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Economic and Market Update

Positives:

Interest rates : The Sovereign debt crisis has led to lower government borrowing costs in
most of the worldbés | argest economies (ex
serve maintaining lower rates for some time. Thirty year mortgage rates average 4.55% as
of June 30", a 50 year low, which should entice buyers. Ten year Treasury bond yields are
at historic lows of 2.97%, not good for investors but keeps the fed borrowing costs mini-
mized. As of June 30™, the largest foreign owner of our bonds is China at 27%, followed by
Japan at 20%. In 1978, the percentage of treasuries owned by foreigners was 12%, today it
is 57%. (Source: JP Morgan Asset Management, US Treasury Dept.)

Inflation: As other emerging market countries struggle to maintain inflation pressures, the
US CPI is currently 2% with the 50 year average 4.1%.

Corporate Earnings: Companies in the US continue to benefit from improved global de-
mand and strong productivity, which are somewhat tempered by better bottom lines but top
line revenue growth has been sporadic.

Stock Valuations: The S&P 500 index 12 months forward Price/Earnings ratio is currently
at 11.5X earnings, the average since 1993 is 16.6X. With that lower PE multiple, the aver-
age dividend yield is 2.3% vs. a fifteen year average of 1.9%. (source: Standard & Poors)

Negatives:
Employment : while still weak, is showing signs of stabilizing as evidenced by improvement

in a recent weekly jobless claims report, currently at 9.5%, unemployment remains near a
17 year high with the 50 year average at 6%. However, the private sector created 495,000
new jobs so far in 2010. (source: Bureau of Labor Statistics).

Federal Spending : A growing federal deficit, challenged further by state and local govern-
ments, points to higher taxes and eventually higher interest rates, weakening growth. The
federal debt level is currently at 60% of GDP. During WWII, it peaked to over 110% of GDP
when the budget deficit spiked to over 30%. Our current deficit is around 10%. (source: St.
Louis Fed, BEA, OMB)
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Source: St. Louis Fed, BEA, OMB, J.P. Morgan Asset Management.
Data reflect most recently available as of 6/30/10.

Note: Years shown are fiscal years (Oct. 1 through Sep. 30). Bottom left chart displays
federal debt in the hands of the public.

Regulations: Dick Bove, banking analyst at Raymond James, has issued a report saying

that financial regulation reforms are likely to send the economy back into recession-and he
also joined the camp comparing the current situation to the 1930s, though he moved a little
later in the decade when the Depression had its own second leg down.

(continues on page 2)

Inside this issue:
Summer 2010

Economic and Market 1
Update

i Hurricane Seasonis 3
Upon UdA Are You
Prepared?

Health-Care Reform: 4
Considerations for
Seniors

On A Personal Note 5

Contact Info 6

== Fleishel

FINANCIAL ASSOCIATES
An Independent Registered Investment Advisor

Securities Offered Through

RAYMOND JAMES

FINANCIAL SERVICES, INC.
Member FINRA/SIPC

and


http://www.cnbc.com/id/37894299
http://www.cnbc.com/id/37894299

— Page FINANCIAL FOCUS

Economic and Mar ket Update (co

Regulators in 1937 increased reserve requirements for banks-much like Congress is proposing now-and that
steepened the economic downturn, Bove said. A similar phenomenon happened in the early 1980s, when then-
Fed Chairman Paul Volcker ramped up the fed funds rate to 20 percent, he said.

Economic Recovery: Few if any economists these days are forecasting a strong economy by historical stan-
dards. Estimates for gains in gross domestic product through the end of the year generally reside in the 2 percent
to 4 percent range while previous estimates were over 5%.

Fears of a double-dip have lingered throughout the recovery but have risen recently as the economy shows little
signs of robust improvement and Wall Street has witnessed a sharp trend higher in bond investing. As the govern-
ment continues to pile up debt and deficits, investors keep moving to the bonds markets. The double-dip theory
has its share of skeptics, and some analysts say investors should be treating market dips as buying opportunities.

There are any number of factors influencing the double-dip camp, but the two most prominent seem to be worries
over the housing recovery and fears over European debt that won't go away, even as the news cycle has steered
away from the sovereign issues.

Housing : Noted bank analyst Meredith Whitney told CNBC recently that the market is certain for a double-dip,
though she did not call for one in the broader economy. May's contracts on pending home sales were released
and as expected the number dropped from April's highs. A drop was expected since May followed the expiration
of the homebuyer tax credit. However the nationwide drop of 30% was more than the 14.2% drop economists
were expecting. The largest drop was in the South with pending home sales falling 33.3%, followed closely by the
Midwest with a 32.1% decline and the Northeast with a 31.6% decline. As part of the original legislation buyers
had to close on the properties on or before June 30th. As Cameron Findlay, chief economist at Lendingtree.com,
explains the housing market "is not a rate discussion these days. If you have an improvement in jobs, people have
more disposable income and that will improve home sales.”

