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  HAPPY JULY 4TH –  INDEPENDENCE 


Solving the Economic Problems of the United States:once and for all  
Getting Americans back to work! This has got to be the number one priority of each and every one of our representatives in Washington. Working people buy homes, cars, appliances, take vacations, eat out, in general they spend money. Getting people back to work is going to solve a lot of our nation’s problems.

 I don’t know about you, but I’m getting very discouraged and frustrated with the way our politicians are throwing our money around following the lyrics of the song…’looking for love in all the wrong places’. 

In December 2000 we had 132.5 million full time jobs in America. Now, a little more than ten years later we have 131 million. That reduction comes in spite of a population growth of 28 million people during the same period.

It actually gets worse. According to a report put out by economics21.org , since the 2008 stimulus machinery went to work, public sector payrolls have increased by 2.3 million jobs…but the private sector has shed 6.6 million employees. There is little doubt that the stimulus did help save jobs, but at what cost? Right now, it looks like we’re going in the wrong direction.
[image: image5.emf] 

S

S

E

E

N

N

I

I

O

O

R

R

S

S

/

/

B

B

O

O

O

O

M

M

E

E

R

R

S

S

 

 

N

N

E

E

W

W

S

S

L

L

E

E

T

T

T

T

E

E

R

R

 

 

“

“

T

T

H

H

E

E

 

 

R

R

E

E

T

T

I

I

R

R

E

E

M

M

E

E

N

N

T

T

 

 

E

E

X

X

P

P

E

E

R

R

T

T

S

S

”

”

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

J

J

u

u

l

l

y

y

 

 

2

2

0

0

0

0

9

9

 

 

 

In the past three years, the government has spent in excess of $1 trillion trying to get the economy on solid footing. They have tried quite a few solutions: Tax Credits; Work Credits; Infrastructure Spending; State Grants; Expansion of Entitlement spending; Education & Family Services programs; Mortgage Assistance; Cash for Clunkers & Appliances, etc. Then we also had a $175 billion (and counting) bailouts for Fannie Mae & Freddie Mac. They rescued the Automotive industry and of course…the big one…the bailout of our nation’s Banks.
Have I mentioned the Federal Reserve yet? Let’s not forget that they expanded their balance sheet to the tune of $1.117 trillion. They are now the largest holder of U.S. Treasury notes & bonds. They have also purchased an enormous amount of the banks toxic assets that they yet to unload.
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Finally, to illustrate just how much has been thrown at this caldron of snake heads, ogre ears and dragon toe nails (a real witch’s brew) the Federal government has taken on record debt and record deficits. In 2010, the deficit ran at $1.56 trillion. For 2011 it is projected to hit $1.65 trillion. What this means is that we are borrowing money to cover 40% of our spending needs. As an aside, we have paid out $1.677 trillion in gross interest on our Treasury debt since 2008. As the old saying goes, ‘when you find yourself in a hole the first thing to do is stop digging’,
Yes, there is a solution! There has to be or else we should all go out and find a cave and head for the hills. 
Sooner or later, our economy will get better because we will find a way to make it better. Or, our creditors will force us into a way of life where we live within our means.

I’ve done some quick math on an idea I’ve had and I think I may have answer . 

According to the most recent statistics, there are roughly 69,350,000 baby boomers who will be eligible to retire from work at a rate of 10,000/day for the next 19 years. If we look at only the next 4 years, (which will cover people between the ages of 62-65) we come up with a figure of roughly 14,600,000 upcoming retirees.

Now, let’s assume that 1/3 of this total would take early retirement if they could afford it. This means that potentially, 4,866,666 people would be willing to leave their job… if they could financially. What would happen if the government said that they could retire now and still get their full retirement benefit?
As you know, early retirees have a penalty for taking Social Security benefits early. Let’s assume that this obstacle is removed:

Age 62 you lose 25%

$2000/mo goes to $1500

Age 63 you lose 20%

$2000/mo goes to $1600

Age 64 you lose 13.3%
$2000/mo goes to $1734

Age 65 you lose 6.7%
$2000/mo goes to $1866









       
$6700

Divided by 4 (to get an average monthly benefit)     =$1675
Cost to reinstate $2000/mo benefit per retiree
      =$  325
Multiply by 12 months to get a yearly cost       
       =$3900
Now, just to keep the math easy (and without discounting for a progressive reduction to the cost as people would have reached full retirement age anyways), lets multiply the $3900/year by 4 years to come up with a 4 year program cost of $15,600 for each of the 4,866,666 jobs vacated. That means the Total Program Cost would be just under $80 billion. 
Most companies today are running their staffing levels as tight as a drum. That effectively means that any employee leaving their job would have to be replaced. So potentially, with this proposal, we end up with 5 million happy ‘early’ retirees and 5 million happy Americans back to work…and at a cost significantly lower than what we’re spending right now. 
We need to be thinking about old problems in new ways. If you like this idea – feel free to pass it on. You never know!
Good Judgment Comes from Experience…and a Lot of That Comes from Bad Judgment. 

Investors are quite jittery, not knowing what direction the market is going to take when it finally makes up its mind.. We’ve been hovering around the 12,000 level on the Dow (give or take 500 points in either direction) almost all of this year. But is the average investor making the right moves? 
Based on current information, maybe not. There has been tremendous outflows from stock mutual funds so far this year. There has been even more money sprinting towards bond mutual funds. As I continually warn, when interest rates rise there will be a huge drop in bond fund values. The degree is measured by the duration of the bonds that the fund holds. The rule here is quite simple: for every 1% rise in interest rates, the value of the bond fund will decline by 1% for each year of duration. 
Therefore, if you have a bond fund with an average duration of 8.7 years, and rates rise by 1%, the value of the fund will generally drop by about 8.7%. If you own a bond fund holding primarily 10 year Treasuries, and interest rates rise by 2%, you can expect that fund to lose approximately 20% of your money. If you feel a strong need to invest in bond funds, make sure you do your due diligence first.

