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Money is power. A
fool and his money
are soon parted. A
penny saved is a
penny earned.
Money is the root of
all evil.

Do any of these
expressions ring
true for you?

As it turns out, the money beliefs our families
espoused while we were growing up may have
a profound effect on how we behave financially
today — and may even influence our financial
success.

Beliefs drive behaviors
In 2011, The Journal of Financial Therapy
published a study by financial psychologist
Brad Klontz et al., that gauged the reactions of
422 individuals to 72 money-related
statements.1 Examples of such statements
include:

• There is virtue in living with less money
• Things will get better if I have more money
• Poor people are lazy
• It is not polite to talk about money

Based on the findings, Klontz was able to
identify four "money belief patterns," also
known as "money scripts," that influence how
people view money. Klontz has described these
scripts as "typically unconscious,
trans-generational beliefs about money" that
are "developed in childhood and drive adult
financial behaviors."2 The four categories are:

1. Money avoidance: People who fall into this
category believe that money is bad and is often
a source of anxiety or disgust. This may result
in a hostile attitude toward the wealthy.
Paradoxically, these people might also feel that
all their problems would be solved if they only
had more money. For this reason, they may
unconsciously sabotage their own financial
efforts while working extra hours just to make
ends meet.

2. Money worship: Money worshippers believe
that money is the route to true happiness, and
one can never have enough. They feel that they
will never be able to afford everything they
want. These people may shop compulsively,
hoard their belongings, and put work ahead of
relationships in the ongoing quest for wealth.

3. Money status: Similar to money
worshippers, these people equate net worth
with self-worth, believing that money is the key
to both happiness and power. They may live
lavishly in an attempt to keep up with or even
beat the Joneses, incurring heavy debt in the
process. They are also more likely than those in
other categories to be compulsive gamblers or
to lie to their spouses about money.

4. Money vigilance: Money vigilants are
cautious and sometimes overly anxious about
money, but they also live within their means,
pay off their credit cards every month, and save
for the future. However, they risk carrying a
level of anxiety so high that they cannot enjoy
the fruits of their labor or ever feel a sense of
financial security.

Awareness is the first step
According to Klontz's research, the first three
money scripts typically lead to destructive
financial behaviors, while the fourth is the one
to which most people would want to aspire. If
you believe you may fit in one of the
self-limiting money script categories, consider
how experiences in your childhood or the
beliefs of your parents or grandparents may
have influenced this thinking. Then do some
reality-checking about the positive ways to build
and manage wealth. As in other areas of
behavioral finance and psychology in general,
awareness is often the first step toward
addressing the problem.
1 "Money Beliefs and Financial Behaviors," The
Journal of Financial Therapy, Volume 2, Issue 1

2 Financial Planning Association, accessed October
24, 2017
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Deducting 2017 Property Losses from Your Taxes
Hurricanes, wildfires, tornadoes, floods,
earthquakes, winter storms, and other events
often cause widespread damage to homes and
other types of property. If you've suffered
property loss as the result of a natural or
man-made disaster in 2017, you may be able to
claim a casualty loss deduction on your federal
income tax return.

What is a casualty loss?
A casualty is the destruction, damage, or loss
of property caused by an unusual, sudden, or
unexpected event. Casualty losses may result
from natural disasters or from other events
such as fires, accidents, thefts, or vandalism.
You probably don't have a deductible casualty
loss, however, if your property is damaged as
the result of gradual deterioration (e.g., a
long-term termite infestation).

How do you calculate the amount of
your loss?
To calculate a casualty loss on personal-use
property, like your home, that's been damaged
or destroyed, you first need two important
pieces of data:

• The decrease in the fair market value (FMV)
of the property; that's the difference between
the FMV of the property immediately before
and after the casualty

• Your adjusted basis in the property before the
casualty; your adjusted basis is usually your
cost if you bought the property (different rules
apply if you inherited the property or received
it as a gift), increased for things like
permanent improvements and decreased for
items such as depreciation

Starting with the lower of the two amounts
above, subtract any insurance or other
reimbursement that you have received or that
you expect to receive. The result is generally
the amount of your loss. If you receive
insurance payments or other reimbursement
that is more than your adjusted basis in the
destroyed or damaged property, you may
actually have a gain. There are special rules for
reporting such gain, postponing the gain,
excluding gain on a main home, and
purchasing replacement property.

After you determine your casualty loss on
personal-use property, you have to reduce the
loss by $100. The $100 reduction applies per
casualty, not per individual item of property.
Two or more events that are closely related
may be considered a single casualty. For
example, wind and flood damage from the
same storm would typically be considered a
single casualty event, subject to only one $100
reduction. If both your home and automobile

were damaged by the storm, the damage is
also considered part of a single casualty event —
you do not have to subtract $100 for each piece
of property.

