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Stock Market Performance for May:   After experiencing the worst drop on record for the first 
two months of a year, the S & P 500 has now posted positive returns for three consecutive 
months.  In fact, since the March 9th low, the S & P 500 has risen 35.9%.  Given this sharp 
recovery, I would not be surprised to see a temporary pullback in the stock market.  In fact, I 
think a temporary decline could be healthy for the market to continue a sustainable recovery. 
 
Unadjusted for dividends, for the month of May the S & P 500 rose 5.3%, the NASDAQ climbed 
3.3%, the Russell 2000 rose 2.9%, and the international equity index MSCI EAFE jumped 
12.3%.  Corporate bonds rose sharply for the month as they continued to perform well this year.   
 
MAM May Performance:  For the month, MAM portfolios slightly underperformed the  
S & P 500, with a composite rise of 5.4% (after all fees), versus a rise of 5.6% for the Vanguard 
Index 500 fund (symbol VFINX) with dividends reinvested.  The under performance of MAM 
portfolios relative to the S & P 500 was due to the bond and Hussman fund allocation.  While the 
bonds funds generated positive returns, the Hussman fund posted a loss as manager John 
Hussman continued to keep the fund fully hedged against a possible stock market downturn. 
 
Year-To-Date Performance:  For the first five months of 2009, unadjusted for dividends, the  
S & P 500 rose 1.8%, the NASDAQ jumped 12.5%, the Russell 2000 rose 0.4%, and the 
international equity index MSCI EAFE climbed 6.5%.  MAM portfolios out performed the  
S & P 500 for these five months with a rise of 5.8% (after all fees) versus a rise of 3.0% for the 
Vanguard Index 500 fund with dividends reinvested.   
 
The out performance of MAM portfolios over the S & P 500 for the first five months of 2009 
was due to a combination of factors: most U.S. equity funds used by MAM outperformed the  
S & P 500, the international equity funds performed very well, and the bond funds also 
outperformed the S & P 500. 
 
The remainder of this Monthly Commentary addresses the following:   
 

1. Economic Update 
2. Stock Market Outlook- short-term and longer-term 
3. “Very Conservative” Portfolios- update 
4. Social Security- No Cost of Living Increases for 2010 and 2011? 
5. Social Security and Medicare Systems- Insolvent Sooner? 
6. Worker Tax Credit- Some Workers to be Under Withheld 

 
Economic Update:  More than 90% of economists now predict the recession will end this year, 
although the recovery is likely to be bumpy.  That assessment came from leading forecasters in a 
survey by the National Association for Business Economics (NABE) released last week.  About 
74% expect the recession—which started in December 2007 and is the longest since World 
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War II—to end in the third quarter.  Another 19% predict the turning point will come in the final 
three months of this year, and the remaining 7% believe the recession will end in the first quarter 
of 2010.  NABE forecasters predict that despite the likely economic rebound, unemployment will 
climb this year. Companies won’t be in a rush to hire until they feel certain the recovery is firmly 
rooted. 
 
In another positive sign, U.S. consumer confidence soared in May to its highest level in eight 
months as severe strains in the labor market showed some signs of easing.  The Conference 
Board reported last week its index of consumer attitudes jumped to 54.9 in May from a revised 
40.8 in April, the biggest one-month jump since April 2003.  Economists had been looking for a 
much smaller rise to 42.0.  “Consumers are considerably less pessimistic than they were earlier 
this year,” said Lynn Franco, director of The Conference Board’s Consumer Research Center.   
 
The Conference Board also recently reported that its index of leading economic indicators rose 
1% in April after seven straight monthly declines.  It was the largest gain in nearly four years.  
The index—a composite of 10 economic and financial indicators, including manufacturing 
workers’ weekly hours, consumer expectations and stock prices—has made similarly sharp 
increases within two months of the end of past recessions.  The index was a good predictor of the 
current recession as it began slumping in the second half of 2007, ahead of the beginning of the 
recession in December of that year.   
 
Stock Market Outlook:  Given the sharp 35.9% rise in the S & P 500 since the March 9th low, I 
think a temporary pullback in stock prices would be healthy.  At this time I am not anticipating 
any portfolio changes for most MAM clients.  I have been pleased with how portfolios have 
performed so far this year.  When the market was falling sharply earlier this year, portfolio losses 
were significantly less as they were cushioned by the allocation to the bond and Hussman funds.  
While portfolios have not risen quite as much as the S & P 500 since the March 9th low, they 
have still outperformed the S & P 500 for the first five months of the year.  While I would expect 
that the performance of MAM portfolios would lag the S & P 500 if the market continues to rally 
sharply, in this fragile economic environment I feel it is prudent to maintain significant downside 
protection.   
 
Despite my short-term caution, I am more optimistic with my long-term outlook.  As I wrote in 
my March 31, 2009 letter, “Although emotionally it is much easier to invest in stocks after the 
market has done very well (remember how easy it was to invest in late 1999 and early 2000), the 
best time to invest is after the market has performed very poorly.  In that regard, now could be a 
great time to be invested.”  In my letter I then included a chart which displayed the U.S. stock 
market’s rolling 10-year average annual total returns from 1810 through December 31, 2008.  I 
further added “looking back at every point when the market returned less than a 2.5% annual 
return for 10 years, it then returned an average 13.3% for the next 10 years, with a range of 7.1% 
to 18.6%.”  Even after the dramatic recovery since March 9th, the S & P 500 will need to climb 
an additional 60% for the index to just break even for the 2000-2009 decade.  
 
