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Coping with Market Volatility 

“Housing Crisis,” “Recession,” “Credit Crisis,” “Sub-
prime Loans”…these media buzz words are hard to 
ignore as they are a major part of many news sto-
ries. Needless to say, the last couple months have 
been pretty rough for investors. The three major US 
market indices (Dow, Nasdaq, and S&P 500) are all 
down close to 10 percent (or more) just during the 
first three weeks of 2008 alone. Unfortunately, 
many people are reacting to the market volatility 
emotionally rather than rationally.  
Fluctuations in the stock market are normal; for in-
vestors that can maintain a “cool head,” volatility 
can present an opportunity as opposed to a cause 
for concern. In gleaning many recent news articles 
about everything that has been going on with the 
market, consider the following:   
Avoid Emotional Decisions/Mistakes. When 
people read about market returns (i.e., the S&P 500 
has returned an average of 10.3 percent a year 
over the past 80 years), many people envision a 
scenario where investing money will yield a 10 per-
cent return every year. Wouldn’t that be nice! Ama-
zingly, during those 80 years, during only six occa-
sions did the market return the annual average plus 
or minus 3 percent (an annual return between 7.3% 
and 13.3%). Volatility is a normal part of investing. 
Investing regularly/automatically every month (in up 
and down markets) is one of the easiest ways to 
avoid the risk of emotional investing.  
Avoid the Urge to Micromanage. Lots of people 
have the urge to constantly watch the market—this 
can easily lead to irrational action. A bad day in the 
market emotionally feels much worse to people 
than a good day in the market feels good. Looking 
under a microscope in this manner also makes it 
much more challenging to maintain a long-term 
perspective/strategy.  
Consult Others. There are a lot of resources (web, 
professionals, etc.) available to assist you with this 
process. Don’t feel like you need to do everything 
on your own unless you feel comfortable doing so. 
Get a financial “check up” where someone else can 
take a look at what you’re doing with your money 
and offer potential suggestions. Plenty of smart 
people seek the advice of others. You’ve probably 
read that everyone believes they are “above  

 
 
 
average” drivers; obviously everyone isn’t! Similar 
studies find that investors tend to overrate their 
skills and knowledge.  
Cushion. In times like this, the value of an emer-
gency fund becomes more apparent. It is wise to 
have a cushion of income to cover 2-3 months 
worth of expenses in a “secure” (no risk) account 
so that if you need money, you aren’t forced to sell 
assets to meet short-term needs.  
Diversify. Spreading your investments among var-
ious types of asset classes, US and non-US, etc. 
won’t necessarily keep your account from losing 
value in a down market, but it can help to temper 
losses. It should be a key part of your investment 
strategy.  
Maintain Perspective. Obviously easier said than 
done... For individuals with a long-term horizon, 
keep in mind that there has not been any 15 year 
window between 1926 and 2006 when the stock 
market has lost value.  
Stick to Your Strategy. Hopefully you had a ra-
tional justification for your investment strategy; if so, 
the key is to stick with that strategy through the ups 
and downs of the market. Trying to “time” the mar-
ket (particularly during high levels of volatility) is not 
a smart move. During the past 10 years (1/1/97 to 
12/31/06), despite a lot of market volatility (time 
frame includes the tech boom as well as bust), the 
S&P 500 produced an average annual return of 8.4 
percent. If you had missed the ten best days during 
that time, you would have earned 38 percent less 
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money; and if you had missed the twenty best days 
during the decade, you actually would have lost 
money! Create a strategy and then stick with it.  
Understand the Risks Involved. Past perfor-
mance may be comforting, but ultimately, there is 
no guarantee of anything in the world of investing. 
Risk is real. Understand those risks PRIOR to in-
vesting money. During turbulent times, use it as an 
opportunity to better understand risk, allocation, 
and other important aspects of investing so that you 
can avoid making future costly mistakes. Now is the 
time to educate yourself, not the time to react emo-
tionally. The University of Missouri Office of Finan-
cial Success’ website on investing is one place to 
begin or resume the learning process: 
http://financialsuccess.missouri.edu/investinghome.htm.  
Source: Adapted from Oleson, M., January 25, 2008, 

Coping with Market Volatility, Financial Tip of 
the Week electronic newsletter, Office of Fi-
nancial Success, University of Missouri.  

