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May you live in interesting times 

is reputed to be the English translation of an ancient Chinese proverb and curse. It is reported that it was the first of three curses of increasing severity, the other two being:

· May you come to the attention of those in authority
· May you find what you are looking for (Wikipedia)
Certainly interesting, the last two weeks have been astounding and disturbing, as our nation’s financial landscape has markedly changed.  Facing a frozen credit market, the government has stepped into the banking, credit and equity markets with intensity. In essence, the government is seeking to provide liquidity (cash) to a financial system that is frozen.  The large banks, hedge funds, and other financial institutions have been progressively less willing and able to "trust" each other and/or to lend money out based on any particular collateral.  If the bailout fund buys large debt pools at a reasonable discount, this will provide the banks enough capital to remain solvent and to lend out money as an economic stimulus.  Over time, the pools of bonds and other assets that the government buys now might actually increase in price and value in a more stable market. I'm a free market believer, but also believe that the government has step in to provide orderly markets and liquidity.  I also believe that the government should lower interest rates to both stimulate the economy as well as to let banks earn some money back on their loans.  Finally, the FDIC should insure bank deposits for much more than $100,000, as this paltry coverage has led to billions of dollars moving out of banks looking for safety elsewhere.
Investment Position


Worldwide, equities remain cheap.  Commodity stocks are back to where they were last year, in a world where increasing demand will meet relatively fixed supply.  Although it appears that the US will increase its drilling for oil and gas, this measure might only keep up with the dwindling output of major world oil fields in Russia, the North Sea, Saudi Arabia and Mexico.  

The last three months have seen a  bear market in commodity stocks, and I've been asked if they remain a good investment.  When this asset class was overweighted over the last two years in Wealth Care LLC portfolios, the rationale was with a long term outlook.  After much research and thought, I felt firmly that "stuff" will become increasingly valuable in a world that is rapidly industrializing.  The supply of the "stuff" is constrained by geopolitical problems (many mines and oil wells are in politically unstable if not hostile parts of the world), environmental constraints, and yet exposed to steadily increasing demand.  I bought these positions with the expectation that looking back in 5 or more years would result in some satisfaction that these holdings were in all our portfolios. 

Nothing has changed.  The value is still there.  The rationale is still there.  What we've seen is price (not value) volatility.  First, this asset class went crazy to the upside in 2007 and early 2008.  The gains were unreasonable in many ways for such a short time period. Now prices are swinging the other way, for reasons of hedge fund failures, speculators, etc.  If anything, I'd buy more of this class (and have been doing so with my own funds). 

Fighting the part of human nature that urges us to buy stocks that are going up and sell stocks that are going down is part of the discipline that leads to long term success.  
Overall, the investments that appear the most attractive remain the ones in the average Wealth Care LLC portfolio.  As the price of some of these assets dropped, their value remains constant.
Tax Law Changes

There are a few tax changes for 2009.  First, the gift tax exclusion is going up from 12,000 to 13,000 dollars per person.  This means that any individual may gift any other individual up to 13,000 dollars annually without having to file a gift tax return.  A couple may give any individual up to 26,000 dollars annually.

The personal exemption and standard deductions are going up to a small degree.  
Quarterly Reports

Clients of Wealth Care LLC will be getting the quarterly performance statements for the first nine months of the year during early/mid October.  I'm always available to discuss your investments with you as desired. 

Banks

Bank Risks- not to beat a dead horse (or dead bank), but I’ll remind you again not to have more than $100,000 in any one bank via CDs, checking, savings, etc.  There are several alternatives that I’d be happy to discuss with you.


 Good Riddance
One of the good things that might come out of this financial epoch is the exposure and rejection of the sales-oriented brokerage method of investment advice.  Certain professions do not mesh with having both “sales” and ethics.  When a third party is paying the broker, often the client is sold things that do not benefit them personally, but instead the broker and the third party.  Ethical financial advice should be based on fees, like medical, accounting and legal advice.

Risk Tolerance


When I initially plan with a new family/client, I try to assess “risk tolerance”-i.e. how much volatility one is comfortable with during the investing process. This is generally a frustrating experience, as it is clear that risk tolerance changes with market conditions.  It is both a fact of research and of common observation that people are more “risk tolerant” in bull markets and less “risk tolerant” in bear markets.  This has certainly come home to roost over the last couple of months.  Having gone through a bear market is a great time to do some thought about what you are personally comfortable with in terms of volatility.  I’ll be happy to discuss this with you and make adjustments in your portfolios as warranted.  However, we must all remember that volatility is the price we pay for a probable higher long term return.  So a “safe” portfolio at the extreme (say all CDs or treasury bills) is a guaranteed long term loser in terms of future purchasing power.
Random Thoughts

"If your car could travel at the speed of light, would your headlights work?" 


We simply attempt to be fearful when others are greedy and to be greedy only when others are fearful.-
Warren Buffett
Opportunity may knock, but temptation rings the doorbell.-unknown

The only investors that shouldn’t diversify, are those that are right 100% of the time.  –Sir John Templeton.
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