Economist Peter Cardillo, of Avalon Partners, in New York, is not in the double-dip camp, but he acknowledges
that slowdowns in housing and worries over Euro-zone debt have caused him to cut his GDP estimates about half
a percentage point, to 2.75 percent to 3 percent. "l don't think we're headed for a double-dip but | do think we're
headed for slow growth," he said. "Worries about the possibility of housing experiencing a double-dip are gaining
traction.”
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There is a tendency to always think this present malaise is different, that our country has never seen this combina-
tion of macro-economic, geo-political and regulatory threats to our well being. True, some of the events and circum-
stances are perhaps unique, but we have had other past administrations bent on deficit spending for social pro-
grams, expanding the role and power of central government, pursuing unclear military missions, incompetently han-
dling various natural and man-made disasters. Nevertheless, through all these, the capital markets have marched
onward and upward over time, despite the dangers and threats.

Investors have taken notice of recent fears and concerns for the economy, piling into bonds and bond funds, push-
ing Treasury yields lower and expressing more reservations about a stock market that keeps repelling from trend
lines that refuse to give ground. "The pattern of the market seems to be variations of, 'I've fallen and | can't get up,
says Walter Zimmerman, senior technical analyst at United-ICAP in New York.

A recent Wall Street Journal article, addressed the issue of how small investors are fleeing stocks and pouring into
bonds and bond funds. We saw this in 2000, when the greed emotion took hold and they were pouring into stock
funds and were pounded, then in 2002, when they were throwing in the towel for stocks, moving to bonds just at the

beginning of the next bull mar ket when the S&P incread

recognizing there are many types of risk, of which market volatility is just one. Over the long haul, bonds have un-
derperformed the inflation rate, which end up lagging inflation and losing purchasing power. True, over the last dec-
ade, adjusting for inflation, stocks have underperformed bonds, but anomalies do occur in rare instances and this is
one of those decades that did not hold to the long term average. If you have questions on your portfolio or would
like to discuss if you are structured properly, please give our office a call.

Hurricane Season is Upon UsAre You Prepared?

First, review your homeownerds insurance coverage. D
or may not be one of the covered perils. Even if it is, the coverage may extend only to your home itself and not to
any of the personal property inside it. It's also possible that windstorm damage may be excluded from standard
homeowner 6s insurance coverage inh your area. Il nsur an

parts of certain states) that are especially prone to windstorms. If you live in a coastal region of Florida, for example,
windstorm damage may be excluded from your homeowner

Is there separate flood protection? In many cases, flooding can cause far more damage to a home and other prop-
erty than high winds. That's why it's important to realize that neither homeowners insurance nor a separate wind-
storm policy will cover flood damage. If you want this type of protection, you'll need to buy separate flood insurance.
The National Flood Insurance Program offers flood insurance through the federal government and some private in-
surers.

Secondly, are your key financial documents and papers organized and in a safe place? Having them organized into
a portable file box or even better, scanned onto a flash drive. We offer our planning clients a document scanning
service that catalogs, organizes and stores all of their key documents on a password protected jump drive. We rec-
ommend two copies, one to have to take with you should evacuation be required and one in a safe deposit box.

Thirdly, have you conducted and documented an inventory of the contents of your home(s)? If your home and its
contents are destroyed, ités your word against the i
tailed written list of all your personal property that's located in your home and stored in other structures like garages
and tool sheds. It should include your possessions as well as those of family members and others living in your
home.

Since a picture's worth a thousand words, consider taking a photograph or videotape of each room, with separate
photos for bigiticket items (e.g., your valwuable coi
with notes about the items shown. If you use a video camera, provide a running commentary describing every item
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(e.g., date of purchase, price) that comes into Vview.

day's newspaper. Make sure to store the inventory in a safe place, like a safety deposit box or your desk at work.

Finally, have a disaster checklist like boarding windows, cranking up the generator for a test run, packing a box of
emergency supplies, first aid, lighters, flashlights, extra regular and cell phone batteries.

Please refer to our website, www.fleishelfinancial.com , resources section, or more details on these ideas and how
to be prepared for hurricanes and other natural disasters.
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Health-Care Reform: Considerations for Seniors

The enactment of the new health-care reform legislation contains some provisions that directly affect our nation's
older population. If you're a senior, you may be concerned about how these reforms may affect your access to
health care and the benefits you are currently receiving.

Medicare spending cuts

Not surprisingly, the concerns of retirees and seniors generally center on potential cuts in Medicare benefits. At the
outset, the new legislation does not affect Medicare's guaranteed benefits. However, a goal of the new health-care
legislation is to slow the increasing cost of Medicare premiums paid by beneficiaries, and to ensure that Medicare
will not run out of funds. To help achieve these goals, cuts in Medicare spending will occur over a ten-year period,
beginning in 2011, particularly targeting Medicare Advantage programsi Medicare programs provided through pri-
vate insurers but subsidized by the federal government. These cuts could reduce or eliminate some of the extra
benefits Medicare Advantage plans may offer, such as dental or vision care, and some insurers may choose to in-
crease premiums. But Medicare Advantage plans cannot reduce primary Medicare benefits, nor can they impose
deductibles and co-payments that are greater than what is allowed under the traditional Medicare program for com-
parable benefits. And, some of the federal funds previously earmarked for Medicare will be reallocated to doctors
and surgeons as an incentive to treat Medicare patients.

