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AUGUST 2019

More than Ever, Signs Point to Low Interest 
Rates as ‘The New Normal’

August kicked off with a flurry of 
market activity that included 

Wall Street’s worst day of the year. 
After sliding downward to start the 
month, the stock market took a pre-
cipitous drop on August 5. By the end, 
the S&P 500 had fallen almost 200 
points from a peak of 3,030 down to 
2,840, and the Dow Jones Industrial 
Average went from 27,349 down to 
25,717. Once again, the driving force 
behind the drop was the same as it 
was throughout 2018 when the market 
experienced record volatility: fears 
over the Trump Administration’s on-
going trade war with China. One con-
cerning new development was that 
China devalued its currency to a cer-
tain strategic level, which is a cheating 
strategy that governments sometimes 
use to try to gain a trade advantage.1 

The bottom line for investors is 
that the stock market is clearly not the 
same market it was prior to 2018. In 
2017, optimism was in control and the 
market climbed rather steadily in an-
ticipation of President Trump’s mas-
sive tax cut. That all came to a screech-
ing halt in January 2018, and Wall 
Street has pretty much traded side-
ways for about a year-and-a-half 
since, with the threat of a third major 
sustained correction increasing the 
whole time. 

Is this latest big drop the start of 
that correction? To be honest, we don’t 

think so. In the midst of all this 
volatility, we’ve already had pullbacks 
as steep as 10% (technically a correc-
tion) and the market has always re-
covered; we think that will probably 
be the case once again. So far there’s 
been no materially bad news to trig-
ger a sustained drop, but sooner or 
later it’s going to happen — as the 
bond market already knows, and has 
been saying loud and clear since De-
cember. 

‘Smarter Than the Stock  
Market’ 

In terms of anticipating trends, 
the bond market is always said to be 
smarter than the stock market. A good 

example of this “smartness” occurred 
in December when — for the first time 
all year — bond yields didn’t increase 
to accommodate another short-term 
interest rate hike by the Federal Re-
serve. Anticipating slowing growth 
and other factors, the bond market 
said, “enough is enough” and didn’t 
budge. Long-term interest rates have 
only fallen further since that time, re-
sulting in the U.S. yield curve becom-
ing partially inverted. Meanwhile, 
many European countries have recent-
ly seen their yield curves become fully 
inverted, albeit temporarily.2 

As of this writing, the yield on the 
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6 Life Insurance Mistakes to Avoid
Many families are in danger of 

being under-insured or have 
no life insurance protection at all. 
While some of this can be explained 
by a lack of urgency in younger peo-
ple to purchase insurance, there are 
also some holdouts who don’t really 
understand how it works. For the 
life-insurance seekers, here are some 
costly mistakes to avoid: 

Mistake #1: Thinking you can’t 
afford life insurance. The abun-
dance of options available to people 
of all ages, income levels, and health 
status can make life insurance at-

tainable for people who may have 
believed it was only for the wealthy. 
In fact, the complications and sud-
den expenses of unexpected death 
can unfortunately mean that your 
family may not be able to afford not 
having the security of a life insur-
ance policy. 

Mistake #2: Relying entirely on 
an employer-sponsored life insur-
ance policy. While it is convenient, 
opting to only utilize the group life 
insurance policy through work will 
almost certainly not provide you 
Continued on page 3
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‘The New Normal’ Insurance Basics
U.S. 10-Year Treasury rate is at 1.73%, 
which is still lower than the current 
Fed funds rate even after the Fed low-
ered short-term rates on July 30 from 
2.50 to 2.25%. As you might recall, the 
Fed started the year by stating it in-
tended to raise rates two or three 
more times in 2019. Naturally, as the 
stock market has struggled and reces-
sion fears have mounted, the Fed’s 
tone has become increasingly dovish, 
and there’s a good chance it will lower 
short-term rates again at its September 
meeting. 

