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Stimulus Bill
 
I'll be reading as much commentary on the newly passed Stimulus Bill, and will keep you individually informed of its aspects that provide either/or opportunities or threats to your financial well being.
Budget Bill
We can assume that the budget bill will pass intact close to the guidelines proposed by the President.  Expect a tax rate of 39.5% and Capital Gains rates of 20% for those in higher income tax brackets.  It is not yet clear if this will apply to 2009 or 2010.  In addition, there may be an increase in the base income taxed for Social Security funding as well.   I’ll keep you informed.
 
The Investment Horizon
 
Hidden behind the immense amount of press on our current financial situation is some encouraging news.  Our large banks appear to actually be doing much better, although the administration is obscuring this in an attempt to retain maximum control with minimum accountability.  Best that I can tell, the banks hold huge sums of high yielding bond pools of good quality, which to a large degree offsets some continued credit losses.  It also appears that hedge funds are/were holding the majority of truly toxic debt instruments, and that they will have another terrible year.  Many commentators still believe that hedge fund "unwindings" of various investments (including blue chip stocks) as a response to losses and redemptions are responsible for much of the stock market's weakness.  When the unwinding ends, the selling pressure should decrease.
It is impossible to know the entire picture for sure, but the steady barrage of bad news from our press and administration is not the entire picture.
In talks with many of you over the last month, I’ve shared my firm opinion of the stock markets.  They remain “cheap” and I believe that the prices of our investments will be much higher in years to come.  I have no way of knowing exactly when, but my time horizon is 2-10 years.  Believing that, and knowing that almost all of our collective money will not be spent in that time interval, it makes sense to sit tight with our investments for that future time.  The alternative is to sit in cash equivalents, earning 1-2% annually and trying to guess when to reinvest.

Keeping with my long term view, I’ve included an excerpt from an excellent journal www.indexinvestor.com , after the end of this document.  It is long, but well written.  I’ve read the three sources they discuss and share their opinions.  

Truth May be Stranger Than Fiction
In my reading, one of the more (? Bizarre) interesting items is the profound lack of sunspots.  Here is a link to a NYT article from the Fall  http://www.nytimes.com/2008/10/03/science/space/03sun.html?ref=science&pagewanted=print , but the phenomenon continues.  I read something this week that stated that sunspot activity was the lowest in two centuries.  The consequence of this is thought to be a marked decrease in Earth temperature.  This may be the “cure” for global warming.  Stay tuned.
Gold

Every Wealth Care LLC portfolio bought gold 12-18 months ago, and it is (no pun) the bright spot in our portfolios.  Yet, it’s behavior is odd.  Historically, gold goes up with inflation/dollar devaluation.  Yet, we have neither right now, and gold keeps climbing.  I think that currently gold and the US dollar are the two “safe” places for world investments, and that is the probable explanation.  

What We Do Not Own

A couple of weeks ago, I made note that we all own the same securities as six months ago (generally) and that only the price of them has changed.  What I thought about later is what we do not own (thankfully!):

· Expensive, “locked up” hedge funds

· Auction rate securities

· Leverage closed end funds

· Subprime mortgage pool investments

· Junk bond funds

· Investments with B. Madoff or Stanford’s firms

Any or all of these investments are likely to incur permanent losses.  All of our investments have no losses unless they are sold before their time.

Random Notes

Jack Handey
"I hope that when I die, people say about me, 'Boy, that guy sure owed me a lot of money.'"

Mark Twain
"Part of the secret of success in life is to eat what you like and let the food fight it out inside." 



If you lend someone $20 and never see that person again, it was probably worth it. 
 
Birthdays are good for you. The more you have, the longer you live. 
 Steven Podnos MD, CFP® for Wealth Care LLC 3-1-09
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Keeping an Eye on Long Term Trends

While staying abreast of the latest developments in the global economic crisis is undoubtedly important for investors, so too is maintaining a good understanding of longer term trends, and what they may portend for future asset class returns. With that in mind, in this article we will summarize the most interesting observations and conclusions from three recent publications that have received too little attention from the mainstream media.

