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Topics. Happy Holidays and the Home Front

As the year comes to an end, the world’s largest@mic force is coming to life (US consumer). T™avember retail sales
report was solid, and prior months were revisedarpga. US consumer spending is tracking 4% growteal terms, which
should push Q4 GDP growth into the low 3's. Srbakiness sentiment, which did not improve muchOh® has finally
trended upwards. Fiscal stimulus from proposedaqiatax reductions, as well as rising employmeatnand signaled by
various surveys, should provide additional supfmrtonsumers. In Asia, after a slowdown in theyefall, exports are rising
again in China, Korea and Taiwan, and regional rfaaturing surveys point to more strength aheadb@lcar sales hit a
record high in November, driven by a whopping 30réase in China since last May (the traffic onnidailsland last week
was terrible). Our investment portfolios have itee as markets have priced in a lower risk chpsk.
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Asaword of caution, | would remind everyone (again) that thisrecovery hasbeen stoked by a global monetary policy
phenomenon that reducesthe cost of money to zero (see chart). With that in mind, a recovery is not as unexpects it

might seem. The real trick will be to keep it gpionce the real cost of money returns to normdh {eing-term bond yields
going with them. In the emerging world, the traifi@d employment gains versus inflation (in wagesces and assets) is now
more difficult. As for Europe, the Maginot Lineathis now Spain is likely to be tested early nesdiry where there is almost no
growth at all. Overall, the world’s combined mtarg and fiscal imbalances are still at an all-tinigh. More on all these
topics in our 2011 Outlook on Jan 1.

We go through a lot of research as part of ourstiment process, but not all of it jmpact on an individual's future
is investment-related. Here are two recent tofiias might be of interest. earnings from: Regression coefficient, %
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First topic: many families have children withdey diverging levels of .
l -

academic success (mine included). It can be very hard to be tiss{achieving
student, particularly on report card day. So | giasl to come upon a study by a 8 1
Princeton economist (and former Treasury officglpwing thaSAT scores 6
have almost no correlation at all to future earnings. In the study, whether a
student was an athlete mattered a lot more aglamtpandicator. Furthermore,
for anaveragestudent, college admissions have not become nithieutl over
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time, as falling admissions rates are mostly aotitbn of a rising number of 0-

applications per student. See sources below foe mhetails. Eource: Dale and Krueger, Quarterly Journal of
conomics.

Second topic: a recent study by the ZEW CenteEtoppean Economic 3 . '

Research looked at married couples in Germany,ralisand the UK. It Probability of breaking up in the next

revealed that marriages with “happiness gaps”es® likely to survive. That  Year, Breakupcoefficient, percent
seems unremarkable. What was surprising isntfzatiagesin which wives 0.5% 1 :mgﬂ ;Vl:fsedzr%"i;erﬁggaﬁﬁgappy
were mor e unhappy were 15-25 times mor e likely to break up than when 0.4% 1

husbandswere more unhappy. For cohabitating couples, the asymmetry of 0.3% |
wife unhappiness was even higher. The researdigirot make any assertions
as to why this might be the case; | spoke to orteefuthors, who said she is  0-2% 1

still trying to figure out why. She also said shas very happily married. 0.1% A

Have a very happy holiday season. For some ofgouit forget to help out at oo 4

home. Germany  Australia UK
i Source: Guven, Senik, & Stichnoth, Centerfor

Michael Cembalest European Economic Research.
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Sour ces and explanations

“Estimating the payoff to attending a more seleatnlezge: an application of selection on observalded unobservablés
Stacy Dale and Alan Krueger, Harvard College, Melsgsetts Institute of Technology, and Quarterlyrdalof Economics,
November 2002. The study was conducted using$ipbol graduates from 1972; a more recent studycaagucted by the
authors, and yielded very similar results. Byngjtthis paper, | am not trying to say that earnigsthe only thing that matters
in life. But under-achieving students may feelnarhble these days, with articles in the presstaimu it's harder to get into
Bowdoin College in Maine than Princeton was in18&0s. Letting them know that grades are not thegry determinant of
their eventual ability to live on their own andfo®ncially independent was reassuring, in our case

Another thing to recognize: falling acceptancesatemany universities is more a reflection ofssng number of applications
rather than of changing admissions standards. e/¢téindards may have tightened at Harvard anddsthrthie selectivity of
most colleges has not changed much in recent decédldeyou are the aver age student, you certainly should not be
worrying about college admissions standardsrising. It isreally only studentswho are at or above the 90th percentilein
aptitude and achievement who should think about college selectivity rising.” [Professor Caroline Hoxby, director of the
Economics of Education Program for the Nationaldawrof Economic ResearciTife Changing Selectivity of American
Colleges, October 2009).

“You Can’t Be Happier than Your Wife: Happiness Gapa Divorcé, Cahit Guven, Claudia Senik, and Holger Stichnoth
ZEW Zentrum fur Europdaische Wirtschaftsforschungr{ter for European Economic Research), publicatada pending.
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