Keyword: investing. 
 
 

The Earned Income Credit: 
A Powerful Benefit 

Rising costs of energy, health care, housing, and 
child care make it difficult for Idaho households to 
make ends meet. Idaho’s median household in-
come was $40,509 in 2004 (38th of 50 states), and 
significantly less in most rural counties. Many Idaho 
households qualify for and will benefit from the 
Earned Income Credit. The Earned Income Credit 
(EIC) is a tax benefit for working people who earn 
low or moderate incomes. It has several important 
purposes: to offset taxes, to supplement very low 
wages, and to provide a work incentive.  
Workers who qualify for the EIC and file a federal 
tax return can get back some or all of the federal 
income tax that was taken out of their pay during 
the year. They may also get extra cash back from 
the IRS. Even workers whose earnings are too 
small to owe income tax can get the EIC. What’s 
more, the EIC offsets any additional taxes workers 
may owe, such as payroll taxes.  
Who can get the EIC and how much is it worth? 
Single or married people who worked full-time or 
part-time at some point in 2007 can qualify for the 
EIC, depending on their income. 

• Workers who were raising one child in their 
home and had income of less than $33,241 (or 
$35,241 for married workers) in 2007 can get 
an EIC of up to $2,853.  

• Workers who were raising more than one child 
in their home and had income of less than 
$37,783 (or $39,783 for married workers) in 
2007 can get an EIC of up to $4,716. 

• Workers who were not raising children in their 
home, were between ages 25 and 64 on De-
cember 31, 2007, and had income below 
$12,590 (or $14,590 for married workers) can 
get an EIC up to $428.   

Workers with investment income exceeding $2,900 
in 2007 may not claim the EIC.  
How do you get the EIC? 
• Workers raising a “qualifying child” in their 

home in 2007 must file either Form 1040 or 
1040A and must fill out and attach Schedule 
EIC. Workers with children cannot get the EIC if 
they file Form 1040EZ or do not attach Sche-
dule EIC. Married workers must file a joint re-
turn to get the EIC. 

• Workers who were not raising a “qualifying 
child” in their home in 2007 can file any tax 
form—including the 1040EZ. These workers 
write “EIC” (or the dollar amount of their credit) 
on the Earned Income Credit line of the tax 
form. They do not file Schedule EIC. 

• A correct name and Social Security number 
must be provided for every person listed on the 
tax return and Schedule EIC. If this information 
is incorrect or missing, the IRS will delay the re-
fund. 

• Workers don’t have to calculate their own EIC; 
if they choose, the IRS will do it for them! Write 
EIC to the left of the line on the tax form for the 
amount of the EIC.  

Who is a “Qualifying Child” for the EIC? 
• Sons, daughters, stepchildren, grandchildren 

and adopted children. 
• Brothers, sisters, stepbrothers, or stepsisters—

as well as descendants of such relatives. 
• Foster children who are placed with the worker 

by an authorized government or private place-
ment agency.  

