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Bond Market Perspectives | Week of November 6, 2017

 

Key Takeaways

High-quality fixed income was on pace for another negative month late in October, but global events
caused a last minute rally.
Jerome Powell's rise as the favorite for the Fed chair role sent yields lower, with expectations for slower
future rate hikes by the Fed.
Prospects for central bank dovishness globally were increased in late October by statements from the
ECB and the BOE about future policy.

 

Saved By the Bell

After declining materially during the middle part of October, the Bloomberg Barclays U.S. Aggregate Bond
Index rallied during the last three trading days of the month, helping the broad bond index eke out a slight
gain. High-quality fixed income was under pressure for most of October, as progress was made toward tax
reform and economic data continued to improve, pressing yields modestly higher. By the end of the month,
dovish central bank action from the European Central Bank (ECB) and the Bank of England (BOE), in addition
to the anticipated nomination of Jerome Powell to the Federal Reserve (Fed) chair role, were tailwinds for
high-quality fixed income.  

 

GLOBAL DOVISHNESS

Moves by the ECB and the BOE aided in pushing rates lower globally, helping to press the U.S. Aggregate
above flat for the month of October. On the surface, the actions by both central banks appear to be hawkish.
The ECB announced that it would reduce its current pace of bond purchases and the BOE hiked short-term
interest rates. Looking a little deeper, however, both central banks struck a dovish tone with markets. 

The ECB announced that it would cut bond purchases from 60 billion euros per month to 30 billion euros for
the first nine months of 2018, in line with market expectations. What was more dovish than forecast, however,
were the details and the post-meeting remarks, in which ECB President Mario Draghi signaled to markets that
bond purchases (and thus monetary stimulus) was likely to continue after the nine-month period was up. The
ECB also reserved the right to increase these purchases if conditions warrant. The dovish bias of these
comments was a tailwind for fixed income, sending yields falling in Europe.

The BOE also pulled off a hawkish action with dovish undertones in late October. Facing rising inflation due to
a weak pound but tepid growth, the BOE felt obligated to hike its benchmark short-term interest rate for the
first time since 2007. While the hike in a vacuum may have sent rates higher, the dovish commentary that
accompanied it actually sent rates lower. The BOE essentially said that it may hike rates just two more times
over the next three years, a slower pace than was anticipated by markets. So despite hiking interest rates, U.K.
government yields fell across the entire yield curve: a "dovish hike," to be sure.

 

POWERED BY POWELL

After President Trump considered noted hawks Kevin Warsh and John Taylor to lead the Fed, Jerome Powell's
ascension was a calming tailwind for fixed income markets, and also contributed to the broad market's rally
heading into month end. Powell is considered a policy dove, especially relative to other frontrunners
(excluding current Fed Chair Janet Yellen), and can be seen as a symbol of continuity for monetary policy
domestically. Chances of a December rate hike continued to notch up throughout October. However,
expectations for rate hikes in 2018 and 2019 gradually fell as Powell's chances for selection increased [Figure
1]. 
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CORPORATE CATALYST

The U.S. Aggregate's barely positive return was mainly driven by investment-grade corporate bonds, as the
other two major sectors in the index, Treasuries and mortgage-backed securities (MBS), were negative for the
month [Figure 2]. Most of investment-grade corporates' return for the month was driven by coupon (yield);
however, there was some positive price return as well, as corporate bond valuations continued to richen with
rising equity markets and strong economic data. The ECB's dovish tilt may have benefited corporates as well; a
continuation of the ECB's bond buying program may be a tailwind, not only by keeping European yields low
relative to U.S. yields, but also because investors may be "crowded out" of the European market, creating more
demand for U.S. investment-grade corporates, all else equal.

