Dear Client –
We hope you had a wonderful 2013, filled with family and fun and are looking forward to the
New Year! It’s hard to believe that Winter’s here and the end of the year is already upon us.
We at Key Advisors Group have had a banner year and we’re excited to see what 2014 has in store
for us. While markets have experienced a lot of volatility this year, we’re pleased with market
performance so far and are cautiously optimistic about the future.
For the Winter issue of the Perspective Newsletter, we’ve explored some interesting topics
that we think may be of interest to you. Our main feature discusses particulars of the recent
budgetary debates and the effects of the October government shutdown. We also explore some
of the lingering budgetary issues left to be resolved and put them into perspective for investors.
In this issue, we’ll be covering:
• The Budget Debates: What Investors Need to Know
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• Can the Housing Recovery Continue?

10

• Pairing Wines with Cheese
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• Staying Healthy During the Holidays

13

• 5 Things to Know About Medicare and the Affordable Care Act

14

We sincerely hope that you find this Perspectives Newsletter interesting and informative. We’re
always looking for ways to educate our clients and give them greater insight into the important
issues affecting markets today. We’d love to hear any feedback you might have about our newsletter
and are always open to new ideas!
If you have any questions you’d like answered about what we’ve covered or have any issues to be
addressed before the end of the year, please let us know. If you have any family or friends who
would enjoy receiving their own copy, please give us their information and we will be happy to
add them our growing list of subscribers.
As always, it is an honor and a privilege to serve you. On behalf of all of us at Key Advisors
Group, thank you and best wishes for 2014.
Warm Regards,
Eddie Ghabour & Doug Ferris
33718 Wescoats Road, Suite C
Lewes, Delaware 19958

31 Saulsbury Road, Suite 1
Dover, Delaware 19904

Federal
B u dg e t
Debates

What Investors Need to Know

The October federal budget agreement that ended the 16-day government
shutdown and suspended the federal debt ceiling was just a temporary
fix. Here’s what investors need to know about the next round of fiscal debates.

IMPORTANT NOTE: The information in this feature was current at the time of writing in early December.

Ongoing year-end political talks and impending legislation may have rendered certain portions of this feature
out of date, though we believe much of the information will still be valuable.

Introduction
The world was shocked on September 30th, 2013 when
the U.S. Congress was unable to pass a 2014 budget bill,
forcing significant portions of the federal government
to shut down operations on October 1st and furlough
800,000 federal employees, causing disruptions in services
across the country.
The government shutdown dragged on for more than two
weeks as relations between the two parties deteriorated
and negotiations stalled. An agreement was finally reached
in mid October to reopen the government, raise the debt
ceiling, and avert a default on U.S. debt. The deal came
on the 16th day of the shutdown and just one day before
the U.S. Treasury would have hit the debt ceiling and
exhausted its ability to borrow money.
The 11th hour deal maintained the sequester and provides
only a temporary fix to the budget. Currently, the federal
government is funded only through January 15 and the
debt ceiling was suspended to fund Treasury operations
only until February 7. 1
Unfortunately, kicking the can down the road means
that lawmakers will be revisiting the issue again after the
New Year. There’s tremendous amounts of mistrust not
only between the parties, but also within the Republican
party, meaning that the next fiscal showdown may be just
as acrimonious and drawn out.
In this article, we’ll discuss some of the economic
implications of the government shutdown and explore what
the next round of fiscal debates could mean for investors.

What Were The Economic Effects
Of The Government Shutdown?
It is still too soon to know the full extent of any possible
economic damage, though one report suggests that the
16-day government shutdown took a $24 billion chunk out
of the economy. 2 Another eye-popping account suggests
that Congressional budget battles, debt ceiling standoffs,
and federal spending cuts have cost the country nearly
3 percent of GDP growth since 2011 – roughly $700 billion
in lost economic growth. Digging a little deeper into the
numbers, we discover that spending cuts alone have taken
a significant chunk – 0.7percent - out of annual GDP
growth since 2010. Worse, this is an annual reduction in
GDP growth, meaning the effects compound over time.3
When reading about the effects of the shutdown, it’s
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important to remember that many headlines about the
effects of the shutdown are politically motivated; each
party has a vested interest in seeing the other blamed.
Here are a few ways in which the shutdown may have
affected the economy:
•

Nearly 1 million federal workers and thousands of federal
contractors were furloughed during the shutdown. While
federal workers received some back pay for their time
off, contractors were left high and dry. 4 Workers who
lost income during the shutdown and its aftermath (or
who fear another shutdown in January) may spend less
during the fourth quarter, affecting consumer spending.

