
“In Every Dream Home  
A Heartache*” 

I don’t have anything to write about this 
month. I have been waiting for something to 
happen. But it doesn’t come. 

We have had the subprime lending collapse. 
Gasoline is nearing $3.00 a gallon at the pump. 
Americans are still dying in Iraq. The Presi-
dent’s approval rating is abysmal.  

Still, the market continues to climb. The Dow 
may hit 13,000 today. Maybe it will be tomor-
row. Ho hum.  

Market P/E ratios are in the 16 range. That is 
a little high by historical norms. But it is noth-
ing to get excited about.  

The housing market seems to be weathering 
the storm quite well. 

I guess we should just put your portfolio on 
autopilot. That would allow me the time I need 
to work on my golf game. Right now it more 
resembles flog than golf. 

So, why can’t I relax? Why do I have these 
feelings of impending doom? Why do I feel 
like Joe Btfsplk (from Li’l Abner).  

I guess the reason is that legitimate concerns 
exist. 

First, will the subprime lending problems go 
away? The answer is “no.” We still have over 

one million subprime borrowers facing resets 
(interest rate adjustments to their loans) in 2007  
and nearly a million more in 2008. The state of 
Ohio, which has been one of the hardest hit 
states for subprime lending problems, intends 
to sell $100 million in taxable bonds to bail out 
subprime borrowers.  

The subprime issue will definitely affect the 
market. Those who lose their homes will not 
borrow and spend. Those who bought the 
mortgage-backed securities that provided the 
cash will have less to spend. Taxpayers will 
have less to spend if other states follow Ohio’s 
lead. States will have less to spend to the extent 
they come up with other schemes to bail out 
borrowers. There is a ripple effect that will take 
time to work its way through the economy. 
Just because you do not see the effects now 
does not mean that they do not exist. Keep 
your eyes open and your hand on your wallet.  

Second, gasoline prices for the summer drive 
season will reduce consumer spending this 
summer as Americans drive less and spend 
less. For some, the price of gas is a non-issue. 
They should consider themselves fortunate. 
For most Americans, it is a large issue—larger 
than subprime lending.  

If families stay at home this summer, they 
will likely spend less money on restaurants, 
entertainment, and the like. That will put less 
money in the pockets of those who rely on the 
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tourist trade. Thus, they will 
have less money to spend.  

If consumers spend less, the 
economy will weaken. Oh, 
woe is me! 

Third, how many folks 
bought rental property in the 
last five years? After the stock 
market crash, real estate was 
seen as a safe investment. 
They aren’t making any new 
land, are they? Of course the 
price of vacation rental prop-
erty went through the roof. 
That, in turn, caused rental 
rates to increase to cover the 
higher mortgage costs. And, 
that caused the rental rates to 
move outside the affordability 
range of most folks.  

So, next we have values of 
rental properties declining. 
Some owners will not be able 
to maintain their mortgages. 
That will cause property val-
ues to decrease further. That is 
when the value investor will 
pick up the property at a rea-
sonable and economic price. 

Behind every silver lining I 
can find a dark cloud! Folks, 
that is not pessimism. That is 
value investing at its best.   

Finally, there is Iraq. Re-
gardless whether you support 
or oppose the war, it is expen-
sive. According to a January 
17, 2007 article in the New 
York Times, we are spending 
around $300,000,000.00 every 

day on the war. That comes 
out to approximately $110 Bil-
lion per year. Think about the 
effect that has on the economy. 
You could take care of the sub-
prime borrowers with one 
year’s expense. That is $1.00 
each day for every man, 
woman and child in the U.S.  

A better way to look at this 
issue is to break it down by the 
households that actually pay 
Federal tax. Under our current 
system, 40% of US households 
pay no tax (“The Taxpaying 
Minority”, The Wall Street Jour-
nal, April 16, 2007). That leaves 
66 million taxpayers paying an 
average of $16,667 per year for 
Iraq.  

I don’t know about you, but 
that is a lot of money that I am 
not spending. I would rather 
cycle that through our econ-
omy rather than see it go up in 
smoke. 

So, why is the market con-
tinuing to rise? Where else 
would you put your money 
today? You can get close to 5% 
in a traded money market  ac-
count or a CD. That is not ex-
citing. Now is not the best time 
to buy real estate. Coins and 
gem stones are not practical. 
Hedge funds and private eq-
uity funds perhaps will not 
produce returns that justify the 
risk. That pretty much leaves 
the stock and bond markets.  

If you are in the market 
now, why sell? If there are 
fewer sellers than buyers, 
prices rise. Economics 101. 
Supply and demand. 

The lack of selling is not as 
pronounced as 1999 or 2000, 
but it is still there. There is not 
as much excitement, so the 
prices are rising slowly.  

Eventually, the market will 
slide. We do not know when. 
But, it will. The problems in 
the economy will eventually 
affect the stock market.  

So, we will continue to 
worry. It is what we do best. 
After all, it is your money we 
are looking after.  
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