“Qualifying children must live with the worker for 
more than half of the year. They must be under age 
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19, or under age 24 if they are full-time students. 
Children of any age who have total and permanent 
disabilities also may be qualifying children. Valid 
Social Security numbers are required for children 
born before December 31, 2007.   
Workers raising children can get the EIC in their 
paychecks! Workers who are raising children can 
get part of their EIC in their paychecks throughout 
the year and part in a check from the IRS after they 
file their tax return. This is called the Advance EIC 
payment option. To get the Advance EIC, eligible 
workers fill out IRS Form W-5, the “Earned income 
Credit Advance Payment Certificate,” and give it to 
their employer. Workers can file a W-5 at any time 
during the year. To continue getting Advance EIC 
at the beginning of each new year, they must file a 
new W-5 with their employer.  
Workers can get FREE help filing their tax 
forms. Many families that apply for the EIC pay 
someone to complete their tax forms. This can of-
ten cost between $55 and $100, or can be more. 
Getting a “quick tax refund” that comes back in a 
few days costs even more. Paying for tax prepara-
tion takes away from the value of the EIC. But low-
income workers can get free help with tax prepara-
tion through a program called VITA (Volunteer In-
come Tax Assistance). For information about Idaho 
VITA locations, call the Idaho CareLine, 211 or 1-
800-926-2588 or http://www.idahocareline.org/. TTY 
service is available at the phone numbers listed.   
What is the Child Tax Credit? Most low-wage 
working families that qualify for the EIC will also be 
eligible for the Child Tax Credit (CTC). The CTC is 
a federal tax credit worth up to $1,000 in 2007 for 
each qualifying child under age 17 claimed on the 
worker’s tax return. Since 2001, the CTC has been 
available to millions more low- and moderate-
income working families. This “Additional CTC” is 
refundable, meaning some families can get the 
credit even if they owe no income tax. Eligible fami-
lies can receive the CTC refund in a check from the 
IRS. More information about the CTC and how it 
differs from the EIC is available on the Idaho Care-
Line website, http://www.idahocareline.org.   
Sources: 1) The Center on Budget and Policy Priori-

ties, (January 2008). The Earned Income 
Credit: A Powerful Benefit for People Who 
Work, Your Tax Credit Outreach Campaign: 
What You Need to Know, Washington, DC;  

2) USDA Economics Research Survey, May 
24, 2007, County-Level Median Household 
Income for Idaho, ERS Data Set for Idaho, 
retrieved 1/28/08 from http://www.ers.usda. 
gov/Data/Unemployment/RDList2.asp?ST=ID
Note: Median county household income and 
the county % of Idaho median hh income can 
be found on this site. 3) 2-1-1 Idaho Care-
Line, retrieved January 28, 2008 from 
http://www.idahocareline.org.   

Keywords: taxes, income. 
 
 

Build Your Retirement Nest Egg 
with an IRA 

An Individual Retirement Account is a personal sav-
ings plan that allows you to contribute up to $4,000 
in 2007 and $5,000 in 2008. If you're 50 or older, 
you can make an additional $1,000 "catch-up" con-
tribution. That's nice, but why contribute?  
You keep more money: An IRA is a (legal!) way 
for you to keep more of your money from Uncle 
Sam. And you have a delightful choice: Do you 
want to save on taxes now with a traditional IRA or 
when you retire with a Roth IRA?  
You'll have a rosier (and more secure) future: 
Every dollar you invest today will work for you until 
that glorious day when you stop working. The 
sooner you open an IRA, the more money you'll 
have for your golden years.  
Why you should open an IRA now: You have un-
til tax day in April to make a contribution to your 
IRA for 2007. It's easy to open an IRA; all you have 
to do is determine your eligibility, select a traditional 
or Roth IRA, and decide where you’ll open an IRA 
account. Here’s information to help you get started 
saving now and for your future.  
IRA Eligibility. Are you self-employed or employed 
by someone else in an activity for which you re-
ceive earned income or compensation? If so, then 
you are eligible to make a contribution to either a 
traditional or a Roth IRA.   
Traditional IRA eligibility. If you have earned in-
come and are under age 70½, then you may make 
a contribution to a traditional IRA. The only ques-
tion is whether that contribution will be deductible. 
That depends on your income tax filing status and 
whether you (or your spouse) participated on any 
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day of the year in an employer's qualified retire-
ment plan.  
In general, if neither you nor your spouse partici-
pated in a 401(k) or other qualified retirement plan, 
your contribution will be fully deductible.  
If you (or your spouse) did participate in an em-
ployer-sponsored retirement plan, then your contri-
bution to a traditional IRA might be deductible, de-
pending on your modified adjusted gross income 
(AGI). (Modified AGI for most folks is the same as 
the adjusted gross income on the last line of the 
first page of Form 1040.) The deductible amount of 
a traditional IRA contribution declines to zero be-
tween certain AGI ranges, as follows:  
AGI (for 2007 contributions) 
• $0 to $10,000 for married couples filing sepa-

