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What’s Next?
January was a brutal month for almost every asset class except cash and bonds.  The American and foreign markets suffered along with commodities.  For the American market in general, we lost all the (small) gains of 2007 and then some.  So, what’s next?

I remain relatively optimistic.  I worry more about markets when all is going well, then when all I hear is the wailing of a “recession” around the corner.  The drop in market indexes remains small by historical measures, and in fact we still haven’t seen a drop of real significance since the 2000-2002 bear market.  With the drop in the value of the dollar, American stocks are the cheapest asset class in the world-especially for foreigners.  The alternatives-fixed income and real estate-do not look relatively attractive when compared to stocks.  Our policy of broad diversification means that no Wealth Care LLC portfolio has even a 50% allocation to American stocks. Still, I will not be surprised if 2008 is a good year for our domestic market.
Asian equities and commodities remain excellent long term holdings, with the assumption that the emerging capitalistic trends toward a Western lifestyle will produce booming economies and demands for tangible “things.”  The new $2500 car produced by India’s Tata motors represents the movement up the wealth ladder for the many thousands of people that will buy it.  In buying the car, these individuals become much more aggressive consumers of steel, petroleum and other commodities.  Interesting, this morning (Feb. 1st), a Chinese consortium announced they are buying a large interest in one of the world’s last great mining companies (Rio Tinto).  This will be an increasingly common event as the many Sovereign Wealth funds of the emerging world buy assets they need for development and growth.
I haven’t changed any asset allocations over the last several months, and think that Wealth Care Portfolios are well positioned.  Most portfolios have a broad mix of world equities, with a slight tilt towards Asia.  The portfolios have a healthy allocation of commodities (agricultural, base metals, gold and “energy in a safe place.”)  Many portfolios contain some “hedge-fund” like actively managed mutual funds (5% or less) that add some additional diversification.
The Subprime Mess

Even though it was easy to see that the real estate markets were in a bubble until recently, the profound level of greed and stupidity by our financial institutions still is surprising.  Our large investment banks shoveled money out the door to people that had no business buying homes.  These same institutions also then sold huge fixed income portfolios full of this subprime garbage, using collusion with ratings agencies and insurance companies who help certify the investments as safe.  Buyers all over the world bought this reeking heap of junk, and the shareholders of our financial institutions are helping to pay the cost.  However, we are all sharing the pain of disrupted credit markets and a slumping stock market.  

City, county and state governments bought this swill as well, and now taxpayers in general will foot the bill.  I hope that some investigations are done to make sure that officials did not receive “incentives” from banks and brokerages to buy this stuff.

It is also almost certain that the same lack of scrutiny used to lend towards real estate was used in loans to credit card holders and in the auto loan market.  Expect to hear about defaults on pools of these loans as well in coming weeks and months.

The Elections

The administration that comes in office late this year may have profound effects on all of our financial lives.  I’m of the opinion that a system in which almost ½ of the population pays no tax is one that is ripe for corruption.  I’d expect that a Democratic victory will mean sharply higher taxes for us all, and only hope that such taxes are not retroactive to January 2008.  I’ll keep you aware of what I am hearing about tax policy and legislation.
Random Thoughts

"A fine is a tax for doing something wrong. A tax is a fine for doing something right." 
- Author Unknown

"However beautiful the strategy, you should occasionally look at the results."
Winston Churchill

Each generation imagines itself to be more intelligent than the one that went before it, and wiser than the one that comes after it.
-George Orwell

Albert Einstein once handed his secretary an exam to be distributed to his graduate students. The secretary scanned the paper and objected, “But Professor Einstein, these are the same questions you used last year. Won’t the students already know the answers?” 
“It’s all right, you see,” replied Einstein, “the questions are the same, but the answers are different.”

"What happens if you get scared half to death twice?" 



"Why do psychics have to ask you for your name?" –Stephen Wright
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