The first is "Joint Operating Environment 2008." Published by the United States Joint Forces Command, it is "intended to provide a perspective on future trends, shocks, contexts and implications for future joint force commanders and other leaders in the national security field...to serve as a starting point for discussions about the future security environment at the operational level of war." The document begins with an interesting discussion of change and the limits of our ability to predict its course:

· "Thinking about the future requires an understanding of both what is timeless and what will likely change. As Thucydides suggested in the fifth century BC, "the events which happened in the past...(human nature being what it is) will at some time or other and in much the same way be repeated in the future." Many features will not change. The challenges of the future will resemble, in many ways, the challenges that American forces have faced over the past two centuries."

· [That said], "the nature of the human condition will also guarantee that uncertainty, ambiguity, and surprise will dominate the course of events. However carefully we think about the future; however thorough our preparations; however coherent and thoughtful our concepts, training and doctrine; we will be surprised.

· "Our goal is not to eliminate surprise - that is impossible. Our goal is, by a careful consideration of the future, to suggest the attributes of a joint force capable of adjusting with a minimum difficulty when the surprise inevitably comes. The true test of military effectiveness in the past has been in the ability of a force to diagnose the conditions it actually confronts and then quickly adapt. In the end, it will be our imagination and agility to envision and prepare for the future, and then to adapt to surprises, that will determine how the Joint Force will perform over the next twenty-five years."

· "Leaders are often late to recognize changes. Driven by an inherent desire to bring order to a disorderly, chaotic universe, human beings tend to frame their thoughts about the future in terms of continuities and extrapolations from the present and occasionally the past. But a brief look at the past quarter century, to say nothing of the past four thousand years, suggests the extent of the changes the coming decades will bring...In thinking about the world's trajectory, we have reason to believe that the next twenty-five years will bring changes just as dramatic, drastic, and disruptive as those that have occurred in the past quarter century."

· "Trends may suggest possibilities and potential directions, but they are unreliable for understanding the future, because they interact with and are influenced by other factors...In consideration of the future, one should not estimate the ability of a few individuals, even a single person, to determine the course of events. One may predict that human beings will act in similar patterns of behavior in the future, but when, where and how remains entirely unpredictable...The interplay of economic trends, vastly different cultures and historical experiences, and the idiosyncrasies of leaders, among a host of other factors, provide such complexity in their interactions as to make prediction impossible. Winston Churchill caught those complexities best in his masterful history of World War I: 'One rises from the study of the causes of the Great War with a prevailing sense of the defective control of individuals upon world fortunes. It has been well said, there is always more error than design in human affairs. The limited minds of the ablest men, their disputed authority, the climate of opinion in which they dwell, their transient and partial contributions to the mighty problem, that problem itself, so far beyond their compass, so vast in scale and detail, so changing in its aspects - all this must surely be considered.'" 

The JOE then goes on to a discussion of key trends which will combine -- usually in unpredictable ways -- to produce what it terms "future contexts":

· "Trend analysis is the most fragile element of forecasting. The world's future over the coming quarter of a century will be subject to enormous disruptions and surprises, natural as well as man-made. These disruptions, and many other forces, can easily change the trajectory of any single trend. [We must also] recognize that many, if not all, of the trends and trajectories of the future will be non-linear...In the final analysis, the value of trends lies not in accurately predicting them, but in intuiting how they might combine in different ways to form more enduring contexts for future operations. Trend analysis can also help in identifying some indicators or signposts that one can use to check the path that the world takes into the future and make adjustments as necessary."

· "A good place to being the discussion of trends is demographics, because what is happening demographically today, unless altered by some catastrophe, has predictable consequences for the populations of regions and states, as well as future strategic postures and attitudes."

