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     There’s an old saying that “a rising stock market climbs a wall of worry”. Like many wives tales, there is some truth to this. When people are worried, they expect that things will go wrong and won’t pay a high price for investments that may go wrong. This pessimism is usually over blown and as things turn out better than expected they are willing to pay more for investments and their prices go up. Of course the reverse is true in times of optimism when people are willing to pay high prices for investments thinking that nothing can go wrong. This temporarily pushes prices up until something does go wrong and prices fall. We witnessed this with the technology bubble and the real estate bubble. In order to make a prudent investment you have to do it without emotion and “crunch” the numbers. If you buy a business you need to calculate the income from the business verses what you have to pay for it, so you know what your rate of return will be. 

     Then there are speculative investments like Gold where the value is based on supply and demand. What good is Gold anyway? We don’t need it for anything, it doesn’t pay interest, it isn’t particularly useful, the only reason it has any value at all is because it is rare and some would say pretty. So why is there so much demand for this metal that its price is skyrocketing? It is because Gold has always been thought of as money and a store of wealth in inflationary times; I think this is a dangerous assumption. If you bought Gold in 1980 you would have 

to wait over 25 years for it to be worth what you paid for it. Gold prices may continue to rise as many people invest in Gold to hedge against inflation, and there are some troublesome signs that seem to indicate inflation is accelerating.

     Through January commodity prices are up 49% in 12 months, producer prices rose 0.9% in December and 0.8% in January. As of the end of January, consumer prices were up only 1.6% for the year but annualized were up 3.2% in the last 6 months and 5.4% from November through January. Longer term interest rates are also rising despite the government’s efforts to keep them low. Still, we have to bear in mind that the way our minds work is that we place more emphasis on rapidly rising prices and ignore the things that haven’t changed. For instance, we forget that food and gas prices plunged in 2008. ¾ of what we buy have sticky prices, meaning that they don’t change drastically, others fluctuate frequently. Over the last year “sticky” prices are up about 1.2% while flexible prices are up 4.5%. Even so, gas prices seem to be the most important influence on our perceptions of inflation. Are our minds fooling us? Remember though that we only spend 5% of our disposable personal income (DPI) on energy and only 3% on gas. 

     Just look at wage growth and the price of houses. Wages have gone nowhere for over a decade and home prices fell for the seventh straight month in January and median home prices are at a nine year low. Homes 
are more affordable than they have been in 35 years at 2.64 times the median income. You would have to go back to the 1950’s to find mortgage rates as low as they are now. Employment is also up as private sector payrolls increased 240,000 in February and 230,000 in March. It’s been over 5 years since we had back to back months of increases over 200,000. Unemployment also dropped to 8.8%, a two year low, from 9.8% in November. In other good news, the 4th quarter Gross Domestic Product was revised up to 3.1% growth and large American companies are about as profitable as they have ever been. The stock market as represented by the Dow Jones Industrial average was up 6.4% in the first quarter; the best first quarter since 1999. This was the third straight quarter of gains for all three major stock market indexes. 

     How long will the good news last? Households have over $7 trillion in cash, banks have $1.3 trillion and corporations have record historic levels of cash. With the government keeping short term interest rates near zero, there is some pressure to take some risks such as investing in the stock market to make money. Look at Japan, the Middle East, Africa, Greece and our own massive government debt and unfunded entitlements; there are so many things that can go wrong in this world that some are bound to happen. I think it is prudent to maintain a diversified investment approach in these times so that your emotions don’t run your portfolio.
Heidi’s Happenings:

     Worried about Long Term Care coverage? Think that traditional LTC policies can be a waste of money? Want to assure that your principal is kept save? All three questions can be answered with one product!

     Presenting the Lincoln MoneyGuard Reserve universal life insurance policy with LTC riders; a new type of plan that can help protect your retirement assets from the uncertainty of the future. 

When considering long term care benefits, support for your dependants, and sustaining your current savings for retirement, this policy offers a solution to all three common circumstances in one easy package that is easy to understand.
     Available with single, 3, 5, 7, or 10 pay options it offers the flexibility of paying your premium all at once or paying over a specified period of time and benefits are customizable depending on which circumstance concerns you the most.

Example:

$100,000 single pay premium 

55 year old female

Non smoker

• $669,000 in Long Term Care

   Benefits

• $223,000 Death Benefit

• $100,000 Return of Premium

   (Get your money back at any time)

* Return of Premium only available on single pay options
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