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THIRD QUARTER — 2009

f the Experts Cannot Predict the Markets, Neither Can You

Were you able to predict the global bear market that sucked
trillions of dollars out of investors’ pockets in late 2008? In retrospect,
it looks like it should have been easy to predict: After all, the subprime
mortgage crisis had gone on for a year before stocks started crashing
in October 2008, Tt seems obvious that the economy was collapsing
and that stocks were going to head down sharply.

Hindsight Bias

Unfortunately, that is our hindsight bias talking, The past always
looks inevitable and predictable, because we now know what
happened. But even the experts have a tough time predicting the
markets. In fact, they usually make more incorrect predictions than
correct ones, and these are the people who have more information at
their fingertips and more experience than any amateur investor.

Consider what the experts said at the beginning of 2008, when the
storm clouds were already gathering, Global strategists for Citigroup
in late December 2007 issued a report that said the bull market was
not dead. While “undoubtedly mature and subject to increasing
volatility, the current bull market is not yet over.” Market analyst
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Jeffrey Kleintop of LPL Financial in Boston told his clients the market
would have a “fourth quarter breakout to the upside as the uncertainty
fades and the U.S. economy avoids a recession.”

Even more shocking, a Bloomberg survey conducted in December
2007 asked 15 of the top strategists on Wall Street to provide their
forecasts for the performance of the S&P 500 index during 2008. The
average forecast of the 15 strategists was a gain of 11.1%, and not one
of the strategists forecasted a decline in the index. This is a far cry

Even at the end of the third quaner, /

st before the
crash came, the forecasts were uncler

from the actual performance of the index, which declined by 37% in
2008. Tt should also be noted that four of the strategists surveyed
worked at firms that no longer exist.

Bullish on Europe

The Wall Street Journal told readers on Jan. 2, 2008 that
“European shares are likely to rise this year for one reason: They are
cheap.” Even at the end of the third quarter, just before the crash
came, the forecasts were unclear. The Hulbert Financial Digest,
which rates the performance of
investment newsletters, found
that the 10 best performing
newsletters were far more bullish
than the 10 worst newsletters.
Although the 10 best newsletters
had demonstrated the most skill
in allocating assets over the
previous 15 years, that was not
enough for them to foresee the
bear market.

Apply this forecasting lesson to
your own view of the markets in
the future. It might be helpful to
write your predictions down and
look at them in a year. How
accurate were you?






interests ended, or who would receive the proceeds of the trust if the
trust terminated in accordance with its terms. A beneficiary is entitled
to timely distributions from a trust as directed by its terms. The
reasoning behind any distributions made by a trustee under a
discretionary power granted under the trust document should be well-
documented by the trustee.

Accountings: A trustee must provide the qualified beneficiaries with
trust accountings each year, on the termination of the trust, and when
a change of trustee takes place. There are statutory requirements
regarding the format and requirements for accountings to which a
trustee should adhere. In preparation for the accountings, accurate
records should be kept regarding the assets and liabilities and income
and expenditures related to the trust.

Taxes: A trustee must ascertain the tax liabilities related to the trust and
all tax returns that must be filed or elections made on a state and
federal level. Such returns may include federal and/or state estate tax
returns (including potential out-of-state reporting related to non-
Florida assets), a federal gift tax return, fiduciary federal and/or state
income tax returns, state and/or federal corporate/partnership tax

Once the assefs and liabilities bhave been

ascerlained, it is the duty of the trustee to take

control of those frust assels and to manage them
as a pricent investor would manage them.

returns, disclaimers, elections related to subchapter-S stock, elections
to combine a trust and estate return, and elections regarding the
payment of taxes in installments. A trustee should obtain the assistance
of a certified public accountant who is experienced in the area of trust
administration for guidance in the preparation of the accountings and
tax returns, if necessary.

