
  As we begin 2014As we begin 2014As we begin 2014As we begin 2014, the 
U.S. economy appears very 
much like an ocean liner, 
finding it very difficult to 
change either speed or 
direction. As the table illus-
trates, overall GDP growth 
rates, employment growth 
and consumption have all 
been stuck in a very nar-
row range for the last three 

years. 

 

Morningstar econo-
mists expect little 
change in the over-
all GDP growth rate 
for 2014, although 
the composition of 
that growth is likely 
to be somewhat 
different. Invento-
ries should be a 
much smaller con-
tributor to growth, 
net exports are 
likely to be a larger 
subtraction from 
GDP as imports 
grow, and govern-
ment spending 
should be a much 
smaller negative in 

2014. 

 

Consumption, hous-
ing and business 
investments 
(excluding invento-
ries) are likely to 
change little from 
their 2013 growth 
rates. Other fore-

casts may be more bullish 
on overall GDP growth, but 
Morningstar economists 
suspect growth rates in 
autos will decelerate, exist-
ing home sales will likely 
be flat, and government 
spending will still be a 
drag, albeit smaller than 
the rather large subtrac-

tion in 2013. 

With little change in the 
2% GDP growth rate, em-
ployment growth may not 
change that much, either. 
Slow growth, a wide output 
gap (a fancy capacity utili-
zation measure) and a 
bumper farm crop should 
all keep inflation in check 

in 2014,  

(Continue on page 2) 
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The study surveyed 11,500 
respondents (out of which 
5,000 were women) using a 
questionnaire to reveal how 
they thought and felt about 
investing. The findings do 
support the idea that women 
don’t make investment deci-
sions exactly as men do, and 
that women tend to be more 
risk-averse than men. The 
research also shows, how-
ever, that both men and 
women are subject to strong 
emotional influences that can 
have both positive and nega-
tive implications for their in-
vesting habits. These emo-
tional influences, in them-
selves, don’t predict either 
success or failure as an inves-
tor. What matters is how each 
person puts his or her natural 
tendencies to work in the 

pursuit of personally  

  

Gender stereotypes exist in 
the investing world, just like 
everywhere else. For example, 
women tend to be perceived 
as more risk averse than men 
when it comes to making 
investment decisions, or as 
basing these decisions on 
emotional, rather than ra-
tional factors. However, ac-
cording to a recent study by 
Merrill Lynch, gender differ-
ences among investors tend 
to be overstated, and the 
ways in which men and 
women approach their finan-
cial lives are often similar. 
Where differences do occur, 
they appear to be shaped 
more by social and demo-
graphic factors (such as edu-
cation, employment status 
and financial circumstances) 

than by innate characteristics. 

 

meaningful financial goals. 

 

The gender difference that seems 
to have the most significant impact 
on investor behavior is men and 
women’s reported level of financial 
knowledge. More than half of 
women agreed with the statement, 
“I know less than the average in-
vestor about financial markets and 
investing in general,” compared 
with only a quarter of men who 

said they felt that way. 

 

Source: “Women and Investing: A 
Behavioral Finance Perspective,” 
Merrill Lynch Wealth Management 

Institute, November 2013. 
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though medical costs may 
rise faster than in 2013, 
bringing up the overall rate 
of inflation. With the Fed 
now officially tapering bond 
purchases, 10-year Treas-
ury bond rates should 
move up to reflect the in-
flation rate plus a spread. 
Auto sales should continue 
to do well in 2014 with 
continued employment 
growth, new models, and 
an aging fleet. Unfortu-
nately, auto sales are now 
approaching previous 
highs and the law of large 
numbers is beginning to 
set in, with year-over-year 
growth rates likely to slow. 

An acceleration in housing 
starts may still occur, as it 
has taken home builders 
some time to gear up for 
increased demand (zoning, 
land acquisition, etc.). 
However, existing homes 
will be hard pressed to 
grow much with higher 
rates, more competition 
from new homes, tight in-
ventories, and lower af-

fordability. 

 

Probably the biggest news 
in the fourth quarter was 
that the Fed would begin 
tapering its large $85 bil-
lion bond purchase pro-
gram. This program was a 
truly extraordinary meas-
ure; never before has the 

Fed reacted so boldly and 
so beyond its sphere of 
short-term interest rates. 
Given extraordinarily tight 
fiscal measures and a 
slow-growth economy, the 
program was both helpful 
and necessary. With the 
economy at least a little 
better and an easing of the 

fiscal tensions, however, it  

 

was probably time for it to 
end. Markets had already 
anticipated the tapering 
last spring, and interest 
rates had previously made 
their move up. Further rate 
increases are possible, but 
the worst may be behind 

us. 

 

 

Happy New Year 

 

2014 
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Morningstar Investment 
Management published new 
research in December that 
examines the most common 
assumptions used to esti-
mate retirement needs and 
lays out a framework for 
investors to take a more 
personalized approach to 
setting retirement savings 

goals. 