What’s interesting is that the 
stock market’s latest big drop oc-
curred less than a week after the Fed 
approved that quarter-percent rate 
cut. Throughout the era of quantita-
tive easing, the stock market has been 
hugely influenced by the Fed’s ac-
tions, and a market rally in response 
to a rate cut should have been expect-
ed. However, it didn’t happen, and 
that’s telling. It suggests that big in-
vestors are no longer shrugging off 
multiple pieces of bad news to focus 
on one piece of good news (as they 
did throughout 2017); they’re doing 
the opposite. They’re ignoring multi-
ple pieces of good news — like the 
rate cut and some strong earnings re-
ports released in July4 — and focusing 
on one piece of bad news: in this case, 
another escalation in the Trump-China 
trade war. 

The New Japan 
So, what does it all mean? Well, as 

we’ve discussed before, one of the po-
tential outcomes of all the artificial 
stimulus we’ve pumped into the econ-
omy is that we could end up becom-
ing the “new Japan”, whose economy 
has been stuck in a low interest rate 
environment for decades. Other 
economists have noted that low inter-
est rates could become “the new nor-
mal” globally, and now the evidence 
for that is stronger than ever. In addi-
tion to the yield curve problem and 
growing recession fears, the Fed now 
has another incentive to cut rates fur-
ther in September, and possibly again 
after that: as a trade war strategy. 
That’s because one way for us to com-
bat China’s devaluation of its curren-
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I t’s not uncommon to purchase 
insurance in a haphazard man-

ner.  In the end, you haven’t  
systematically evaluated your in-
surance needs, so you may find 
yourself overinsured in some areas 
and underinsured in others.  To 
help prevent this from happening, 
consider these tips: 
• Review all your policies every 

couple of years.  You want to 
make sure you have adequate 
coverage in all major areas, 
while also evaluating whether 
revisions are needed due to 
changes in your personal cir-
cumstances.  For instance, your 
need for life insurance is likely 
to change drastically over time, 
as your lifestyle and the num-
ber of people dependent on 
your income change. Review 
your homeowners, life, health, 
auto, disability, and long-term 
care insurance periodically.  

• Purchase insurance wisely.  

The primary purpose of insur-
ance is to protect you from finan-
cially devastating losses, not 
from every minor loss you might 
incur.  Thus, review all the riders 
and options in your policies, only 
retaining those that are impor-
tant to you.  Check if you qualify 
for discounts offered by your  
insurance companies.  Consider 
increasing your deductible peri-
odically — this is typically a 
good strategy for reducing insur-
ance premiums. 

• Avoid insurance you don’t need.  
Don’t purchase insurance for 
minor items you can easily cover 
yourself, such as extended war-
ranties on small household appli-
ances.  When reviewing your 
policies, make sure you’re not 
paying for duplicate coverage.   

If you’d like help evaluating 
your insurance needs, please call.     
zxxx 

cy is to devalue the dollar, which 
would require lowering interest rates. 
In fact,  we may actually see a nega-
tive Fed funds rate once the next re-
cession hits. 

All of this gives Income Special-
ists a golden opportunity to demon-
strate why investing-for-income is a 
sound strategy for investors over 50 
regardless of market conditions. For 
one thing, the shift in the direction of 
interest rates from rising back to 
falling means that the headwind for 
bond investors, overall, has ended. 
This isn’t to say the current environ-
ment doesn’t make it challenging to 
get good, competitive yields, or that a 
major sustained market correction 
wouldn’t make it even more challeng-
ing. That just makes actively-managed 
income strategies timelier than ever; 
active management gives us the op-
portunity to turn these challenges into 
opportunities on behalf of our clients.   

For investors who’ve been using 
income-based strategies throughout 
the current long-term secular bear 
market cycle, once the next major cor-
rection hits its low point at between 40 
and 70%, that may also present a gold-

en opportunity. At that time, those 
with the right risk tolerance might 
want to consider getting back into the 
market as capitalists (instead of vic-
tims) and — with their advisors’ help 
— ride the next market wave upward! 
In the meantime, you can continue to 
enjoy retirement knowing your princi-
pal is protected and your income as-
sured! 
1“U.S. Stocks Post Worst Day of Year After 

China Devalues its Currency,” CNN, 
Aug. 5, 2019 

2“Global Bond Rally Leaves U.S. Yields on 
Top,” Wall Street Journal, Aug. 7, 2019 

3“Strong Earnings Allay Fears Over Trade 
& Growth—for Now,” Wall Street Jour-
nal, July 29, 2019 
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6 Life Insurance

with enough coverage. Unlike tradi-
tional life insurance, group life in-
surance disbursements over $50,000 
can be considered taxable income 
and your loved ones will have to 
make do with less after taxes. Group 
life insurance will also not provide 
coverage if you are changing jobs, 
experience unemployment, or have 
to leave your position due to illness. 