· "The world will add approximately 60 million people each year and reach a total of 8 billion by the 2030s. Ninety five percent of that increase will occur in developing countries....Currently, only six countries in the developing world possess populations of over 100 million people and a GDP of at least $100 billion - China, Russia, India, Indonesia, Brazil and Mexico. By the 2030s, they will be joined by Bangladesh, Nigeria, Pakistan, the Philippines, and Vietnam...The world's troubles will occur in developing countries where the combination of demographics and economics permits populations to grow, but makes meeting rising expectations difficult. The performance of the global economy will be key in either dampening down or inflaming ethnically or religiously based violent movements."

· "The real danger in a globalized world, where even the poorest have access to pictures and media portrayals of the developed world, lies in a reversal or halt to global prosperity. Such a possibility would lead individuals and nations to scramble for a greater share of shrinking wealth and resources, as occurred in the 1930s."

· "Over the next quarter century, China's population will grow by 170 million, but it will also age significantly because of strict enforcement of the government's one child per family policy. An additional demographic factor, which may affect Chinese behavior, is the choice of many families to satisfy that limitation with a male child. How the resulting imbalance between young males and young females will play out by the 2030s in China's internal and external politics is impossible to predict, because there are few historical analogues. Nevertheless, there are some indications of an increasing predilection to violence and nationalistic feeling among Chinese youth."

· "Even as the developing world copes with its youth bulge, the developed world will confront its acute aging problem. By the 2030s, the number of elderly people in developed countries will double, [and the ratio of elderly to working population increase]...Such demographic trends will make it less likely that nations in the developed world will sacrifice their youth in military adventures unless extraordinary threats appear."

· "The current demographic trends and population shifts around the globe underline the increasing importance of cities. The urban landscape is steadily growing in complexity, while its streets and slums are filled with a youthful population that has few connections to their elders. The urban environment is subject to water scarcity, increasing pollution, soaring food and living costs, and labor markets in which workers have little leverage or bargaining power. Such a mixture suggests a sure-fire recipe for trouble."

· "In historical terms, globalization is not the norm in human affairs."

· "By 1913, the value of international trade as a percentage of world GDP had reached a level the global economy would not replicate until the last decade of the 20th century. The economies of the United States and Germany were expanding at unheard of rates. Western merchants were queuing up to supply China's teeming masses, as that country opened its markets for the first time in centuries. The largest migration - and a peaceful one at that - in history was taking place, as 25 million Europeans left home, most immigrating to the United States...For much of humanity, this was as time of hope and optimism...Yet within a year, the First World War had broken out."

· The results of a dramatic slowdown in China's growth are unpredictable and could easily lead to internal difficulties or aggressive behavior externally. That is precisely what happened in Japan in the early 1930s with the onset of the Great Depression...The course that China takes will determine much about the character and nature of the 21st century...The challenges that the Chinese leadership confronts at the present are enormous, and an unsuccessful China is perhaps more worrisome than a prosperous one."

· India could more than quadruple its wealth over the course of the next two decades, but large swaths of its population will likely remain in poverty through the 2030s. Like China, this will create tensions between the rich and the poor. Such tension, added to the divides among its religions and nationalities, could continue to have implications for economic growth and national security. Nevertheless, India's military will receive substantial upgrades in the coming years. That fact, combined with its proud martial traditions and strategic location in the Indian Ocean, will make India the dominant player in South Asia and the Middle East."

· "A central component of America's global military posture is its massive economic power. This power is predicated on a financially viable, globally connected domestic economy. Should this central feature of American power be weakened, it is highly likely that military capabilities will be diminished or otherwise degraded as a result."