•

Businesses who depend on the federal government, such
as tour companies, restaurants, and federal contractors
were hit hard by the sudden loss of business. This may
cut into their fourth-quarter revenues and productivity. 5

•

The shutdown also affected diplomatic efforts and
America’s reputation abroad. Budget negotiations in
Washington caused the President to postpone multiple
foreign policy visits, undermining U.S. reliability and
possibly causing some allies to consider whether the
U.S. is capable of upholding its commitments abroad. 6

•

The government shutdown also had an impact on
important consumer sentiment numbers. Consumer
confidence registered its sharpest one-week decline
since the collapse of Lehman Brothers, according to
a Gallup poll. The same poll showed that more people
are concerned about the state of the economy and
that their future outlook on the economy deteriorated
significantly. 7

While the full economic effect of the shutdown may
never be completely tallied, continued government
brinksmanship may be a major factor holding back the
economic recovery. Ultimately, the uncertainty caused
by political gridlock may have caused more damage than
the shutdown itself.
Fear and uncertainty are undeniably bad for business
because when consumers are worried, they hunker down
and tighten their purse strings. Consumer spending cooled
in September and October as households put more money
in the bank in the weeks surrounding the shutdown. 8
Some economists worry that this consumer anxiety will
be felt in fourth-quarter consumer spending and business
investment numbers, which may have knock-on effects
in other sectors. 9

What Comes Next?
The October budget agreement was only a temporary
measure designed to reopen the government and avoid
a debt default while leaving Democrats and Republicans
time to hash out their political differences without being
in crisis mode. There are several important deadlines
for lawmakers to meet before the budget clock runs out
on January 15. This will leave some breathing room, but
not much. The issues that divided lawmakers during
the original budget showdown still remain – healthcare
reform, changes to entitlement programs, and tax reform,
among others – and they continue to divide Democrats
and Republicans.
In an effort to jumpstart the negotiating process, lawmakers
formed a bipartisan House and Senate super-committee
tasked with reaching a budget deal by the end of the year.
Realistically, we don’t expect much progress because
the House and Senate budgets reflect fundamentally
different visions of government, driven by the partisan
priorities of the two parties. The House budget (controlled
by Republicans) favors entitlement spending cuts and
new tax cuts while the Senate budget (controlled by
Democrats) replaces the sequester with more balanced
cuts and increases government spending. According to
a senior economist, a realistic balanced approach would
involve tax increases and spending cuts that would kick
in when the economy was stronger. However, Republican
lawmakers have stressed that they will not entertain the
idea of tax increases and Democratic leaders are unlikely
to support significant entitlement spending cuts. 10

Historically, these Congressional super-committees (last
seen during the 2011 debt reduction talks) don’t have a
great track record of success. This particular committee
contains several of the same players as the 2011 committee,
which could be seen as good or bad. While we hope that
Congressional leaders will be able to see their way to a
compromise this year, however the outcome is still unclear.
The last time that the Congressional budgetary process
progressed smoothly was in 2006, when Republicans
controlled the White House and both houses of Congress. 11

Where Does Sequestration Fit In?
Remember sequestration? The automatic, across-theboard government spending cuts that originally struck
in early 2013 are coming back in 2014. Another round
of sequestration cuts are scheduled to take effect on
January 15, 2014 and experts say this round is going to
be a lot worse. 12
There’s the perception among some lawmakers that the
original round of sequestration cuts haven’t been as
effective as advertised, meaning they haven’t acted as
the deterrent that lawmakers had intended them to be.
Indeed, sequestration hasn’t really lived up to the dire
predictions of sweeping furloughs and government service
disruptions made by the Obama administration. One
reason is that federal agencies searched underneath the
couch cushions and emptied the change jar to ease the
pain of sequestration, meaning most were able to make
it through the year relatively unscathed. 13
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The problem now is that most of that extra money was
spent in 2013, leaving very little extra for 2014. A failure
of budget talks means that the next round of spending
cuts could hurt a lot worse. Programs like food assistance
for low-income women and children, airline construction
funds, air traffic controllers, military training, the FBI
Academy and many others could go under the knife,
forcing costly furloughs and service disruptions. 14
Preventing another round of across-the-board cuts is a
top priority for the Congressional conference committee
and we believe that it’s likely that lawmakers will find a
way to replace sequestration with other, more balanced
spending cuts. While this will mean that many agencies
will have to learn to do more with less, it’s hoped that
these planned cuts will have a milder effect on government
operations than another round of sequestration. 15

