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World Affairs

The rise of the dollar against the Euro continues, and is related to several European countries experiencing economic crises.  These problems are not directly related to our subprime mortgage issues, but instead primarily to individual country overspending.  The so called PIGS countries are at the forefront-Portugal, Italy, Greece and Spain.  Each of these country’s governments are spending more money than they take in with taxes.  They lavish benefits on their citizens with short work weeks and generous pensions.  Now  lenders worldwide are reluctant to participate in buying their increasingly shaky bonds.  Unlike the United States, these countries do not have the ability to print Euros, so to obtain the needed refinancing, they must offer increasingly high interest rates on debt.  The higher rates reduce the chance that they will be able to pay back the loans.  So, it becomes a vicious cycle ending in country default.

To avoid default, there are two possible remedies.  First, is that a richer country “bails out” a weaker country.  In Greece’s case, Germany has been asked to help.  However the Germans note that the Greeks work much less hard than they do, and are understandably reluctant to share their cash.  The International Monetary Fund may come in as an alternative and offer cash in exchange for strict monetary and tax reform by the debtor country, but this would be very embarrassing to the European union, and a sign that all is not well there (duh!).

Keep this all in mind as you follow the news.

Financial Regulation

Forgive me in advance for the following editorial.
After the financial meltdown of 2008-9 and the Bernie Madoff scandal, much was made of financial regulatory reform.  Congress took up some serious attempts at protecting the consumer from the many abuses of our financial system.  From my standpoint, one of the most important programs was the attempt to clearly delineate which financial “advisors” were fiduciaries (i.e., advisors who always put their clients’ interests first).  At this time, it looks like the banks and brokerage houses have quashed this reform, and they will continue to be able to rip off the people who entrust them with investment funds.

It has been a disheartening eye opener to see the financial services industry from the view of a previous outsider.  In a decade of experience, I have yet to see a single individual well served by a stock broker.  Invariably, the conflict of interest (being paid by selling things) makes the consumer a loser.  At my recent peer group meeting with seven other fee only planners, I asked if any of them had ever taken on a new client and felt that the client had been well served by their stock broker in the past.  Silence was the reply.

If you have family and friends that are using brokerage houses or banks for investing, do them a favor.  Point them to www.Napfa.com to find an advisor on their side.

Health Care Bill
The recently passed Health Care bill contains literally two thousand pages of new taxes and legislation.  I will be researching the impact of the bill on all of us.  I will report both general and specific factors that pertain to your financial and medical lives over the months and years to come.  Some communications will be personal as appropriate and others via these commentaries.

New Taxes

As Yogi Berra said “the future is hard to predict”.  Yet here is the current data on future tax increases

1) In 2011, expect the maximum tax rates for high incomes to rise from 35% to 39.6%. With the expansion of Medicare taxes (2.9% for independent businesses/practices), the “real” marginal bracket for income will be 42.5%.

2) In 2011, expect taxes on dividends and capital gains to increase from 15% to 20%.

3) In 2013, expect the new taxes in the Health Care reform bill to add another 1.8% to Medicare taxes, meaning that maximum tax rates will rise to 44.3%.

4) In 2013, expect that up to 3.8% in Medicare taxes will be applied to investment income (for higher income individuals and families,for the first time) such as dividends, capital gains, interest, and rental income.  This will be on top of the 20% rate imposed in 2011.  
I will be researching the best ways to avoid higher taxes in future years and share them with you personally, depending on your individual circumstances.  Some general themes to consider even for 2011 include taking benefits rather than salary, using Defined Benefit retirement plans when possible, and allocating as many expenses as are appropriate at the business level.

INTEREST RATES

Higher long term rates seem likely.  Inflation seems inevitable given our copious printing of money over the last two years.  See Bill Gross’s latest missive at http://www.pimco.com/LeftNav/Featured+Market+Commentary/IO/2010/Rocking-Horse+Winner+April+2010+IO.htm  for more details.  Your portfolios are positioned accordingly.

TAXES

Please consider asking your accountant to send me an electronic copy of your tax forms this (and every year).  I can do a better job of your financial planning if I can review this annually.  

PERFORMANCE BENCHMARKS

Clients of Wealth Care LLC will be getting first quarter performance reports in a week or so.  In the past I have included “benchmarks” to help with a “feel” for how the portfolio is doing compared to the “markets.”  I’ve used the S&P 500 index, the Dow Industrials and a “world stock index” to date.   Beginning with this quarter, the benchmarks will change to:

1. Custom Blended Market Index:  This is designed to compare more closely to a typical equity tilted Wealth Care LLC portfolio.  It is composed of a mix of 30% in US stocks, 30% in Foreign stocks (both developed and emerging markets), 20% short term bonds and cash, 10% in energy, and 10% in general commodity stocks.

2. S&P 500-an index of large American stocks

3. Barclay Capital 1-5 year US Government Bonds

.
Random Thoughts

"I want a man who's kind and understanding," Zsa Zsa Gabor once griped. "Is that too much to ask of a millionaire?"
If you try to fail and succeed, which have you done? 
No matter how you feel, get up, dress up and show up.
"Diplomacy is the art of saying 'Nice doggie' until you can find a rock."-Will Rogers
Only the mediocre are always at their best. -- Jean Giraudoux
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