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INSIDE THIS ISSUE

I

n a few short months, the longest-running
bull market ever will turn 10 years old. And
after the recent market volatility, we wouldn’t
blame you for being skeptical on stocks.
As we’ve mentioned when we talked about the
Melt Up – what goes up eventually comes down.
So, should you be worried? And will this
running bull get pushed over the edge?
Editor in Chief P.J. O’Rourke shows us that
no matter who’s in office, politics and finance
mix like oil and water. And he tells us what
he’d do in case of complete economic collapse
(run in circles and tear his hair out). He also
offers up his best bad investment advice.
Angel investors, take note!
Financial analyst Dr. Steve Sjuggerud
looks back at the last time stocks seemed too
expensive to keep going up. He shows why
valuations can’t kill bull markets and why you
must stay long... for now.
John Podhoretz digs into America’s
obsession with post-apocalyptic films and
reviews some of the best and worst.
And contrarian journalist John Tierney
explores some of the ways the world might
end... and tells us which worries could blow
up and which worries we should blow off.
Author Geoffrey Norman reports on the
pension crisis in Chicago. No surprise, a
federal bailout will only make things worse.

And our man on the inside, Chief Risk
Officer X, warns us of a “debt bomb” you
might be overlooking in the markets.
Analyst Matt Weinschenk shares a
valuable lesson he learned in the last financial
crisis and why it’s still relevant today. And
Nouriel Roubini and Brunello Rosa
delve into 10 reasons why 2020 could mark
the beginning of the next financial crisis.
Don’t miss Dr. Richard Smith’s take on
how having the right tools and “mental
capital” can lead to market gains... even in the
face of a bear market.
Finally, former CIA analyst Buck Sexton
tells us what the 2018 midterm results
mean for President Donald Trump and the
remainder of his term.
Enjoy the issue. And tell us what you think at
feedback@americanconsequences.com.
Regards,
Steven Longenecker
Publisher, American Consequences

It’s true that markets love
certainty of any kind, no
matter what... then this
confirms a suspicion
I’ve had for a long time...
Markets are insane.
P.J. O’Rourke
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From Editor in Chief

P.J. O’Rourke

BURYING OUR HEAD IN THE SAND
WON'T MAKE THE MIDTERM
RESULTS GO AWAY
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LETTER FROM THE EDITOR
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LETTER FROM THE EDITOR

“If we weren't all crazy, we would go insane.”
Jimmy Buffett

The theme of this issue is disaster. In America there is one permanent,
continuing, endless disaster – politics. And, thanks to politics, we just had
a disastrous midterm election.

What should we do about it? Maybe we
should do what the Dow Jones Industrial
Average did the day after the election and go
crazy... It closed up 545 points.

your huge credit-card bills, delinquent car
loan, and outsized mortgage debt and tell you
to quit making loan payments and go on a
spending spree.

I know... I know... Markets always go up after
every midterm election. Supposedly this is
because markets love certainty, even if the
certainty is lousy. Which this midterm election
certainly was – sending the socialist swineherds
to tend the capitalist pigs in Congress.

You’d say, “But I’ll lose the house!” And
Republicans would say, “Heck, we lost the
House. So what?”

If it’s true that markets love certainty of any
kind, no matter what... then this confirms a
suspicion I’ve had for a long time... Markets
are insane.
I mean, personally, I’d rather have a little
hopeful uncertainty instead of a hopeless sure
thing. I’d rather have my doctor say, “Maybe
this is serious” than “You’ll be dead in a
week.”
Which is how I feel after the campaign season
we’ve been through.
We have two political parties in America, each
worse than the other.
One party thinks it’s in favor of business and
economic growth. It’s not thinking very hard.
The GOP has done nothing about the nation’s
burgeoning debt and deficit. If Republicans
were financial advisers, they’d take a look at
8
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The other party is convinced that everything
is free. Health care is free. College tuition is
free. Parental leave is free. Not that parents
need it, since daycare is also free. Democrats
should go into a butcher shop and announce
that beef is free... and get clocked on the
head by a butcher wielding a frozen rib roast.
(Except Democrats will ban meat because
animals are free, too.)
Meanwhile, Republicans claim that free trade
isn’t free and costs too much and this means
war. Because... the way to deal with the giant
Walmart that is China is to burn it down and
get swell bargains afterward at the fire sale.
Which makes Democrats scared that real
war will break out and, when the world is
destroyed by nuclear holocaust, women and
minorities will be hardest hit.
But, Republicans say, what we really
should panic about is thousands of jobless
Hondurans and Guatemalans invading our

southern border. Never mind that with the
current unemployment rate, I can’t find
anybody to mow my lawn, not even for $18
an hour. So, privately, I’m thinking of the
Hondurans and Guatemalans as “The March
for Yard Care.”
And what’s worst of all about these two
political parties is that on Tuesday, November
6 both of them won.
Now we’ve got a Saphead Senate and a House
of Fools.

“

And what’s worst of all
about these two political
parties is that on Tuesday,
November 6 both of them won.
One chamber of Congress will be carting
tax cuts to hell while the other is letting
expenditures ascend into heaven. The House
will squat like a toad on deregulation while
the Senate confirms lizards and snakes to
head regulatory agencies. Progressives will
subpoena everyone in America who wears
a necktie. Conservatives will console each
of them with a large defense contract. One
side will hobble businesses. The other will
hamstring consumers. Liberals will kiss the ass
of our enemies. Reactionaries will piss off our
allies. The left will imagine new grievances
for minorities. The right will fantasize about
old majority prejudices. Democrats will lead
the bull into the china shop. Republicans will
pack the dog with the cat.
Refereeing this hard-fought, down-to-thewire, tied 1-1 in extra innings contest between
asshats is... President Trump.