· "Unless there is a major change in the relative reliance on alternative energy sources, which would require vast insertions of capital, dramatic changes in technology, and altered political attitudes toward nuclear energy, oil and coal will continue to drive the energy train...The central problem for the coming decade will not be a lack of petroleum reserves, but rather a shortage of drilling platforms, engineers and refining capacity. Even were a concerted effort begun today to repair these shortages, it would be ten years before production could catch up with expected demand...Biofuels are unlikely to contribute more than 1% of global energy requirements by the 2030s...Wind and solar combined are unlikely to account for more than 1% of global energy needs by the 2030s, and this assumes the energy from these sources will more than triple, which alone would require major investments...Expanding nuclear plants confronts considerable opposition because of public fears, while the disposal of nuclear waste remains a political hot potato. Moreover, construction of nuclear power plants in substantial numbers would take decades...To meet climbing global requirements OPEC will have to increase its output from 30 MBD to at least 50 MBD. Significantly, no OPEC nation, except perhaps Saudi Arabia, is investing sufficient sums in new technology and recovery methods to achieve such growth....At present, Russian leaders appear to have chosen to maximize petroleum revenues without making investments in oil fields that would increase oil and gas productionÂ  over the long-term...None of the above provides much reason for optimism... By 2012 surplus oil production capacity could entirely disappear, and as early as 2015, the shortfall in output could reach nearly 10 MBD...The implications for future conflicts are ominous. If the major developed and developing states do not undertake a massive expansion of production and refining capabilities, a severe energy crunch is inevitable."

· "The pace of technological change is accelerating almost exponentially. Because most individuals tend to view change in a linear fashion, they tend to overestimate what is achievable by technology in the short term, while drastically underestimating and discounting the power of scientific and technological advances in the long term. If the pace of technical advances holds true, greater technological change will occur over the next twenty years than occurred in the whole of the 20th century."

· "On current evidence, a principal nexus of conflicts will continue to be the region from Morocco to Pakistan through to Central Asia...The problems in the Arab-Islamic world stem from the past five centuries, during which, until recently, the rise of the West and the dissemination of Western political and social values paralleled a concomitant decline in the power and appeal of their societies. Today's Islamic world confronts the choice of either adapting to or escaping from a globe of interdependence created by the West. Often led by despotic rulers, addicted to the exports of commodities which offered little incentive for more extensive industrialization or modernization, and burdened by cultural and ideological obstacles to education and therefore modernization, many Islamic states have fallen far behind the West, South Asia, and East Asia. The rage of radical Islamists feeds off the lies of their often corrupt leaders, the rhetoric of radical Imams, the falsifications of their own media, and resentments of the far more prosperous developed world. If tensions between the Islamic world's past and the present were not enough, the Middle East, the Arab heartland of Islam, remains divided by tribal, religious and political divisions, in which continued instability is inevitable...If the Middle East continues on its troubled path, it is likely that the war on terrorism will not continue on its current levels, but could actually worsen....The economic importance of the Middle East with its energy supplies hardly needs emphasis...They are too important for the U.S., China and other energy importers to allow radical groups to gain dominance or control over any significant portion of the region."

· "There is one dynamic in the literature of weak and failing states that has received relatively little attention, namely the phenomenon of rapid collapse...In terms of worst case scenarios for the Joint Force, and indeed the world, two large and important states bear consideration for a rapid and sudden collapse: Pakistan and Mexico." 

The second document is "Global Trends 2025", which was published by the National Intelligence Council of the U.S. Government. The objective of this study is described as follows: "By examining a small number of variables that we judge probably will have a disproportionate influence on future events and possibilities, this study seeks to help readers to recognize signposts indicating where events are headed and to identify opportunities for policy intervention to change or lock in the trajectories of specific developments." Key highlights of this report include the following:

· "In the 20th century, experts forecasting the next 20 years - roughly the time frame of this study - often missed major geopolitical events, basing their predictions largely on linear projections without exploring possibilities that could cause discontinuities...Lessons from the last century appear to suggest that (1) leaders and their ideas matter; (2) economic volatility introduces a major risk factor - there is a strong correlation between rapid economic change, both positive and negative, and political instability; and (3) geopolitical rivalries trigger discontinuities more than does technological change."

· "The international system - as constructed following the Second World War - will be almost unrecognizable by 2025 owing to the rise of emerging powers, a globalizing economy, an historic transfer of wealth and economic power from West to East, and the growing influence of non-state actors. By 2025, the international system will be a global, multipolar one."

