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ECONOMICS
I saw an interesting slide recently which shows the progress of the 5 worst downturns in history, being 1929, 1973, 1980, 1987 and 2007. 

1973 was the worst in the sense that it took the longest, 6.5 years, to go from peak to trough back to peak.

Another interesting point is that at the 4 year mark (where we are in the 2007 downturn) this current market is the lowest of all past downturns, so at the 4 year mark this is the worst fall of all time.

Probably not the news clients want to hear, but it is important to understand that this has happened before, but just not so long and so low and it’s not easy to plan for or anticipate something that’s never happened before.
THE EUROPEAN DEBT CRISIS
I’ve been trying to get an understanding of the European debt crisis so I can explain it to my clients. I probably don’t fully understand it, I’m not sure anyone does as it’s just too complex.  
Firstly, some European politicians have been so keen to stay in power, that they have promised their citizens anything and everything. “So you want to retire at 55 on a generous pension? No problem, just vote for me again”. Governments then borrowed billions (or trillions) to pay an inflated public service and provide public benefits way in excess of what they could actually afford.

The bankers aren’t stupid. Their bonuses were based on profits, so they used the money deposited by thrifty Germans and Asians at 3% to buy the Government bonds issued by profligate politicians who paid 6%. Money for nothing. 

So we had families with a lifestyle they could never have imagined when they were younger just after the war, politicians borrowing like there was no tomorrow, not worrying that someone will have to pay off the debt eventually, and bankers making millions promptly spent on 
yachts and French Chateaux.
So that’s the essential problem. Governments borrowed to fund budget deficits to keep themselves popular. Now that the music has stopped for Greece and Italy they’ve handed the top job to technocrats with instructions to give the voters the bad news that the good times are over and belt tightening needs to begin. The Greeks and Italians are not exactly thrilled to hear the news of course, but I don’t think the bond market is going to give them much choice. 

There are going to be bad debts and monies lost. The present problem is deciding who wears the biggest haircut. Will it be the banks? If they wore it all it would wipe out their capital and a lot of their depositors’ funds, so that isn’t likely to be allowed by the French and German governments.
Governments will have to pick up some of the tab (by “Governments” I mean their taxpayers) so it’s a delicate balance. The governments want the banks to wear as much as possible without going broke, and the bankers want to keep their jobs and bonuses. Interesting times.

My personal view is that the politicians and bankers will find a balance that keeps the banks going. Wealthy French and German taxpayers will wear most of it, after being told that their heroic politicians put up a superb fight and saved Europe. It will take a while and a lot of horsetrading still, but my belief is that sharemarkets have already fallen in anticipation of problems. If the problem is resolved markets will go up. If not resolved satisfactorily then they will fall more.

 The American problems are not much different in essence, except they don’t look like defaulting 
yet. When they ran out of money to pay their public servants this September they argued until the last day, costing their sharemarket over 5%, then agreed to set up a super committee   to find ways to save a few trillion dollars and report back by November. They have now reported back to say they couldn’t agree on anything at 
all, so no savings, just public cost. With elections coming up the US political parties are unlikely to give an inch to solve the problem if it would give the other party one more vote.
As for Australia I don’t broadcast a view other than to mention that it took over 12 years to repay the government debt racked up in the 80’s and 90’s and our government debt is now higher than it was at it’s peak then, so my kids are going to need their inheritance to pay their taxes, never mind buy a house.

We read about our great mining boom and how well we are doing. Here’s a quiz. In the past 2 years which country’s stockmarket has been the worst out of: the U.S.A. (Dow Jones) U.K. (F.T.S.E.) Germany (Dax) or Australia (ASX All Ords)? I’ll save you the trouble of Googling it by telling you. It’s Australia. Not too many people get that right.

I’m not sure the other political party would have done much better, as their aim is to get into power, but telling voters that they have to pay for their lunch in future and that the handouts are over is not going to go down well at polling time. I doubt if they have enough courage.
The other main issue throughout the world and particularly here is that personal debt has ballooned. The graph of personal debt in dollar terms and as a percentage of salary looks like a rocket trajectory. The ever increasing value of property has tempted people into enormous mortgages at ever increasing multiples of their salaries. As property prices increased existing owners used their mortgage facility as an ATM to fund the 4WD, trips and home renovations. 

All OK as long as property prices go up and inflation repays the mortgage. Not OK when property prices are falling and inflation is low.

SO WHAT HAPPENS NOW?
The likely outcome is that the world economy will slow (but not stop) as consumers tighten their belts and start repaying debt by reducing spending. I think that sharemarkets have already adjusted to this. As already mentioned, at the 4 year mark this is the worst downturn in history. My personal belief  is that the world does not stop and humans constantly strive to improve their lives and provide a future for their kids. Increased productivity and rapidly improving technology will  slowly get us back on track. That’s why I’m personally steadily investing into this low sharemarket.
A possible (and probable) solution is that Governments will start printing money and rearranging their debts (called quantitative easing). This has to be done slowly and cannot be a quick fix as it increases inflation. Higher inflation benefits “real” assets like shares and property provided interest rates don’t follow inflation upwards too quickly.
So there are solutions. It’s not all doom and gloom and I strongly advise my clients to use their balconies for having a glass of wine and watching the sunset rather than as a diving board.
SELF MANAGED SUPER STRATEGIES

Self managed super fund trustees are obliged to have an investment strategy. They also usually lack the technical knowledge of the many rules applicable to taxation, contributions and withdrawals. I can provide this service for an annual fee. The fee will depend on the size of the SMSF as follows:-

Up to  $   100 000
-
$1 100 p.a.

$   500 000 
- 
$2 200 p.a.

$1 000 000
-
$3 300 p.a.

Over   $1 000 000
-
$4 400 p.a.

This will cover my time, expertise and professional indemnity insurance.
CHRISTMAS BREAK
We will close for the Christmas break on midday Friday 23rd December and will re-open on Tuesday 3rd of January 2012. 
As another year concludes, we would like to extend our very best ‘Season’s Greetings’ to our clients, their families and friends and hope that 2012 will be a happy, healthy, and better world  for all of us.
GOLDSCHMIDT & CO PTY LTD

DAVID GOLDSCHMIDT C A

Director

Authorised Representative of Goldschmidt & Co

Disclaimer

Every care has been taken to assemble the information in this client newsletter. We believe it to be accurate and not misleading, but can give no warranty or guarantee thereto. Goldschmidt & Co Pty Ltd., its directors and employees expressly disclaim all liability for any loss or damage, which may arise from any person acting on such statements. The comments are of a general nature and clients should take advice on their specific situation.      [image: image3.wmf]   
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