Let us not get ourselves all a-twitter – so to
speak – about what we think of President
Trump. Whether you approve, or grudgingly
approve, or disapprove, or abhor him with
bells on... whatever you think of President
Trump, he’s not exactly the person you’d pick
as an umpire.
If the 116th Congress were the World Series
and Trump was the umpire, he’d send both
teams to the showers so that he could be the
pitcher and the batter and throw every strike
and hit every home run... And he’d also want
to be the only hot dog vendor in the stadium.
This game is not going to end well.
Which is why – history of post-midterm
market upticks notwithstanding – I was
surprised when the Dow went up 545 points.
On the other hand... “Crazy” is not the same
as “wrong.” Perhaps markets were trying
– in their own crazy way – to tell politics
something on November 7.
This is what I’d like to think the markets were
attempting to say in their delirious ravings:
We’re the economy! We’re the grown-ups here!
We pay the bills! We’re the parents and you
political parties are the quarreling teenage
kids. We’re sick of you two fighting all the
time. You’re making a mess! You’re in the
way! We’ve got jobs, we’ve got work to do,
we’ve got businesses to run! If you’re going to
fight, take your stupid fight somewhere else,
someplace nobody cares about, a place that’s
already wrecked – like Washington! And not
only are we kicking you out, you’re grounded
until 2020!
American Consequences
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THE BIGGEST STORIES THAT MATTERED
FOR THE MARKET LAST MONTH

WHAT MOVED
THE MARKET
For realtime
market
updates
from some
of Wall
Street’s
most
pluggedin analysts,
CLICK
HERE
to get
instant
access to
NewsWire.

THE WORST MONTH FOR STOCKS SINCE
THE FINANCIAL CRISIS
Weak growth, tariffs, and political conflict in
the EU sent global equities into a free fall
for most of October. While Prime Minister
Theresa May fought to draft a Brexit deal
in the British Parliament, the Italian Ministry
of Economy and Finance pushed back on
the EU’s demand that Italy’s deficit budget
include less spending. Aside from the obvious
risks of overspending and implementing
sweeping social programs during a deficit,
there is fear that other members may follow
suit, creating more economic conflict in the
region. Meanwhile, EU bellwether Germany
reported its worst quarterly growth in five-and-ahalf years.

The likelihood of a Democratic House and
Republican Senate had already been taken
into account.
There was also rare cause for celebration
when China announced it may cut its lightvehicle import tax by half, providing a boost
to the battered industrial sector.
Market corrections can be vicious, but
the economy remains strong and there
are no major economic headwinds in the
foreseeable future. October was an awful
month for investors, but no different than the
volatility we experienced in February.
Markets can’t go up in straight lines. Be
patient. We’re not in a bear market yet.

THE FED WEIGHS IN
Investors didn’t fare much better in
U.S. markets, either. Oversupply, tariffs,
The Federal Reserve made its footsteps
competition, and loss of momentum
heard once more...
combined to cause many familiar names to
On November 8, the Federal Open Market
sell off on the month. Earnings from Netflix,
Committee released its policy
Google, Facebook, and Amazon
announcement, leaving the federal
were on target, but lower than
funds rate in the range of 2% to
expected, and Amazon’s downbeat
2.25% (as expected).
fourth-quarter outlook put the
Stansberry
FAANG trade into a tailspin. The
The committee noted continued
NewsWire,
S&P 500 Index was also down
economic strength and appeared
every Tuesday
6.94% for the month.
to be on track to raise rates to 2.25%
at 8:30 a.m.
to 2.5% in December. (There were
The November midterms caused
also concerns about tariff and trade
some concern, but the results
policy, although the official data
had little effect on the markets.

TUNE IN
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EDITORS

John Gillin
Greg Diamond
Scott Garliss

have seen little impact.) Despite pushback
from President Donald Trump and the White
House, the rate increase was expected and
many analysts anticipate another hike in
March. So the question is, what happens in
June?
Currently, the Fed’s dot plot chart – which
indicates the future path of interest rates – is
calling for three rate hikes next year. (Earlier
this year, it called for two.) So, if we see a
“pause” in June, that would imply rate hikes
are still coming in September and December
of next year.

But that all changed with the current Fed
chairman, Jerome Powell...
In an interview with NPR in late October,
Powell said we’re a long way from neutral,
contradicting the claims made by Fed
officials earlier in the month. The interview
threw some markets into further chaos, as
many feared a higher neutral rate would
foster too much growth.
During the tenures of Fed chairs Janet Yellen
and Ben Bernanke, the market had come to
expect the Fed to stay on-message. Since
becoming chairman, however, Powell has
been repeatedly off-message with the rest of
the group. He has come across as decidedly
hawkish, and his talk of higher rates worries
many analysts. Add tax cuts to the mix, as
mentioned by President Trump, and the Fed
may need to extend rate hikes further.

The main factor here is the Fed’s “neutral”
rate target, which neither helps nor hurts the
economy. Until the beginning of October,
the market was certain that the Fed’s neutral
target was 2.75% to 3%... A range that happens
to fall in the window of the March rate hike,
but only if current Fed policy remains on
track. The market based
this expectation on the
comments of several
regional Fed governors,
and there’s also been a
Add tax cuts to the mix, as
call to lower the neutral
mentioned by President
target to 2.5% to 2.75%.
Trump, and the Fed may
Overall, the Fed and its
need to extend rate hikes
governors seemed to
further.
agree.

With the Democrats
taking control of the
House, additional tax
cuts are unlikely. And
expect more volatility as
both sides draw lines in
the sand and kick that
sand in each other’s
faces.

American Consequences
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WHAT COULD
POSSIBLY
GO WRONG?
Financial follies and disaster in the making
Volatility shakes up the markets...