already in full partisan mode, and neither will want
to do anything that tarnishes the party’s image before
election time. Given the way the previous government
shutdown damaged public confidence, we think that
avoiding another shutdown may just be the one thing
both parties agree on. 20
Unfortunately, the upcoming elections also mean that
any deal will very likely be a punt designed to carry
lawmakers past elections. There are simply too many
contentious issues to be resolved and lawmakers will fear
that compromising too much will come back to haunt
them during November elections. A short-term fix will
allow them to kick the can to the new Congress, in which
both parties hope for greater control.

How Likely Is A Debt Default In February?
How Likely Is Another
Government Shutdown In January?
Realistically, another shutdown is not very likely. Congress
sustained significant political damage during the previous
government shutdown and lawmakers are still smarting
from it. A November Gallup poll showed that Congress’
approval rating reached a new low – just 9 percent – which
broke the previous record low reached during last year’s
Fiscal Cliff debates, when just 10 percent of Americans
thought lawmakers were doing a good job. To give you
some perspective, Gallup has been asking Americans
how they feel about Congress since 1974, and the average
approval rating is 33 percent. 16
Several lawmakers, including Rep. Hal Rogers, chairman
of the powerful House Appropriations Committee, and
Senate Minority Leader Mitch McConnell, have committed
to doing whatever it takes to prevent another shutdown. 17
That’s not to say that the negotiating process will be easy or
straightforward. While there are only two major political
parties involved, there are multiple factions on each side,
including the leading proponents of the last shutdown, led
by Senator Ted Cruz, who have not ruled out another try.
However, Beltway experts believe that party leadership
will block any attempts to engineer another shutdown
because of the political and economic costs involved. 18
There’s another important factor at play: Mid-term elections
are in 2014, and all members of the 435-seat House and
a third of the 100-seat Senate are up for reelection in
November. Currently, the Democrats control the Senate
while the Republicans control the House, meaning that
a significant power shift could occur. 19 Both parties are
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We don’t believe that a debt default is at all likely. The
same reasons stated above apply: Congress won’t risk
the political and economic damage resulting from a debt
default. A default would cause major shocks throughout
the economy and global financial system and result in
heavy potential economic damage.
Simply put, a debt default would mean that America would
be unable to pay its bills because the Treasury department
would lack the authority to raise more funds under the
debt limit. Under this worst case scenario, Washington
would be faced with decisions like whether to stop paying
members of the armed forces, delay Social Security checks,
or renege on interest payments to holders of U.S. Treasury
securities. Defaulting on those obligations (which are
widely regarded as having the lowest risk of any available
investment) would seriously shake financial markets and
investor confidence in America. 21 Realistically, it is very
unlikely that this would come to pass.
The Treasury Department emerged from the last round
of fiscal fights with its tools intact, allowing the U.S.
to stay under its debt limit for a month or more after
the debt ceiling is reinstated on February 7. Under the
October deal, the Treasury is allowed to continue selling
bills, notes, and bonds until its February deadline. After
that, the Treasury can avoid a breach by using accounting
maneuvers to fund operations until income-tax revenue
starts showing up some time before the April 15 filing
deadline. In early 2013, the Treasury was able to generate
around $200 billion through these so-called extraordinary
measures and experts assume they have approximately
the same amount available for 2014. Based on the time

If you believe that you
might be among those that
could be directly impacted
by another government
shutdown, then we would
recommend you prepare
in the same way that you
would for any financial
emergency.