· "Historically, emerging multipolar systems have been more unstable than bipolar or unipolar ones. Despite the recent financial volatility - which could end up accelerating many ongoing trends - we do not believe that we are headed toward a complete breakdown of the international system as occurred in 1914 - 1918 when an earlier phase of globalization came to a halt. However, the next twenty years of transition to a new system are fraught with risks. Strategic rivalries are most likely to revolve around trade, investments, and technological innovation and acquisition, but we cannot rule out a 19th century-like scenario of arms races, territorial expansion and military rivalries...Although the United States is likely to remain the single most powerful actor, the United States' relative strength - even in the military realm - will decline and U.S. leverage will become constrained."

· "China is poised to have more impact on the world over the next 20 years than any other country. If current trends persist, by 2025 China will have the world's second largest economy and will be a leading military power. It could also be the largest importer of natural resources and the biggest polluter."

· "Over the next several decades, the number of people considered to be in the global middle class is projected to swell from 440 million to 1.2 billion, or from 7.6 percent of the world's population to 16.1 percent. Most of the new entrants will come from China and India."

· "India probably will continue to enjoy relatively rapid economic growth. Although India faces lingering deficiencies in its domestic infrastructure, skilled labor, and energy production, we expect the nation's rapidly expanding middle class, youthful population, reduced reliance on agriculture, and high domestic savings and investment rates to propel continued economic growth...Indian policymakers are convinced that US capital, technology and goodwill are essential to India's continued rise as a global power...The Indian diaspora - composed largely of highly skilled professionals - will remain a key element in deepening US-Indian ties."

· "Asia's economic powerhouses - China and India - are restoring positions they held two centuries ago, when China produced approximately 30 percent and India 15 percent of the world's wealth."

· "Historically, people who become accustomed to rising living standards react angrily when their expectations are no longer met. Few people have had grounds for such high expectations as do the Chinese...A protracted economic slump could pose a serious political threat to the Chinese government, which would be tempted to deflect public criticism by blaming China's woes on foreign interference, stoking the more virulent and xenophobic forms of Chinese nationalism."

· "The range of possible futures for Russia remains wide because of starkly divergent forces - liberal economic trends and illiberal political trends. The tension between the two trends, together with Russia's sensitivity to potential discontinuities sparked by political instability, a major foreign policy crisis, or other wild cards, makes it impossible to exclude alternative futures such as a nationalistic, authoritarian petro-state or even a full dictatorship, which is an unlikely but nevertheless plausible future. Less likely, Russia could become a significantly more open and progressive country by 2025."

· "Europe and Japan will continue to far outdistance the emerging powers of China and India in per capita wealth, but they will struggle to maintain robust growth rates because the size of their working-age populations will decrease...The drop off in working age populations will prove a severe test for Europe's social welfare model, a foundation stone of Western Europe's political cohesion since World War II...The annual level of net immigration would have to double or triple to keep working-age populations from shrinking in Western Europe. By 2025, non-European minority populations could reach significant proportions - 15 percent or more - in nearly all Western European countries and will have a substantially younger age structure than the native population. Given growing discontent with current levels of immigrants among native Europeans, such steep increases are likely to heighten tensions...Slow overall growth rates, highly regulated labor markets, and workplace policies, if maintained, will make it difficult to increase job opportunities in Europe, despite the region's need to stem the decline of its working age population. When coupled with job discrimination and educational disadvantages, these factors are likely to confine many Muslims to low-status, low-wage jobs, deepening ethnic cleavages...By 2025, Muslim-related issues will be a growing focus and shaper of the European political scene."

· In Japan, "the shrinking workforce, large numbers of unemployed and untrained citizens in their teens and early 20s, and Japan's cultural aversion to substantial immigrant labor will put a major strain on Japan's social services and tax revenues."