 While I am not predicting that annual stock returns will be double-digit for the next few years, 
given the very low returns currently offered by CDs, money market accounts and savings 
accounts, even modest 5% to 7% annual returns would please many stock investors.  
Furthermore, as investors regain confidence, I expect that a significant portion of cash currently 
held in CDs and savings accounts will eventually be invested in stocks.  This increase in the 
demand for stocks should provide a boast to returns. 
 
“Very Conservative” Portfolios:  Interest from MAM clients has been good in regards to the 
“Very Conservative” Portfolio that I introduced with my March 31, 2009 letter.  In addition, the 
initial performance results of these conservative portfolios have also been good.  While I do not 



view these bond-heavy, low-volatility portfolios as an alternative to diversified stock and bond 
portfolios, I do feel they provide a very compelling alternative to low-yielding CDs, savings 
accounts and money market accounts for “medium to long-term” savings.  Please email or call if 
you would like to discuss this further for your situation. 
 
Social Security- No Cost of Living Increases for 2010 and 2011?:   For the first time in more 
than three decades, federal forecasts now show Social Security recipients will not get any 
increase in their benefits next year and possibly in 2011.  The cost-of-living adjustment (COLA) 
is calculated under a formula set by law.  The COLA is intended to preserve the purchasing 
power of Social Security by increasing benefits to keep pace with consumer prices.  In the last 
year, overall inflation has been low, largely because of the economic downturn and a decline in 
energy prices.  The non-existence of inflation over the past year may result in no increase being 
calculated.  This may come as a shock to some older Americans (50 million of whom receive 
social security benefits) who have already been hit by meager CD and savings rates, plummeting 
home values, investment losses and rising health costs.   
 
Social Security & Medicare Systems- Insolvent Sooner?:  Social Security Trustees announced 
in 2007 and again in March of 2008 that the trust fund backing the payment of Social Security 
benefits would fall to zero by 2041.  Last month, the 2009 report projects that the trust fund, 
worth $2.2 trillion on 12/31/08, will be gone four years earlier (in 2037).  A zero trust fund does 
not mean the payment of Social Security benefits would also go to zero, but rather benefits 
would probably have to be significantly scaled back.  The problems facing Medicare system are 
worse.  The Medicare trust fund is now projected to be depleted by 2017, or just eight years from 
now.   
 
To extend the solvency of the Social Security and Medicare systems, I expect that the 
government will enact a combination of measures including payroll tax increases, delaying the 
age when retirees will become eligible for benefits, and reducing the level of benefits, especially 
for those with sufficient assets or income.  Workers that are most at risk are probably those who 
are currently in their 40s and 50s.  These workers should scale back their expectation for benefits 
and scale up their retirement savings.  The Net Worth Analysis that we prepare and update for 
clients annually takes on greater significance as Invested Assets will become even more 
important to provide for a financially comfortable retirement.  If we have not already done so, 
please contact us to create a Net Worth Analysis for you. 
 
Worker Tax Credit- Some Employees to be Under Withheld:  The 2009 Tax Stimulus Bill 
included a “Worker Tax Credit” of $400 for working individuals and $800 for families for 2009 
and 2010.  This credit is calculated at a rate of 6.2% of earned income and phases out for 
taxpayers with adjusted gross income in excess of $75,000 for individuals and $150,000 for 
couples filing jointly.  Workers started to receive the credit in April through a reduction in their 
Federal tax withholding from their paychecks.  But the new tax withholding tables issued by the 
IRS could cause millions of taxpayers to have their withholding reduced more than they are 
entitled to under the new law.  This money will need to be repaid on their 2009 and 2010 Federal 
returns.    
 
The basic problem is that the withholding tables cannot factor in income other than the 
employee’s wages for that employer when determining whether there should be a reduction in 
withholding.  At-risk taxpayers include a broad section of the public:  married couples in which 
both spouses work; workers with more than one job, retirees who have federal income taxes 
withheld from their pension payments and Social Security recipients with jobs that provide 
taxable income.  The IRS acknowledges problems with the withholding tables but has done little 
to warn the taxpayers.  For many, the new tax tables will simply mean smaller-than-expected tax 
refunds next year, IRS spokesman Terry Lemons said.   



 
 
 
 
 
 
 
 
 
 
 
 
 
 
My suggestions to address this potential problem are as follows:   
 

1) First, determine whether your employer reduced your Federal withholding starting in 
April.  To do this, you will need to compare an April or May paystub to a paystub from 
earlier in 2009. 

 
2) If it appears your employer reduced your Federal withholding, then project whether you 

will be eligible for the credit.  Look at your 2008 Federal return to find out what your 
adjusted gross income (AGI) was (line 37 of Form 1040).   

 
3) If it appears that you will not be eligible for the credit (i.e. AGI over $75,000 for 

individuals and $150,000 for married) and your employer did reduce your withholding, 
you can file a new W-4 withholding form with your employer and request they increase 
the withholding by the amount that it was reduced.   

 
Please contact me if you would like to discuss this further. 
 
 
Sincerely,  
 
 
Stephen P. McCarthy, CPA, CFP 
 
 


