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Introduction
 
 
These are obvious and certain times that investors are living in today . . . a boringly calm ocean of stable predictability.
I’m not ignoring or dismissing the presence of uncertainty, both here and abroad. The frightening potential of terrorism, epidemics, and other geo-political disturbances can’t be completely counted out as investors look ahead. And market predictions will always be unreliable on a day-to-day, week-to-week basis. But for American investors making long-term decisions about their portfolios, the next fifteen years or so bring one of the most predictable series of events that our economy has ever experienced.
It’s a set course. And demographics are driving.
The first wave of baby boomers will be retiring and leaving the workforce beginning in 2008, when they turn sixty-two years old. And with them begins a migration of wealth that no economy has experienced on the same scale. Nothing even comes close.
The generation that reshaped America through their restlessness, ingenuity, and sheer mass is about to clock out. While their ability to steer fashion and music has lessened considerably, their power to drive the financial environment is about to enter a wild final lap.
And everybody around them—older, younger, and similarly aged—is going to be taken along.
Because when this generation starts feeling and acting differently about their assets, from their stock portfolios to their homes to their pocket money, everything is going to change. Trillions of dollars will be undergoing an expected and historically documented shift from wealth accumulation to wealth preservation. This is the wealth shift that forms the book’s title, and while the demographics can be understood, the environment they create will be filled with dangers and opportunities alike.
My intent with this book is to bring the specific dangers into focus—to help you see what can happen when a massive group within an economy alters its spending patterns. On a smaller scale, it already has happened in past generations and in other countries.
But Wealth Shift isn’t a history lesson as much as it is strategic guidance on keeping your own hard-earned wealth safe and secure, and helping you uncover substantial opportunities to add to it.
History, Predications, and Practical Guidance
Wealth Shift is organized to first introduce you to the demographic facts at the core of the coming shift in wealth. We will travel through what I’ve called the “Consumer Spending Progression” in an exercise that demonstrates that the boomers’ spending patterns have already dominated the U.S. consumer economy. In this chapter, you’ll discover historical analogies to the Great Depression and the effect that a massive immigrant retirement wave had on the economic events of the 1930s.
In the second chapter of the book, you will see a clear picture of what this near future will look like. The consequences of the baby boomers’ change in spending patterns will affect the real estate markets, the equities markets, and the bond markets. Taxation policies will begin failing to deliver needed revenue. And institutions from the corner bank to the Federal Reserve will struggle under new financial realities. These are sobering words, but they will help you understand the full consequences of the boomers’ next phase of life.
In the chapters that follow, you’ll find the reasons why you probably bought the book to begin with: what to do about it all. Cautions and opportunities for growth investors and income investors are defined and explored. International investment strategies are presented for both growth and income investors. Strategies for home ownership and investing in real estate are all presented. Each set of strategic guidelines is contextualized with the very different economic environment of the mid- to late 2000s and beyond.
These guidelines have been developed and honed over a decade of study on demographic and spending patterns, and through a career of creating investment strategies and financial plans for all types of investors, from Fortune 500 executives to business owners to ordinary people just trying to put together a comfortable retirement. You will find valuable knowledge here, no matter what your life goals and situation are.
Wealth Shift Ahead
The American economy has created a broadly based wealth that is without precedent in human history. American business has displayed a remarkable efficiency at production, distribution, marketing, and service. Business makes the vehicles—be they SUVs, DVDs, or mutual funds—and American consumers are driving them—their spending is responsible for roughly two thirds of this nation’s economic activity.
It’s been a thrilling ride with the boomers up front, yet waiting just down the road is a sharp and potentially treacherous turn in the form of a momentous demographic’ event.
Like a major truck accident on the highway, the Wealth Shift will be an awesome and frightening event, with repercussions extending much farther out than the shattered cargo falls. This is not something to anticipate with relish. It may be something to fear. It’s definitely something to plan for.
This is the mission of Wealth Shift, to help investors see the dangers ahead, the paths to safety, and the opportunities to emerge stronger on the other side.
We begin now.
 
Christopher D. Brooke
August 2003
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Chapter 1
Demographics are destiny and money is personal:

How we got here

People are so predictable.
 
