
Looking Back, Moving Forward
Summer has arrived in full force in Memphis, with temperatures reaching triple digits, and with it comes the end of the second ĕscal 
quarter and the mid-point of the year. Like the past few years, 2012 has proven to be a bit of a bumpy ride so far, as we face ĕnancial chal-
lenges both at home and abroad. Across the Atlantic, the European Union struggles to remain viable, and here at home, our lawmakers 
prepare to face a Catch-22, rather ominously termed a “ĕscal cliff,” at the end of the year. In this economic climate, exactly what challeng-
es do investors face, and how are we at Kelman-Lazarov managing your portfolio in response?

Let’s ĕrst turn our attention to our global neighbors, where one question seems to dominate: Will the European Union break up? is 
summer’s headlines concerning the ĕnancial situation in Europe are eerily similar to the ones of the past two summers, leading to volatil-
ity in the stock market for a third year in a row. Words and phrases such as austerity, European Union (EU), European Central Bank, and 
International Monetary Fund (IMF) have become household terms, as the media focuses on the possible breakup of the Eurozone. e 
speculation on EU disintegration is mainly a result of Greece, Spain, and Italy resisting tough austerity measures backed by the IMF, as 
wwell as by the power duo of German Chancellor Angela Merkel and French President Nicolas Sarkozy, who demand belt-tightening in 
exchange for debt relief. Many question whether stronger economic nations such as Germany will continue to support debt-ridden 
countries. So, will the EU in fact break up – and if not, what obstacles must it overcome to remain sustainable?

To answer those questions, we must ĕrst examine why the euro exists as a single currency. In the United States, exchange rates have a 
relatively minor impact on our economy. We export around 10-15% of what we manufacture, and we import 10-15% of what we con-
sume, so a modest change in the exchange rate will generally not affect our imports and exports enough to have a major impact in our 
economy. By contrast, some European countries export 70% of what they manufacture, and import 70% of what they consume. In an 
economy like that, a change in exchange rate can be a very good or a very bad thing. To decrease the exchange rate risk, the euro serves 
aas a single currency to hold the exchange rate steady among the many countries that use it.

at sounds like a good plan; so why is the euro causing such trouble? Traditionally, an independent country such as Greece would be 
able to control its own monetary policy, increasing the money supply to meet debt obligations, deĘating its currency, and inĘating its 
way to economic growth. With the European Union, there are many economies to consider, and the European Central Bank (similar to 
the Federal Reserve in the U.S.) must consider many different ĕnancial impacts when making policy decisions. Unfortunately for Greece 
and other countries, nations with the strongest economies, such as Germany, drive the interest rates higher, leading to a deĘationary bias 
anand thereby increasing the chances of a recession.

ere are a few other weaknesses of the euro. For example, the U.S. federal government collects taxes and can redistribute spending to 
prop up local economies when they struggle. Since the EU member states collect taxes, but very little tax money reaches the EU itself, 
the EU simply does not have the ability to help out in similar situations. In addition, language and cultural barriers inhibit people from 
traveling to another country to spend money, so supply and demand does not change much across the board. Otherwise, we might see 
more spending in areas where prices are depressed and less in areas where prices are higher, creating a healthier economic climate.

NNow, a little positive information: despite the weaknesses of a single currency in the Eurozone, the euro remains the best alternative to a 
free-Ęoating exchange rate for most members. It is in the best interest of major players such as Germany to keep the euro intact, as its 
currency would appreciate dramatically without it, leading to fewer exports and a weaker economy. Additionally, the euro is still in its 
infancy, and we expect policies to evolve to improve upon some of the current weaknesses. e U.S. dollar was developed in 1864, but 
didn’t work exceptionally well as a single currency until the 1930’s. For these reasons, we expect the euro to survive, but recognize the 
popossibility that the EU could lose a small number of member states.

Now let’s turn our attention closer to home. Many of you may have heard the term “ĕscal cliff” and perhaps wondered if we were headed 
over one! At Kelman-Lazarov, we take a more optimistic view, although we expect volatility will continue at least until the elections in 
November.

Simply deĕned, the ĕscal cliff is the dilemma American lawmakers will confront at the end of the year. Our government basically has 
two choices, both of which will have a huge impact on the economy. One, they can allow scheduled changes to go through as planned, 
including the end of Bush-era tax cuts and last year’s payroll tax cuts; the beginning of taxes related to President Obama’s health care law; 
and the beginning of federal spending cuts speciĕed in the 2011 debt ceiling agreement. If this is the case, the deĕcit would be reduced 
signiĕcantly, but our gross domestic product is predicted to go down, resulting in another recession.
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Alternatively, the lawmakers can rescind all or some of the tax increases and spending cuts. However, in this case, the United States faces 
both an increased deĕcit and an increased chance of undergoing a debt crisis like the one in Europe. In addition, just the prospect of the 
cliff can weaken the economy before 2013, as businesses and households may put the brakes on spending in anticipation.
WWithout co-operation in Congress, the ĕscal cliff is inevitable, but the partisan spirit that drives this predicament doesn’t help the situa-
tion. Both parties agree on one thing – they want to avoid the cliff, but they disagree strongly on how to accomplish it. Democrats are 
pushing for a combination of spending cuts and tax increases; Republicans are for cutting expenditures, but want to avoid a raise in taxes. 
Complicating the matter, it is an election year, so both Republicans and Democrats want to be seen as “taking a stand,” making a compro-
mise less likely, at least until aer the November election.

