, yields on U.S.
Treasury inflation-linked securities recently went negative,
after yielding an average of
2.5 percent since they were
first issued in 1997.
Lending money for free
This means “investors
are now lending money to the
government with the hope of
receiving a sum 10 years
from now that is worth less in
purchasing power than the
dollars they fork over today,”
Wharton School Professor
Jeremy Siegel recently wrote
in a New York Times op-ed.
After a decade of slow
growth and two severe reces-

sions, the negative yields
lieves that companies will do
reflect “extraordinary pessijust that.
mism about the prospects for
F i v e pe r c e nt g r o w th
the U.S. economy,” added
Per share dividends on
Siegel, author of Stocks for
S&P 500 companies have inthe Long Run.
creased by 5 percent annually
Siegel thinks those consince the early 1960s, Siegel
cerns are overblown and recwrote.
ommends that income invesAnd stock dividend growth
tors look to another source:
beat inflation in
dividends
both the low
on cominflation decades
mon
of the 1960s,
stocks.
1990s, and
2000s as well as
The
in the high inflaaverage
tion 1970s and
dividend
on stocks
1980s.
in the
Dividend
Standard &
growth has averPoor’s 500
aged 10 percent
Buyers of U.S. Treasury inflationIndex exlinked bonds are lending money to the per year in recent
ceeds 2
years, he wrote
government at a loss as interest rates
percent a have gone negative.
“Despite the
year, he
sluggish econonotes. U.S. corporations have
my, the corporate sector is
been steadily improving their
churning out record profits and
productivity and selling more
increasing dividend payments,”
goods overseas. Their diviwrote Siegel. “We believe dividends represent only about
dend-paying stocks are the
30 percent of their profits,
answer to a Treasury bond marmeaning they have room to
ket that looks more dangerous
increase dividends. He bethan ever.”

“The average dividend
on stocks in the
Standard & Poor’s 500
Index exceeds 2 percent
a year.”
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I N S U R A N C E I S V I TA L , B U T D O N ’ T
MAKE THESE BUYING MISTAKES
Deductibles, exclusions,
premiums, terms, riders: the
jargon and complexity of insurance baffles many consumers.
Unfortunately it also
leads to lots of insurance
mistakes. Here are some of
the most common. All of them
can imperil your financial
plan. Use this list as a checkup for your own needs (and
make sure you talk to your
financial planner and insurance professional before
making any rash decisions).
B u y i n g to o l i ttl e
Homeowners run the risk
of not being able to rebuild
their homes if they carry too
little replacement coverage.
Young families often fail to
get enough life insurance to
cover expenses for survivors if
a chief breadwinner dies early.
Buyers of cash value life
insurance are frequently seduced by the “investment”
aspects of the policy. In many
cases long-term investment
can be done more cheaply
and tax effectively outside of
a life insurance policy.

Ignoring potential
liability can be damaging. When was the last
time you saw someone
who was injured go to
court for less than $1
million? A $1 million
umbrella liability policy
may cost as little as
$200 a year and will
supplement your homeowner’s and auto policies.
I g n o r i n g d i s a b i l i ty
Buying the right types and amounts of insurAlthough a young ance prevents costly problems later.
family should have
adequate life insurincreasing your deductible,
ance, an even bigger risk is
which will result in a lower
loss of income due to a longpremium.
term disability. Workers under
65 have a greater chance of
B uy i ng na r r o w c o v e r a g e
becoming disabled than of
Too many consumers
dying. A disability policy can
succumb to sales pitches or
specialized insurance polibe invaluable if this happens.
cies. Burial insurance, cancer
Filing small claims, espeinsurance, accidental death
cially on a homeowner’s poliinsurance and others may
cy, may cause higher premiseem cheap, but that’s beums or even cancellation of
cause they are unlikely to pay
insurance. Consider your
off.
homeowner’s and auto policies as disaster coverage,
Instead, a good life insurrather than a piggy bank for
ance policy will handle those
small repairs and damages.
eventualities and any others
Self insure for small items by
that result in death.

