
credit to dry up. As a result, 
some firms that were depend-
ent on credit to run their busi-
nesses were unable to raise the 
capital they needed to survive 
on their own. 
 

Far-Reaching Effects 
 

Fannie & Freddie: On Sep-
tember 7, the federal govern-
ment seized mortgage giants 
Federal National Mortgage 
Association (Fannie Mae) and 
Federal Home Loan Mortgage 
Corporation (Freddie Mac), 
replaced their leadership, and 
moved their operations into a 
conservatorship. The Treasury 
Department made plans to buy 

$100 billion of each institu-
tion’s stock to help ensure 
liquidity in the mortgage mar-
kets.4 �
�
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When it comes to the finan-
cial markets, September 
was a startling and unset-
tling month that Americans 
may never forget. We have 
witnessed the collapse and/
or government rescue of 
financial services giants that 
are household names. The 
financial fears of the public 
and the resulting stock and 
bond market volatility have 
prompted the Federal Re-
serve and the U.S. Treasury 
to resort to bailouts and 
backstops on a historic 
scale, potentially approach-
ing $1 trillion. 1    
 

What does it all mean for the 
future of our financial sys-
tem? While cringing at the 
potential expense, some ex-
perts seem to agree with gov-
ernment officials that inter-
vention is most likely neces-
sary, and that the costs of 
these measures outweigh the 
potential risk of doing nothing 
in the midst of a crisis of con-
fidence.2 

 

Here’s a look at what may 
have prompted this situation, 
what has transpired recently 
in the financial sector, and 
how the government has acted 
to stem the negative effects of 
these corporate failures. 
 

Drowning in Debt 
 

It’s certainly not news that 
housing prices in many areas 

of the country have fallen in 
recent years, and the rate of 
foreclosures continues to rise. 
However, the effects on the 
economy and our financial sec-
tor have been more widespread 
than expected. 
 

Obviously, banks have suffered 
losses and subsequently have 
had to write down an estimated 
$600 billion in mortgage as-
sets.3 As it turns out, banks 
were not the only institutions 
affected. The reselling of bad 
loans in the form of mortgage-
backed securities and other 
complicated investment prod-
ucts has resulted in losses for a 
variety of large investment 

banks, securities firms, and 
insurance companies. 
 

Ultimately, a crisis of confi-
dence descended on the indus-
try. The fear that any number of 
large financial firms could pos-
sibly be exposed to housing-
related losses helped cause 
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The reason why it was such big 
news when these institutions 
went into conservatorship was 
because they were each origi-
nally created by Congress to 
help provide stability and li-
quidity in the U.S. mortgage 
markets. These institutions are 
unique in that they are share-
holder owned but subject to 
government oversight. 
 

AIG:  It’s difficult to fathom 
that one of the world’s largest 
insurers would find itself 
against the ropes. The govern-
ment was compelled to step in 
and bail out American Interna-
tional Group with an $85 billion 
loan, in exchange for 80% of the 
company’s stock.5 

 

Investment banks: As avail-
able credit froze, even the 
strongest of the independent 
investment banks were affected. 
To avert bankruptcy, Bear 
Stearns was bought out by com-
mercial bank JPMorgan Chase. 
(JPMorgan Chase also bought 
the bulk of Washington Mu-
tual’s operations after the Seat-
tle thrift failed.) Lehman Broth-
ers filed for bankruptcy, and 
Merrill Lynch was purchased by 
Bank of America. Finally, Mor-
gan Stanley and Goldman Sachs 
were granted permission to con-
vert to traditional commercial 
banks. The move gives the two 
firms more flexibility to take 
advantage of the Fed’s safety 
net, while subjecting them to the 
additional government regula-
tions associated with commer-
cial banks.6 

 

Money market fund guarantees: 
The Treasury Department has also 
said it will issue government insur-
ance for existing investments in 
money market funds to reassure 
investors that their assets will re-
main safe in those accounts. Presi-
dent Bush himself reassured inves-
tors, saying that, “For every dollar 
invested in an insured fund, you’ll 
be able to take a dollar out.”7 

