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In mid June, I met with my national peer group and we spent the usual 3 days hashing out the problems of the world as regards to finances.  Our major discussion focused on “what comes next” in terms of the turmoil and volatility we have all experienced with investments over the last decade.  Three books helped focus the discussion (“This Time is Different”, “The Great Reflation”, and “Wealth War and Wisdom.”), and I’d be happy to discuss specifics of the books with any of you so interested.
We considered the various opportunities and threats offered by a world in which we can expect deflation, inflation or both in various order.
For example, depending on the economic situation, different asset classes are ‘best” to hold:
Four Quadrants of Economics: Normal,Inflation,
Deflation, Shock.

NORMAL
􀂌 Most Probable Performing Asset classes:
o US Stocks,
o International Stocks,
o Emerging Market Stocks,
o Real Estate
INFLATION
􀂌 Most Probable Performing Asset classes:
o TIPS,
o Commodities,
o Real Estate
o Short-term Bonds
DEFLATION
􀂌 Most Probable Performing Asset classes
o Intermediate Term Treasuries
o Intermediate Term Bond Index Funds
o Income Focused Investments
SHOCK
􀂌 Most Probable Performing Asset Classes
o Cash & Cash Equivalents
o CD’s, FDIC Covered.
o Gold

Other items covered included a rational response to the possibility of sovereign default (one or more states in the U.S., European countries).  We discussed the risk to pensions given our national and state debt loads, and the effects of inflation given a prodigious printing of money currently extant.

Considering Risk Mitigation, different scenarios mandate different approaches:











	     Threat
Role 
	Inflation 
	Deflation 
	Recession 
	Credit Crunch 
	Stock crash 
	“Currency reform” 
	Borrower default 
	Currency devaluation 

	Stock Investor 
	Stocks probably still better inflation hedge than nominal bonds 
	Hold recession resistant stocks
	Ride it out – timing the market is very hard 
	
	Anticipate or suffer – don’t be greedy, don’t risk more than you can afford 
	
	
	

	Bond Investor 
	Hold real bonds 
	Hold high quality credits to minimize default risk
	Hold high quality credits to minimize default risk
	Hold high quality credits to minimize default risk 
	
	
	Hold high quality credits to minimize default risk 
	

	Real property owner 
	
	
	Choose high quality tenants 
	
	
	
	
	

	Debtor 
	No problem 
	Minimize leverage; match nominal income to nominal liabilities 
	Minimize leverage 
	Income / liability matching 
	
	
	
	

	Business owner 
	Small problem 
	Keep overhead low 
	Minimize leverage, maximize flexibility 
	Income / liability matching 
	Ensure match b/w market expectations & reality 
	
	
	Currency hedging in proportion to risk 

	Human Capital owner 
	
	Keep your human capital fresh – do what you love 
	Keep your human capital fresh – do what you love 
	Keep your human capital fresh – do what you love 
	
	
	
	

	Consumer (cash holder) 
	Hold high interest deposits – hold real bonds 
	Benefit: Purchasing power increase 
	
	Minimize leverage 
	
	Hold “good” currency out of the country 
	Deposit insurance management 
	Hold high interest deposits – hold real bonds 





Please note that none of this discussion is meant to cause anxiety, but hopefully to reassure you that all these factors are being actively considered and monitored.

Tax Issues

There is talk again about a resumption of the traditional estate tax, and I will keep you informed of any needed actions on this on an individual basis.

There is some talk about extending the Bush tax cuts as a stimulus to the economy.  I am pessimistic on this, but will certainly keep you informed.  I continue to modify Wealth Care LLC portfolios with the new higher taxes in January in mind.

Asset Protection

As I have discussed with most of you at various times, asset protection is the process of “setting up fences” around vulnerable or liability prone assets.  Limited Liability Companies (LLCs) have been a bedrock of many asset protection plans, but have recently lost some of their usefulness.  The Florida Supreme Court ruled on 6-24-2010 that Single Member LLCs can be “pierced” by creditors.  This also raises the concern that multiple member LLCs formed for family purposes may also be vulnerable.  I’ll be in touch with those of you who I believe have significant issues in regards to this ruling.  I’ll also keep you informed of future cases and information.

Random Thoughts

Nothing is worse than that moment during an argument when you realize you're wrong.

WHAT DO YOU DO WHEN YOU SEE AN ENDANGERED ANIMAL EATING AN ENDANGERED PLANT?

Frame every so-called disaster with these words: “In five years, will this matter?”

Why does someone believe you when you say there are four billion stars, but check when you say the paint is wet? 
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