A VER AGE GAINS , T HE 1 PERC ENT , & MO R E
There are no such things
as “average stock market
returns” when considered on
a calendar-year basis, says
Vanguard, one of the biggest
U.S. mutual fund companies.
Yes, the annual average
return on the Standard
& Poor’s 500 Stocks
index was 9.9 percent
from 1926 through
2010, but that doesn’t
mean it delivered a 9.9
percent return in any
particular year.
In fact, in only 6 out of
the last 85 years did the average’s return come close to

that 9.9 percent average,
Vanguard says: “Financial
markets, particularly stocks,
are inherently volatile over the
short term.”
W h o a r e th e 1 % ?
The Occupy Wall
Street protesters say
the richest 1 percent
are taking advantage of
everyone else. But who
are they?
Federal Reserve statistics indicate that it
takes $9 million of household
wealth to earn admission to
the 1 percent. When the 1
percent is defined by annual

income, you must make more
than $700,000 to join the club.
D a ng e r o us a c ti v i ty
Many an academic study
has shown that too much activity leads to poor investment
results. Market observer Fred
Schwed Jr. (“Where Are the
Customer’s Yachts?”) already
knew this when he wrote his
humorous book in 1940: “Your
average Wall Streeter, faced
with nothing profitable to do,
does nothing for only a brief
time. Then, suddenly and hysterically, he does something
which turns out to be extremely
unprofitable. He is not a lazy
man.”

“Filing small claims,
especially on a
homeowner’s policy, may
cause higher premiums
or even cancellation of
insurance.”

WHY

PAY H I G H F E E S F O R ‘ AC T I V E ’
F U N D S T H AT A R E C L O S E T I N D E X E R S ?

Investment Update is published
monthly by OBS Financial
Services, Inc. © 2011 All rights
reserved. Information has been
obtained from sources believed
to be reliable, but its accuracy
and completeness
s, and the opinions based
thereon, are not guaranteed and
no responsibility is assumed for
errors and omissions. Nothing in
this publication should be
deemed as individual
investment advice. Consult your
personal financial adviser and
investment prospectus before
making an investment decision.
Any performance data published
herein are not predictive of
future performance. Investors
should always be aware that
past performance has not been
shown to predict the future. If in
doubt about the tax or legal
consequences of an investment
decision it is best to consult a
qualified expert. OBS Financial
Services, Inc. is a Registered
Investment Advisor.

Indexed mutual funds
benchmark. Funds with
that passively follow the
less than 60% of their portmakeup of a market index
folios differing from the
without making active
index were labeled “closet
decisions on where to
index funds.”
invest have a huge cost
Funds from such popular
advantage over their acproviders as American
tively-traded counterparts.
Funds, Fidelity, Vanguard,
Many funds that are
Putman, JP Morgan, and
indexed to the Standard &
Russell made the MornPoor’s 500 Stocks Index,
ingstar list.
for example, have expensExpense ratios on the
es of just 0.07 percent of
funds
ranged from 0.36
assets. That compares to Some funds charge investors for active manage- percent to 1.16 percent, it
ment, yet end up acting like index funds.
an average expense ratio
said. The fund with the
of nearer to 0.70 percent
highest
expense ratio—
turns are practically indistinfor funds that actively invest
Putnam Fund for Growth &
guishable
from
the
benchin large stocks.
Income, had a five year annumark, says Morningstar, the
For that extra expense
alized loss through 2010 of
mutual fund research firm.
investors are supposed to be
0.38 percent, compared to a
That leaves investors in
receiving the benefits of the
five-year gain for the S&P 500
those funds with the worst of
manager’s expertise in both
of 2.3 percent.
all possible worlds: they get
stock selection and timing.
Morningstar noted that
an index fund, but with the
Unfortunately, a lot of
large
fund companies had
high cost of an actively manactively-managed large-cap
more incentive to hug the
aged fund, it says.
U.S. stock funds invest so
indexes in order to avoid unMorningstar measured
closely to the S&P 500 Index
derperforming them and loshow much of each funds’
that their portfolios and reing customers.
portfolio differed from the