 

Crisis Cleanup 
 

President Bush, Treasury Secretary 
Henry Paulson, and Federal Re-
serve Chairman Ben Bernanke 
worked with Congress to approve 
the federal government’s purchase 
of illiquid assets, such as troubled 
mortgages, from banks and other 
financial institutions at below-
market rates. The intent of the pro-
gram was to address the underlying 
weakness throughout the financial 
system, take these loans off the 
books of banks, and free up liquid-
ity so the markets could start mov-
ing again.8 

 

Despite the staggering numbers 
attached to recent government ac-
tions and proposals, no one knows 
for sure how much the bailouts will 
end up costing American taxpayers. 
In the meantime, the interest on the 
borrowed billions will be added to 
the national debt. 
 

Paulson argued that specific inter-
vention in the markets was neces-
sary to help overcome the crisis and 
allow the economy to move for-
ward. “The biggest help we can 
give the American people is to sta-
bilize our financial system right 
now and to prevent the system from 

clogging up, because if it does clog 
up, this is going to have an adverse 
effect on people’s abilities to get jobs, 
on their budgets, on their retirement 
savings, on lending for small busi-
nesses.”9 
The events of the past month have 
many investors asking what this situa-
tion might mean for their money, their 
families, and their retirement portfo-
lios. If you have questions about how 
this situation could affect you, please 
call so we can review your holdings 
and how your investment dollars are 
allocated. 
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If it hasn’t happened already, you will 
inevitably become aware of invest-
ment opportunities based on goals and 
principles that might be environmen-
tally friendly, community-focused, or 
faith-based. In fact, about one out of 
every nine dollars under professional 
management in the United States is 
already invested according to socially 
screened criteria.1 
 

There are two key questions to ask your-
self when considering how this rising 
tide could affect your portfolio. The first 
starts with your long-term outlook. 
 

Does It Fit? 
 

It’s not uncommon for socially screened 
investments to tug at your heart strings. 
However, it may be risky to give your 
feelings too great a role in the decision-
making process. Any investment deci-
sion you make should consider your cur-

rent circumstances and long-term 
goals. Thus, an appropriate invest-
ment should satisfy not only your 
conscience but also your asset allo-
cation strategy, your risk tolerance, 
and your time horizon.  
 

What Is It? 
 

The universe of socially responsible 
investment opportunities is diverse, 
but most investments fall into one of 

these popular categories. 
 

Green investments are associated 
with companies that develop prod-
ucts and services to help protect or 
improve the environment. Green is 
currently the most popular aspect of 
socially conscious investing. A sur-
vey of investors found that 71% 
chose environmental technology as 
the most desirable investment sec-
tor, and 54% said that environ-
mental investing would be an im-

portant focus for them in the fu-
ture.2 

 

Faith-based investments tend to 
avoid companies with products, 
services, or practices that violate 
certain core beliefs or religious 
principles. Rather, they seek out 
companies that are more closely 
aligned with certain moral or ethi-
cal standards. 
 

Community investing is the fastest 
growing area of socially con-
scious investing, with 540% 
growth over the past decade.3 The 
focus is on making loans and 
capital available to underprivi-
leged communities for affordable 
housing, child and health care, 
and business start-ups. 
If you are interested in socially 
conscious investing, we can help 
make sure that any decisions are 
based not only on your beliefs, 
but on sound investment princi-
ples as well. 
 