We at Kelman-Lazarov are of course concerned about the ramiĕcations if Congress were to do nothing to ameliorate the ĕscal cliff we 
face, but we are realists in understanding that very little is likely to be done before the November elections, even though there is a bi-par-
tisan Congressional group meeting this summer. We can only hope that this group is putting together a framework that will incorporate 
the good work that the Bowles-Simpson group proposed, which was unfortunately ignored by the President and both parties. We believe 
the importance of a resolution will be so clear that a compromise will be reached either in the lame duck period or in the ĕrst quarter of 
2013.2013. Hopefully the bi-partisan group will develop a reasonable plan to keep some of the tax cuts and begin rational budget cutting, 
including entitlement spending. erefore, we think the uncertainty that causes volatility will dissipate as we get through the election.
We see some opportunities arising from the volatility related to the European crisis. We have begun adding modest positions in funds 
that hold large, multinational, non-discretionary European companies that have taken severe hits, along with most European stocks. At 
around eight times the average earnings over the past ĕve years, we think these companies will prove to be a good value over the longer 
term.

In other words, no matter what ups and downs the market experiences, your experience with us will remain rock steady. We will always 
be on the lookout for ways to better your personal ĕnancial situation, and as always, we are available to answer any questions you have 
about the contents of this newsletter, or any other concerns you may have. We look forward to hearing from you�
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Medicare 101: To "B" or Not to "B"
WWhenever a client calls with a question that may be relevant to more of you, we like to share it with you. A few weeks ago, a client needed 
some information about Medicare. Although she has a few years before she becomes eligible, she wanted to get a jump on preparing for 
her retirement years. As with many of us, she is familiar with the basics of Medicare, but needed more precise information about her 
options. Like her, it may be time for you to start thinking about Medicare, or you might be helping your parents plan their road to retire-
ment. Either way, we are here to help. We will cover some of the basics in this issue, and go in-depth in a later newsletter. And of course, 
yyou can call us anytime with questions or concerns about how Medicare ĕts in to your speciĕc situation.

To recap brieĘy, Part A helps cover inpatient hospital stays. It is free beginning at age 65 if you have worked for 10 years or more. Part B 
helps with outpatient care. Treatment covered may include outpatient care in a clinic, laboratory and diagnostic tests, and doctor visits. 
Part C or Medicare Advantage combines Parts A and B and may include prescription drug coverage, vision and hearing exams, and pre-
ventative care. Part D helps cover the cost of prescription drugs.

Our client’s question concerned whether or not she would need Medicare Part B. Part B is optional and costs a minimum of $99.90 a 
month; however, the cost may increase depending on your income.* e decision about whether or when to opt for Part B depends on 
a few personal factors. Basically, you should opt for Part B if:

You can wait to enroll in Part B if you are presently working, and your company employs more than 20 workers. In that case, your em-
ployer remains the primary insurer even aer age 65, so you don’t need Part B until your current coverage ends.
Always keep in mind that individual needs vary, and we stand ready to help you si through your Medicare options with your personal 
circumstances in mind to make the choices that are right for you.
* www.medicare.gov/cost
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You’ve eaten the last bite of turkey, written that ĕnal thank-you note for gis, and sipped the last drop of champagne. Now that the holi-
days are over, it may be time to get back into your usual routine and set in motion the plans you’ve made for the New Year. Here are a 
few items we thought would help when you start preparing for tax season, need to check your accounts online, or may be of interest to 
you. As always, feel free to pass the information along to friends and family.

IRS Updates

Fee Update

Online Access

AAs you look forward to 2014, take a few minutes to review your existing ĕnancial documents, including your Will and insurance policies. 
If the past year held changes for you, such as a new marriage, the birth or adoption of a child or grandchild, or more sadly the death of 
a loved one, please remember to update your beneĕciaries. It is also a good idea to make sure a trusted family member has all your pass-
word information and knows where important documents can be found. Your insurance agent can help you with your life and health 
policies, and contact your CPA if you have questions regarding your IRA or any IRS issues. And we at Kelman-Lazarov look forward to 
hhearing from you if you have any questions or ideas regarding your investment portfolio. Have a Happy New Year!
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In this newsletter, we’ve spent time thinking about all sorts of questions. Before we close, we want to touch on what can oen be the 
greatest challenge when it comes to questions: when we don’t know enough to know what questions to ask. When it comes to your 
ĕnances, there is almost always a question lurking below the surface. Every large decision or life event involves many moving pieces, and 
it’s a near certainty that some of those pieces will present pitfalls and opportunities regarding your ĕnancial security, whether you know 
it or not.

WWe are here to ask the right questions and help you work through the answers, so that you can spend your time enjoying life’s celebra-
tions and handling its issues. Whenever there is something new in your life, let us know, and we will let you know if there are ĕnancial 
decisions where we can assist. Even when there aren’t, we love to hear what’s going on with you and your family! Whatever the circum-
stances, there is one question we hope you’ll always think to ask: What’s the number for K-L?

October 2014