 

CONCLUSION

https://lpl-research.com/NOD/Bond_Market_Perspectives_11072017-1.pdf
https://lpl-research.com/NOD/Bond_Market_Perspectives_11072017-2.pdf
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On October 26, the U.S. Aggregate was down 0.4% month to date and appeared to be on course for another
month of losses for the broad high-quality bond market. The last three trading days of the month were full of
market-moving events, however, as global forces combined to press the U.S. Aggregate higher to a small
monthly gain. Despite tightening monetary policy accommodation somewhat, the ECB and BOE both left
markets with a lingering dovish sentiment. Jerome Powell's nomination for the Fed chair role was also a
dovish event for future monetary policy. These three events in three different central banks drove yields lower,
and most high-quality bond prices higher, leading to a (barely) positive month for high-quality fixed income
overall. 

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recommendations for any individual. To determine which investment(s) may be appropriate for
you, consult your financial advisor prior to investing. All performance reference is historical and is no
guarantee of future results. All indexes are unmanaged and cannot be invested into directly.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful.

Hawks versus Doves: The presidents of regional Federal Reserve Banks are commonly classified as hawks or
doves. Hawks generally favor tighter monetary policy, with less monetary support from the Federal
Reserve. Doves are the opposite, generally favoring easing of monetary policy.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields will
decline as interest rates rise, and bonds are subject to availability and change in price.

Government bonds and Treasury bills are guaranteed by the U.S. government as to the timely payment of
principal and interest and, if held to maturity, offer a fixed rate of return and fixed principal value.
However, the value of fund shares is not guaranteed and will fluctuate. 

A mortgage-backed security (MBS) is an asset-backed security whose cash flows are backed by the principal
and interest payments of a set of mortgage loans. Payments are typically made monthly over the lifetime of
the underlying loans.

INDEX DEFINITIONS

The Bloomerg Barclays U.S. Aggregate Bond Index is a broad-based flagship benchmark that measures the
investment-grade, U.S. dollar-denominated, fixed-rate taxable bond market. The index includes Treasuries,
government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS,
and CMBS (agency and non-agency).

The Bloomberg Barclays U.S. Treasury Index is an unmanaged index of public debt obligations of the U.S.
Treasury with a remaining maturity of one year or more. The index does not include T-bills (due to the
maturity constraint), zero coupon bonds (strips), or Treasury Inflation-Protected Securities (TIPS).

The Bloomberg Barclays U.S. Corporate Index is a broad-based benchmark that measures the
investment-grade, U.S. dollar-denominated, fixed-rate, taxable corporate bond market. Bloomberg Barclay’s
U.S. Treasury Index includes public debt of the U.S. Treasury with a remaining maturity of one year or
more.

The Bloomberg Barclays U.S. Mortgage Backed Securities (MBS) Index tracks agency mortgage backed
pass-through securities (both fixed rate and hybrid ARM) guaranteed by Ginnie Mae (GNMA), Fannie Mae
(FNMA), and Freddie Mac (FHLMC). 

RES 9744 1117   |   Tracking #1-664783   (Exp. 11/18)
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Weekly Economic Commentary | Week of November 6, 2017

 

TAX REFORM TIMELINE

Key Takeaways

We believe that Republicans are highly motivated to get tax reform done and that pragmatism will
ultimately win the day.
The House would have to pass its version of the bill by Thanksgiving to keep Christmas in play, but we
think passage of just the House version by the end of the year is more realistic.
Reconciling the House and Senate versions will be one of the biggest challenges to getting a bill to the
president's desk.

House Republicans released the initial version of their tax reform bill on Thursday, November 2. After months
of aspirational outlines and frameworks devoid of detail, this was the real thing: 400+ pages of proposed
legislation covering all of the details, including difficult decisions about eliminating some existing tax benefits
so that the bill would not add more than $1.5 trillion to the current deficit -- the limit set previously in the
budget bill. While the final bill will look different from the House's first effort, this was an important step
forward. Here's our look at the path ahead.