You must also reduce the total of all your
casualty and theft losses on personal property
by 10% of your adjusted gross income (AGI)
after each loss is reduced by the $100 rule,
above.

Keep in mind that special rules apply for those
affected by Hurricanes Harvey, Irma, and
Maria. The Disaster Tax Relief Act of 2017
increased the threshold for claiming a casualty
loss deduction to $500, waived the requirement
that the loss is deductible only to the extent it
exceeds 10% of AGI, and allowed a deduction
even for those who do not itemize.

Also note that the rules for calculating loss can
be different for business property or property
that's used to produce income, such as rental
property.

When can you deduct a casualty loss?
Generally, you report and deduct the loss in the
year in which the casualty occurred. Special
rules, however, apply for casualty losses
resulting from an event that's declared a federal
disaster area by the president.

If you have a casualty loss from a federally
declared disaster area, you can choose to
report and deduct the loss in the tax year in
which the loss occurred, or in the tax year
immediately preceding the tax year in which the
disaster happened. If you elect to report in the
preceding year, the loss is treated as if it
occurred in the preceding tax year. Reporting
the loss in the preceding year may reduce the
tax for that year, producing a refund. You
generally have to make a decision to report the
loss in the preceding year by the federal
income tax return due date (without any
extension) for the year in which the disaster
actually occurred.

Casualty losses are reported on IRS Form
4684, Casualties and Thefts. Any losses
relating to personal-use property are carried
over to Form 1040, Schedule A, Itemized
Deductions.

Where can you get more information?
The rules relating to casualty losses can be
complicated. Additional information can be
found in the instructions to Form 4684 and in
IRS Publication 547, Casualties, Disasters, and
Thefts. If you have suffered a casualty loss,
though, you should consider discussing your
individual circumstances with a tax
professional.

New rules for 2018 and
beyond

Recent tax reform legislation
eliminates deductions for
casualty losses that occur in
2018 through 2025, except for
losses in federally declared
disaster areas.

The legislation also makes
changes that apply
retroactively to 2016 and 2017
for net disaster losses arising
from 2016 federally declared
disaster areas.
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Demographic Dilemma: Is America's Aging Population Slowing
Down the Economy?
It's no secret that the demographic profile of the
United States is growing older at a rapid pace.
While the U.S. population is projected to grow
just 8% between 2015 and 2025, the number of
older Americans ages 70 to 84 will skyrocket
50%.1

With roughly 75 million members, baby
boomers (born between 1946 and 1964) make
up the largest generation in U.S. history. As a
group, boomers have longer life expectancies
and had fewer children than previous
generations.2

Now, after dominating the workforce for nearly
40 years, boomers are retiring at a rate of
around 1.2 million a year, about three times
more than a decade ago.3

Though the economy has continued to improve
since the Great Recession, gross domestic
product (GDP) growth has been weak
compared with past recoveries. A number of
economists believe that demographic changes
may be the primary reason.4

Spending shifts
The lower birth rates in recent decades
generally mean that fewer young people are
joining the workforce, so the consumer
spending that fuels economic expansion and
job creation could take a hit. When young
people earn enough money to strike out on
their own, marry, and start families, it typically
spurs additional spending — on places to live,
furniture and appliances, vehicles, and other
products and services that are needed to set up
a new household.

On the other hand, when people retire, they
typically reduce their spending and focus more
on preserving their savings. Moreover, retirees'
spending habits are often different from when
they were working. As a group, retirees tend to
avoid taking on debt, have more equity built up
in their homes, and may be able to downsize or
move to places with lower living costs. More
spending is devoted to covering health-care
costs as people age.

If a larger, older population is spending less
and the younger population is too small to drive
up consumer spending, weaker overall demand
for products and services could restrain GDP
growth and inflation over the long term. Less
borrowing by consumers and businesses could
also put downward pressure on interest rates.

A new normal?
The onslaught of retiring baby boomers has
long been expected to threaten the viability of
Social Security and Medicare, mainly because
both are funded by payroll taxes on current

workers. But this may not be the only
challenge.

A 2016 working paper by Federal Reserve
economists concluded that declining fertility and
labor force participation rates, along with
increases in life expectancies, accounted for a
1.25 percentage point decline in the natural rate
of real interest and real GDP growth since
1980. Furthermore, the same demographic
trends are expected to remain a structural
impediment to economic growth for years to
come.5

Put simply, a nation's potential GDP is a
product of the number of workers times the
productivity (output) per worker, and the U.S.
workforce is shrinking in relation to the total
population.

