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To:
Clients, Associates & Friends of Pro@ctive CPA

From:
Mark Wyssbrod, Managing Member

Date:
August 9, 2011

Re:
No Panic...Yet...
I have been asked the last few days why people aren't panicking during the market crash and market volatility?
Possible Reasons #1:  

In my opinion and observations the upper, middle and lower classes don't necessarily exist the way we grew up thinking they did.  Over the past two decades the classes have transformed and the lines of classes for net worth have become blurred.  Upper, middle and lower class still have net worth factors associated with them, but only as a minor part.  The development which has occurred is more of lifestyles than classes.  We now have a clearer picture of upper, middle and lower life-styles, but not associated net worth.  The result is individuals have decided to use their monies to improve their lifestyle and not their net worth.
For example:  a middle class life style can be financed and lived by a lower class income; just as a upper class life style can be achieved by a middle class income earner.
You have more lifestyles in the upper and middle portion than you have class (net worth).  Individuals who live well also live outside their means and have minimal next worth.
As the markets declined, a possible reason which a panic did not occur is because most people have lifestyles instead of net worth.  People may only panic when their lifestyles are challenged.

Side tangent:  This is a similar reason why most individuals are super sensitive to tax increase.  An increase in tax would disrupt the lifestyle they are living which would require them to sacrifice what is most important to them, a part of their lifestyle.

In the book "The Millionaire Next Door" the authors mention people with significant net worth to income ratios view tax as a percentage of net worth, not income.  Thus they are less sensitive to tax increases because the tax increase as a percentage of their net worth is minimal.
Possible Reason #2

Another issue for our economy and society to work through is when people have minimal, none or negative net worth have no moral or financial dilemma from not fulfilling debt obligations.  During the Great Depression homeowners had negative equity in their home for 15 years, but they paid their mortgages.  It was a matter of pride and responsibility.  In the current economy, bankruptcy is generally a quick and easy decision.  If individuals only own debt individuals view they have nothing to lose.
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Possible Reason #3

One more reason individuals have not panicked (yet) is we have been living busy lives.  Besides working more hours than ever before (for the employed), school is starting up, new fall routines are begin put in place, etc.  Individuals might now just be learning (or paying attention to) the market decline.  This might mean the panic has not settled in yet because of an information, reaction and emotional delay to information.
Do you believe small business will still do well?
Yes, I am still confident that small business will do well during the remaining months of 2011. 

Why?
The small business pipeline across the board appears full (at least for established small businesses).

Caution: I have had good timing with events in the past before the media and emotions caught on.  For instance, in 2005 I became a bear on real estate.  At this time the vast majority of individuals thought real estate was the next gold mine.  Hearing news which is contrary to media and popular opinion is difficult for us to accept and made me very unpopular at the time.  The lesson I learned is you are considered crazy or eccentric when you are early on something (which makes it difficult for individual to accept your thoughts and ideas).
Why?
Small businesses may be currently benefiting from new small business opening doors.  New businesses need to have commercial or retail space, build out space, equipment, signs, marketing, etc.  The majority of these small businesses may not survive 3 - 5 years, but the starting of the businesses can have a positive economic affect.
Really?
Yes, new businesses are being formed.
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How?
Possible Reason #1:  
Individuals who have been unemployed for long periods of time have run out of unemployment benefits.  They are forced into doing something.  Under pressure to make a decision they use retirement and any SBA financing (if possible) to do anything.  The thought process is "doing anything is better than doing nothing".  This is not a true statement, but individuals rationalize their behavior.
Possible Reason #2:  
Employees have been required to work longer hours multiple years with no financial rewards.  Should they be thankful for having a job!  However, fatigue takes a toll on mental health and thinking patterns.  Individuals begin to believe if they are going to work this hard they might as well work for themself.  But, they don't calculate the risk of a small business.  They take their savings and invest it into opening a small business (usually without a realistic business plan).
Possible Reason #3:  
There might be a shift from investing in traditional investments (stocks, real estate, commodities) into investing in one's self.  Individuals may be dis-enfranchised with traditional investments.  The sour attitude with stock:  I don't get my financial planner's thinking of "give me your money for investment, but don't ask for it back, but pay our fees and put up with no returns for a 10 year period."  The bad attitude with real estate:  I was lured (tricked?) by my real estate agent, mortgage broker, appraiser and everyone else (it could not have been my own greed!).  Individuals will begin using their monies and resources to reinvest in themselves.  We will find out in ten years if it leads to better dividends or just a lack in retirement savings.
What's next?
Change and lots of it!  You need to be flexible in personal investments and as business owners.  Our economy, society and communication styles have accelerated their change.  Individuals cannot afford to be static.  We need to adapt to our new environments on all fronts.

Repaying and reducing our debts will take time and sacrifice.  We will see if our society, our neighbors, our friends, our family have the intestinal fortitude to repay what they borrowed.
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Should I quit?
A line from Top Gun states "Negative Ghost Rider the pattern is full".  We have enough quitters in American at the moment (in my opinion).  Now is not the time to be a quitter or to give up.  Quitting is not how America became a great country.  Now is the time to innovate and think creatively of new ways of conducting business.  It is time to work both harder and smarter!
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