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Deﬂatlon

 How it mlght |

| impact you

While global stock mar- -

kets have rebounded sharply

since the conclusion of the~
large scale military confhct
in the Middle East, funda-

mental economic ‘problems _'

“still plague the world.
. In the United States, -
Europe and especially
'Japan;, many
long-term
structural
problems
have yet:
to be
addressed.
As aresult,
there are
increasing
concerns
‘regarding
-deflation,
widespread
economic
contraction, rising unem-
ployment and a host of other -

Real Money

issues, which have not mani-
fested themselves in similar

- form since the great Depres-
sion of the 1930s.

The geo-economic quess:-
tion paramount for busi- -~

nesses today is “does defla-

tion — meaning falling
prices for some types of
goods and services — rep- -
resent a greater threat than

mflatxon"” -

The Federal Reserve Bank
in the United States clearly
thinks so. The central banks -
in Europe and Japan are not -
concerned yet with these -
issues because of the kinds
of social problems that are

prevalent in those countries.:..

Their social contracts favor -
retirees and a high level of

social serv1ces over busmess '

activity. -

Currently, U.S, industry f

has several advantages over ;
- its OVerseas counferparts ¥
The U.S. economy is based .
n consumerism, and this

1as-helped fight deflatlon In:.

sontrast, China’s culture is |
»ased on production. Japan .-
s a nation of savers and has
1ad deflation for several ﬂ
rears, as people there will
10t invest in an uncertain
uture. Americans and
imerican companies excel
t manipulation of symbols.
American businesses are
ontrollers of public opinion,
nd the government tries . -
) manage our population’s
onsumptive patterns. We
re pre-eminent in market-.
12. Our enltnral daminanca

,
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. makes us money in the form

of exporting entertainment
worldwide and U.S. entre-
preneurs lead the world in

. innovation, particularly in the
fields of medicine, technology,
and the creation of new types
- of financial instruments.

Unfortunately, none of

these traditional U.S. busi-
ness strengths can continue
to work well against the |
power of deflation. Deflation,

_ or declining prices, reflects

alack of confidence in the

- future. v

Recent reports show that

the U.S. economy has lost
~-over 2 million jobs since 2001,
the year of President George
W. Bush’s fir§ttax reform.
The 2003 tax got is supposed

' . tocreate Job&;k But it is hard

for me to see happéning.
Since we unpd‘rt so many of
our goods fro}n overseas and
we depend so'tfiuch on foreign
capital to suppért our budget

* deficits, the money being
given to wealthy investors is

. unlikely to bé funneled back .

‘into new business invest-
ments. Therg?dre 10 million
people lookmg for work today

* in this country, in all regions
- and in all proféssions.

Deflation, jf;it were merely
a reduction rlces, would
not be of gréatico '
except that it also means that
it is harder f ‘everyone to
earn money. Itiis particularly
+hard for people who have
debt because each dollar of

earnings, be they from profits..
* or wages, becotnes harder to

obtain. In inflationary times,
it makés sensé'to borrow
money becaus_e as prices for

' everything go up, there is

more money around to pay
off one’s old debt with succes-
“sively “cheapét” dollars.

In the midst of a defla-

h tlonary contractlon wages

go down for all workers, :
jobs become scarcer, and it
becomes harder to service
one’s debt. This is true for .
- individuals with credit-card
debt, for families with mort-
gage debt, for businesses
with commercial loans, and
- for countries who run a defi- .
cit. Debt and deflation are an,
unwelcome mlx,
Our nation is mired in debt, ‘
and this is one reason the
Federal Reserve and Bush

. administration officials are
. doing everything they can to -

prevent deflation. Some of the

. tactics being used are: lower-:
. ing interest rates, increasing
. government spending, cut-

“ting taxes, printing money,

- that our nation has found "

* years has many causes. Ter-

* technology. But, on the other
“ hand, American consumers. :

'government are astounding.

. one’s interest-rate burden
decreases, the more qu1ck1y

' goods When economi¢ condi- |
- tions improve, those assets

. experience has shown this

. wage-paying countries, prices :

- .rise. Quality medical services,
- education, and professional

: .. The net result is that unless . _

- perform durmg deflationary

~ lateral are the most efficient.
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Expense control becomes
: ‘ key, both on a personal and
and government purchases orgamzatmnal level, as reduc-
of bonds in the open market ing one’s cash flow going out
in order to put more liquidity contrlbutes more to success
into our SOy durmg deflation than during