WINTER 2014 | On Wealth | 7

of year, and the Treasury’s revenue cycle, the U.S. may
have about a month’s-worth of breathing room. Some
economists believe that there’s about a 25 percent chance
that the Treasury may be able to make it to mid April
without a debt ceiling increase. If so, April federal tax
receipts would push the debt-ceiling deadline into late
in the second quarter of 2014. 22
These accounting measures have become an ordinary
part of doing business for the Treasury over the past two
decades as both parties have used them to keep paying the
bills while Congress weighed debt-ceiling increases. The
extra time may mean that the next debt-limit showdown
flares up closer to the November mid-term elections,
hopefully making it even less likely that Congress will
take the country to the brink of default.

Taking The Federal Budget Debates
In Stride/Putting It Into Perspective
It’s important to put the budget debates into perspective.
In a global economy, there’s always some crisis somewhere
to provoke a market reaction. Far more useful than shortterm reactions is a long-term focus on your financial goals
and a solid asset allocation strategy that reflects your
current and future needs. While it can be emotionally
challenging to greet crisis with equanimity, it can serve
as a great reminder to ensure that your financial strategy
meets your needs, risk tolerance, and time horizon.
As the rhetoric in Washington heats up, you may be
concerned about the effect the budget debates may
have on financial markets. If previous fiscal debates are
any indication, it’s likely that the market impact could
be relatively minor. For example, the 2012 Fiscal Cliff
debates ran to the very end of 2012, but were resolved

with a last-minute deal, allowing investors to breathe a
sigh of relief. Though the most recent 16-day government
shutdown caused volatility, markets rallied to new highs
in the weeks that followed. 23
While uncertainty is nearly always accompanied by market
volatility, we don’t believe that there will be long-term
effects on financial markets. That said, it’s not possible to
predict the future with any certainty and it’s important
to be prepared for all eventualities.
If you believe that you might be among those that could
be directly impacted by another government shutdown,
then we would recommend that you prepare in the same
way that you would for any financial emergency. Make
sure that you have enough cash set aside in an emergency
fund to cover household expenses for at least six months.
If you have significant amounts of high-interest personal
debt, you should make extra effort to pay it off as quickly
as possible to reduce your monthly expenses. If you
have questions about safeguarding your finances from
financial emergencies and the unknown, we would be
happy to review your finances and help you create a
financial strategy.
While we certainly hope that lawmakers can resolve their
political differences and reach a budget deal, avoiding
another standoff, as financial representatives, it’s our duty to
prepare for uncertainty and help our clients understand the
impact of these fiscal issues on their portfolios. As always,
we will continue to monitor the situation and keep our
clients informed. If you have any specific concerns about
your portfolio or have questions about how the budget
debates may affect your investments, please reach out to us.
We are always happy to provide reassurance and
actionable recommendations.
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The real estate sector has been one of the strongest pillars
of the economic recovery. Low interest rates and major
intervention from policymakers gave home buyers added
incentives to purchase a home and sellers have benefited
from rising prices and low housing inventories. Home
sales have increased a cumulative 20 percent over the last
two years and median home prices are up an average of
18 percent nationwide, according to recent data by the
National Association of Realtors (NAR).1 However,
there are some signs that the housing recovery may be
faltering. Some analysts think that the sector has some
significant headwinds in the form of weak jobs growth
and rising interest rates. On the other hand, the pressure
of low inventory and motivated homebuyers may keep
the pedal to the metal.
While there’s no way to predict the future of housing
with any accuracy, let’s dig a little deeper into the
economic data and discuss why some economists
think that the housing market still has some steam.

PROS:
Houses Are Still Affordable

While rising prices may be pushing lower-income
homebuyers out of expensive urban real estate markets,
housing affordability remains high in most of the rest
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of the country. In the second quarter, 69 percent of new
and existing homes sold were considered affordable by
families earning the U.S. median income of $64,000.2
Moreover, there’s still plenty of room to go as housing
affordability is still well below historic levels. Investor
speculation and institutional sales have accounted for a
significant portion of price increases in urban markets.3
This trend is starting to fade away as prices rise (making
it more difficult for investors to flip and profit,) meaning
that primary home buyers now have greater opportunities
and many Americans can still afford to purchase a house
in many markets.
Housing Inventory Still Historically Low

Inventories of homes for sale have been slow to bounce
back since the recession, despite rising prices and buyer
demand. Tight inventory means that many motivated
buyers are being shut out, keeping demand up. According
to the Federal Reserve, one of the major factors depressing
the supply of homes for sale is that many owners still owe
more on their houses (in the form of mortgages and loans)
than their houses are currently worth on the market. 4
As housing prices rise, more homes will come on the
market, increasing opportunities for buyers. However,
if housing prices drop due to rising interest rates or
decreased demand, fewer houses may go on the market,
tightening up that supply again.