Medicare Part D drug program changes

Some Medicare Part D beneficiaries are surprised to find that they have to pay for the entire cost of prescription
drugs out-of-pocket after reaching a gap in their annual coverage, referred to as the "donut hole." Currently, if you're
a Medicare Part D beneficiary, you may pay up to an additional $3,610, out-of-pocket, for medicines after reaching
an initial threshold of $2,830 in total prescription drug costs (including Part D payments, beneficiary co-pays, and
deductibles). But, beginning in 2010, beneficiaries who fall in the donut hole will receive a $250 rebate, and, in
2011, they will receive a 50% discount on brand-name drugs. By 2020, a combination of federal subsidies and a
reduction in co-payments will completely eliminate the donut hole. However, individuals with annual incomes
greater than $85,000, and couples with incomes exceeding $170,000, will see their Part D premiums increase as
the federal subsidy offsetting some of the cost of Medicare Part D premiums is reduced.

Benefits added to Medicare
The legislation also improves some traditional Medicare benefits. For example, Medicare beneficiaries will receive
free wellness and preventive care beginning in 2011.

Increased access to home -based care

Often, people with disabilities or illnesses would rather receive care at home instead of at a hospital or nursing
home. The new health-care reform law provides for programs and incentives for greater access to in-home care.
The Community Living Assistance Services and Support program (CLASS) will be established sometime after 2011
(depending on when final regulations are published) as a voluntary insurance program, financed through payroll
deductions and available to all working adults who choose to participate. This national program allows participants
with functional limitations to maintain their personal and financial independence and live in the community by pro-
viding a cash benefit of at least $50 per day (after a five-year vesting period) for nonmedical services, such as
home-care services, family caregiver support, and adult day-care or residential-care services. In order to qualify, a
participant must need help with at least two activities of daily living, such as eating, toileting, transferring, bathing,
dressing, or continence.

Also in 2011, the Community First Choice Option will be available to states to add to their Medicaid programs. This
option will provide benefits to Medicaid-eligible individuals for community-based care instead of placement in a
nursing home. In addition, the State Balancing Incentive Program, to be established in 2011, will provide increased
federal funds to qualifying states that offer Medicaid benefits to disabled individuals seeking long-term care services
at home, or in the community, instead of in a nursing home. The Independence at Home demonstration program,
available in 2012, will be a test program that provides Medicare beneficiaries with chronic conditions the opportunity
to receive primary care services at home. That is intended to reduce costs associated with emergency room visits
and hospital readmissions, and generally improve the efficiency of care.
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On A Personal Note

Summer of course has kept Becky hopping with jost]l
taken a few short trips but started in June with a nice break sans kids to Porta Viarta, Mexico on the Pacific
coast. We took a few excursions out from our hotel, one of which was a horse- back ride up into the mountains
to a secluded water fallé The opportunity was not
beer on the backs of donkeys for sale to the dusty riders. Our host was a local tour guide who knew everyone
we passed in the small village before going up the mountain. It felt like we had gone back 100 years in time as
there were few signs of modern conveniences, including electricity. After departing this village, they took us
further down the coast to another remote village where we enjoyed a lunch of local fare on the beach. The last
evening we took another boat across the bay to enjoy a Mayan culture dance and song demonstration more
reminiscent of an Hawaiian Luau.

To her dismay, Vika was recently fitted with a guard devise in her mouth to put a stop to the thumb sucking.
Along with all of us, our orthodontist had warned her to cease and desist before more drastic measures were
needed, to no avail. She6s taken it all in strid
continues to amaze us with his tennis skills and last year in fourth grade played on the junior high team at his

in

| o

e

'

D

ut

school . Heds been taking |l essons since he-4dimesaweeki r om a

This spring, he managed to win a match he played with a six foot 8" grader! This could bode well for scholar-
ships as he approaches college ageé. My ol der daug
courses before transferring to UGA in Athens. Sh
employment but | think it adds great people skills and builds character.

We also took a long weekend get away to Jekyl Il 1 sl
from our location. The island has a fascinating history dating back to Native Americans, English and French
colonialists from the late 16™ century who left numerous tabby ruins along the bicycle path that encircles the

i sland. The Jekyl |l |l sl and Club was once the play
the 18806s to the 1940s, who built a club house an
beaches on certain parts of the island with high dunes and

gorgeous views of Cumberland Island to the south. (see

photo) I f you go, make sure to check out Berniebs
restaurant on St. Simonés |1 sl and, a | ocal favorit
years famous for their southern cuisine, seafood and steaks.

Also, make sure to take in the Sunday brunch at the historic

club house restaurant. (Hope we get a referral fee for this

travel recommendation :).
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