· Over the next twenty years, "resource issues will gain prominence on the international agenda. Unprecedented global economic growth - positive in so many other regards - will continue to put pressure on a number of highly strategic resources, including energy, food and water, and demand is projected to outstrip easily available supplies over the next decade or so....Non-OPEC liquid hydrocarbon production - crude oils, natural gas liquids, and unconventionals such as tar sands - will not grow commensurate with demand...Countries capable of significantly expanding production will dwindle; oil and gas production will be concentrated in unstable areas."

· "All current technologies are inadequate for replacing the traditional energy architecture on the scale needed, and new energy technologies will probably not be commercially viable and widespread by 2025...Even with a favorable policy and funding environment for biofuels, clean coal or hydrogen, the transition to new fuels will be slow. Major technologies have historically had an "adoption lag." In the energy sector, a recent study found that it takes an average of 25 years for a new production technology to become widely adopted."

· "Despite what seem long odds now, we cannot rule out the possibility of an energy transition by 2025 that would avoid the costs of an energy infrastructure overhaul. The greatest possibility for a relatively quick and inexpensive transition during the period comes from better renewable generation resources (photovoltaic and wind) and improvements in battery technology."

· "Demand for food will rise by 50 percent by 2030 as a result of growing world population, rising affluence, and the shift to Western dietary preferences by a larger middle class...Climate change is expected to exacerbate resource scarcities."

· "It is not clear that the type of stable deterrent relationship that existed between the great powers for most of the Cold War would emerge naturally in the Middle East with a nuclear weapons capable Iran."

· "The force of ideology is likely to be strongest in the Muslim world - particularly the Arab core. In those countries that are likely to struggle with youth bulges and weak economic underpinnings - such as Pakistan, Afghanistan, Nigeria and Yemen - the radical Salafi trend of Islam is likely to gain traction."

· "Types of conflict we have not seen for awhile - such as over resources - could reemerge. Perceptions of energy scarcity will drive countries to take actions to assure their future access to energy supplies. In the worst case, this could result in interstate conflicts if government leaders deem assured access to energy resources to be essential for maintaining domestic stability and the survival of their regimes."

· "Greater Asian regionalism - possible by 2025 - would have global implications, sparking or reinforcing a trend toward three trade and financial clusters that could become quasi-blocs: North America, Europe and East Asia...On the other hand, an absence of regional cooperation in Asia could help spur competition among China, India and Japan over resources such as energy."

· "By 2025, the United States will find itself as one of a number of important actors on the world stage, albeit still the most powerful one. Even in the military realm, where the US will continue to possess considerable advantages in 2025, advances by others in science and technology, expanded adoption of irregular warfare tactics by both state and non-state actors, proliferation of long-range precision weapons, and growing use of cyber warfare attacks increasingly will constrict US freedom of action."

· "The above trends suggest major discontinuities, shocks and surprises...In some cases, the surprise element is only a matter of timing: an energy transition, for example, is inevitable; the only questions are when and how abruptly or smoothly such a transition occurs. An energy transition from one type of fuel to another is an event that historically has only happened once in a century at most with momentous consequences. Other discontinuities are less predictable. They are likely to result form an interaction of several trends and depend on the quality of leadership. We put uncertainties such as whether China or Russian becomes a democracy in this category. Also uncertain are the outcomes of demographic challenges facing Europe, Japan and Russia...Technology, the role of immigration, public health improvements, and laws encouraging greater female participation in the economy are some of the measures that could change the trajectory of current trends pointing toward less economic growth, increased social tensions, and possible decline."

· "In Iran - a state rich in natural gas and other resources and high in human capital - political and economic reform in addition to a stable investment climate could fundamentally redraw both the way the world perceives the country and also the way in which Iranians view themselves. Under these circumstances, economic resurgence could take place quickly, and embolden a latent cosmopolitan, educated and at times secular Iranian middle class. If empowered, this portion of the population could broaden the country's horizons, particularly eastward and away from decades of being mired in the Arab conflicts of the Middle East." 