After months without so much as a 2%
decline, volatility returned with a vengeance
in October. Since then, we’ve seen the S&P
500, the Dow, and other markets seesaw
into chaos while the media stokes fears of a
looming bear market.
Many folks – typically those who are new to
investing – seem to believe that if they can
just figure out what “caused” the market to
fall on any given day, they’ll eventually be able
to avoid market corrections altogether. And
it’s not just investors... The mainstream media
is more than happy to speculate, offering up
unrelated reasons for nearly every turn in
the market. Of course, these folks are almost
always off the mark.
Legendary value investor Ben Graham liked
to say that in the long run, the market is a
weighing machine... But in the short run, it’s a
voting machine.
In other words, over long periods of time, the
12
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market’s performance is based on logic and
reason. Stocks move up or down based on
quantitative data like fundamentals – how the
actual companies behind them are doing –
and the relative value of other assets.
But in the short run, the market’s
performance is based largely on emotion. This
means there’s no way to know exactly how the
market will react to the news on any given
day. Worse, it’s often not even clear what news
the market is reacting to in the first place.
Occasionally, there may appear to be a single
reason for the market’s moves. Sometimes,
there’s no news at all. And you can often
point to countless potential causes.
The latter is certainly the case right now...
The broader market averages are all lower
today... There is no one defined reason why,
but rather a number of things going on.
Earnings in general weren’t great, Brexit
negotiations continue to weigh on the UK and
EU, and we’re still experiencing fallout from

the China-U.S. trade war, to name a few. But
it’s important to keep a few things in mind...

of the Senate, Democrats have retaken the
House of Representatives.

First, none of this “news” is new. The market
has known about all of these problems for
some time, which means it has likely already
discounted them.

Why does this matter?

More important, none of these “reasons” have
altered the longer-term picture to date. For now,
the most reliable measures of economic and
market health continue to tell us that the risks of
a bear market or recession remain low today.
That said, corporate and subprime consumer
debt continues to balloon, and nearly half
of Americans don’t have the cash for a $400
emergency. Bull or bear market, subprime
borrowers and heavily leveraged corporations
will have to face reality. These debts will still
come due, and with them will be a wave
of bankruptcies, defaults, and even more
borrowing.
Do the midterms matter?

Since 1946, there have been exactly 18
midterm elections in the United States. And
according to research published in Forbes, the
broad U.S. markets were higher 12 months
later after every single one... and the average
gain was an impressive 17%.
In short, since the end of World War II, it
simply hasn’t mattered which political party
controlled the White House or Congress prior
to the election, or which party controlled
them after. Stocks moved sharply higher after
every single one. But there is one potential
caveat...
Although Republicans have kept control

According to a note from Nautilus
Investment Research, we’ve seen this exact
scenario play out in two previous midterm
elections. These were in 1910 and 1930,
during the presidencies of William Taft and
Herbert Hoover, respectively. And both were
followed by less-than-stellar years for stocks.
Following the 1910 election, stocks fell
5.5% over the next year. In 1930 – which
admittedly was in the middle of the Great
Depression – stocks plunged more than 40%
over the next 12 months. Of course, this is an
extremely limited sample size.
The reality is, politics matter far less to the
markets over the long run than most people
think. If anything, so-called “gridlock” –
when no one party holds the presidency,
Senate, and the House – has often been
considered a bullish rather than bearish
development. It meant the government would
have a more difficult time interfering in the
economy.
However, the market has risen significantly
over the past two years.
Outside of the recent trade war with China,
investors have generally cheered the efforts of
President Donald Trump and the Republican
Congress to cut taxes and ease some of the
government’s most onerous regulations. So
while it wouldn’t be surprising to see the
market give up some gains, history – and
gridlock – may give it room to run.
American Consequences
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FROM OUR INBOX
Re: Our Newest Readers
Weigh In

YOU WRITE, WE RESPOND

My first sent to me today. Love the way you
write PJ. – Jake M.
PJ, I’ve been reading your great works since I
was a kid reading National Lampoon! – Pete H.
Looking forward to receiving American
Consequences... Once attended a lecture of
yours and chuckled & learned a few things.
– Carole B.
P.J. O’Rourke comment: Jake,

Pete, and Carole,
there’s nothing I love more than spontaneous,
unsolicited comments like these! (Your checks
are in the mail.)
Take me off your socialist list immediately.
You don’t deserve to live in this country. –
June M.C.
Unsubscribe now. Don’t need lying
conservative [news media] brainwashed by the
lying idiot in the White House. – Normand A.
P.J. O’Rourke comment: June,

we’ve been called
a lot of things, but never the s-word. Are
you sure you didn’t misplace your reading
glasses and pick up a copy of The Nation by
mistake? And, Normand, we resent your
“brainwashed” characterization – we’re as
dirty-minded as everyone else.

Re: Why I Don’t Vote
Voting age must be raised to the age of
14
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human mind maturity, which is around 25. –
Jacques B.
P.J. O’Rourke comment: Jacques,

from my

experience, it’s more like 40!
Porter is absolutely right. The masses will
continue to vote for more and more and
more “free stuff” until the only thing free will
be the misery brought on by the choices
made. There are a host of things wrong
when one can’t keep what is rightfully hers/
his... Unfortunately, most will be eaten by the
wolves. – C.F.L.
P.J. O’Rourke comment: I

fear you’re right,
C.F.L. But look on the bright side. If we
sheep keep getting more and more bloated
with short-term self-interest, those wolves are
going to have a terrible case of indigestion.
I like the wolf and sheep analogy and I think
it’s pretty apt, but the wealthy are really just
beginning to feel like sheep. The middle
class have been feeling it for a long time
now. The poor have always felt it, I’m sure.
So the question is not who are the sheep...
But who are the wolves? In the analogy, it
seems to be politicians, who are all similarly
hungry for what’s in our wallets. But who are
the wolves really working for? – David B.
P.J. O’Rourke comment: David,

if politicians
were merely standard-issue mercenaries, I’d be
trying to figure out who they’re working for.
But politicians are worse than that. They’re
not just greedy for money, they’re greedy

for power and domination. The worst thing
about a wolf is that it works for itself – and
nobody else.

I think you’re trying to get people not to vote
so the socialists can win. NOT HAPPENING. –
Lance B.