STEPS TO PASSING TAX REFORM

The steps to passing tax reform will follow the typical path of how a bill becomes a law, but likely on an
accelerated timeline. The main battles will continue to be over the "pay-fors," current tax breaks that are
reduced or eliminated to offset revenue lost due to new tax cuts. For each "pay-for" removed as part of
negotiations, either a new one will need to be introduced elsewhere, one of the new tax cuts must be decreased
or eliminated, or some accounting maneuver must be introduced that provides legislative cover.

The Senate will not wait until a House version is passed before starting the process on its own version. In the
next two weeks, we will likely see the Senate release its initial version of its bill, much like the House did last
week. 

 

From Bill to Law

A bill only becomes a law when both houses of Congress pass identical bills. Because the bills from the House
and the Senate will likely look quite different, one of the most challenging steps in the process will be
reconciling the two versions. Once we get to a final single bill, progress should be smoother: Republicans
should have worked out all of the compromises needed to secure the necessary votes, although nothing is
guaranteed until the votes are in.

 

PATH TO TAX REFORM

House Bill

Release of initial House Committee version (took place Thursday, November 2)
Mark-up of House bill in the House Ways and Means Committee  
Debate and amendments in the House
House passes its version of the bill

Senate Bill (early stages concurrent with House bill)

Release of initial Senate FinanceCommittee version
Mark-up of Senate bill in the SenateFinance Committee
Debate and amendments in the Senate
Senate passes its version of the bill

Final Version of Bill

Reconciliation of House and Senate versions 
House votes on final version
Senate votes on final version
President Trump signs bill into law
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A CHRISTMAS MIRACLE?

President Trump has said he wants to sign the bill by Christmas. While we believe that we are likely to see
some kind of bill passed in the first half of 2018, and possibly even in the first quarter, we view passage by
Christmas unlikely. 

We'll get a quick read on whether Christmas remains a possibility next week. In order to stay on track, the bill
would need to make it out of the House Ways and Means Committee during the week of November 6, debate
would need to be completed during the week of November 13, and the House would need to pass its version of
the bill by Thanksgiving.

While completing the entire process by Christmas seems unrealistic, passage of the House version by the end
of the year could still be considered reasonable progress and would keep the first quarter in play for final
approval. Even if it's not signed until 2018, the final bill will likely be retroactive to the start of the year.

LOW HURDLES, HIGH HURDLES

While we believe that a shared commitment to tax reform among Republicans, the need for a political win, and
likely relatively little pushback from constituents makes passage very likely, there isno single bill that would
satisfy all stakeholders and compromise is never easy. Here are some of the potential hurdles that may lower
the chances of a bill finding its way to the president's desk:

Congressional Republicans (high hurdle): With majorities in both the House and Senate,
congressional Republicans' ability to achieve a compromise is the only hurdle that really matters. In a
two-party system like ours, there's a wide range of views within each party and common ground on the
details may be hard to find. With a narrow majority in the Senate in particular, the bill needs to satisfy
multiple wings of the party to get the necessary votes, making the path to acceptable compromise
navigable but narrow. Political views aside, members of Congress will also try to defend the regional
interests of their constituents. For example, the provision to eliminate the deduction of state and local
taxes (SALT) is not popular among House Republicans from high-tax states. (Democrats dominate
high-tax states in the Senate.)
Reconciliation instructions (high hurdle): According to the budget reconciliation instructions,
the bill may not add more than $1.5 trillion to the deficit in the next 10 years, and it may not add to the
deficit at all after year 10. The House draft meets the first requirement; it may not meet the second.
While even this $1.5 trillion was a concession by deficit hawks, it means that the bill will have losers as
well as winners as the proposed cuts far exceed this total. While limiting the impact on the deficit is a
virtue, it will create the battles that are most likely to sink the bill.
K Street (high hurdle): Washington, D.C.'sK Street is the geographical heart of the nation's
lobbyists and advocacy groups, and they will all be trying to advance their constituents' interests.
Groups that have already announced opposition to the House bill include the National Federation of
Independent Businesses, the National Association of Homebuilders, and the National Association of
Realtors. K Street starts out as a medium hurdle, as some concerns may be addressed as the bill
advances, but becomes a higher hurdle as groups have more time to pressure lawmakers. 
President Trump (low hurdle): There are two plausible ways that the president can make the bill
more difficult to pass. He can undermine its support with distracting or confusing messaging as the bill
grinds through the legislative process, as he did at times in the effort to repeal the Affordable Care Act.
He can also add to Congress' legislative burden with items like renegotiating the Iran nuclear deal or
responding to the defunding of insurance subsidies. Nevertheless, we don't expect either of these to
derail the process and they can be partially offset by the president's ability to act as an advocate.
Government shutdown (low hurdle): Back in September, the president struck a deal with
Congressional Democrats to fund the government and temporarily suspend the debt ceiling. Those
provisions expire at midnight on December 8. When it comes to the debt ceiling, the government can
make use of extraordinary measures to continue to pay its bills without further borrowing, likely
pushing a showdown to sometime in March. But funding the government still has a December 8
deadline and requires passing a new spending bill, which will require 60 votes in the Senate, to avoid a
shutdown. While shutdowns tend to become unpopular as they become more extended, Democrats
could delay progress on tax reform with a temporary shutdown and use the leverage for concessions in
the spending bill. This certainly could be a factor in pushing the bill into 2018 but will not derail the
entire process.
The Mueller investigation (unlikely hurdle): The Mueller investigation has the potential to
become a hurdle, though we believe it to be unlikely since these types of investigations are slow moving
and will probably provide only minor distractions within the timeframe of the bill. 

WHEN WILL THE BILL BE DEAD?

The longer the bill takes to pass, the more it will be watered down with compromises and influenced by
lobbyists, even if it still satisfies its broad intentions. Congress also has other business to attend to. But bills
can be kept alive longer than one might expect. The bill could easily enter the second quarter of 2018, a more
typical timeline for many bills, and still be viable. Things start getting sketchier after that. 

Mid-term campaigning will become a distraction as we move toward late summer. Current reconciliation
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instructions, which allow the bill to be passed with a simple majority in the Senate, expire in September 2018.
A new budget could be passed with updated instructions, but we're moving into unlikely scenarios. Mid-term
elections take place on November 6, 2018. The next Congress, the 116th, will begin meeting as early as January
3, 2019. In short, the bill goes on life support in the third quarter, but could be passed as late as the fourth,
although it is unlikely.

CONCLUSION

Based on areas of the market that have tended to move with the changing odds of tax reform, and to a lesser
extent the bill's potential impact on earnings, we believe that markets are underpricing the likelihood of tax
reform passing and its potential impact. Passing a bill by the end of 2017 remains a long shot, but the first
quarter of 2018 is plausible and by the end of the second quarter is very likely, in our view. At that point odds
start to decline. There are challenges ahead, but the cost of failure is high. We think they'll get it done.

 

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recommendations for any individual. To determine which investment(s) may be appropriate for
you, consult your financial advisor prior to investing. All performance referenced is historical and is no
guarantee of future results.  

Any economic forecasts set forth in the presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful.

 

This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately registered independent investment
advisor, please note that LPL Financial LLC is not an affiliate of and makes no representation with respect to
such entity.

Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not
Guaranteed by Any Government Agency | Not a Bank/Credit Union Deposit

Tracking # 1-664350 (Exp. 11/18)
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Weekly Market Commentary | Week of November 6, 2017

 

KEY TAKEAWAYS

We believe that weakness in MLPs may be overdone and the group could be poised for a turnaround.
Rich yields, attractive yield spreads versus Treasuries, and the potential to play catch-up to oil are
among the reasons for our optimism.
Should interest rates rise, we would expect the increase to be gradual, and therefore see rate risk as
manageable for MLPs.

