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     The only thing more senseless than the actions of our politicians is the senseless reactions of the unsatisfied constituents by hoarding gold. The theory is that there is nothing to prevent governments from printing so much money that it becomes worthless, whereas you cannot “print” gold. Therefore, gold should retain its value better than paper money. I disagree with this theory because gold is an unproductive metal – what can you really do with it? Few people buy gold with the intent of actually using it. So, why do they buy it? They buy it primarily in speculation that someone will buy it from them for more than they paid for it. This is an oxymoron because at some point in the future, you have to “sell” your gold for “printed” money. If printed money is worthless, so is your gold.  

     A thousand years ago you could buy things with gold but today you can’t, you need paper money. What if all hell breaks lose and paper money becomes worthless? At that time I would rather own a shovel than a lump of gold. A shovel is actually valuable and can be put to productive use or traded to someone else that needs a shovel while gold doesn’t have a practical use.
     My pretend friend Warren Buffett wrote in his annual report that: at today’s price the total value of all the 

gold in the world is worth 9.6 trillion and this would form a cube of about 68 feet per side, it would fit in the infield of a baseball diamond and it would sit there doing nothing forever.  
Whereas, if you had 9.6 trillion of 

“printed” money, you could buy all 
the cropland in the U.S., 400 million acres with output of 200 billion annually, plus 16 Exxon Mobils, the worlds most profitable company that earns over 40 billion annually and you would still have a trillion dollars of printed money in your pocket which you can actually spend.  

     What seems the better investment to you?  In the next 100 years that cropland will have produced staggering amounts of corn, wheat, cotton and other crops. Exxon Mobil will have paid trillions of dollars in dividends and you still would have a trillion dollars in your pocket that you can put to use. Gold may continue to go up in value but I have no way to know which direction it will take because gold is a purely speculative investment. In comparison, a company that makes things you need or enjoy can sell them for a profit and I can calculate their value using the present value of their future cash flows. With gold I have nothing to analyze, its only value is in speculating what someone else will pay for it in the future.
     Now let’s get to the real world. If you invested in these companies that actually made things like shovels you would have had a good quarter, the S&P was up 12%. The GDP numbers aren’t out yet for the first quarter but estimates are for 2 – 2 ½ % growth compared to 3% in the fourth quarter of last year and 1.8% in the third. 

     Corporate profits have come back strongly from their unprecedented drop in 2008 but their percentage increases are slowing as they reach record levels. Profits increased 25% 
in 2010 and only 4.2% in 2011. This implies that companies may need to hire more workers in order to increase profits as they can no longer get more from existing workers. This idea is reinforced by the reports that new claims for unemployment benefits fell to a four year low to 359,000 recently. 

     What about interest rates? Well, they are really low and may stay there for awhile. I read a Hoisington analysis of long term treasury rates going back to 1871 and historically these rates have been 2% above inflation. This paper predicts inflation at 0% and therefore 30 year treasury bonds dropping to 2% from 3 ½% today. Zero percent inflation? Really? In my conversations with clients and friends, they all seem to think prices are going up. There seems to be a disconnect between what the government tells us inflation is and what we really experience. AIER has created an index that explains this misperception. Their index of the cost of everyday items shows that the things we purchase frequently have increased at over 8% annually. This is what we “feel” to be the inflation rate. The costs of cars and houses are infrequent purchases and even if they are more affordable and of higher quality they don’t stick in our minds. You are right; the inflation rate of the items you buy everyday is quite high. Necessity is the mother of all inventions; we may be at the beginning of a bright new future. Consider the possibilities of biotech, nanotech, artificial intelligence, next-gen telecom and all the revolutions in energy that are happening.
Heidi’s Happenings:
     Life insurance should be an important part of everyone’s financial planning. Whether you need to plan for covering lost income, want to leave a legacy to someone, require protection for business finances or wish to supplement your employees’ benefits package, we are here to help. Four of the most common types of life insurance are term life, whole life, key man and group life. Although there are many variations available to these products, the basics remain the same.

     Term Life: Life insurance that guarantees a death benefit and fixed premiums only for a certain period of time as decided by the owner of the 



policy. This type of insurance is mostly used to cover missing income from the deceased party that allows the surviving beneficiary to pay off liabilities like house payments or support for children. Premiums are typically much lower cost in this type of policy.

     Whole Life: Life insurance that guarantees a death benefit and fixed premiums for as long as the insured lives. This type of policy is typically used when wanting to leave a lump sum of money to your beneficiaries as a legacy of your life. It can also be used in estate planning to cover tax expenses. As December 31, 2012 marks the last day for the $5 million estate tax exemption this may be a good time to meet with Bob if you have a $1 million plus estate.

     Key Man Life: Life insurance that is used to cover an important staff member of a business or partnership, whose passing would cause severe repercussions to the business as a whole. The death benefit would be best utilized to purchase the staff member’s share of the business or to maintain the business functions until a new staff member can be hired. 

Group Life: Life insurance that is offered to the employees of a business that offers the coverage in a benefit package. The insurance benefits are typically the same for each employee and can often be taken with them if they ever leave the business. 

     If you are interested in finding out more about any of these policies please call me at 503-668-2575.
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