The problem with the government is:

Steven Longenecker comment: I

A government big enough to give you
everything you want is also big enough to
take everything you have. We have departed
from the ideals of small government,
maximum freedom, and even the minimum
standard of good government... – Penni B.
P.J. O’Rourke comment: Penni,

this is very
much what Senator Barry Goldwater was
trying to tell us in his book The Conscience of
a Conservative. You’ve gone right to the nub
of the message and summarized it beautifully.
Thank you! (And, although CoC was written
58 years ago, every alarm that it rings about
big government is still an alarm that should
be rung today.)
With the maker:taker ratio now crossing
that crucial midpoint, there is little hope for
a turnaround absent an economic collapse
Venezuela style. I completely agree with
the idea that at least one of the Presidential
candidates in 2020 will be farther to the left
than anything we have seen since FDR. –
Paul M.W.
P.J. O’Rourke comment: Paul,

there’s an old
Irish superstition, “To say it is to summon
it.” So for gosh sake, touch wood, spit
three times, and hang some garlic on your
doorframe!

searched our
entire American Consequences e-mail inbox to
confirm that this is the very first time we’ve
been accused of this possible conspiracy. We’re
marking it off our BINGO card now.

Re: Politics Can’t Mess With
the Melt Up
Is it wise for those “close to retirement” to be
investing at all in volatile investments? Are
such “NASDAQ Tech stocks” referred to in
the article even suitable for such investors?
Such advice directed at that target audience
shouldn’t sit comfortably with responsible
advisers... – Phelim K.
Steven Longenecker comment: Phelim,

we
would never recommend that anyone take on
more risk than they feel will allow them to
sleep well at night.
We also try to highlight articles from multiple
perspectives – for example in this magazine
we’re publishing an article by Dr. Steve
Sjuggerud expanding on his “Melt Up” theme
about how to cash in before the crash as well
as an article by Dr. Richard Smith on how to
survive the next bear market.

Send us a message, question, or criticism at
feedback@americanconsequences.com
American Consequences
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don't be the
DUMB MONEY
CASH IN ON THE CRASH

H

ow quickly individual investors forget
that stocks go up and down.

The famous Dow Jones Industrial Average
stock index hit a new all-time high in early
October. A week later, the Dow fell more than
800 points. It fell another 500 points the next
day. All in all, we had a nearly 1,400-point
decline (or a 5%-plus fall) in just two days.
I get it – that scared folks. But you’ve got to
understand something...

Here’s another way to think of it...

If a market has the potential to jump 100%
in a year, then of course it can fall 10% along
the way. That’s simply how Melt Ups work.
It’s the nature of what’s going on right now.
Don’t just take my word for it, though... Let
me show you.
In the final 12 months of the dot-com boom,
the Nasdaq fell by roughly 10% or more – five
separate times. Take a look at the chart below...

Volatility is part of a “Melt Up” in stocks. You
As you can see, the last Melt Up was not a
can’t have one without the other. You need
one-way move higher.
to expect big ups – and big
downs (even bigger than we
Nasdaq Composite Index
recently experienced) – in
the coming months.
This should make intuitive
sense...

-9.8%

CLICK
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TO READ
THE WEB
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After all, a Melt Up is the
final blow-off top of a
long-term bull market. It’s
the glorious, unadulterated
boom before the next bust
arrives. For this to happen,
by definition, prices have to
move – a lot.

By Dr. Steve
Sjuggerud
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And the 10% falls happened quickly – just
like the fall we saw last month. They all took
place in a month or less. But at the time, they
were still painful. At 10%-plus, they each
reached the level of a full-blown correction –
even worse than the move in early October.
Once investors get used to a one-way market,
they forget that stocks go down as well as up.

The Melt Up skeptics say stocks are too
expensive. After all, they say, prices have gone
up and up for almost 10 years. They believe
stocks HAVE to crash from today’s levels... that
prices can’t possibly move higher from here.

If you were invested back in 1999, all five of
these moves would have made you question
whether staying long stocks was the right choice.
But today, nobody remembers any of it.

The funny thing is that folks have had this
problem for years. They don’t seem to understand
the reality of the situation. Let me explain...

The way most folks talk about the dot-com
boom now, you’d think stocks did nothing
but soar the entire time...

HECK NO, STOCKS AREN’T TOO
EXPENSIVE TO BOOM

We’ve seen some terrible
volatility... But a pullback in
stocks does not signal the
end of the Melt Up.

The Nasdaq more than doubled during the
final 12 months of that boom. That’s the part
everyone remembers.
The reality is, pullbacks and corrections are
normal... even during a blow-off top. And if
today’s Melt Up plays out anything like the
last great Melt Up, then we could see as many
as five corrections – worse than what we just
went through – before the market peaks.
So yes, we’ve seen some terrible volatility...
And no, you don’t have to like it. But a
pullback in stocks does not signal the end of
the Melt Up.
18

And it’s not the only big issue that folks seem to
have with my Melt Up prediction. They raise
another big objection, over and over again...
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One of the biggest mistakes of my career was
missing out on the last great Melt Up...
At the time, the dot-com boom didn’t make
any sense to me. Stocks soared on hype,
but the businesses behind them had no real
future.
I watched friends get “paper rich” in dot-com
stock options. And instead of joining the
mania, I stood on the sidelines.
“It can’t go on any longer,” I told myself.
But it did go on longer.
I learned an important lesson from that. And
in my career, it’s helped me to stand strong in
bull markets around the world over the nearly
two decades since the dot-com boom.
It’s one big reason why I’ve stood strong in
this bull market.
The lesson has two parts...
Just because stocks are expensive, it doesn’t

DUMB
MONEY

mean they can’t go much higher.
High valuations are a symptom of a stock
market peak... But they are not the cause of a
stock market peak.
Let me walk you through my personal
experience with this...

Those two previous peaks were significant –
and so were the losses that followed...
The Great Depression followed the 1929
peak. And stocks lost a fortune in the 1970s
after the late 1960s peak... shedding nearly
half their value from 1973 to 1974, adjusted
for inflation.

By the end of 1994, stocks had gone up for
12 out of the previous 13 years.