 

“There are three common 
assumptions that many soft-
ware tools and financial 
advisors use to come up 
with a retirement savings 
goal—a 70 or 80 percent 
replacement rate based on 
pre-retirement income, an 
income need that rises with 
inflation, and a 30-year re-
tirement time horizon,” 
David Blanchett, head of 
retirement research for 
Morningstar Investment 
Management, said. “When 
we looked at actual retiree 
spending patterns and life 
expectancy, however, we 
found that these assump-
tions don’t hold true for 
many people and, on aver-
age, can significantly over-
estimate how much people 
will actually need to fund 

their retirement.” 

 

Many expenses disappear 
after retirement, such as 
Medicare taxes, Social Secu-
rity taxes, and retirement 
savings. The paper first 
demonstrates the effect on 
replacement rate calcula-
tions of accounting for tax-
able and non-taxable ex-
penses that are no longer 
paid after retirement. Next, 
using government data, the 
analysis explores the actual 
spending patterns of retir-
ees, and finds that they 
grow at a rate lower than 
inflation through most of 
retirement and then acceler-

ate in later years because of 
higher health care costs. 
While the difference be-
tween the actual spending 
growth rate and the inflation 
rate is relatively small, it has 

a material effect  

 

over time. When the re-
searchers modeled actual 
spending patterns over a 
couple’s life expectancy, 
rather than a fixed 30-year 
period, the data showed 
that many retirees may need 
approximately 20% less in 
savings than the common 

assumptions would indicate. 

 

Results from this research 
show the actual replace-
ment rate is likely to vary 
considerably by retiree 
household, from under 54% 
to over 87%. Retiree expen-
ditures do not, on average, 
increase each year by infla-
tion or by some otherwise 
static percentage; the actual 
“spending curve” of a retiree 
household varies by total 
consumption and funding 
level. Specifically, house-
holds with lower levels of 
consumption and higher 
funding ratios tend to in-
crease spending through the 
retirement period and 
households with higher lev-
els of consumption but rela-
tively lower funding ratios 
tend to decrease spending 
through the retirement pe-
riod. When consumption 
and funding levels are com-
bined and correctly mod-
eled, the true cost of retire-
ment is highly personalized 
based on each household’s 
unique facts and circum-
stances, and is likely to be 
lower than amounts deter-
mined using more tradi-

tional models. 

 

“While a replacement rate 
between 70 and 80 per-
cent may be a reasonable 
starting place for many 
households, we find that 
the actual replacement 
rate can vary considera-
bly,” Blanchett continued. 
“Take, for example, a high-
income couple, living in a 
high income tax state like 
California, and saving a 
significant amount for retire-
ment each year. If that cou-

ple re 

 

tires in Florida or Texas, 
where there is no income 
tax, the replacement rate 
might be closer to 60 per-
cent. By contrast, a low-
income couple saving very 
little for retirement and retir-
ing in California could have 
a replacement around 85 
percent. It’s important for 
investors to consider their 
level of pre-retirement 
household income, ex-
penses that discontinue 
after retirement, and post-

retirement taxation.” 

 

These findings have impor-
tant implications for retir-
ees, especially when esti-
mating the amount that 
must be saved to fund re-
tirement. A more advanced 
perspective on retiree 
spending needs can signifi-
cantly change the estimate 
of the true cost of retire-

ment. 

 

Source: David Blanchett, CFA, 
CFP, Head of Retirement Re-
search, Morningstar Invest-
ment Management: Estimat-
ing the True Cost of Retire-
ment, Working Paper, Nov. 5, 

2013. 
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whether it is still sitting on 

the shelves.   

 

EmploymentEmploymentEmploymentEmployment:  The recent 
employment report was con-
sistent with slow and steady 
growth. The most recent em-
ployment report was consis-
tent with slow and steady 

growth.   

 

HousingHousingHousingHousing:  New home sales 
jumped last October in com-

parison to previous months.  

 

Consumer SpendingConsumer SpendingConsumer SpendingConsumer Spending:  After 
months of sluggish consumer 
spending increased.  On a 
year—over– year basis, the 
data provides a picture with 
incomes improving at a bet-
ter pace than consumption 
after months of lagging be-

hind.   

 

 

The onslaught of positive  

economic news during the 
past couple of weeks has been 
relentless. Even fears of an 
earlier Federal Reserve reduc-
tion in bond purchases could-
n't dampen spirits when a posi-
tive jobs report had everyone 
cheering. This and other re-
cent numbers put a lot of fears 
to rest with accelerating pur-
chasing manager data, robust 
auto sales, improving con-
sumption data, better job 
growth, and more new-home 
sales. The economy appears to 
have gotten back what it lost 
and maybe there is even a 
slight acceleration. The data 
still doesn't show anything like 

a boom, but life is better. 

 

GDPGDPGDPGDP:  GDP upward growth is 
due to a higher estimate of 
inventories.  GDP counts pro-

duction whether it is sold or  

 

 

Inventoriesnventoriesnventoriesnventories:  A number of 
industries, including autos, 
apparel retailers, home-
builders and even restau-
rants stepped up invento-
ries and hiring even if 
short-term demand didn’t 
fully justify it based on cur-
rent data.  High inventories 
can indicate a business’ 
confidence and its forecast 
of better growth in the near 
future but also can be a 
bad if they get too high and 
anticipated consumer de-

mand fails to materialize.   
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