The economic doldrums “'inflation. Unfortunately, our
government is cons1dermg
how to stimulate economic

activity. This portends larger
rorist attacks, corporate scan- - national debt levels. »

dals, SARS-related anxiety eri-
and political instability have o d‘gfj;ﬁgg?ﬂfg;‘;’}ae%% buy
all contributed to individual - back their own stock and

and business reluctance to d some stocks
commit to spending for the . this has helpe

itself in for the last several

‘future. The economy wants to' from melting down over the

| past three years, This tactic
becomes. extremely difficult
to execute during deflation-
ary times. You can tell. which

have had a 15-year spendmg companies are really making

spree with little respite. The Mmoney by seeing who can
debt levels of our citizens and afford to pay dividends. When
deciding what investments

© to buy during deflationary
times, look at the “dividend
_ payout ratio.” If a company
- has a dividend payout ratio of’
" 100 percent, it is paying out
~all of its earnmgs or profits
~in dividends. It is not uncom-
one’s cash flow becomes pos1—f mon to see some firms and
tive. Real dollars.comingin = Some mutual funds paying

move forward because there :
is pent-up demand for new-

What kind of investment -
strategy does well in defla—
tionary times? The first -
step would be to pay off out- .
standmg debts. The sooner

- is the key to thriving in defla-' Out more than 100percent of
~ tionary times. Real dollars .

;“what they are earmng This is
. akin to eating one’s own flesh
i1 order to stay alive. It just
" doesn’t work for very long.

' Deflation means that inter-

. est rates continue to stay low

- or go lower. Regardless of the

size of the government defi-

‘cits, and the printing of money

does not hold true at very low to try to stimulate business

interest-rate levels. | activity, people need to feel

go further in purchasing real

purchased at bargain prlces
will start to appreciate.in
value. Bonds do well if inter- ,
est rates fall, though Japan’s -

Preservation of capital is -confident in order to invest
the other most important goal ~ in new equipment, people and
ina deﬂatmnary or stagnant’ ~technology. This kind of con-

economic environment. Prices- fidence has not yet returned
on manufactured goods-can 'to the markets. Sometimes

that can be mass-produced in crowd out private investment

and not just by soaking up the
excess money that’s available
forloans. ‘

- Deflation creates a-very
services are not subject to the = €l opportunity for economic
same deflationary pressures as POWer to migrate from one
are the price of clothing, and - Ration to another. Gener-

‘consumer electronic devices.  ally, it takes a war or several
generations of squandermg

wealth for empires to dis-
s1pate The ASIan Rim coun-

l . Pt ‘
fall at the same time as those | 8OVernment spending can also
' L

for high value-added services

one has cash; material stan-
dards of hvmg will decline.

How does the stock market ;. stand the best chance

of benefiting from the cur-
rent worldwide economic
slowdown, but inthe short-
term, everyone.is adversely
affected
China, along with other
Pacific Rim producers such
as Singapore, Korea, Hong
'Kong and Malaysia, all have
large numbers of highly moti-
- vated, technically oriented,
hard working, savings-ori-
‘ented people. Deflation hurts
their ability to export to the
United States so their profits
go down as well. >

times? The price of financial
assets and real-estate assets
both tend to fall during long
‘periods of deflatwn Assets
that throw off a steady source
of income are the most valu-
able. Dividend-paying stocks,
1ncome~produc1ng real estate.
or real-estate contracts
backed up with.ample col-

investments during long
economic contractions. Many
compames lose their ability to
raise prices, which negatlvely

affanta ¢hndow e B2in




International stock markets

“might not be a place for U.S.
investors to make money
because foreign management
has motivations that favor
employees over stockhold-
ers. China has amassed huge
reserves of foreign capital

- due to their excessive produc-
tive capacity and low con-
‘sumptive patterns; however;
its ability to wield this power
on a global scale has not yet
been exercised.

In a worst-case scenario,
traditional approaches to
accumulating and managing
wealth suchas retirement
plans, Social Security and
guaranteed health benefits
are all threatened by rampant
deflation. The belief that

'long-term investing in stocks
and bonds and the long-held
confidence that residential

real estate acts as a rock solid
reservoir value, comes into
question in a period of pro-
longed, severe price declines.

Investor reliance on pub-
lic markets to take care of
individual needs becomes
.severely challenged in peri-
ods of deflation. Companies
that rely on consumer debt
could experience difficulty,
and the traditional jump start
of the economy, “spending
today and paying tomorrow,”
simply does not happen in
‘such times.

The medicine for deflation
is economic activity..Govern-
ment officials are aware that
they need to stimulate busi-
ness, and they are attempting,
through trade agreements
and tax cuts, to get things -
going. There are, thankfully,
some traditional American
values — frugality, self-reli-

-ance and trading with one’s -
neighbors — that would help
us deal with deflation. People

- who lived through the 1930s
remember them as hard, but
they also say the bonds of
friendship and the sense of
community created by pulling

-together to deal with defla-
tion was an uplifting experi-
ence. It all comes down to -
attitude! .

Rob Rikoon is a Registered
Investment Advisor. He can -
be reached at 989-3581 or via
email at: rrikoon@aol.com.




