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Food Inflation
Any family that shops at the grocery store can see it, and there is more to come.  Why is it happening?  There are two reasons:

1) The lack of increased supply despite demand.  Economists call this “inelasticity.”  When there is excess capacity of an item possible, supply rises as does demand (usually via a small increase in prices, but not necessarily as long as profit is made supplying the product at the current price).  However, world stores of grain production have been historically at close to peak production for the last few years, with little quality arable land not already being used.  As the demand from the industrializing emerging markets of Asia, Eastern Europe and Latin America manifests as an increased calorie/person diet and a more meat based diet (uses more grains than a grain based diet) meets the relatively fixed supply-prices shoot up.

2) Biofuel production.  The downside of replacing hydrocarbon fuels with those made from corn and other plants is that both land and food is removed from the supply chain of calories.  This also pushes up prices for grains/food.  This will be self correcting at some point, when it becomes more profitable to grow food than Biofuels (this is already happening with corn-the production of ethanol for fuel from corn is no longer economically viable at current prices).

Luckily, in Western developed nations, food is a small part of our daily cost of living, so even significant increases in prices produce limited changes in lifestyles.  This is not the case in the majority of Third World nations-in which food is the major budget item.  Expect to hear of food riots and other instability in coming months and years.

Note that most Wealth Care LLC Portfolios contain investments such as DBA and MOO, which are participating in the price appreciation for agricultural companies.

The Credit/Debt Crisis

March saw more instability, including the near collapse of Bear Stearns-a previously great investment bank.  I’ve said it before, but remain astounded at how much the great banks and hedge funds “ate their own cooking” this time-i.e. they bought into the same subprime junk they were selling to everyone else.

The Federal Reserve and other world Central Banks certainly seem to be working hard to maintain liquid markets, with the assumption that this action will allow a slow resolution of the crisis in a more orderly manner.  At the end of it, these financial institutions will still end up with massive losses in net worth.  Although tempted, I have not bought into financial market equities as I don’t know when the party ends.  Yet, it is clear that the central banks/treasuries of the major countries will provide the liquidity needed to calm these troubled waters.
On a good note, our economy remains fairly strong-despite all the wailing.  Unemployment remains low, our military increasingly powerful and well respected, and our political process continues in full swing.  The potential benefits of the coming explosion in technology (especially biotech) are hardly imaginable.  

Avian Flu Update

While we are discussing pleasantries, I wanted to update you on this subject that we discussed a few times in 2006 and early 2007.  Bird flu remains endemic in the third world.  In March, there were deaths due to the flu in Egypt, Vietnam, Indonesia and in Hong Kong.  Schools were closed briefly in Hong Kong in the middle of the month.  Luckily, there is still no clear evidence that the virus has mutated to the point of easier human to human transmission.  It still seems reasonable to have a supply of Tamiflu at home for each member of the family.

Financial Planning

For 2008, salary deferral for 401k plans is 15.5/20.5K depending on whether you are 50 years old or not. Total contributions allowed to a plan are 46/51K (a one thousand dollar increase for the profit sharing side).
For 2008, IRA contributions (Traditional or Roth) are 5/6K depending on whether you are 50 or not ( a one thousand dollar increase for everyone).

The Changing Attractiveness of Certain Asset Classes
Two asset classes that have not been part of Wealth Care LLC portfolios for the last two years are real estate and High Yield Bonds.  In both cases, I thought the dividend/interest yields did not compensate for the risk being taken.  Things have certainly changed in the last year.

High Yield Bonds


Investors in High Yield bonds are now receiving almost 6% more interest for their risk than one year ago.

Real Estate
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I’m not sure that either asset class is a good buy now, but it is clear that they are much better buys than one year ago.  Don’t be surprised to see either or both start to show up in Wealth Care LLC portfolios over the next year or so.
The Future

A few of you called me this month to discuss what was happening in the markets.  Among the things we discussed were:

· What is happening (some downward volatility) is normal

· It is part of the process of “cleansing” of rot and excess in various markets

· Wealth Care LLC portfolios have not lost more than single digit amounts due to significant diversification in foreign equities and commodities

· This has happened (many times) before

· The American economy is strong, unemployment is low, corporate profits are high

· Pessimism is fertilizer for stock markets

Random Thoughts

If you  think dogs can't count, try putting three dog biscuits in your  pocket and then give him only two of them. 
-Phil  Pastoret 



Law of Mechanical Repair 

After your hands become coated with grease, your nose will begin to itch or you'll have to pee. 

A member of Parliament to Disraeli: "Sir, you will either die on the gallows or of some unspeakable disease." "That depends, Sir," said Disraeli, "on whether I embrace your policies or your mistress
Some cause happiness wherever they go; others, whenever they go." - Oscar Wilde 
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