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Overconfidence: False Perception o

Consider the performance of emerging-market stocks
from 2004 to 2010. For the first four years, stocks in
these regions produced impressive returns. Based on this

stellar track record, a typical investor may expect more

of the same. Well, 2008 was quite dismal for emerging-
market investors, as they lost more than half of their

investment—>53.2%. In 2009, however, emerging a0
markets rebounded, producing a return of 79.0%. In

2010, emerging-market returns were still positive, but ol b b e o |

wn to 19.2%. When investing, in rs m . .
do to 19.2% ¢ vesting, investors must Source; Emerging-market stocks are represented by the Morgan Stanley Capital
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consider the possibility of another year like 2008 in the
future. Strong positive returns may be enough to create
overconfidence among investors. Investors should avoid
overestimating their ability to predict future outcomes
and avoid focusing on only the upside potential while
dismissing the possibility of poor performance.

International Emerging Markets Index. An investment cannot be made directly in
an index. Returns and principal invested in stocks are not guaranteed.
Intemational investments invalve special risks such as fluctuations in currency,
foreign taxation, economic and political risks, liguidity risks, and differences in
accounting and financial standards. Emerging-market investments are more risky
than investments in developed markets.

MORNINGSTAR

Cindy Menker
cindy@contourfinancial.com
(708) 460-3800
ContourFinancial.com

Advisor Corner

Cindy Menker, CFP™, CPA, MBA
is President of Contour Financial,
Inc. The firm, located in Orland
Park IL, specializes in retirement
planning and investment
management. Tax planning,
including tax preparation, is also
offered.

Cindy is a member of the National
Assaciation of Personal Financial
Advisors (NAPFA), the financial
industry’s leading organization.

One requirement for membership
is that Contour Financial be "Fee
Only", meaning that all fees be
fully disclosed to the client.

For archived newsletters and
interviews visit the "Current
Clients" tab found at
ContourFinancial.com. Cindy has
been interviewed by local and
national publications including
Money Magazine, Elite Magazine,
and the Chicago Tribune.

Feel free to forward this
newsletter to your friends and
family. Provide us with their email
addresses so that they do not
miss out on any future issues.
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A Quick Guide to Lagging Economic
Indicators

Lagging indicators are economic indicators that
lag behind the overall pace of the economy, and
can confirm or deny the trend shown by leading
indicators. Examples of lagging indicators include
the average duration of unemployment, average
prime rate, inventory-to-sales ratio, and the
change in the Consumer Price Index.

The average duration of unemployment measures
the average number of weeks an unemployed
individual has been out of work, and is inverted to
indicate a lower reading during a recession and a
higher reading during an expansion of the
economy. This statistic is measured by the Bureau
of Labor Statistics on a monthly basis, and is
seasonally adjusted to reflect the impact of
predictable seasonable patterns. For example,
retail businesses tend to hire more part-time
employees during the holiday season. This is a
lagging indicator because during an economic
recovery, real wages increase first, followed by
hours worked, and finally by an increase in hiring.
This indicator is a good gauge for the overall
business confidence sentiment.

The Consumer Price Index is released mid-
month and measures the average rate of change
month-to-month in the prices paid by consumers
for a broad basket of consumer goods and services.
This is the most widely-used measure of inflation
today and is used as a guide by both Congress and
the Federal Reserve to formulate fiscal and
monetary policies. More specifically, the Core
Consumer Price Index, which excludes the most
volatile components of the index like energy and
food prices, is used by the Fed to measure whether
itis meeting its annual target inflation rate of 1.7%
to 2.0%. For example, depressed CPI numbers
coupled with high unemployment figures were
key factors in the Fed’s decision to start buying
$600 billion in Treasury bonds to boost
investment and consumption rates at the end of
2010. Thus, investors who are interested in
investing in government bond ETFs should take
note of this indicator (prices of long-term bonds
might go up, while yields would fall). This is a
lagging indicator because it represents prices that

have already changed; announces that inflation

arrived—one month ago.

The prime rate is what banks charge their most
credit-worthy customers, mainly large
corporations. Since Dec. 16,2008, the Wall Street
Journal determines this rate by polling the 10
largest banks in the United States, and will update
the published rate when at least 7 of these banks
have changed their rates. The prime rate is largely
based upon the Federal Funds Rate set by the
Federal Open market Committee every 6 weeks.
The rule of thumb for the value of the prime rate
is 300 basis points (3%) above the current fed
funds rate, which is currently between 0% and
0.25%. This is a lagging indicator because the
Federal Reserve sets this interest rate in response
to economic growth rates, and to stimulate
growth, the federal funds rate will be set low for a
period after the economy is recovering. This is
important to investors because many banks use
the prime rate as a basis to price loan products such
as student loans, credit cards, and car loans, and
is a good indicator if one wants to invest in stocks
or ETFs in the financial sector.