Index Value

Said another way, you would have lost money
on stocks during only one calendar year since So in 1994 and 1995, any rational person
Nasdaq Compositewould
Indexhave said that valuations were extreme
1981.
5,200
– hitting levels that had preceded the two
As you might guess, after that 13-year boom
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1929, and in the late
1960s. You can see
this by looking at the
cyclically adjusted
price-to-earnings (or
CAPE) ratio, one
of the most popular
ways to measure value
in the markets over
the long term. Take a
look at the chart on
the right...
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Stocks went up –30again – in 1998. And once
By the end of that year, stocks had become
more expensive than at any time in history. Stocksagain,
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Animal spirits kicked
in. The excitement was
palpable. And things
got even crazier...
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And I started to
feel like the fool
for staying on the
sidelines instead of
joining them.
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peaking in 2000

40
35
30

20
15
10
5
1923

20

November 2018

1930

1937

1944

1951

1958

1965

1972

1979

1986

1993

2000

Ratio

25

In the late 1990s,
many of my buddies
were leaving their
“real” jobs and joining
dot-com companies.
They got stock
options for changing
jobs. On paper, they
were worth more than
I could imagine.

Stocks just kept going
higher... The Nasdaq
soared a ridiculous
86% in 1999.
Take a look at the
bottom chart to the
left. What happened

to valuations before the boom was finally
over. They went up further than any rational
person would have thought possible...
If you were smart enough to know that
valuations alone don’t kill bull markets... and
if you were bold enough to simply stay on
board as the stock market “melted up”... then
you would have made an absolute fortune.
To be honest with you, I was neither smart
enough nor bold enough to do those things...
I personally missed out on most of the
upside in the late 1990s. And I missed out
on basically all of the upside of the dot-com
boom in 1999.
I didn’t believe in it. It didn’t make rational
sense. Stocks were record-expensive, and
people were acting completely irrationally.
Now, I am older and wiser. (Certainly older...
hopefully wiser!)
I have stayed on board today’s bull market
longer than any other analyst I know. My
experience taught me two important lessons...

DUMB
MONEY
People are not acting completely irrationally
– not yet. They’re worried about valuations.
They’re worried about interest rates. They’re
worried about trade wars.
At some point, they’ll notice that the sky isn’t
falling... And they’ll stop worrying. They’ll
buy with reckless abandon. Valuations won’t
matter one bit. Their only worry will be
missing out on the huge gains their friends
and family are racking up in the market.
As we saw in 1999, that is the hallmark of a
true market top. We’re not there yet... Not
even close.
Today, we have high levels of fear and worry.
Prices have pulled back... Volatility has picked
up... And we are nowhere near the optimism
and excitement that signals the top of the
market.
That’s why I still urge you to stay long U.S.
stocks.

Valuations are high today – but not absolutely
crazy based on history.
Valuations alone don’t kill bull markets.
Most people say that stocks are near recordhigh valuations. The CAPE ratio is above
30 today, inching back toward the dot-com
boom highs.
But after my 1990s experience, I look at how
stocks soared from similar levels back then.
And I believe we could see years of gains
before we see true Melt Up valuations.

Dr. Steve Sjuggerud holds an MBA
and a PhD in finance. He’s worked
as a stockbroker, vice president of a
global mutual fund, and a hedge-fund
manager. His track record has landed
him on various television networks
including stints on Fox Business News,
Bloomberg’s Taking Stock, and CNBC,
among others.
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THE MAKINGS OF A

RECESSION AND
FINANCIAL CRISIS
As we mark the decennial of the collapse of Lehman Brothers, there are still
ongoing debates about the causes and consequences of the financial crisis,
and whether the lessons needed to prepare for the next one have been
absorbed. But looking ahead, the more relevant question is...
What actually will trigger the next global recession and crisis, and when?

The current global expansion will likely
continue into next year, given that the U.S. is
running large fiscal deficits, China is pursuing
loose fiscal and credit policies, and Europe
remains on a recovery path. But by 2020, the
conditions will be ripe for a financial crisis,
followed by a global recession. There are 10
reasons for this:
1. The fiscal-stimulus policies that are

currently pushing the annual U.S. growth
rate above its 2% potential are unsustainable.
By 2020, the stimulus will run out, and a
modest fiscal drag will pull growth from 3%
to slightly below 2%.

2. Because the stimulus was poorly timed,

the U.S. economy is now overheating, and
inflation is rising above target. The U.S.
Federal Reserve will thus continue to raise the
federal funds rate from its current 2% to at
least 3.5% by 2020, and that will likely push
up short- and long-term interest rates, as well
as the U.S. dollar.

By
Nouriel
Roubini
and
Brunello
Rosa

Meanwhile, inflation is also increasing in
other key economies, and rising oil prices are
contributing additional inflationary pressures.
That means the other major central banks
will follow the Fed toward monetary-policy
normalization, which will reduce global
American Consequences
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liquidity and put upward pressure on interest
rates.
3. The Trump administration’s trade disputes

with China, Europe, Mexico, Canada, and
others will almost certainly escalate, leading
to slower growth and higher inflation.
4. Other U.S. policies will continue to

add stagflationary pressure, prompting the
Fed to raise interest rates higher still. The
administration is restricting inward/outward
investment and technology transfers, which
will disrupt supply chains. It is restricting
the immigrants who are needed to maintain
growth as the U.S. population ages. It
is discouraging investments in the green
economy. And it has no infrastructure policy
to address supply-side bottlenecks.
5. Growth in the rest of the world will likely

slow down – more so as other countries will
see fit to retaliate against U.S. protectionism.
China must slow its growth to deal with
overcapacity and excessive leverage. Otherwise
a hard landing will be triggered. And alreadyfragile emerging markets will continue to feel
the pinch from protectionism and tightening
monetary conditions in the U.S.
6. Europe, too, will experience slower growth,

owing to monetary-policy tightening and
trade frictions. Moreover, populist policies
in countries such as Italy may lead to an
unsustainable debt dynamic within the
eurozone. The still-unresolved “doom loop”
between governments and banks holding
public debt will amplify the existential
problems of an incomplete monetary union
with inadequate risk-sharing. Under these
conditions, another global downturn could
24
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RECESSION AND F
prompt Italy and other countries to exit the
eurozone altogether.
7. U.S. and global equity markets are frothy.

Price-to-earnings ratios in the U.S. are
50% above the historic average, privateequity valuations have become excessive,
and government bonds are too expensive,
given their low yields and negative term
premia. And high-yield credit is also becoming
increasingly expensive now that the U.S.
corporate-leverage rate has reached historic highs.

