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August brought us more of a tough worldwide bear market.  It is almost impossible to find any asset class that is not losing double digit percentages on a year to date basis.  Some downdrafts are astounding-with the Chinese markets down as much as 50% recently.
Wealth Care LLC portfolios are not immune to the bear market, but the weighting towards commodities have limited losses to single digits year to date.  

Interest rates remain low, with the Federal Reserve carefully trying to stimulate the economy and housing without stoking inflation.  I do not think taking the risk of serious capital losses is warranted by owning intermediate to long term bonds of any type.

I remain optimistic that the long term return of reasonably price equities will do well over the intermediate to long term (see below).

Inflation or Deflation?
I’ve touched on this conundrum in the past.  If oil and food prices go up as a result of supply and demand, is the higher prices paid evidence of inflation or not?  I’d argue that such price rises are actually deflationary, as they cause the consumer to have less money to spend on everything else.  This lack of “buying” everything not considered a necessity leads to deflation and somewhat lower prices. 

Others argue that higher prices mean more dollars are needed to buy a certain quantity of a product, and that we do have inflation.  Combine these arguments with interest rate changes by global central banks and currency fluctuations, and I am sure no one has any idea of whether we are in for inflation or deflation.
Buy or Sell?

I’ve discussed market strategy with a number of you over the last two months.  The several month long bear market has stimulated some questions about “backing off from the market for a while,” and “what if things really are different this time?”  My response has been on several points:

1. Every time is different.  In every market that drops significantly in price (note I say price and not value), there are different economic and political reasons.  The same is true for every bull market.  This does not change the fact that over the long term, our great (domestic and now world) economies provide a positive gain in most years.  There is no reason or rationale to suggest that we will not continue to grow in the future and make the reasonable gains that equities have made for over a century now.  I’m actually optimistic that the entry of literally billions of bright hard working people in the “third world” will produce amazing changes in technology, life expectancy, and general economic well being during our lifetimes.  Conversely, the alternative investments to equities are terrible.  Real estate is unlikely to make significant gains for quite a few years.  Bonds and cash are sure recipes for losses-either quickly if interest rates rise while you hold long bonds, or slowly as inflation and taxes exceed your returns.

2. The stock market is the only place I know where people want to buy “high” and sell “low”.  We flock to sales at the mall, but want to sell our stocks if the market prices drop too much.  It is going the opposite way that leads to long term wealth, yet it is against our perverse nature.

3. The level of media pessimism about the markets is as high as I’ve ever seen.  No one ventures to suggest that certain markets might be cheap and worth buying.  The losses in every asset class have made the pundits cautious.  I think we may be reaching the point at which there are few left to sell.

4. Commodities in general remain an undervalued asset class.  They will be bought subject to the laws of supply and demand, not some arbitrary speculative pricing.

Random Thoughts

Brown's Law of Physical Appearance:

If the shoe fits, it's ugly. 

Intellectuals solve problems; geniuses prevent them.
 >Albert Einstein

 The irony of life is that, by the time You're old enough to know your way Around, you're not going anywhere. 

The speed of time is one-second per second. 
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