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ASSET MANAGEMENT
Just how bad is the mortgage problem and how much capital will it take to fix the banks? Is this bad enough to start a recession?  I believe companies are writing off assets quickly in 2007 to reduce their income tax exposure.  Is their more to come?  Probably, but we may of seen the worst of things.  Recession?  Growth has slowed, but so far remains positive.  
Oddly, this improves our outlook for 2008.  My old professor, Doris Drury, would wince at my grammar, but as U.S. profits and government spending go global economies will follow.  Reductions in bank profitability and reductions in military spending in Iraq could be enough to cause recession.  Getting the decline in property values, and bank recapitalizations done now removes one big, so far non- recessionary, hurdle that we probably would of faced in later 2008.   
Increases in exports, and perceived value in the U.S. by foreign buyers may keep the U.S. right on track for another year of very modest expansion.

GLOBAL NEGATIVES AND POSITIVES:  Over the last years many countries have dramatically improved their finances by exporting more than they imported.  This excess capital is now being put to use recapitalizing global banks.  That money could have been allocated to investment and expansion.   An example is China where growth will likely slow. That might be to a sustainable 6%-8% rate of growth versus inflationary 10%.  New governments in France and Germany focused on increasing jobs should contribute to global demand.  
My wall of worry is always large. Number one on my list are the fiscal policies of the next U.S. president.  How smartly that person will end up fighting for job growth is the largest unknown.  I would like each candidate to detail their plan to restimulate the U.S. economy.  Higher oil prices continue to suck away global spending power.
BONDS:  Despite inflationary risks I expect to see interest rates trend lower.   Lowering interest rates quickly, could create excessive growth, and inflation.  But rapidly declining housing prices, and accompanying deflation, represent immediate grave threats.  
Lower interest rates should help bond prices.  Watch out though, once housing stabilizes rates should then increase.
CURRENCY:  Over long periods of time countries have to balance imports and exports.  If exports are significantly larger than imports currencies such as the U.S. dollar weaken.  Over the last year the gap has diminished.  Therefore I expect the rate of depreciation in the U.S. dollar will slow.  My target had been 10% per year, now I say 6% in 2008.
STOCKS:   Growth in corporate profits should continue in 2008.  Coupled with our forecast for flat or lower interest rates, and my large wall of worry, that leaves me with reasonable hope for 2008.  It is an election year, which may provide periods of great volatility that coincide with campaign talk and presidential polls.  
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