CONS:
Rising Mortgage Rates

Interest rates have risen in past months as the Federal
Reserve prepares for tapering, leading to higher mortgage
rates. The NAR expects mortgage interest rates to hit 5.3
percent by the end of 2014.5 Rising interest rates could
give the housing market some temporary steam as house
hunters try to get in before rates go higher, but it will
likely act as a headwind in the long term as buyers get
pushed out of the market.

The Bottom Line

The simple truth is that it’s hard to predict what will
happen in the housing sector in 2014. As investors, it’s
important to keep our eyes on these important macro
economic trends while maintaining focus on long-term
financial objectives. One of the benefits of an active
management strategy is that we can take steps to try and
leverage these macro trends while not allowing them to
derail our long-term strategies. If you have any questions
about how the housing recovery may affect your personal
financial situation, please give us a call. We’d be happy
to speak with you.

Weak Labor Market

A vibrant housing market thrives on a healthy jobs market
and the current job market is weak, particularly among
the 20-30-somethings who are critical to future housing
demand. Higher unemployment means fewer people that
are able to qualify for a mortgage.
Hand-in-hand with the stagnant labor market is a drop
in household formation – when a person who lives with
someone else (parents or roommates) moves out and
creates a new household. Current levels of household
formation are well below recent trends as low wages and
tight credit conditions prevent young Americans from
moving out on their own.6

1

http://www.worldpropertychannel.com/north-america-residential-news/
national-association-of-realtors-conference-housing-recovery-homesales-interest-rates-home-prices-lawrence-yun-home-inventory-realtordomain-appraisers-7632.php#sthash.PekBqeNg.dpuf

2

http://www.usatoday.com/story/money/business/2013/08/18/housingaffordability-slips-with-higher-home-prices/2657191/

3

http://www.cnbc.com/id/101172009

4

http://www.frbsf.org/economic-research/publications/economicletter/2013/october/low-housing-inventory-factors/

5

http://www.worldpropertychannel.com/north-america-residential-news/
national-association-of-realtors-conference-housing-recovery-homesales-interest-rates-home-prices-lawrence-yun-home-inventory-realtordomain-appraisers-7632.php
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http://www.cnbc.com/id/101172009
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Whether you’re planning a wine-and-cheese party with friends
or just want to relax at home with a nice glass of wine, the right
cheese will enhance the flavors and complexities of your wine. When
creating a pairing, consider the acidity and fat content of the cheese.
Creamy, light cheeses go well with crisp, vibrant wines while harder
aged cheeses are best enjoyed with bolder red wines with enough
tannins to stand up to stronger flavors.

BlueCheeses

Cheeses in this family such
as Roquefort from France,
Stilton from England, and
Gorgonzola from Italy have a pungent flavor that
often intensifies with age. Their flavors can range
from mellow and buttery to tangy and sharp.
Wine Pairing: Blue cheeses pair beautifully with sweet
dessert wines like Ports, Sauternes, or Rieslings.
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Bloomy Rind
Cheeses

Popularized in the U.S. with French Brie
and Camembert, this family can include Italian Robiola or the
bloomy blue cheese Cambozola. They are characterized by soft,
creamy textures, with a range of flavors from mild to tangy.
Wine Pairing: These cheeses frequently pair nicely with
rich white wines like Chardonnay or Pinot Gris or fruity
red wines like Grenache and Beaujolais.

Fresh Cheeses

Fresh cheeses include French-style
goat cheeses like chèvre, Italian
Burrata, Greek Feta, or domestic
cheeses like Humboldt Fog. They are often characterized
by a sharp tangy flavor and textures ranging from soft
and creamy to dry and crumbly. When coming up with
pairing ideas, consider whether they have been rolled in
herbs or cracked peppercorns for added flavor.
Wine Pairing: Fresh cheeses pair very well with wines
that are crisp, grassy, and light in color. They go very well
with whites like Chenin Blanc, Pinot Grigio, light Rieslings,
Pouilly-Fumé and Sauvignon Blanc.