They are born, grow up, get old, and die. From person to person, only the details are different. And when observed as a population through the practice of demographics, individual differences—no matter how interesting or entertaining—are simply irrelevant.
But demography gives us more than a snapshot of a population’s age. It also offers insight into associated changes in behavior—and that’s where investors should start paying careful attention.
The occasional octogenarian skydiver aside, individual behavior at each phase in people’s lives is almost as predictable as the ultimate end. In expected sequences, they get married, have families, have careers, and retire. Which means that an entire population’s behavior over time can also be predicted—their destiny, if you will, is knowable.
Demographers, actuaries, some politicians, and a growing number of investors already know what the members of a generation are likely to do with their time—and their money—as they move through life.
Spending Is Predictable:
Understanding the Consumer Spending Progression
In looking forward, we can anticipate age-based shifts in a person’s behavior—and that those shifts are directly reflected in spending.
This is the central argument behind the financial opportunities we’ll be exploring in Wealth Shift. Spending, whether it’s on homes, health care, or mutual funds, is the driving force in the economy. Understand this spending progression, and you have taken the first step in planning for, and profiting from, the coming Wealth Shift.
Let’s look quickly at this “Consumer Spending Progression,” and then specifically, how the spending of the baby boomers has already defined key shifts in the U.S. economy.
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Spending across a large demographic is predictable even if individual spending is not. The boomers have driven the economy with what they’ve bought so far in the progression. It will continue in the next stages, with the impact expanding to include not only what they buy, but what they don’t buy.


Preproductive Phase:

The Wonder Years
This, essentially, is childhood—beginning at birth and usually lasting until you leave home. You’re living off your parents’ income, and until the last few years of the phase, not earning much money yourself. Fortunately, your personal expenditures are also minimal: movie tickets, pizza, a few CDs to listen to in your room.
Your parents, on the other hand, have been shelling it out—starting before you were born and staying steady, and predictable, every year you’re at home and under their care.
Pre–Household Formation:

Young Adults at Work and Play
This begins when the front door closes behind you. You’ve left home for good.
You might be nineteen or twenty-five. It might be after high school, vocational school, or college. And while it’s likely that the readers of Wealth Shift went to college and graduated, most people in a given generation do neither.
But everyone, sooner or later, goes to work. You’re generating income in your first jobs, and setting the table for your career. These days, career paths are more fluid and less linear, and it’s likely that you’ll have two or more careers over the course of your work life.
What is predictable is your spending. And for the most part, you don’t have a lot of significant fixed expenses. You probably don’t have a mortgage yet. Rent, a car payment, groceries, and entertainment are probably the biggest checks you write each month.
There may be a student loan, but unless you’re just out of medical school, it’s probably a very manageable amount. In fact, it’s the people who go to school later in life who have larger loans. Older students don’t usually rely on their parents to pick up part of the tuition tab. People who go from high school straight to college tend to borrow less, and have less to repay. Which means there is probably money to spend on a few low-end luxuries. Your first TV and some fashionable clothes . . . a nice stereo . . . an expensive dinner out with lots of forks on the table. To marketers, this is a very desirable population.
They’ve got some money and a lot of attitude.
Household Formation:

New Stuff, New Debt
Now the real world starts to get a little more complicated.
You found a wife or a husband or a domestic partner of some sort, and you’ve just bought a house, which inherently means you’re spending far more than you’re earning. Today a young couple may have a combined income of $70,000, and they maybe buy a house for $120,000. In a flurry of signatures, they’ve just spent nearly two years of income and the house is still empty.
Expenses add up quickly in the household formation phase, but the optimism of youth is at work here, as well as the force of economics: your income is steady and growing. There is a confidence in your ability to repay debts. And judging from the mail each day, the credit card companies have confidence in you, too.
So it’s off to the furniture store, the appliance store, and maybe the car dealership on the corner. The milk-crate bookshelves are finally retired, and in their place is a new home entertainment center.
These are significant purchases that usually add to the debt load, and dual-income households seem to add up debt faster than those of singles.
What about savings? In this phase, let’s call their savings “deferred spending.” The money goes into the savings account, but as soon as a goal is reached—maybe enough for a car down payment or a vacation to Hawaii—the money is spent. It’s better than going into debt, but there’s probably not much more money going into long-term savings. After all, every household needs stuff.
There is also a presumption here that two people can manage to save more than singles. Not true. As the baby boomers popularized the dual-income couple, savings rates did not increase. In fact, economists saw a decrease in savings rates while dual-income households were forming. To a young couple with two incomes today, there’s just no shortage of things to buy. It’s the American dream, which can sometimes look more like a nightmare. But that’s another book.
And what about the household that is blessed with children, and one of the parents leaves the workforce to raise them? Debt levels stay about the same, and so do the savings. Expenses, however, start to look a lot different, regardless of who’s working and who’s at home.
Sushi dinners are out. Smashed carrots are in.
Childrearing:

Kids Growing, Cash Flowing
Expenses skyrocket when a household is raising children. The expanding household is spending money at the grocery store, the shoe store, the nursery school, and just about everywhere else that sells family staples.
Indeed, debt can climb during childrearing, especially if the expanding family needs a bigger house to fit into. It may be the first, second, or third home purchase, but the fact is, homes are usually not cheaper when they’re bigger.
What spending is not happening? Luxury item purchases tend to be deferred. Level-headed parents simply aren’t going to buy and display a $2,500 crystal vase with two young sons in the house. Besides, with cash going out so quickly, there are probably not a lot of disposable resources anyway. But there is good news.
Income is growing quickly, as this is one of the most productive periods of a person’s career. During the late twenties on through the forties, income accelerates at the steepest rates. Still, for most people, that money is plowed right back into the family, and not handed over to the banker or the broker.
Certainly, the wisest young parents have already started to invest; yet even then, their investment priorities are more likely to be saving for their children’s college versus their own retirement. And why worry? Retirement is thirty years away and their careers are really beginning to gain some financial traction. There will be plenty of time and money to save and invest later.
Right now, it’s karate lessons, computer camp, and vacations to Disneyland.
Maturing Family:

Hungry Teenagers
For many families, this phase is the site of a fortunate intersection: expenses are beginning to decline—or the end is in sight as the children get closer to leaving home—and income is flowing now as they enter the peak earning years. They’re experienced, productive, and healthy.
During their maturing family phase of the spending progression, people are at or near their career pinnacles. Good thing, too, because expenses have stayed high as well—maybe another home, a few more luxury goods, a car and insurance for the new driver or drivers, and the groceries! Have you ever seen a species that consumed more product than teenagers?
Depending on the years that separate the children, this phase can happen quickly, or it can be divided into its own phases as each child leaves. And while college costs can be a serious drag on the family finances, retirement is becoming a real issue, not a vague concept.
So retirement saving and investing move to the forefront here. Regardless of why maturing families are investing, the priority is growth—not preservation. Tolerance for risk is almost certainly higher now than in the decades to follow.
Meanwhile, the 401(k) is building, and the performance of the IRA is getting more attention when the statement arrives.
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There’s a sweet spot for most people where income outpaces expenses. But the leading edge of the boomers, which includes millions of people, are moving into a period of decreased spending.
U.S. Statistical Abstract

Pre–Empty Nesters:

Seeing the Light, and Shopping for It, Too
This is when the children are actually off to college or their post–high school education, but not financially independent. They could even still be living at home, but by now have some work skills that reduce their drain on the family resources.
Kids in college can cost a fortune, but this is what the parents have been saving for, so the cash outlay may be easily manageable. After all, they are making more money than ever.
So much in fact, that in this phase we start to see that nagging debt finally worked down. Savings goes up with the reduced debt service, and the focus shifts off college savings and fully onto retirement accounts. Plus, the kids aren’t camped in front of the refrigerator. It’s quiet in the house. The only thing breaking the silence is the extra change jingling in pockets.
There may be a wedding to pay
Empty Nesters:

Peak Earnings and Reduced Expenses
Preretirement:

Steady Progress or Panic
Retirement:

Conservative, Careful, and Caring

Living with a Pay Cut, Are You Ready?



End Game:

Money in Motion Again
Along for the Ride with the Baby Boomers
They Are Massive
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Preproductive Boomers:

Rebels with Rhythm
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Spending Toward Adulthood
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Stable Lives and Stable Rates
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