The inventory-to-sales ratio is reported by the
Department of Commerce and measures how
many months it would take to deplete the backlog
of goods, adjusted for inflation. An increase in this
ratio generally means that sales estimates were
missed, and businesses will respond by
postponing future orders and cutting production
rates, resulting in a slowing economy. Beyond
looking at the overall figures published monthly,
serious investors should look at the numbers for
manufacturers, retailers and merchant
wholesalers since each sector has different

sensitivities to an economic downturn.

Government bonds are guaranteed by the full
faith and credit of the U.S. government as to the
timely payment of principal and interest, while
stocks are not guaranteed and have been more
volatile than other asset classes.
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Monthly Market Commentary

Strong retail sales, an improving employment
report, falling gasoline prices, and rising auto sales
all painted a picture of a stronger U.S. economy
these past few weeks.

GDP: GDP for the third quarter was revised
downward to 2.0% from 2.5%, based on a larger-
than-estimated inventory reduction and lower-
than-expected imports. Fourth-quarter GDP
estimates remain in the 2.5%-3.0% range, which
would bring the full year to the 1.5%-1.75% range.
One of the strongest determinants that could
make these numbers true is consumer demand,
which is expected to remain high at least during
the holidays.

Employment: November employment numbers
continued on a slow but steady upward trend.
Although the recession officially ended in June
2009, private employment continued to decline
until Feb. 2010. Overall, 8.9 million private-
sector jobs were lost during the recession, and only
3.0 million were recovered since the February
2010 bottom (roughly equivalent to a
140,000-150,000 per month average). Consistent
along these lines, employment numbers in
November increased by 140,000 (better than
117,000 in October, but not as good as 220,000
in September). Longer store hours this holiday
season translated into 50,000 jobs added in the
past month, but these positions are mostly
temporary, and the trend will find itself reversed
once the busy season is over.

Unemployment: The drop in the unemployment
rate to 8.6% from 9.0% may well be the best news
of the week. However, only half of the decline was
due to people actually finding jobs. The other half
of the decline happened because of people who
stopped looking, which is unusual, to say the least,
in a still-uncertain economy. While a decline in
the unemployment rate is good, the key metric
that will move the economy forward is the number
of new jobs added, which has been good, but not
stellar, so far.

Income data: Real disposable income grew by
0.3% in October after declining three months in

a row because of high inflation, falling Medicaid
payments, and collapsing interest receipts.
Consumption slowed from 0.5% in September to
an even more depressing 0.1% in October. But
then again, a year-over-year analysis using a three-
month moving average shows consumption more
steady, at about 2%.

However, the biggest detriment to consumer
incomes has been taxes. Cessation of various
stimulus programs, increases in state tax rates, and
the progressive federal tax system mean that a
2.7% jump in incomes has been accompanied by
2 15.9% jump in taxes. High earners were
probably the ones who felt it most, but a look at
luxury retailers contradicts this, as high-end

spending has remained fairly constant.

Retail sales: In terms of year-over-year percentage
change data, retail sales seem to be slowing down,
but the comparison is very tough, since November
was one of the strongest months in 2010. Weekly
data is strong and suggests a potentially better
picture for December sales, especially since it
seems that many consumers have not begun their
holiday shopping yet.

Auto industry: Automakers recently reported new
U.S. light-vehicle sales with the best seasonally
adjusted annualized selling rate since Cash for
Clunkers in August 2009. In absolute terms,
November sales totaled 994,786, up 13.9% from
November 2010, and every major auto
manufacturer except Honda posted a year-over-

year sales increase.

In light of these mostly positive economic
indicators, the overall consensus seems to finally
indicate that the U.S. economy will not double
dip. On the other hand, nobody is yet willing to
project a robust 2012, either.
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About Contour Financial

Contour Financial is a private wealth management
business located in Orland Park, Illinois. We work
primarily with middle income and wealthy clients.
Customized strategies are developed and
implemented. Personalized service is provided to
clients. Investment, retirement, tax, estate,
insurance, cash flow and education planning are all
integral parts to the process. As a fee-only firm, all
compensation is disclosed.

Investments are a critical component in
comprehensive planning. Individuals have
different goals, resources, volatility tolerance and
time horizons. We tailor portfolios for each client
which are continuously monitored and rebalanced
semi-annually. For clients seeking active
investment management by our firm, assets are
held at Charles Schwab Institutional, an industry
leader.

©2011 Morningstar, Inc. All Rights Reserved. The information contained herein (1) is intended solely for informational purposes; (2) is proprietary to Morningstar and/or
the content providers; (3) is not warranted to be accurate, complete, or timely; and (4) does not constitute investment advice of any kind. Neither Morningstar nor the
content providers are responsible for any damages or losses arising from any use of this information. Past performance is no guarantee of future results. "Morningstar"
and the Morningstar logo are registered trademarks of Morningstar, Inc. Morningstar Market Commentary originally published by Robert Johnson, CFA, Director of
Economic Analysis with Morningstar and has been modified for Momingstar Newsletter Builder.
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