Hard Cheeses

Popular cheeses in this family are
Parmigiano Reggiano from Italy, aged
Gouda from Holland, Manchego from
Spain, and Mimolette from France.
Cheeses become not only firmer with age but also more
pungent, meaning hard cheeses often pack a lot of flavor.
Wine Pairing: Try pairing these mature cheeses with
medium or full bodied reds with enough tannins to
complement their intensity of flavor. Consider Zinfandel,
Cabernet Sauvignon, and Malbec.

Don’t be Afraid to Experiment!

Semi Hard
Cheeses
-

When we think of semi-hard
cheeses, we often think of aged
Cheddars or Alpine cheeses like Swiss Emmenthaler or
Raclette, and French Comté. They can be great melting
cheeses for a fondue party or perfect on a cheese board.
Wine Pairing: Younger semi-hard cheeses can have a mild
buttery flavor and soft texture that become more pungent
and crumbly with age. We recommend pairing them with
full bodied and aromatic whites or medium bodied reds.
Consider Chardonnay, Pinot Noir, Sangioveses, Merlot,
or a nice Syrah.

Remember that these are just guidelines to get you started,
not unbreakable rules. Experiment with your own pairings
and seek out combinations that knock your socks off.
A good rule of thumb
is to pair wines and
cheeses from the same
region since they will
frequently complement
each other well.

5 Things You Should Know

About Medicare and
the
Affordable Care Act
The Affordable Care Act is bringing a lot of changes to
healthcare and health insurance in the U.S., including
some important changes to Medicare. Here are five
important things you may want to know about Medicare
and the ACA.
1. Your Medicare Coverage is Protected
Medicare is not part of the health insurance exchanges
established by the ACA, so there’s no need for you to
replace your coverage. In fact, as a Medicare recipient,
you may already get a better deal for your insurance than
most other Americans. It doesn’t matter how you get
Medicare – through Original Medicare or a Medicare
Advantage Plan – you are still guaranteed coverage.
2. You Can Still Choose Your Doctor
You can still see your current doctor or any healthcare
provider that takes Medicare. The ACA will not change
your ability to choose your own doctor. Some doctors
may independently change their Medicare acceptance
policies, so it’s always wise to check in regularly with
your healthcare providers.
3. Medicare Now Covers More Services, For Less
Most Medicare insurance plans will now cover preventive
services like mammograms, colonoscopies, and annual
wellness visits, which are very important for staying healthy
and avoiding diseases. You may be able to take advantage
of these services without paying the Part B coinsurance or
deductible; however, if your doctor performs additional tests
or services, you may have some out-of-pocket costs. The
services available to you depend on what kind of Medicare
coverage you currently have; visit www.medicare.gov for
more information about covered services.
4. You Will Get More Comprehensive Support
The ACA is propelling new initiatives to support care
coordination, meaning that doctors will get additional
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resources to make sure
that your treatments are
consistent. The goal is to
make sure that patients,
particularly those with
chronic needs, get the
right care at the
right time while
preventing medical
errors. You’ll see
the benefits when
your doctors, specialists, and
hospital are better able to work together
to give you the right care in the right setting.
5. You May Save Money On Medicine
The donut hole, the gap in drug coverage under Medicare
Part D, is shrinking. Right now, Part D only covers up to
$2,970 for medicines each year. Once you reach that limit,
your prescription benefits decrease significantly, putting
you in the donut hole. Currently, your copay increases to
47.5percent for brand-name prescriptions and 79percent
for generic drugs until you have spent $4,750. Under the
ACA, if you fall into the donut hole, you’ll get a 50percent
discount when buying Part D-covered brand-name drugs.
Every year, the percentage you pay for the gap in coverage
will decrease and the donut hole will be closed completely
by 2020, meaning that you will pay a flat 25percent copay
for all generic and brand name prescriptions.
Even though the ACA may benefit most Medicare
recipients, there are still some changes to watch out for
that could affect your coverage and out-of-pocket costs.
If you have any questions about how your Medicare plan
may change under the ACA, visit Medicare.gov or contact
a trusted insurance specialist.
Source: www.medicare.gov
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Sudoku or "single number" is a
logic-based, number-placement
puzzle. The objective is to fill
a 9×9 grid with digits so that
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each of the nine 3×3 sub-grids
that compose the grid (boxes)
contains all of the digits from
1 to 9 once.
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