The policymakers who
must confront the next
downturn will have their
hands tied while overall
debt levels are higher than
during the previous crisis.
Moreover, the leverage in many emerging
markets and some advanced economies is
clearly excessive. Commercial and residential
real estate is far too expensive in many parts
of the world. The emerging-market correction
in equities, commodities, and fixed-income
holdings will continue as global storm clouds
gather. And as forward-looking investors start
anticipating a growth slowdown in 2020,
markets will reprice risky assets by 2019.
8. Once a correction occurs, the risk of

illiquidity and fire sales/undershooting will

FINANCIAL CRISIS

will be intolerable in countries with resurgent
populist movements and near-insolvent
governments.

become more severe. There are reduced
market-making and warehousing activities
by broker-dealers. Excessive high-frequency/
algorithmic trading will raise the likelihood of
“flash crashes.” And fixed-income instruments
have become more concentrated in open-ended
exchange-traded and dedicated credit funds.

In the U.S. specifically, lawmakers have
constrained the ability of the Fed to provide
liquidity to non-bank and foreign financial
institutions with dollar-denominated
liabilities. And in Europe, the rise of populist
parties is making it harder to pursue EU-level
reforms and create the institutions necessary
to combat the next financial crisis and
downturn.

In the case of a risk-off, emerging markets
and advanced-economy financial sectors with
massive dollar-denominated liabilities will no
longer have access to the Fed as a lender of
last resort. With inflation rising and policy
normalization underway, the backstop that
central banks provided during the post-crisis
years can no longer be counted on.

Unlike in 2008, when governments had the
policy tools needed to prevent a free fall, the
policymakers who must confront the next
downturn will have their hands tied while
overall debt levels are higher than during the
previous crisis. When it comes, the next crisis
and recession could be even more severe and
prolonged than the last.

9. Trump was already attacking the Fed

when the growth rate was recently 4%. Just
think about how he will behave in the 2020
election year, when growth likely will have
fallen below 1% and job losses emerge. The
temptation for Trump to “wag the dog” by
manufacturing a foreign-policy crisis will be
high, especially if the Democrats retake the
House of Representatives this year.
10. Once the perfect storm outlined above

occurs, the policy tools for addressing it will
be sorely lacking. The space for fiscal stimulus
is already limited by massive public debt.
The possibility for more unconventional
monetary policies will be limited by bloated
balance sheets and the lack of headroom to
cut policy rates. And financial-sector bailouts

© Project Syndicate

Nouriel Roubini, a professor at NYU’s
Stern School of Business and CEO
of Roubini Macro Associates, was
Senior Economist for International
Affairs in the White House’s Council of
Economic Advisers during the Clinton
administration. He has worked for the
International Monetary Fund, the U.S.
Federal Reserve, and the World Bank.
Brunello Rosa is co-founder and CEO
at Rosa & Roubini Associates and a
research associate at the Systemic
Risk Centre at the London School of
Economics.

American Consequences

25

INVESTMENT

WHY BAD INVESTMENT ADVICE?

Plenty of good investment advice is available (much of it right here in this magazine). But do we
listen to that good advice? No, usually we don't. Then we feel bad about ourselves. Maybe we
need bad investment advice. When we don't listen to bad investment advice, we feel good about
ourselves. At least that's P.J.'s reasoning...
P.J. is well-known for his bad investment advice (and for feeling good about himself). He has his
kids' college savings 529 plans all in General Electric stock and Toys "R" Us bonds. "Sure," says P.J.,
"they'll be going to Skinhead Barber College – if they're lucky. But this way I'm 'ahead of the curve'
as an investor. Sooner or later the bull market is going to crash and everybody will be broke and I'll
be able to brag, 'I got in on the ground floor!'"
Here are some of the investment ideas P.J. is considering right now. Take a look at them yourself –
then run for your life. (Maybe in a pair of WalkShareTM shoes.)

Farmland for the Small Investor

WalkShare Shoes
Just "untie" them with your smartphone app and
walk anywhere you want! Leave your WalkShareTM
shoes wherever you step out of them!
A hot new Silicon Valley start-up is pioneering this
novel form of personal transportation, similar to
Bird dock-less electric scooters, but without the
bothersome electricity or potentially hazardous
scooting. Soon to be available in most major cities.

Unprecious Non-Metals
It's a box of rocks. This commodity – with proven
value going back to the great pyramids of ancient
Egypt – is trading at such low levels that it has
nowhere to go but up!
26
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American farmland has been an excellent risk-free
investment, rising steadily from an average price of
$1,340 per acre in 2004 to $3,140 per acre in 2018
with almost no market downturns. However, for
the small investor, purchasing farmland presents
various difficulties. I've solved them. A 40-pound
bag of topsoil sells for $1.29 at Walmart. For only $9
a week, you can build a 7.3 ton "black gold" portfolio
in just one year. (Or, better yet, dig in your own back
yard for free.) A 40-pound bag of topsoil will cover
12 square feet. There are 43,560 square feet in an
acre. You'll be "piling up" enough per annum to
cover 4,380 square feet. Start at age 20 and by the
time you retire you'll have a valuable 4.5-acre farm.
Given the way farmland prices have been going up,
you'll be "rolling in clover."

The Next Frontier in
Alternative Energy
Science keeps harnessing the forces of nature
– solar, wind, geothermal, and next... gravity!
Unlimited clean power will soon be available
from the kinetic energy of great big things rolling
downhill. After all, America is full of hills and also
full of great big things. I've been following patent
applications from researchers at the University
of GoFundMe and other prestigious educational
institutions, and I'm convinced that gravity is where
the smart money will "drop."

ADVICE FROM PJ
From P. J. O’Rourke and Henry Smith

Inverted Pyramid Scheme

Also known as a "Democratic Socialist Ponzi Game"
and reputedly the brainchild of Alexandria OcasioCortez. The way an Inverted Pyramid Scheme
operates is that you send $10 bills to 10 different
people. Each of those people, in turn, sends $10
bills to 10 other people, and so on. This pyramid
scheme, like all pyramid schemes, is a rip-off.
And you get nothing out of it at all. On the other
hand, it only costs you $100, as opposed to the
many thousands of dollars that standard pyramid
schemes can cost you. I call that a bargain.