Mutual funds are sold only by 
prospectus. Please consider the 
investment objectives, risks, 
charges, and expenses carefully 
before investing. The prospectus, 
which contains this and other 
information about the investment 
company, can be obtained from 
your financial professional. Be 
sure to read the prospectus care-
fully before deciding whether to 
invest. 
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The share of Americans who reported 
feeling very confident that they will be 
able to afford a comfortable retire-
ment fell to 18% this year, down from 
27% in 2007. The last time that a mere 
18% of American workers 
felt very confident in their 
retirement outlooks was in 
1993.1 
 

Given current economic and 
market conditions, this type of 
sentiment is not surprising. Al-
though financial markets rou-
tinely endure bouts with volatil-
ity, not all portfolios react the 
same way to volatile conditions. 
Individuals with shorter time 
horizons or low risk tolerances 
need to be more wary than the 
average accumulator. One strat-
egy that can add growth poten-
tial to a portfolio, without as-
suming many of the risks asso-
ciated with the financial mar-
kets, involves purchasing an 
annuity contract from an insur-
ance company. But this strategy 
is not limited to investors with 
conservative objectives. It has 
the potential to be suitable for 
anyone who is searching for 
guaranteed returns and is will-
ing to make some trade-offs to 
obtain them. 
 

The Trade-Offs 
 

Guaranteed returns in ex-
change for premiums, fees, 
and expenses. A fixed annuity 
essentially offers the opportunity to buy 
a guaranteed return. In exchange for 
premium payments and fees, the issuing 
company guarantees that the contract 
holder will earn a minimum rate of re-
turn during the accumulation phase of 
the contract. 
 

 

Protection against losses in exchange for 
more conservative returns. As you may 
have already guessed, fixed annuities tend 
to offer more conservative rates of return 
than the financial markets. The flip side is 

that the financial markets can offer no 
guarantees. No amount of market volatil-
ity will relieve the insurance company of 
the obligation to meet the contract com-
mitments. Of course, the guarantees of 
fixed annuity contracts are contingent on 
the claims-paying ability of the issuing 
company. 

 

The ability to lock in a rate of re-
turn in exchange for liquidity. The 
insurance company will usually 
require the principal to remain in-
vested for the life of the contract. 
Most annuities have surrender 
charges that are assessed during the 
early years of the contract if the 
contract owner surrenders the an-
nuity. In addition, withdrawals of 
annuity earnings are taxed as ordi-
nary income and may be subject to 
a 10% federal income tax penalty if 
taken prior to age 59½. 
 

Most people would probably like 
to add guaranteed returns to their 
portfolios, but as you can see, these 
guarantees come at a price. We can 
help you evaluate whether the trade
-offs offered by fixed annuities 
may be appropriate in your situa-
tion. 
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In just about any news article about 
bond trading, there’s one statement 
that is almost guaranteed to appear. 
Here are some recent examples 
from The Wall Street Journal: 
“Yields and prices move in opposite 
directions” (February 29, 2008). 
“Prices and yields move in opposite 
directions” (April 8, 2008). “Bond 
yields move in the opposite direction 
of prices ...” (April 11, 2008).  
 

Why is this seemingly confusing state-
ment so widely used? It contains a key 
concept that can help investors under-
stand how the bond market works. 
 

The price/yield relationship is rooted in 
the secondary bond market, where 
bonds may trade at a premium or dis-
count of the par (or face) value. 
 

Let’s assume that Investor A bought a 
bond priced at $1,000, paying a hypo-
thetical 5% coupon rate. Investor A’s 
current yield (the return for holding the 
bond for one year) is 5%. 
 

Now let’s say that, after one year, In-
vestor A decided to sell the bond to 

Investor B. Because interest rates on 
new bonds were higher than 5% at the 
time of the sale, Investor B was willing 
to pay only $950 for the bond. As you 
can see in the accompanying table, In-

vestor B’s current yield is higher 
because he was able to buy the 
same 5% coupon for a lower price. 
 

The principal value of bonds may 
fluctuate with market conditions. 
Bonds redeemed prior to maturity 
may be worth more or less than 
their original cost. Investments 
seeking to achieve higher yields 
also involve a higher degree of 
risk. 
 

Understanding the bond price/yield 
concept can help an investor decide 
whether to trade or hold an existing 
bond based on current interest-rate 
conditions. 
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