
“Woke Up, Fell Out Of Bed, 
Dragged a Comb Across My 

Head….” 
January 23 was a day like every other. I woke 

up, had breakfast, and went to work. I 
downloaded data on all our accounts, re-
viewed transactions from the prior day, then 
began my review and rebalancing of a block of 
accounts. At the end of the day, I went home. 
Just another day in the life. 

The only difference in my day and yours is 
that I work with your investments. This par-
ticular day began with the Dow dropping 300 
points then climbing 600 points to end the day 
up 300 points. While that, and the market per-
formance over the last six months, may seem 
frightening to you, it is nothing we have not 
seen before. This is the way the financial mar-
kets work. There is no need to panic. There is 
no need to jump out of my first floor window.  

We are always prepared for these events. 
That is why we employ asset allocation rather 
than trying to guess the way the market is go-
ing or the latest hot stock. These downturns in 
the market are opportunities as we described 
last month. 

Should you be afraid? It is a natural reaction 
to the unknown. It is the same fear we feel 
when going into major surgery. Just keep in 

mind that fear will not kill you. How you han-
dle your fear might, however.  

With investments our fears are a result of the 
hopes and dreams we have for our portfolios. 
We see the financial service companies’ adver-
tisements on TV and in print showing a retire-
ment of healthy people traveling, sailing, or 
playing golf. We see the relief on the actor’s 
face as his child goes off to college. That is 
what our portfolios are to do for us—provide 
us the means for the good life. I am all for that! 

But as we know (even though we hate to ac-
knowledge) life is seldom like what we see in 
advertisements. Nothing is easy. 

As with most aspects of life, the best way to 
get through a downturn in the market is to ac-
knowledge that there will be times like this and 
be prepared. That does not alleviate all of the 
pain. It makes it tolerable.  

So, were you prepared for this market correc-
tion? If you have an account with us you have 
probably been through, at least, the 2001—2003 
correction. So you should be able to acknowl-
edge that the markets rise and fall. That leaves 
preparation. 

If you were honest with yourself in assessing 
your risk tolerance when you opened your ac-
count, you should have no problem sleeping at 
night after a rollercoaster day in the market. 

The only problem we see is where return ex-
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pectations exceed realistic ex-
pectations of return. If you 
feel that your portfolio has to 
return X% per year to meet 
your goals, you are setting 
yourself up for unnecessary 
worry that will eventually 
lead to making a very poor 
investment decision. That 
could mean pulling out of a 
down market or increasing 
risk in an up market. Either 
decision is likely to end badly. 

The way to be prepared is to 
have a plan and the strength 
to stick with it. We have dis-
cussed this issue many times 
in the past, but it is always 
good to revisit this on occa-
sion.  

First, look at what you will 
need to meet your goal. If that 
goal is retirement, think in 
terms of what you will need 
in today’s dollars to provide 
for the lifestyle you want. 
From that figure, subtract 
your anticipated contribution 
from Social Security. We all 
say that we are not counting 
on Social Security, but we 
really are (and it will make the  
calculation I am about to give 
you less frightening). Now 
take that dollar figure and di-
vide by 4%. The result is what 
you would need today to re-
tire as you wish. The reason 
we use 4% is because that is 
the reasonable withdrawal 

rate to allow your assets to 
continue to grow during 20 to 
40 years of retirement (you can 
raise the percentage by 1% for 
each decade you wait after age 
55 to begin withdrawals). Just 
as the market does not always 
go up, inflation does not dis-
appear at retirement. A level 
retirement income is the short-
est path to a cat food diet. 

How does this work? Let’s 
say you need $75,000 per year, 
pre-tax, if you were to retire 
today (just make like your 
mortgage will be paid off). 
Next assume that your kids 
(through Social Security) will 
give you $35,000 per year so 
you won’t come live with 
them. That leaves a $40,000 
current annual need that must 
increase each year to counter 
inflation. To fund that you 
need $1,000,000.00 ($40,000 di-
vided by 0.04). Now add all 
your saving plus IRAs and re-
tirement plans together. If you 
are there, congratulations! If 
not, you need to get busy, or 
lower your expectations. 

So what if you are not where 
you need to be? PANIC! Just 
kidding. What you need is a 
plan. Contribute the maximum 
to your 401(k). Make annual 
contributions to a Roth IRA, if 
the government will let you. 
Save whatever you can above 
current living requirements. 

Adjust your current lifestyle in 
favor of your retirement life-
style (or tell your children how 
much you love them and look 
forward to the day when you 
can spend more time together). 

And, keep your return ex-
pectations reasonable. What is 
reasonable? For equities it is 
inflation plus 4% (this is a 
variation of the risk premium). 
For bonds, look for inflation 
plus 2%. For real estate, well, 
after all carrying costs, hope 
you can just keep up with in-
flation. For your current invest-
ments a reasonable expectation 
is between 6% and 8% (4% in-
flation). This is a long-term ex-
pectation. As we have seen, the 
market throws a lot of curve 
balls.  

If you are not where you 
need to be, then what better 
time to add to your account 
than when the market is 
down? 

 


