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 ASSETS & LIABILITIES # 76
Fourth Quarter 2010
Wimpy Burger Mentality
I’ve been thinking about how to express this feeling I’m having regarding our economic future.  I think I would say “cautiously optimistic”.  My optimism is rooted in the belief that Capitalism offers the best chance at improving our standard of living.  It also offers the best chance to improve our “Standard of Giving”.  Poor Nations, poor states, and poor people can’t give to those in need.
Successful people make successful communities which make for prosperous economies.  If you put up barriers to success like over taxing corporations (small businesses) or rich people (small business owners), ultimately you halt the engine of growth.
It’s a given that a governments source of revenue is its citizens and businesses.  The fed/state comes by that income through taxation.  And with an unlimited ability to tax theoretically a state is never without income.  But sometimes politicians take this for granted.  When times are good they spend like they’ll never end.  And when they do end, it’s like Warren Buffet says, “It’s when the tide goes out that you see who’s swimming naked”.  Politicians forget that when business and people suffer financially, taxes dry up too and there comes a point when raising taxes becomes counter productive.  

A case in point is California which is faced with an enormous deficit.  A recent study indicated that the state lost two million residents over the last twenty years, all while the states budget ballooned.  What happens when you have slowing long term growth and a declining wealthy population coupled with unbridled state budgets?  Like my Dad used to say, “When your outgo exceeds your income, your upkeep becomes your downfall”. I suspect New York is experiencing the same calamity.
According to Richard Ravitch (NY Lieutenant Governor) in an article in the 12/11/2010 WSJ, “New York is facing a $10 billion deficit driven by a 77% spike in Medicaid costs.  The state is running out of money to repair bridges and roads.  The costs of public pensions and retiree health care are multiplying (compounding), (my word) while the economy remains stagnant.  Over the next three years the state must close a budget gap of $40 billion dollars”.  If my figures are correct, that’s $21,052 for every man, woman, and child in New York. 
Wimpy used to say to Popeye, “I’ll gladly pay you Tuesday for a hamburger today”.  You can’t borrow against future income forever.  Eventually the Piper comes calling and now it’s time to pay the Piper.
I don’t know how this will all work out.  I do believe that ultimately reason will prevail and leaders will make the right choice.  In my opinion that should be to keep taxes low to encourage investment, cut corporate tax, and create incentives to do business in New York.
Meanwhile, as to the question can an investor prosper during these extremely difficult times for federal, state and local governments?  My belief is definitely yes.  Strategically speaking, it is wise to avoid any municipal debt that isn’t insured, own only short term federal debt.  Focus more on emerging markets and economies that are not encumbered by governments with large budget shortfalls.  Buy companies that are in the business to make money.  Unlike governments, they can’t operate in a deficit.  The market will price them accordingly.  So by buying stocks you are buying their ability to sell goods and services at a profit and make you money.  Over the long haul, equities win out in my book.
We had a good year and I promise to continue to watch over your money that you entrust to us to manage very closely while searching for inefficiencies in market sectors to find where opportunity presents itself.

Best regards
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Please note:

Investment Advisors are required annually to offer to provide clients with a copy of the Advisor’s complete ADV.  The ADV provides information on how the Investment Advisor conducts business and about other business relationships in which the Investment Advisor or its Representatives may be engaged.  A copy of our complete ADV is available upon written request to our address.

A note regarding our privacy policy

The Securities and Exchange Commission Regulation S-P requires that we notify you, as a client, of the policies and procedures we have adopted regarding the use and protection of your confidential information.  At Safe Harbor Asset Management, maintaining the trust and confidence of our clients is a high priority.  That is why we want you to understand how we protect your privacy when we collect and use information about you, and the steps that we take to safeguard that information.  A detailed explanation of our policy is provided for you in the enclosed Privacy Notice Regarding Client Privacy.  Please read this information carefully.  If you have any questions regarding our policy, please contact me using the information provided in the enclosed notice.
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