MLP WEAKNESS APPEARS OVERDONE

Master limited partnership (MLP) weakness appears overdone. The Alerian MLP Index has lost 9.3% in 2017
year to date, well behind the S&P 500 Index's 17.5% return and even the energy sector's 6.3% loss. More recent
performance is particularly surprising given the 30% rally in WTI crude prices since June 21, 2017--the Alerian
MLP Index has been flat over that roughly 4.5-month period, while the S&P 500 has returned 7%. In an
environment where many investments look stretched, this is one that has lagged behind and could offer
potentially more upside. Here we discuss several reasons the group has struggled and make the case that it
may be due for a turnaround.

Investing in MLPs involves additional risks as compared with the risks of investing in common stock,
including risks related to cash flow, dilution, and voting rights. MLPs may trade less frequently than larger
companies due to their smaller capitalizations, which may result in erratic price movement or difficulty in
buying or selling. MLPs are subject to significant regulation and may be adversely affected by changes in the
regulatory environment, including the risk that an MLP could lose its tax status as a partnership. Additional
management fees and other expenses are associated with investing in MLP funds.

WHAT'S WRONG?

We see several reasons for MLPs' recent underperformance, including:

Distribution cuts. Several MLPs have cut their distributions over the past three months, hurting
those securities and the group on spillover concerns. These securities are generally held for their
income so distribution cuts can be very damaging.
Slower growth. A number of MLPs have focused more on lowering their costs of capital and
deploying their capital more efficiently, contributing to reduced growth expectations. That likely
translates into slower distribution growth.
Capital allocation. Some investors are concerned that MLPs may have overinvested--or will
overinvest--in pipeline expansions, introducing the risk of potentially costly debt or equity financings.
Recent equity offerings have pressured the group.
Weak natural gas prices. While oil prices have rallied sharply since June, natural gas prices rose
only 3%, weighing on MLPs, which transport both commodities.
Legislative risk. Some are worried that MLPs might lose their favored tax status as part of tax
reform. After MLPs were left out of the House's tax reform bill that was released last week, and
considering that MLPs offer a small amount of potential tax revenue, we view this as very unlikely.

WHY CONSIDER THEM?

For suitable investors, we suggest maintaining modest MLP allocations, or for those without exposure,
consider adding some. We think that the group may be poised for a turnaround for the following reasons:

Rich yields. As of November 3, 2017, MLPs have yielded over 7% as an asset class on a trailing
12-months basis, above REIT distributions, utilities, telecommunications, and even high-yield bonds.
In a still low interest rate environment, we believe that these yields should be viewed favorably even if
distribution growth slows as the industry strengthens its balance sheets and focuses more on
sustainable cash flow growth.
Attractive spreads versus Treasuries. MLPs are yield instruments so they are often valued based
on their yields relative to bonds. This means that they possess interest rate risk; but, it also means that
valuations are particularly attractive in a low interest rate environment. MLPs are currently trading at a
5.7% yield advantage over Treasuries, well above the 20-year average of 3.6% .[Figure 1]

http://lpl-research.com/NOD/Weekly_Market_Commentary_11062017_Figure1.pdf


 9    Your Guide to Life Planning

 

Attractive valuations relative to high-yield energy bonds. MLPs historically have had stronger
balance sheets than high-yield corporate bonds within the energy sector. As a result, we think that they
should trade with narrower yield spreads than high-yield energy bonds. When oil bottomed in the
mid-$20s in early 2016, high-yield energy spreads widened out to about 18% over Treasuries, while
MLP yield spreads remained under 10%. Today, MLPs look cheap relative to high-yield energy bonds
with MLP yield spreads about 1.2% wider .[Figure 2]

http://lpl-research.com/NOD/Weekly_Market_Commentary_11062017_Figure1.pdf
http://lpl-research.com/NOD/Weekly_Market_Commentary_11062017_Figure2.pdf
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Potential to play catch up to oil. Widespread skepticism that oil prices may be able to break much
above the mid-$50s has likely contributed to MLPs' recent struggles, even though pipelines' fortunes
are driven more by volumes than prices. Still, the lack of MLP response to the recent oil rally is
surprising and suggests a potential opportunity for the group to play some catch up .[Figure 3]
Weakness in natural gas prices is an overlooked factor in the group's struggles, but MLPs have
historically exhibited higher correlations to oil.