Hydro-Electric Cars

Beachfront in Greenland
Get out in front of the global warming fad and
make it work for you! Beautiful Angisorsuaq
Island ocean frontage on the calm – not to say
frozen solid – Labrador Sea is available for next
to nothing... and somewhat less where house lots
are under a glacier. Just miles and miles and miles
from Greenland's charming capital city of Nuuk,
population: none.

No need to worry about charging stations
when you carry your own source of renewable,
environmentally friendly, carbon-neutral electrical
generation with you everywhere you go. A joint
venture between the Tennessee Valley Authority
and Elon Musk, the new 2020
WetslaTM is scheduled
to go on sale next fall.

Premium Bagged Air
Drinking bottled water has been all the rage for
decades, but what about the air we breathe? It's a
trend you won't want to miss. There's a ready-made
market for premium bagged air from the freshest
places on earth – the mountains, the seashore, forest
glades, flowery meadows, brisk autumn breezes, and
dewy spring dawns. The owners of France's most
famous and iconic brand of naturally carbonated
mineral water are rumored to be launching a whole
new product line – PerriAir. I'm betting that locally
sourced "craft breathers" won't be far behind, making
for plenty of "blue sky" investment opportunities
(think A Whiff of BrooklynTM).

CounterFeitcoin
Some people say cryptocurrency isn't really "real."
But this cryptocurrency really, really isn't real...
which makes it perfect for buying illegal things on
the darknet. Because if you buy something illegally
and you really don't pay for it, then it isn't really
a crime. Right? I'd tell you more about the initial
CounterFeitcoinTM offering but then, of course, I'd
have to kill you.
American Consequences
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By Matt
Weinschenk

THE BIGGEST LESSON OF MY INVESTMENT CAREER
I was one of the first people to know that Lehman Brothers would go bust,
but I didn’t figure it out for myself.

I was just a 25-year-old kid sitting in the
right place at the right time (the 2007
Value Investing Congress in New York
City, to be exact). I was in the room when
then-regarded short-seller David Einhorn
walked the audience through his thesis for
why the investment bank would go bust.

Einhorn didn’t regale the audience with a
gripping story. He just talked accounting
numbers. The shocks had already started
to show in the banking system. Lehman
looked like it had one of the worst loan
portfolios of the banks, but it hadn’t
written off any losses yet.

CLICK
HERE

TO READ
THE WEB
VERSION
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Something didn’t add up. And Einhorn
knew an earthquake was coming.
Later, billionaire hedge-fund manager Bill
Ackman shared his research on monoline
bond insurers. These companies sold
insurance on mortgage-backed securities
for a few bucks and paid out hundreds if
the bonds defaulted. Ackman argued they’d
go bust. They had already started to crater,
but they went on to lose another 90%
within four months.

Between every session, folks would get on
their Blackberries to check in on the stock
market. Whoever got an update would yell
it out in the hallway.

Several speakers made good cases to buy
stocks. After all, these were value investors
and you had to have guts and buy when
RENT INCREASES OUTPACED
“there
is blood
the streets.” They didn’t
GROWTH
SINCE
2001in2001-2015
They didn’tINCOME
know it,
160.0
know it, but the streets were about to
get a lot
the streets were about
bloodier. See for yourself in the chart below:
to get a lot bloodier.
The blueRentcircle
indicates the time of140.1
the
Cost
conference...
120.0

It was November 2007, and the financial
crisis was looming over Wall Street and all
of America. But the market hadn’t crashed
2001 2002 2003 2004 2005
yet. At that conference, I learned the
biggest lesson of my investment career...

We were on the precipice of the greatest
financialMedian
crisisHousehold
in 60 Income
years. Everyone100.0
was
worried... But we had no idea how far the
80.0 500
market would eventually fall. The S&P
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
was about 6% off its peak. The financial
sector had already fallen about 20%.

As investment
S&P 500
conferences go, the
Value Investing
Congress represented
the best of the best
at that time. Every
speaker managed
billions of dollars.
Even in the crowd, you
could find yourself
sitting next to hedgefund royalty.
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learned those two days had nothing to
do with what the speakers said on stage,
the investments ideas they presented, the
charts they shared, or the balance sheets
they studied. The mood in the room was
fearful yet constructive.

Rather than drawing lines on charts like
some of my colleagues who specialize in
technical trading, I focus on economics and
fundamental data. I’ve run more economic
regressions than I care to count. But at that
conference, I learned that numbers will never
tell you everything you need to know.
The market has a certain feel to it. You can
only pick it up by talking to investors, hearing
hedge-fund managers speak off-the-cuff, and
listening to candid conversations that aren’t
supposed to leave the room.
In November 2007, an uncomfortable, grim
humor filled the room.

hard to figure it all out when everything kept
moving so fast.
I do remember one bold claim he made,
though...
I think we’re really close to, if not at, the
bottom for the financial services industry.
There are many opportunities in the most
battered sectors.
That same day, news service Reuters reported
his fund was down 50% for the year... Yet,
the S&P Financial Index would go on to fall
another 80% from there.

The people in the room stood to lose billions
in investor money, and many would lose their
jobs. Even so, they weren’t panicked. They
joked and laughed. They assumed the other
guys’ portfolios would fall apart, but not
theirs.

What I realized later was
that in the depths of a real
crash, nobody is cracking
jokes... It’s pure fear.

When a presenter pitched a long stock idea,
he’d finish up with a winking disclaimer
like, “That is, if you’re brave enough to buy
any stocks right now.” Other speakers made
similar jokes: “This is a buy... if there even is a
financial sector tomorrow.” The crowd reacted
with nervous laughter.

Portfolio manager Richard Pzena of Pzena
Investment Management gave a talk claiming
that Freddie Mac was the cheapest stock he
had ever seen... After that, Freddie shares
went from $35 to around $1, and nearly
brought down Pzena’s investment firm in the
process.