Mistake #3: Purchasing inade-
quate coverage. People often priori-
tize their discretionary spending 
over insurance coverage when mak-
ing their budget, which can lead to 
insufficient funds being used for in-
surance. Review your budget and 
determine if the amount of coverage 
you’ve chosen is really enough for 
your family’s needs and if you can 
afford the difference in premiums 
for better coverage. 

Mistake #4: Choosing the 
wrong type of insurance. There are 
significant differences between term 
and whole life insurance, and these 
differences can affect the affordabili-
ty, length of coverage, tax implica-
tions, versatility, and customization 
of your policy. Review any policies 
you have and make sure they still 
meet your needs. If not, they may be 
convertible so you can work with 
your agent to adjust your policy to 
better suit your circumstances. 

Mistake #5: Not updating your 
beneficiaries. A lot can happen in 
just a few years, and if you do not 
review your beneficiaries on a regu-
lar basis, there is a chance they no 
longer match up with your wishes. 
This is especially true if there has 
been a divorce, birth, death, or  
family dispute in recent years. Bene-
ficiaries on life insurance policies 
generally override wills, so keeping 
this up-to-date is particularly impor-
tant. Include contingencies in case 
your primary beneficiary passes 
away or if one or more of your bene-
ficiaries is a minor and will need a 
guardian or a trust to handle dis-
bursements until they come of legal 
age. 

Mistake #6: Not seeking pro-
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Reevaluate Life Insurance at Retirement

A s retirement age approaches,  
reassess your life insurance 

policies to see if your needs have 
changed.  With your children on 
their own and no earned income to 
replace, you may no longer need a 
large life insurance policy.  Especial-
ly if your insurance premiums are 
high, you may be tempted to cancel 
the policy, take the cash surrender 
value, and enjoy retirement.  Before 
doing that, however, make sure 
there aren’t other uses for your life 
insurance policy, such as: 
• To leave a legacy to heirs — 

Even if the money isn’t needed 
for your children’s support after 
your death, many people like the 
thought of leaving a large inheri-
tance to their children or grand-
children.  With an insurance  
policy in place, you can feel free 
to spend your retirement assets, 
knowing the insurance policy 
proceeds will be paid to your 
beneficiaries after your death.  

• To pay your grandchildren’s col-
lege expenses — With the rapid-
ly increasing costs of college 
making it more and more diffi-
cult for parents to cover this cost, 
you might want to use an insur-
ance policy as a college fund for 
your grandchildren.  If you’re 
still alive when they start college, 
you might be able to borrow 
some of the cash surrender value 
to pay these costs. 

• To support adult children — 
There are a variety of reasons 
why you might want to provide 
financial help to an adult child.  
Perhaps your child is a doctor, 
but has significant debt from col-
lege.  Or your child might work 
at a job that doesn’t pay a signifi-
cant amount of money. 

• To provide a large charitable 

contribution — A life insurance 
policy can serve a couple of pur-
poses when making a large 
charitable contribution.  You can 
name the charity as the benefi-
ciary of the policy.  Or you can 
leave other assets to the charity 
that would have been included 
in your estate and possibly sub-
ject to estate taxes.  The pro-
ceeds of the life insurance  
policy, if properly structured, 
can then be paid to your heirs’ 
estate and income tax free. 

• To help deal with long-term-
care costs — Many individuals 
don’t purchase long-term-care 
insurance, believing their 
spouse will take care of them.  
However, when one spouse 
dies, there may not be anyone to 
take care of the surviving 
spouse.  The proceeds of a life 
insurance policy can be used to 
provide long-term care for the 
surviving spouse. 

