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February was another rough and volatile month for the American stock markets.  Some of that volatility was also seen in emerging markets and in foreign stocks as well, but commodities remained strong.  For the intermediate to long term, I’m personally very optimistic about our future returns (see below).

IRA Funding
In past years, I encourage some of you to fund non deductible IRAs with the intention of converting them to Roth IRAs in 2010 when the laws change.  Generally, making non-deductible IRA contributions is marginally worthwhile if you have at least 20 years for the money to grow in a tax deferred manner. However, if you have large pretax IRA accounts (including SEP and SIMPLE IRAs), then a Roth conversion is not wise from a tax standpoint.  During the first two months of each year (including 2008), I’ll be reviewing all of the accounts and notifying you personally if I think making an IRA contribution is worthwhile. 

Green Investing

I’ve been pursuing investments in “green” technology and energy sources, but have found nothing to buy.  This area is full of hype and companies valued far beyond any conceivable real worth.  I’m also inherently suspicious about just “what will work.”

The amount of corn necessary to fill one 25 gallon gasoline tank would feed a person for a year.  Although I support the effort to reduce the use of imported oil, this just seems somewhat irrational as a solution.  A recent NY Times article discussed that the environmental impact of clearing forests to plant “biofuel” was inherently much worse than just drilling for more oil.  Just this week, the price of corn is forcing ethanol plants development to cease.
After looking, I think that for now, buying oil and natural gas resources in a “safe place”, makes more sense.

The Subprime Mess and Credit Crunch

Nothing I read suggests we are close to an end to this mess.  Perhaps there is only the tip of the iceberg revealed?  During the first week of February, Businessweek magazine published an article revealing that 77% of all homes/condos in Miami purchased within the last two years were now worth less than the money owed on their mortgages.  It is also clear that there was massive fraud involved with inflated home values being used to manufacture large loans that were never intended to be repaid.  Reports of banks taking possession of large quantities of foreclosed properties suggests that they are hiding their true losses, as doing so allows them to keep the properties on their books at the loan value.  A pundit I read this week said, “those waiting for the next shoe to drop may find it raining shoes.”

The world’s central banks are doing a reasonable job in keeping liquidity at a reasonable level.  The US Federal Reserve is leading the way, as the European Central Bank is more tightly bound in its freedom to inflate than is the US.  

Other than continuing to avoid risky assets such as financial stocks, high yield debt and most real estate, I don’t see much else to do but wait this out.  At this point, I think we’re dealing more with problems of volatility rather than certain losses, and time cures volatility.
Inflation or Deflation?

You cannot pick up any business magazine, or read an article on the internet without seeing pundits espousing on inflation, deflation, or stagflation.  Truth is, no one has any idea what is really going on.  What we do know are the crosscurrents of economic events and processes that can potentially lead to any of the “flations.”

These crosscurrents include (but are not limited to):

The massive deflation of the credit crisis-as homeowners nationwide sense that they are either “underwater” on their mortgages (or just feel “poorer” than two years ago), they are inclined to spend less money.  Additionally, banks are much less likely to extend credit to anyone as they try to reconcile their multi-billion dollar losses on mortgages, credit card debt, and auto loans.  

The rise in energy prices.  This can be thought of as inflationary (all prices related to energy and its use goes up) or deflationary (more money spent on gasoline and heating oil means less for other consumption).

The rise in food prices, energy and other commodities.  Is this inflation (usually defined as an increase in money supply out of proportion to the goods that can be bought with the money) or just a manifestation of scarcity?

An on and on.  

The process of asset allocation given all this information and opinion seems harder than ever.  Yet, we’ve had hard and confusing times many times 
Other than continuing to avoid risky assets such as financial stocks, high yield debt and most real estate, I don’t see much else to do but wait this out, with a diversified and low cost portfolio spread among worldwide equities and commodities.  Here is the performance of the American Stock market for the last 57 years for your review:
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Give some thought to all the bad and scary things that happened during these six decades-the Korean war, the Vietnam War,  the rise of Japan as a dominating economic power, the truly rough stock markets of the 1970s, and having hundreds of nuclear missiles pointed at us until the 1980s. So, in closing, forget about all the moaning and whining about the markets and economy.  We live in the best of places and the best of times in all of human history.

Random Notes

My dog is  worried about the economy because Alpo is up to $3.00 a can.  That's almost $21.00 in dog money. 
-Joe  Weinstein 


Murphy's Law of Lockers 

If there are only two people in a locker room, they will have adjacent lockers. 

Give a man a fish, and you'll feed him for a day. Teach a man to fish, and he'll buy a funny hat. Talk to a hungry man about fish, and you're a consultant.
  - Scott Adams
"Experience is something you don't get until just after you need it."


"I intend to live forever; so far, so good."-Stephen Wright
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