It is essential for a trustee to understand his or her obligations as
a trustee as mandated under the terms of the trust agreement and
Florida law. Furthermore, the fiduciary responsibilities of a trustee
should be carefully considered and met successfully to prevent liability
on the part of the trustee and to ensure that those for whom the trust
was created fully benefit from it, as intended by the grantor of the trust.

e Wary of Annuities, Especially When Rates Are Low

The market turmoil of 2008 and
2009 convinced some investors to pull
their money out of a volatile stock
market in favor of something more
staid. Tnsurance and investment
salespeople have been touting fixed,
tax-deferred annuities as alternatives to
the stock market and to low savings
rates offered at banks and money
market funds. Fixed annuities pay a
specific interest rate each vear and the interest accumulates
tax-deferred until withdrawn or the annuity is surrendered.

A Form of Insurance

[nsurance companies sponsor the annuity contracts, and also
promise to pay at least the original principal value — or the principal
plus interest — to beneficiaries if the annuity owner dies. But the main
attraction for buyers is “safety” of principal and an attractive inferest rae.

Recently some insurers have offered rates as high as 4.5 percent
during the first year the annuity is held. That rate is far higher than
the certificate of deposit and money market savings rates currently
offered by banks. However, the initial interest rate is usually just a
“teaser,” and the rates paid in subsequent years may be much lower.
[f you could easily get out of the annuity and reinvest elsewhere when
money market rates rise there would be no problem, but you cannot.
Virtually all annuities charge a surrender penalty if you cash out
within the first five to seven years. That penalty is steep in the early
years, often equal to 7 percent of your investment. Some annuities
allow you to withdraw up to 10 percent of your principal each year
without penalty, but the remainder stays locked up.

Inflation Hurts

Right now we are in a period of low inflation and abnormally low
short-term interest rates. The Federal Reserve has pushed short-term
rates nearly to zero in order to combat the recession. This state of
affairs will not last forever; as we move out of recession, inflation will
likely pick up, driving interest rates higher.

Under this scenario, fixed annuity owners would be stuck with
interest rates that are lower than the rate of inflation and with no
ability to reclaim their investment and put it elsewhere. A good
alternative right now would be short term corporate or municipal
bonds, which pay higher rates than money market and savings
accounts, but are far more flexible than annuities.
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ur Brains Are Not Designed for Good
Investment Decisions

The human brain is 2 marvelous phenomenon, evolved over the
centuries into 2 highly complex thinking and feeling device, capable
equally of creating poetry or space rocketry. When it comes to the
investment markets, however, it is probably more of a hindrance than
a help, says Wall Street Journal columnist Jason Zweig in his book,
“Your Money & Your Brain: How the New Science of Neuroeconomics
Can Help Make You Rich” (Simon & Schuster, 2007). Zweig says that
the evolutionary development of quick pattern recognition that helps
us to flee dangers and size up threats fails us when investing,

Four Errors
Scientific research has identified four brain patterns that
hurt investors:

The brain leaps to conclusions on scanty evidence. Two days
of rising prices, for instance, will make you expect a third.

It acts unconsciously. You may feel like you are analyzing
something rationally, but your brain meanwhile is reaching an
instinctive conclusion.

It operates automatically. When confronted with randomness,
your brain searches for patterns, even if there really are none.

You cannot control it. Instinctive processing is out of your
conscious control.

J.P. Morgan’s Law

The financier ].P. Morgan used 10 say that every man has two
reasons for every decision; the reason he states and the real reason. Our
brains sabotage our ability to rationally react to the random

Aluays let at least a day go by before acting on an

mvestment idea. Reem[mie it the next (?av and
see if your
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information coming from the markets and our conscious reasons for
buying and selling often differ from the pattern-seeking reasons offered
by our brains, Zweig says.

“Most of us don’t even know why we do things, and we can often
be in the grip of unconscious emotion or unconscious biases, feelings,
and inclinations that are in our mind but we have no awareness of,”
Zweig recently told the Journal of Tndexes. His most important advice:
“If the market is open, your wallet should be closed.” Always let at least
aday go by before acting on an investment idea. Reevaluate it the next
day and see if your mind has changed.
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