The third document is a rather long article in The New Republic by the historian Walter Russell Mead (author of the book God and Gold: Britain, America and the Making of the Modern World). He has a different take on the current crisis that provides stimulating food for thought. Mead begins by noting that "capitalism has seen a steady procession of economic crises and panics...but as yet they have not disrupted the rise of a global capitalist system, centered first on the power of the United Kingdom [and before that, the Netherlands] and then, since World War II, on the power of the United States. After more than 300 years, it seems reasonable to conclude that financial and economic crises do not, by themselves, threaten either the international capitalist system or the special role within it of leading capitalist powers like the United Kingdom and the United States. If anything, the opposite seems true - that financial crises in some way sustain Anlgophone power and capitalist development."

Mead observes that countries like Russia, Venezuela and Iran, which hoped to use oil revenues to mount a serious political challenge to American power and the existing world order now face serious new constraints." He also writes that "the damage to China's position has been more subtle. The crisis has not - yet - led to the nightmare scenario that China watchers fear: a recession or slowdown producing the kind of social unrest that could challenge the government...But even if the worst case is avoided, the financial crisis has nevertheless had significant effects. For one thing, it has reminded China that its growth remains dependent on the health of the U.S. economy. For another, it has shown that China's modernization is likely to be long, dangerous, and complex rather than fast and sweet, as some had assumed." In the future, "Beijing will have to devote more resources and more attention to stabilizing Chinese society, building a national health care system, providing a social security net, and caring for an ageing population, which, thanks to the one-child policy, will need massive help from the government to support itself in old age. Doing so will leave China with fewer resources for military build-ups and foreign adventures...In addition, every other country in the world has experienced significant crises while building a functional and flexible financial system, and China is unlikely to be an exception. All this means that China's rise looks increasingly like a more gradual process."

Mead concludes that "every crisis is different, but there seem to be reasons why, over time, financial crises on balance reinforce rather than undermine the world position of the leading capitalist countries...Countries that can encourage - or at least allow and sustain - the change, dislocation, upheaval, and pain that capitalism often involves, while providing their tumultuous market societies with appropriate regulatory and legal frameworks, grow swiftly, and produce cutting edge technologies that translate into military and economic power." In contrast, "many other countries are only half-heartedly capitalist. When crisis strikes, they are quick to decide that capitalism is a failure and look for alternatives. So far, such half-hearted experiments not only have failed to work, they have left the societies that have tried them (such as Argentina) in a progressively worse position as time goes by...Consequently, financial crises often reinforce rather than challenge the global distribution of power and wealth. That may be happening yet again." However, Mead ends on a sober note, observing that bad economic times have also bred wars.

Taken together, these three documents paint a sobering picture of the world investors are likely to confront over the next twenty years. From an asset allocation perspective, a number of tentative conclusions seem to emerge from them. First, returns on oil and gas commodities and/or alternative energy companies are likely to be high in the years ahead. We look forward to someone launching an investable market neutral fund that is long a broad cleantech index and short the overall equity market. Second, higher levels of uncertainty over the next twenty years should lead to higher than historical returns on asset classes that perform well under such conditions, including short term government bonds, timber, gold, and equity volatility. Third, due to demographic trends whose consequences seem politically hard to avoid, returns to labor are likely to rise, and returns to capital are likely to decline in Europe and Japan. This implies lower returns on equity in these regions in the future. In turn, this could increase the relative attractiveness of U.S., and potentially Canadian and Australian equities. Fourth, rising unrest and conflict seems likely to disrupt many corporate supply chains which were extended around the world over the last ten years in a quest for greater efficiency (that now appears to have been bought at the price of greater fragility). Along with future energy price shocks, this could have a significant negative impact on global corporations' earnings, while also stimulating renewed investment in developing countries to rebuild local supply networks. Fifth, rising levels of conflict also seem likely to make emerging market investments a riskier proposition than they have been in the recent past; increased selectivity will be important to generating attractive returns. In this regard, India looks to be a less risky bet than China at this point. Finally, as we have written so many times before, many investors have probably yet to fully appreciate the extent to which events in China will have a long-term impact on global risk premiums, growth rates, and patterns of trade and investment.
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