• To optimize pension benefits 
— When retiring, irrevocable 
decisions about pension plan 
benefit payments must typically 
be made.  An individual life in-
come option will pay higher 
benefits than a joint and sur-
vivor benefit, but then your 
spouse will not have pension 
benefits if you predecease 
him/her.  You could use the 
proceeds from a life insurance 
policy as a source of income for 
your spouse after your death. 

While it is generally believed 
that life insurance needs decrease 
after retirement, there are a variety 
of reasons why you might want to 
retain your life insurance policy.  If 
you’d like to review your circum-
stances, please call.    zxxx 

fessional advice. Life insurance can 
be complicated and to make sure 
you have not overlooked something 
important, such as the tax implica-
tions for your loved ones, it may be 
wise to consult with a licensed pro-
fessional. This will allow for peace 

of mind that you have selected the 
best policy for yourself and your 
family’s needs. 

Please call to discuss your life 
insurance needs in more detail.     zxxx 



Consider a Personal Liability Umbrella Policy
A personal liability umbrella policy increases the liability 

coverage of your homeowner and automobile policies.  It also 
expands coverage to include damages caused by non-owned 
property in your possession and suits for libel, slander, defama-
tion of character, or invasion of privacy.  The policy also pays at-
torney fees to defend you against claims covered by your policy.  
Thus, even if you carry high limits on your homeowner and au-
tomobile policies, you should consider an umbrella policy. 

Your homeowner and automobile policies will typically 
cover you for personal liability of anywhere from $100,000 to 
$500,000.  However, if a judgment in excess of that amount is 
awarded against you, the amount in excess of your insurance 
limits will have to be paid personally, unless you carry personal 
liability insurance. 

You may not think you need an umbrella policy because 
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                                                                            Month-end
Indicator                                  May-19  Jun-19    Jul-19    Dec-18   Jul-18
Prime rate                                    5.50        5.50        5.50        5.50       5.00
3-month T-bill yield                   2.31        2.09        2.07        2.47       2.00
10-year T-note yield                   2.14        2.05        2.07        2.89       2.86
20-year T-bond yield                 2.39        2.34        2.37        3.03       2.92
Dow Jones Corp.                        3.63        3.22        3.21        4.40       3.93
GDP (adj. annual rate)#          +2.20     +3.10      +2.10     +2.20     +4.20
                                                         Month-end % Change
Indicator                               May-19    Jun-19      Jul-19     YTD 12-Mon.
Dow Jones Industrials       24815.04  26599.96  26864.27    15.2%     5.7%
Standard & Poor’s 500         2752.06    2941.76    2980.38    18.9%     5.8%
Nasdaq Composite               7453.15    8006.24    8175.42    23.2%     6.6%
Gold                                        1295.55    1409.00    1427.55    11.4%   16.9%
Unemployment rate@                3.60          3.60          3.70     0.0%    -7.5%
Consumer price index@        255.55      256.09      256.14     1.6%     1.6%

# — 4th, 1st, 2nd quarter  @ — Apr, May, Jun   Sources:  Barron’s, Wall Street Journal
Past performance is not a guarantee of future results.

18-Month Summary of Dow Jones
Industrial Average, 3-Month T-Bill

& 20-Year Treasury Bond Yield
February 2018 to July 2019
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your actions would never necessitate the need for this coverage.  
However, liability can arise from auto-related accidents or acci-
dents on your property.  Liability awards are typically based on 
the severity of the plaintiff’s injuries, not on whether you in-
tended to harm the person. 

Umbrella policies can be purchased in increments of $1 
million.  They are designed to kick in once the limits of your 
homeowner and automobile policies are exceeded, so you’ll be 
required to maintain certain limits on those policies.  Umbrella 
policies don’t cover intentional acts or damages resulting from a 
business, even a home-based business.  Separate coverage is re-
quired for business risks. 

This coverage is relatively inexpensive, since claims are 
usually rare.  Please call if you’d like to discuss how much per-
sonal liability insurance you should consider.    FR2019-0424-0021
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