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Investment Outlook 2007: | Inflation

Slow but Stea dy If there is a bright side to a slower economy,
| - it may be the forecasts of lower inflation.
. Investment Outlook 2007: According to the latest report, the core per-
As you plan yvour investments for 2007, here's i Slow but Steady sonal consumption expenditure price index
what forecasters are expecting: i PP.1-2 (the Federal Reserve Board'’s favorite infla-
e — tion measure) rose by 2.4% in the latest 12
Economic growth | Prepare to Meet Your months.
There is no recession in sight, according to Preparer In a slower economy, this inflation |

most predictions, but growth is expected to gauge could fall to 2%, or even lower.

slow. The White House Council of Economic

PP. 2-3

In 2007, Cut Your 2006 ' Bond market outlook

Advisers sees U.S. gross domestic product ris- Tax Bill - : .
ing by 2.9% in 2007. Other forecasters see ax Bi In this environment, where should investors
|

PP.3 | be in the bond market?
* Generally, high-quality bonds are rec-
ommended. That means government issues

slower growth, in the 2% to 2.5% range. (The
final number for 2006 probably will be
around 3Y%.)

Tax Calendar

|
|
|
P. 4 : i 3 - " at
The main reason for the expected slow- | . and .mvestmcm gra'de c.01p0r1 e bonds. _ A
! : : : — | slowing economy will raise the prospects for
| down this year is weakness in housing. B oy 5 : |
oAb imilionning Ao - | defaults and might cause investors to suffer
s ' ; : Wl . .~ |1 losses in lower rated bonds. |
Realtors and the U.S. Department of Com- | - Did You Know? !

I ales fell by h : Short-term issues, with maturities from
mwf[,Jrc?, BEN10mmE :_’d CS el HY O ot | | Housing prices may have lev- |  two to five years, are recommended by fixed-
25% in 12 months, existing home sales were . | gigd offin 2006, butrealestate | | income analysts. Going longer may not pay

‘ down 11.::0/6, median lfome sai(?s prices fell a m‘: iu;:::; ﬂ:‘::;e:l;i 24.63% off; currently, two-year Treasuries actually
record 3.5%, and the inventories of unsold : y rougn Novem- pay more (4.5%) than 10-year Treasuries

homes increased to the highest level since

| 1993 -annualized return for the real
Consumer spending also may be less | | estate category was 15:19%,
exuberant this year, as gasoline prices remain | | double the 7.60% return for all

(4.4%).
Municipal bonds (munis) look attrac-
tive, especially if you are in a high tax

| ber, tops of all domestic fund
! categories. The ten-year

; . e domestic equity funds. i DI ERE. :
high and homeowners pay more interest on e - Top-quality, five-year corporate issues,
adjustable-rate mortgages. Again, a slow- ' I8 .s Mot for example, now yield around 5%. If you
down in consumption is likely to restrain | : - : : are effectively in a 40% tax bracket (includ-

economic growth. ing state and local taxes), you'd lose 2 per-

centage points, or 40% of 5%. Thus, you'd

/ C P A R net only 3%, after taxes.
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