http://lpl-research.com/NOD/Weekly_Market_Commentary_11062017_Figure2.pdf
http://lpl-research.com/NOD/Weekly_Market_Commentary_11062017_Figure3.pdf
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Deregulation efforts are ongoing. The Affordable Care Act experience illustrated how difficult it is
to get major laws passed in the current divisive political environment. But regulations, notably of the
environmental variety, can be changed with the stroke of the president's pen. Accordingly, pipeline
construction projects that were rejected or delayed by the Obama administration appear likely to gain
approval from the Trump administration, buoying MLPs' growth prospects (currently there are over
$20 billion worth of these projects). The regulatory environment is also becoming more supportive of
oil and natural gas exports.

INTEREST RATE RISK

Beyond a collapse in energy prices, a spike in interest rates may be the biggest risk MLPs face. Because MLPs
are equity income vehicles, they possess some bond-like characteristics in how they trade. In addition, many
MLPs depend on their ability to borrow and to carry debt. That means that MLP performance should generally
be better when interest rates fall (or when Treasuries rally).

Should interest rates rise, we would expect the increase to be gradual and therefore see this risk as manageable
for MLPs.

After tracking interest rates relatively closely for much of the past two decades, the group has underperformed
since the oil downturn began in late 2014, even when interest rates were falling. This interest rate disconnect
may mean that the group is in a better position to withstand higher interest rates should they materialize.

CONCLUSION

We believe that weakness in MLPs may be overdone and that the group could be poised for a turnaround.
Although some of the challenges noted above may continue to weigh on the group in the near term, we expect
the value of MLPs to be increasingly recognized by the market over time.

IMPORTANT DISCLOSURES
The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recommendations for any individual. To determine which investment(s) may be appropriate for
you, consult your financial advisor prior to investing. All performance referenced is historical and is no
guarantee of future results.
The economic forecasts set forth in the presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful.
Investing in stock includes numerous specific risks including: the fluctuation of dividend, loss of principal,
and potential liquidity of the investment in a falling market.
Because of its narrow focus, specialty sector investing, such as healthcare, financials, or energy, will be
subject to greater volatility than investing more broadly across many sectors and companies.
The fast price swings in commodities and currencies will result in significant volatility in an investor’s
holdings.
All investing involves risk including loss of principal.

http://lpl-research.com/NOD/Weekly_Market_Commentary_11062017_Figure3.pdf
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Investing in MLPs involves additional risks as compared with the risks of investing in common stock,
including risks related to cash flow, dilution, and voting rights. MLPs may trade less frequently than larger
companies due to their smaller capitalizations, which may result in erratic price movement or difficulty in
buying or selling. MLPs are subject to significant regulation and may be adversely affected by changes in the
regulatory environment, including the risk that an MLP could lose its tax status as a partnership. Additional
management fees and other expenses are associated with investing in MLP funds.
High-yield/junk bonds are not investment-grade securities, involve substantial risks, and generally should
be part of the diversified portfolio of sophisticated investors. Government bonds and Treasury bills are
guaranteed by the U.S. government as to the timely payment of principal and interest and, if held to
maturity, offer a fixed rate of return and fixed principal value. However, the value of fund shares is not
guaranteed and will fluctuate.
INDEX DESCRIPTIONS
The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure
performance of the broad domestic economy through changes in the aggregate market value of 500 stocks
representing all major industries.
The Alerian MLP Index is a composite of the 50 most prominent energy Master Limited Partnerships that
provides investors with an unbiased, comprehensive benchmark for this emerging asset class. The index,
which is calculated using a float-adjusted, capitalization-weighted methodology, is disseminated in real time
on a price-return basis (NYSE: AMZ) and on a total-return basis (NYSE: AMZX).
The Bloomberg Barclays U.S. Corporate High Yield Energy Index covers the universe of fixed rate,
non-investment grade debt. Eurobonds and debt issues from countries designated as emerging markets
(sovereign rating of Baa1/BBB+/BBB+ and below using the middle of Moody’s, S&P, and Fitch) are excluded,
but Canadian and global bonds (SEC registered) of issuers in non-EMG countries are included. Original
issue zeroes, step-up coupon structures, 144-As and pay-in-kind bonds (PIKs, as of October 1, 2009) are also
included.

