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According to the economist Fritz Meter, we have a Goldilocks economy: not too hot, not too cold. Inflation is not a problem at 0.2% and core inflation is only 1.2%. But there are some inflationary pressures building like employment costs that are rising 4.9%. Since employment costs are 70% of our economy, this could be big. Rising employment costs can be reduced by productivity improvement but our productivity has only increased by 0.7%. This leads me to believe inflation is on the way and rising interest rates along with it. With job openings at a record high and unemployment at 5.3%, I think we are surely going to see some inflation and along with it increases in interest rates. This doesn’t mean you should wait to invest, as it is prudent to always have your money working for you and not sitting around waiting for a better opportunity. That is the difference between speculating and investing. The difference between a good investor and speculator is that a speculator is earning nothing on their money while they wait for something to happen, whereas an investor always has his/her money invested and is earning something off of it

So, what’s going on with Greece? They recently voted in a referendum to not pay their bills. This is the problem with democracy and Greece is the oldest Democracy on the planet. The following quote has been attributed to several sources, “A democracy is always temporary in nature; it simply cannot exist as a permanent form of government. A democracy will continue to exist up until the time that voters discover that they can vote themselves generous gifts from the public treasury. From that moment on, the majority always votes for the candidates who promise the most benefits from the public treasury, with the result that every democracy will finally collapse due to loose fiscal policy.”


So, you may wonder what this “Greek Crisis” is all about?  It all started with the European Monetary Union (EMU) which created the Euro as a common currency between nineteen European countries. The idea was to create a currency large enough and strong enough to compete with the U.S. Dollar as a reserve currency to be used in international trade. In order to be part of the EMU, each country had to be in good fiscal shape such as having a conservative amount of debt compared to their economy, as in debt to GDP ratio. Many countries, especially the smaller and weaker ones, wanted to be part of this strong currency in part because they felt they would be able to borrow money at low rates of interest like Germany. At first, it worked and Greece could borrow and pay the same interest as Germany. Then it was discovered that Greece “cooked the books” and never actually qualified for membership in the EMU. As Warren Buffett says,” you find out whose skinny dipping when the tide goes out.” As the tide went out during the financial crisis of 2008, there were a lot more skinny dippers than anyone expected there to be. That’s when people started talking about the PIIGS: Portugal, Italy, Ireland, Greece & Spain. All of these countries were in trouble and needed help, as their interest rates skyrocketed, but Greece was by far the worst. Greece is a very small country and the EMU could easily afford to bail them out but, the other PIIGS would want the same treatment, and that is not affordable. One of the big fears is that there could be a run on the banks, especially the PIIGS banks. Greek banks have been closed for 3 weeks and Greeks can only withdraw a limited amount via ATM’s. It would not be unreasonable for other countries citizens (especially the PIIGS) to look at the situation in Greece and want to withdraw their money just in case their banks also closed. In today’s low interest rate environment, there is not much to lose by having cash on hand. Worldwide we have a fractional banking system which means that banks don’t have enough money to let everyone take out their money because they have loaned your money to someone else. At least in the U.S. we have FDIC insurance which means that the U.S. government will make sure that you can get at least $250,000 of your money no matter what. The Europeans have no such guarantee. The good news is that the Greek parliament has agreed to a bailout offer from the EMU, the IMF and the ECB in exchange for raising taxes, pension cuts, curbs on public spending, an overhaul of collective bargaining rules and selling state assets to pay down their debt. Unfortunately many feel that this is only a temporary fix and that Greece’s debt is unsustainable. 

  How slick is Greece?   
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