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Credit Crunch Update

s Dominic: I remain very concerned about the
| state of the global economy. Investors find
themselves in a very difficult position of seeing
portfolios fall in value, yet recognising that cash
deposit accounts may be even more insecure.
Regrettably this is not helped by somewhat
impotent political leadership around the world and
we seem to be witnessing the “panic herd”. It
would appear that the US will eventually pass their $700bn (USbn) bail-out, which will
hopefully see some relief to markets, however I believe that there will be more “bad
news” and that this initiative is too little, too late and an opportunity for some to finally
“come clean”. It has been very difficult to release our e-zine as a new twist occurs.

We are at a cross-road for investment. Obviously I do not know the future, so cannot
offer any form of guarantee about which direction markets may head. The reality is
that these are very uncertain times, something that normally the markets revel in. The
investment story remains accurate and true — investment requires a long-term mindset
— over the long-term, equities (shares) outperform cash and provide real growth
(beating inflation) keeping spending-power rising. I have provided details about the
impact of inflation and how this is really the “enemy” of investors.

Unfortunately, this truth does little to comfort investors. Clearly our desire is to grow
the value of your funds — not see them fall. We have been counselling a lower risk
approach to investment for the time being. In reality, amidst a media apparently eager
to seize on every piece of bad news, which serves only to worsen the situation.

It is natural to want to blame someone for the mess that is currently unfolding. The
sense of powerlessness is very real, yet there are actions that we can take:

1. Portfolios should be balanced across various asset classes according to your
attitude towards investment risk (loss)

2. You may wish to reduce this further for the short term to a very low risk
strategy, however be aware that knowing when to “get back in” to the market is
arguably harder than knowing when to get out. Market timing is phenomenally
difficult to get right. No one does this with consistent success, indeed research
has proven that attempts to do so actually decrease value. To demonstrate
anything more than luck, requires a 12-year track record (statistically speaking)

3. You have to live with your investment decisions, so these need to be made in a
positive fashion, rather than negatively

4. Long-term thinking is hard, as Kipling’s poem “If” — it is hard to keep your head
when all around you are losing theirs (to paraphrase)

SOLOMON'S Independent Financial Advisers The Old Bakery, 2d Edna Road, Raynes Park LONDON SW20 8BT
Tel 020 8542 8084 Fax: 020 8542 8083 Email: info@solomonsifa.co.uk www. solomonsifa.co.uk



SOLOMOonN’s

INDEPENDENT FINANCIAL ADVICE

Whilst many within the financial services sector have acted unwisely, there is a degree
to which far more have acted with mathematical naivety. I know that credit card
companies have been bombarding us all with enough marketing material to fill a very
large hole, but this merely plays into our sense of keeping up with the Joneses... the
drive to constantly spend money we don’t have, on things we don't “need” to impress
people that we don’t know and probably wouldn't like. It sounds harsh, but much of
this has to do with personal budgeting - a difficult, but vital, discipline. Multiply this
across institutions and governments and you inevitably lead to... credit meltdown. It
would certainly appear that many institutions — who should know better have not the
first idea about budgeting or pricing.

So we need to return to the fundamentals of personal finance:

1. Spend less than you earn

2. Have a financial plan (and a plan for your life — start with the end in
mind)

3. Build liquidity = readily available savings

4. Review annually.

4.5. There is no substitute for quality

This is nothing new. Indeed as a client you would have heard us say this on humerous
occasions. It is simply a great pity that the largest economies in the world have failed
to implement the same process as our clients.

Reviewing your financial planning is no more important now than it was last month, 3
or 10 years ago. It was important then and remains important now. As the Chartered
Insurance Institute recently said of tax planning:

"Once some tax planning has been done it should not be forgotten. Changes to tax law
occur very frequently, making an annual review of a clients investments and tax
position is extremely important.”

The key to successful financial planning, whatever the economic climate, is to apply
these founding principles.

Consequences and hope for the future

We are now reaping what has been sown into our economies. I am concerned that
many businesses will suffer considerably, but however painful the coming months may
be, they will pass in time. Markets will recover. Whilst I believe the markets will be
somewhat sanguine, the biggest failure will be ignoring the issues that have resulted in
this situation. Please pass on the above principles to anyone that you can find to listen,
the best way to truly learn something is to teach it to someone else. Here is Kipling’s
poem in full, linguistically out of date, but the content remains timeless.
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[f you can Keggp your hgad when all about you
{re losing theirs and blaming it on you,

[f you can trust yourself when all megn doubt you
But make allowancg for their doubting too,

[f you can wait and not be tired by waiting,

Or bging ligd about, don't deal in ligs,

Or beging hated, don't givg wag to hating,

MInd yet don't Iook too good, nor talk too wisg:

[f you can drgam--and not makg dreams gour master,
[f you can think--and not makg thoughts your aim;

If you can meet with Triumph and Pisaster

{Ind treat those two impostors just the samg;

[f you can bear to hear the truth you've spoken
Twisted by knavgs to make a trap for fools,

Or watch the things you gave your life to, brokgn,
1Ind stoop and build 'em up with worn-out tools:

[f you can make ong heap of all gour winnings
{Ind risk it all on ong turn of pitch-and-toss,
1Ind losg, and start again at gour bgginnings
1Ind ngver breath a word about gour loss;

[f you can foreg your heart and negrve and singw
To serve gour turn long after they areg gong,
1Ind so hold on when therg is nothing in you
except theg Will which says to them: "Hold on!"

[f you can talk with erowds and Regp your virtug,
Or walk with Rings--nor losg the common touch,
[f ngither fogs nor loving frignds can hart ygou;

[f all mgn ecount with you, but nong too much,

[f you can fill the unforgiving minutg

With sixty sgconds' worth of distanceg run,

Yours is thg €arth and gverygthing that's in it,
{Ind--which is morg--gou'll bg a Man, my son!

\\ui?aa’gara’ Hipling /
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