This research material has been prepared by LPL Financial LLC.
To the extent you are receiving investment advice from a separately registered independent investment
advisor, please note that LPL Financial is not an affiliate of and makes no representation with respect to
such entity.
Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not
Guaranteed by Any Government Agency | Not a Bank/Credit Union Deposit
Tracking #1-664257 (Exp. 11/18)
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Retirement: How Long Will a Million Dollar Nest Egg Last?

 
Although it may not buy you a yacht or a jet, a million dollars is still a lot of money. It certainly should prove
adequate to fund a long retirement for most people. Right?

A new study by GOBankingRates suggests otherwise.  The study looked at the average total expenditures, by1

state, for people 65 and older, including groceries, housing, utilities, transportation, and healthcare costs, then
calculated how many years that $1 million would last. The results were sobering for some, promising for others
-- depending upon where you live. While a million dollar nest egg would run out in under 12 years in Hawaii, it
would last more than twice as long -- 26.4 years -- in Mississippi. In general, the study showed that the
retirement dollar went the furthest in southern states, while California and the Northeast fared poorly.

Behind the disparity is a wide variation in living costs from state to state. In California, the average retiree
spends over $60,000 per year to get by, while a retired Arkansan spends under $40,000. Much of the
difference can be attributable to housing costs. Whereas California retirees pay an average of over $30,000 a
year in housing costs, those in Arkansas average only about $12,000. But the other costs also vary widely.

Location, Location, Location

Here's how long your million would last in selected states.1

 50. Hawaii  11 years, 11 months

 49. California  16 years, 5 months

 47. New York  17 years, 1 month

 35. Pennsylvania  21 years, 11 months

 33. Colorado  22 years

 30. Florida  22 years, 4 months

 24. Arizona  23 years, 2 months

 18. North Carolina  23 years, 8 months

 10. Alabama  24 years, 9 months

 1. Mississippi  26 years, 4 months

 

Beyond being simply interesting reading, the study helps point to the gaping differences in retiree living costs
and how choosing a retirement location should be about more than being in a fun place to live.

Of course, the lion's share of retirement investors will never see near this amount in their retirement nest eggs.

In fact, about half of households age 55 and older have no retirement savings at all, and those that have put
aside something have saved a median of only about $104,000 for households age 55-64 and $148,000 for
households age 65-74.2

So if you anticipate hitting the $1-million mark, congratulations, you are way ahead of the pack. But don't feel
too confident if you're hoping to retire to an expensive state.

GOBankingRates, , August 21, 2017.1 How Long $1 Million Will Last in Retirement in Every State

2Government Accountability Office, , May 2015.Retirement Security

© 2017 DST Systems Inc. All rights reserved.

1-662733

http://www.gao.gov/assets/680/670153.pdf
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No Place Like Home? The Buy-vs.-Rent Decision

 
Ten years after the housing market bubble burst, consumers face a mixed picture on the cost of owning a
home. Nationwide, the benchmark price for a single family home has recovered from the steep drop it took
during the financial crisis and its aftermath (see chart). And mortgage rates are generally lower now than they
were then.

On the other hand, housing supply remains a concern. Fewer homes are being built now than in the last
decade. And those that are being built tend to be larger and more expensive than in the past. As a result,
younger families may face greater challenges getting started with their first homes.

