The Orange County

Register

   Orange County’s information source since 1905 ·www.ocregister.com   

BUSINESS

Fed gets muted reaction

Savers watch returns drop off
Story by Diana McCabe
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Hat a difference a year makes.

Last summer, most savers were in interest-rate heaven. 

Yields on certificates of deposit hit five-year highs, and many retirees were more than happy to lock in CDs at up to 7 percent. 

Today, savers' hopes have tumbled as those yields have quickly slumped. The national average returns for six-month, one-year and five-year CDs are the lowest since Bankrate.com began tracking them in 1984, analyst Greg McBride said. 

It's not just CDs either. The decline affects all types of savings, as nine rate cuts by Alan Greenspan and the Federal Reserve have depressed the yields on money-market accounts, passbook savings and Treasury bills. 

In the past year, yields on six-month Treasuries have declined 4 percentage points, to 2.276 percent, a figure not seen since the 1960s. Money-market accounts that yielded an average of 2.11 percent last year are now down to 1.64 percent. 

The low interest rates are especially tough on older investors. "You can't do it with CDs and T-bills,'' said Morgan McMahon, 76, a CD investor in San Juan Capistrano. 

"Instead of these traditional safe savings, you have to enter the stock and bond markets.'' 

But for many retirees, the stock market is the last place they want to risk their nest eggs. 

"What can I do? I can't risk it in the market,'' said Neil Scott, a 73-year-old Anaheim resident who has the bulk of his retirement money in various CDs. 

"It doesn't matter what you do. It's going to go down. All I can do is put it into a three-month CD and hope that things come back up.'' 

That probably won't happen anytime soon. 

With two more scheduled meetings this year (on Nov. 6 and Dec. 11), the Fed is expected to make at least one more cut. 

"Wishful thinking,'' Maureen Gallogly, lead portfolio manager at U.S. Trust in Costa Mesa, said when asked if rates would go up soon. 

Given this outlook, what are some savings options? 

Go long: Gallogly suggests investors extend the maturities on their investments by a year or more. Go for longer maturities, such as the five-year Treasury, and investors will pick up about 1.5 percentage points over short-term Treasury bills. 

Go corporate: Gallogly also is advising clients to look at high-quality corporate bonds in large companies with good balance sheets. A five-year, high-quality corporate bond yields 6 percent. 

Think munis: Municipal bonds are particularly attractive now because they are still paying relatively high yields but are tax-free, Gallogly said. Investors can get five-year bonds paying 3 percent to 4 percent. 

Consider bond funds: Bart Zandbergen, a certified financial planner in Laguna Hills, likes ultrashort bond funds. The investments have a maturity of not more than two years and currently yield about 4.5 percent, outpacing CDs, Zandbergen said. 

It's a good investment for investors who are willing to take on minimal risk to get a slightly bigger dividend, he said. 

Try I-bonds: Investors who want to stick to their CDs will have to accept declines. However, there's a way to spice up those investments with a safe, higher-yielding alternative. 

Investors who have laddered their CDs - investing in different types of CDs so their investments don't mature all at once - might consider substituting an I-bond for one of their CDs, McBride said. 

I-bonds, a new type of government savings bond, are inflation-indexed and offer a real rate of return of 3 percent, McBride said. 

Again, that beats a lot of CDs. Investors can buy I-bonds in denominations from $50 to $10,000 at most financial institutions. They must hold them a minimum of six months. 

Park in money markets: Finally, for investors who are parking emergency money in CDs (or stashing it there because they're afraid to get into the stock market), Zandbergen suggests moving those funds into a money-market account. 

"Until just recently, money markets were paying better than CDs, but now they're about the same,'' he said. 

The beauty of the money market right now is liquidity. Investors can move their money quickly from a money-market account to another investment. That's not the case with a CD, where investors pay a penalty for early withdrawal. 

Because the rates on money- market accounts are fairly similar to those of CDs, investors don't give up much on yield but gain maneuverability, he said. 

As Zandbergen and other financial experts point out, the ability to move funds into the stock market is important. In fact, most savers who can afford to should be in the stock market now, they say. 

By sitting on the sidelines and not buying stocks when prices are low, investors "are giving up a lot of potential upside when the market rebounds,'' Gallogly said. 

However, for retirees such as 85-year-old Vesta Thompson of Yorba Linda, those words are of little comfort. She's not looking forward to February, when her 7 percent CD matures and she'll have to settle for a lot less interest. 

"It makes me sick,'' she said. "Greenspan is working for the moneyed people. He's thinking nothing of the people trying to get by on savings interest.'' 

Scott echoed those sentiments. 

"I think Greenspan's thinking only of the people who want to borrow and invest in stocks. ... They're not leaving (savers) much choice." 
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KEEPING  TRACK  OF  

CONSUMER  RATES

Short-term interest rates are at their lowest levels in nearly four decades - and the Federal Reserve may not be through cutting. Here's how the latest rate cut affects your wallet: 

Mortgages 

Adjustable-rate mortgages should continue to drop as short-term rates continue to fall. Locally, a one-year adjustable mortgage (with a fee of two points) is averaging 5.71 percent. 

But a better deal if you're going to stick around Orange County for more than five years is a fixed-rate mortgage. Rates on these traditional home loans are the lowest in three years. In Orange County, a 30-year fixed mortgage (with a fee of two points) is averaging 6.22 percent. Anyone in the market for a home or looking to refinance should start rate shopping. 

Don't forget, fixed-rate mortgages are not directly affected by Fed cuts. Fixed-rate mortgages track changes in five- and 10-year Treasury notes and some follow the 30-year bond. If the government starts issuing more debt, supply for these bonds will increase, bond prices will fall and yields will rise. That means, over time, fixed-rate mortgages could move up. 

Credit cards 

Don't expect to see a half-percentage-point drop in your credit card's interest rate to match the Fed's cut in bank rates. Most rates on credit cards have already hit their rate floor. 

Still, you might see a bit of a drop if your variable-card rate is repriced quarterly or monthly and it hasn't yet hit its floor. (Check your card agreement or call your issuer and ask.) 

Anything's better than last year's rates, though. Today, the average rate on a variable credit card is 14.12 percent, compared with a 17.36 percent average a year ago. 

Car loans 

If you need a new car, there's a dealer out there who likely will give you a decent financing package to get your business. 

Most car loans fall when the prime rate declines, so consumers can expect to see rates on new-car loans drop. Rates on 48-month new-car loans are averaging 8.81 percent, compared with 9.72 percent a year ago. 

Auto sales are in a slump, so many manufacturers' finance companies are offering even lower rates to entice consumers to buy. Shop around and compare rates before you sign a deal. 
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