rately  
• $52,000 to $62,000 for single or head of 

household filers  
• $83,000 to $103,000 for joint filers  
• $156,000 to $166,000 if you are not covered by 

a qualified retirement plan, but your spouse is 
(and you're filing jointly)  

Within these ranges, the deductible amount de-
clines toward zero as the AGI goes up. For exam-
ple, for a married couple filing jointly, the deduction 
starts to decline at $83,000 and becomes zero by 
$103,000. Alternatively, if you're single and your 
AGI for 2007 was $50,000, you would be able to 
fully deduct your IRA contribution. If your AGI was 
$57,000, you would be able to deduct part of your 
contribution. If your AGI was $62,000 or higher, you 
would not be able to deduct your contribution at all. 
So let's say you're eligible for both a traditional IRA 
and a Roth IRA. Which should you choose?  
Traditional or Roth IRA? Choose a Roth IRA if 
you can do without the tax break right now. It's a 
more flexible instrument, because: 
1. It allows you to withdraw your contributions at 

any time, penalty- and tax-free.  
2. You do not have to take mandatory distributions 

at age 70½.  
Choose a traditional IRA if you need that tax deduc-
tion right now, or you anticipate paying taxes at a 
significantly lower rate in retirement.  
There is also a traditional nondeductible IRA, but 
you won't realize tax benefits comparable to those 

available through Roth or traditional tax-deductible 
IRAs. However, if your income prohibits you from 
making contributions to the other IRAs, a traditional 
nondeductible IRA is still attractive because of the 
tax-deferred growth.  
Opening an IRA Account. It's easy to open an 
IRA account. Fill out a relatively simple application 
provided by the bank, mutual fund company, bro-
kerage firm, or other financial institution that will be 
custodian for your account. There are a couple of 
factors to consider:  
1. Pay attention to fees. By law, an IRA custo-

dian can charge an annual fee to maintain your 
IRA. Many charge around $30 or more a year to 
maintain an IRA, but some don’t charge any-
thing. 

2. Consider trading commissions. If a 
stock brokerage or a mutual fund com-
pany is the custodians of your IRA con-
tribution, consider how much you’re pay-
ing each time you buy or sell the prod-
uct. Even if you employ a long-term buy-
and-hold strategy, you've still got to fund 
your account. Make sure the bulk of 
your contribution is going toward your 
retirement nest egg, not commissions.  

The reason for such a parsimonious attitude toward 
your IRA account is that your contributions are li-
mited to $4,000 (in 2007). An extra $50 a year in 
transaction fees will, over time, reduce your ac-
count balance by thousands of dollars. In other 
words, it pays to shop around. In retirement those 
fees could mean the difference between serving 
festive drinks during your beachfront or mountain-
view vacations, or sipping generic beer in your 
backyard.   
Source: The Motley Fool, IRA Center. Retrieved Jan-

uary 28, 2008 from http://www.fool.com/ira/ 
ira.htm; IRS, Publication 590-Individual Re-
tirement Arrangements, retrieved January 28, 
2008 from http://www.irs.gov/publications/ 
p590/index.html; Morris, V. & Morris, K., 
(2006). Standard and Poor’s Guide to Under-
standing Personal Finance, Lightbulb Press, 
New York, NY.   

Keywords: retirement, taxes, savings. 
 
Quotation of the Month 
"Energy creates energy. It is by spending oneself 
that one becomes rich."—Sarah Bernhardt 