According to a report issued by Strategic Insight, there is almost $11 trillion in cash sitting somewhere in the banking system. The returns you can make here in savings accounts, CD’s, Money Markets, etc. (after taxes), is somewhere between 0 and none. This is not the place you need to be with retirement money. You’ll have to get back into the game if you’re going to have a chance to win.
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The above chart gives you an excellent visual aid of the stock market from 1928-1954 (26 years). It basically started at 400 and ended at 400. Not a lot of ROI. There are several things that I’d like to point out here, however:

( Look at the rise from 10/1928 to 10/1929. The market gained about 50%. 
( From 10/1929 to early 1930 the drop was significant at about 40%, but then it rose over 20%.

( Then we see that from the market bottom in July 1932, the Dow Jones climbed almost 100% in the next two months.
The very interesting pattern we see from this chart, in a market that was flat for 26 years, is that there were opportunities for very strong gains inside this time frame along the way. Because we still haven’t found that crystal ball that’s going to tell us how to time the market, we have to do things the old fashioned way. We can’t rely on luck, so we have to rely on research and common sense.
As the saying goes, ‘it’s not timing the market that counts…it’s time in the market that counts’.

Always Drink Upstream From the Herd 
 This sage farmer’s advice can help us in the current investment climate we face today. If you want to make money in the stock market you must stay away from the herd. Just think, if the herd was always right, the herd would all be rich!

There is a need to invest with safety and calm. There’s an old joke about Muhammad Ali being on an airplane, and the flight attendant told him to fasten his seatbelt. Ali replied, ‘Superman don’t need no seatbelt’. The flight attendant snapped back, ‘Superman don’t need no airplane. Buckle up’!

So, let’s get our safety net in place and calmly look at some information. In spite of the fact that our economy is not in the best of shape, there are overriding positives for the market indexes that could see them go higher.
1- There is $11 trillion dollars sitting in the bank. When depositors see themselves getting behind the inflation curve…and realizing that their spending power is diminishing, this money will creep back into the market.

2- As bad as this recovery is, 10 of the 11 Leading Economic Indicators are positive and expanding

3- The Fed is Your Friend. For the time being, interest rates will stay where they are because of the unemployment rate, housing market and slow economic growth. The wild card here continues to be our national debt. If our creditors see more risk in holding Treasuries, rates will rise to entice them to continue buying. Until then rates will remain low.
4- S&P 500 companies are swimming in cash. A recent report stated that at the end of the 1st quarter 2011, non-financial companies were sitting on almost $2 trillion in cash.

5- Current yields are microscopic with Savings Accounts & Treasuries.  Investors are being forced to look for ‘safe’ places to get some decent returns. Did you know that the average Dow Jones Industrial Average company is yielding 2.46%? These are sleep-at-night stocks. So, if you can take even a little volatility and don’t expect to need your principal for several years, these are more than worthwhile to look at.

6- Market valuations are actually quite attractive. The Dow P/E ratio for the trailing twelve months is 13.87. The forward P/E is 12.20. This is pretty cheap and represents good value.

As you can see not all the news is bad. Get back in there and invest wisely.

What Happens to Bondholders When a Company Goes Bankrupt? 

     Seniors like bonds because they can possibly provide a steady income, diversify a stock portfolio, and are backed by the insurer’s financial strength. But things don’t always go as planned. Companies occasionally have financial problems and must file for bankruptcy.  

     Investors holding bonds in bankrupt companies can at least have the comfort in knowing that as unsecured creditors they are second in line for payment. Secured creditors, those with claims backed by collateral, such as equipment or real estate, are paid first. Stockholders come last. And that is only if there is any money left after the creditors have been paid. 

     There are two general forms of bankruptcy: Chapter 7 and Chapter 11. With Chapter 7, the company is liquidated and bondholders should file a claim to receive a portion of the value of their bonds. In Chapter 11 proceedings, however, the process is quite different. 

     Chapter 11 allows the corporation to reorganize. Its bonds might continue to trade, but holders will not receive principal and interest payments. As a result, a default could occur, and the value of the bonds might decline significantly. Or the court may approve an exchange of the old bonds for new ones, which could have a lower value. 

     How can you find out if a company that you lent money to, by purchasing their bond, has filed for bankruptcy? TV reports, newspapers, and financial magazines often give an account of companies that recently declared bankruptcy. The company will also send you information on the reorganization plan and ask you to vote on it. And if a financial institution holds the bond for you, it should forward everything from the company. 

     If you would like a free credit report on bonds you currently own, include the CUSIP numbers and issuers’ names on the enclosed coupon and mail it to my office. Along with the report, I will provide a list of investment-grade bonds that I am currently recommending.
              MISCELLANY              (   
(Not sure what hotel hype to believe when booking a room. Get the straight reviews at

www.lonleyplanet.com
www.oyster.com
www.frommers.com 
(Not sure when you should sell a winning stock. Why not sell half your security when the stock doubles in value? That means that you now have a free position. 
(Don’t forget to get your free annual credit report at www.annualcreditreport.com
If you would like free information on any of the subjects discussed in this month’s newsletter, please fax the enclosed reply coupon or call my office for a free consultation.
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                                                        Free Ne

Please send me information on these items mentioned in your newsletter: 
· Bond funds
· Bond ratings
· Bond holders
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