The labor force participation rate — the
percentage of the civilian labor force age 16
and older who are working or actively looking
for work — peaked at 67.3% in early 2000, not
coincidentally the last time GDP grew by more
than 4%. The participation rate has dropped
steadily since then; in August 2017, it was
62.9%. This reflects lower birth rates, increased
college enrollment, some men in their prime
working years dropping out of the labor force,
and large numbers of retiring baby boomers.6

Many economists acknowledge that U.S.
population trends are a force to be reckoned
with, but the potential impact is still up for
debate. Some argue that labor shortages could
drive up wages and spending relatively soon,
followed by higher growth, inflation, and interest
rates — until automated technologies start
replacing larger numbers of costly human
workers.7

Even if demographic forces continue to restrain
growth, it might not spell doom for workforce
productivity and the economy. Another baby
boom would likely be a catalyst for consumer
spending. Family-friendly policies such as paid
maternity leave and day-care assistance could
provide incentives for women with children to
remain in the workforce. It's also possible that a
larger percentage of healthy older workers may
delay retirement — a trend that is already
developing — and continue to add their
experience and expertise to the economy.8

1, 3) The Conference Board, February 24, 2017

2) The Wall Street Journal, January 16, 2017

4-5) Federal Reserve, 2016

6, 8) The Financial Times, October 25, 2016

7) U.S. Bureau of Labor Statistics, 2016-2017,
Bureau of Economic Analysis 2017
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How can I protect myself from digital deception?
Imagine that you receive an
email with an urgent message
asking you to verify your
banking information by clicking
on a link. Or maybe you get an

enticing text message claiming that you've won
a free vacation to the destination of your choice
— all you have to do is click on the link you were
sent. In both scenarios, clicking on the link
causes you to play right into the hands of a
cybercriminal seeking your sensitive
information. Just like that, you're at risk for
identity theft because you were tricked by a
social engineering scam.

Social engineering attacks are a form of digital
deception in which cybercriminals
psychologically manipulate victims into
divulging sensitive information. Cybercriminals
"engineer" believable scenarios designed to
evoke an emotional response (curiosity, fear,
empathy, or excitement) from their targets. As a
result, people often react without thinking first
due to curiosity or concern over the message
that was sent. Since social engineering attacks
appear in many forms and appeal to a variety of
emotions, they can be especially difficult to
identify.

Take steps to protect yourself from a social
engineering scam. If you receive a message
conveying a sense of urgency, slow down and
read it carefully before reacting. Don't click on
suspicious or unfamiliar links in emails, text
messages, and instant messaging services.
Hover your cursor over a link before clicking on
it to see if it will bring you to a real URL. Don't
forget to check the spelling of URLs — any
mistakes indicate a scam website. Also be sure
to look for the secure lock symbol and the
letters https: in the address bar of your Internet
browser. These are signs that you're navigating
to a legitimate website.

Never download email attachments unless you
can verify that the sender is legitimate.
Similarly, don't send money to charities or
organizations that request help unless you can
follow up directly with the charitable group.

Be wary of unsolicited messages. If you get an
email or a text that asks you for financial
information or passwords, do not reply — delete
it. Remember that social engineering scams
can also be used over the phone. Use healthy
skepticism when you receive calls that demand
money or request sensitive information. Always
be vigilant and think before acting.

Why is it important to factor inflation into retirement
planning?
Inflation is one of the key
factors you will need to
consider when planning for
retirement. Not only will the

cost of living rise while you're accumulating
assets for retirement, but it will continue to rise
during your retirement, which could last 25
years or longer. This, combined with the fact
that you will not likely earn a paycheck during
retirement, is the main reason your portfolio
needs to maintain at least some growth
potential for the duration of your retirement.

Consider this: If inflation runs at 3% (which is
approximately its long-term average, as
measured by the Consumer Price Index), the
purchasing power of a given sum of money
would be cut in half in 23 years. If it averages
4%, your purchasing power would be cut in half
in 18 years.

A simple example illustrates the impact of
inflation on retirement income. Assuming a
consistent annual inflation rate of 3%, if
$50,000 satisfies your retirement income needs
this year, you'll need $51,500 of income next
year to meet the same income needs. In 10
years, you'll need about $67,195 to equal the

purchasing power of $50,000 this year. And in
25 years, you'd need nearly $105,000 just to
maintain that purchasing power!1

Keep in mind that even a 3% long-term average
inflation rate conceals periods of skyrocketing
prices, such as in the late 1970s and early 80s,
when inflation reached double digits. Although
consumer prices have been relatively stable in
more recent decades, there's always the
chance that unexpected shocks could cause
prices to spike again.

So how do you strive for the returns you'll need
to outpace inflation by a wide enough margin
both before and during retirement? The key is
to consider investing at least some of your
portfolio in growth-oriented investments, such
as stocks.2

1 This hypothetical example of mathematical
principles is used for illustrative purposes only and
does not represent the performance of any specific
investment. Note that these figures exclude the
effects of taxes, fees, expenses, and investment
returns in general.

2 All investing involves risk, including the possible
loss of principal, and there is no guarantee that any
investment strategy will be successful.
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