Home Prices: 1975-2017

Source: S&P CoreLogic Case-Shiller U.S. National Home Price Index, January 1975 to May 2017. The index
tracks changes in the value of real estate nationally. Data were not seasonally adjusted and assume the size,
condition, and other quality factors remained constant. Index values do not represent the price changes for
any specific property or location and do not reflect the costs of buying, selling, and maintaining real estate.
Individual results will vary. Past performance does not predict future results.

But buying a home is not necessarily right for everyone in every circumstance. In fact, the Pew Research Center
reported recently that the number of U.S. households who rent their home has reached more than 43 million,
or nearly 37% of all U.S. households, the highest percentage in more than 50 years.  Of course, the decision to1

rent or buy may be complex. An optimal solution will depend on a number of factors including your finances,
your time horizon, and your location.

Rent vs. Buy

Here are a few points you should consider if you're weighing the options of buying versus renting.

Life circumstances. If you've recently graduated from college, ended a marriage, or retired, you're probably
in a transitional period of your life. In other words, if you are not sure of your long-term plans you may be
better off renting. If you buy a home and go to sell it soon afterward, the costs you'd incur -- real estate
commissions, closing costs, etc. -- won't be averaged out over a long period of time. If, however, you know
you're going to be living in a certain area and plan on staying in the same home for a number of years, then
buying may make financial sense.

Cost. Another obvious factor is cost. To find out if it makes financial sense to rent rather than own, compare
the cost of renting versus buying a home in your area. Also try out one of the many Buy vs. Rent calculators
you can find online to determine how long it would take you to reach the "breakeven horizon" -- that's when
the cost of buying equals the cost of renting.

Maintenance and repair. Do you have the time and inclination to manage the upkeep of a home -- mowing
lawns, clearing snow, raking leaves, etc.? When you own a home, there is no landlord to call when you blow a
fuse or the water heater springs a leak. You need to have at least some basic handyman skills or be willing to
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pay someone else to handle the job.

If you are considering buying, your first order of business is to determine how much house you can afford.
Most people, especially first-time buyers, must take out a mortgage to buy a home. To qualify for a mortgage,
the borrower generally needs to meet certain industry-standard requirements:

The housing-expense-to-income ratio compares basic monthly housing costs, e.g., mortgage,
homeowners insurance, and property taxes to the buyer's gross monthly income (before taxes and
other deductions). For a conventional loan, your monthly housing cost should not exceed 28% of your
gross monthly income.

The debt-to-income ratio is the percentage of income required to service all your monthly debt
payments, including any student, car, or other installment loans and/or credit card debt. Your total
monthly debt payments, including basic housing costs, should not exceed 36% of your gross monthly
income.

In addition to qualifying for a mortgage, you may need a down payment. Down payments can vary from 20%
or more of the home's purchase price to 0% for some loan programs, such as Veterans Administration (VA)
loans. There are many factors involved in determining the appropriate down payment for a given transaction.
For help making this important decision, you may want to speak with a mortgage representative at your local
bank.

Other costs associated with purchasing a home include closing costs -- such items as homeowners insurance,
loan origination fees, "points" (prepaid interest), an appraisal fee, and a title report/insurance.

The decision to buy versus rent a home is one of the biggest financial decision you may make. The more
research you do today, the better your decision will look in the years to come.

 

The Pew Research Center,  July 19, 2017.1 "More U.S. households are renting than at any point in 50 years,"
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The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recommendations for any individual. To determine which investment(s) may be appropriate for
you, consult your financial advisor prior to investing. All performance referenced is historical and is no
guarantee of future results. All indices are unmanaged and cannot be invested into directly.

Mark Dutram, CPWA, CFP is a Registered Representative with and Securities are offered through LPL
Financial, member FINRA/SIPC. Insurance products offered through LPL Financial or its licensed affiliates.
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