What I realized later was that in the depths
of a real crash, nobody is cracking jokes... It’s
pure fear.

Today, everybody wants to be the person who
calls the market top... But that will happen
once we reach a frenzied euphoria – the “Melt
Up.” Only then will the market roll over. But
I don’t see that happening just yet.

Had the speakers sensed that, they could have
avoided some disastrous calls. I remember
hearing a presentation from Tom Brown,
who runs a website called Bankstocks.com
and a hedge fund focused on bank stocks. He
basically threw up his hands and admitted it’s

Investors are still scarred from the financial
crisis. This has been the most hated bull
market in history. One way to quantify this is
to turn it into a single number we can watch.
American Consequences
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The above chart shows the S&P 500 and its
rolling six-month return...
When the market really heats up, the twoyear moving average blue line tends to spend
some time at an elevated level. That indicates
a “blow-off top,” or the end of the Melt Up.
But as you can see, even with the market at
new highs, we haven’t seen that yet.
Some say the most dangerous words in
investing are “this time it’s different”...
That’s catchy, but it’s not precise enough to
tell you anything.
In one sense, every time is different. We’ve
never had a nearly ten-year bull market with
ultra-low interest rates, unemployment below
4%, massively profitable and fast-growing
technology companies, and the specter of trade
wars all at the same time. Of course it’s different.
But what has never changed are investors’
mindsets. They are always driven by the
same fear and greed. They are likely to let
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their emotions lead them into
doing the exact wrong thing
at the exact wrong time. And
eventually, they will bid the
market up to unsustainable
levels before the whole thing
comes crashing back down like
a house of cards.
As Edwin Lefèvre wrote about
trader Jesse Livermore in
his classic 1923 biography,
Reminiscences of a Stock
Operator...

There is nothing new in Wall Street. There
can’t be because speculation is as old as
the hills. Whatever happens in the stock
market today has happened before and
will happen again.
That will never change.
Look at as many charts as you want... But
make sure you’re listening to what investors
are saying, too.

Matt Weinschenk, CFA, is the
house econometrician for American
Consequences contributor
Dr. David Eifrig’s Retirement
Millionaire franchise. (For those
who don’t know – and our editor
in chief P.J. was one of them – an
econometrician uses statistics and
math to study, model, and predict
economic outcomes.) At the risk
of embarrassing Matt, we note that
he has a 95% win rate in Dr. Eifrig’s
Retirement Trader service.

ADVERTORIAL

Why Trump’s 2020 Defeat
Is Written In History
BY BRETT AITKEN, MANAGING DIRECTOR, STANSBERRY RESEARCH

He’s a successful businessman who
never held public office before winning
the Presidency…
He’s coming into power after an
electoral college landslide…
And he did it by beating an out-oftouch New Yorker opponent.
Once in office, he launches a vast
trade war, promising to stand up
for America’s heartland, with 890
increased tariffs in total.
He even slashes immigration levels
to America by 90%, while cracking
down on illegal immigration through
deportations targeting as many as 1.8
million people.

Hoover, America’s 31st President.
The similarities between Trump and
the man who saw a Great Depression
happen under his watch are eerie.
And they won’t stop here.
Over the last six months, my firm and I
have spent hundreds of hours (and tens
of thousands of dollars) in research to
reach one shocking conclusion.
My research shows…
President Trump is about to face a
crisis on the level of what President
Hoover saw in 1929.
But it’s not the kind of crisis anyone
expects.

You may think I’m talking about
Donald Trump.

And just like with Herbert Hoover – the
crisis could shut Republicans out of the
White House for a generation or longer.

But I’m actually describing Herbert

This presentation reveals exactly why.

BUT MY
PENSION!
THAT WAS A PROMISE
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SORRY, THERE IS NO MONEY TO PAY IT.

I

n September, Rahm Emanuel surprised the
political cognoscenti when he announced
that he would not be running for re-election
as mayor of Chicago, where it had been
routinely assumed that he’d win a third term.
Emanuel was a big-city mayor of national
stature with a near-pure political pedigree
that included a stint as a Clinton White
House “leg-breaker,” and four terms in the
House of Representatives. He also served on
the board of Freddy Mac, where he failed
to see the housing crash coming and turned
a nice dollar, but not as nice as the one he
turned handling mergers and acquisitions at
investment firm Wasserstein Perella.
Emanuel talked tough and dirty which, in
the days before Trump, was considered sort of
colorful. There was informed speculation that
he might even, one day, run for president.
And why not? If he could govern Chicago,
then running the country ought to be easy
work. So why did he choose not to run?
Could it have been the murder rate in
Chicago, where the papers run weekend body
counts and put the blame on Indiana for its
less-than-draconian gun laws?
This seems unlikely. Chicago is a famously

tough town where the St. Valentine’s Day
Massacre is treated as a sort of charming bit
of cultural history. Chicago without gangs
is as unimaginable as New Orleans without
crawfish. Emanuel had nothing to fear on the
“law and order” political front.

By
Geoffrey
Norman

One suspects that, as on so many matters, his
problems were with money.
Still, when the mayor made his farewell
speech on the city’s finances on October
17, he bragged about what had been
accomplished in his two terms in office and
indulged in a bit of self-pity over not getting
the kind of credit he believed he deserved:
One thing I have learned is that they do
not build statues for people who restore
fiscal stability,” he said. “But without
sound, strong, stable finances, nothing
else is possible.
In a way, this was a legitimate beef. He had
tried to make Chicago fiscally healthy. His
administration had, after all, raised taxes in six
of his first seven years. And raising taxes is the
most unpleasant duty a politician can perform.
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and other ride-sharing outfits, amusement
taxes (which is sort of amusing when you
think about it), taxes on water, sewer, and
similar services (which almost certainly
amused nobody), and property taxes. He also
raised garbage fees, cable taxes, city vehicle
sticker fees, and parking garage taxes.
It has, in short, grown vastly more expensive
to live in Chicago during the time Emanuel
has been mayor.
And yet, with all that new money coming in,
the city’s bonds are rated as junk.
Once upon a time, this would have been
written off to graft and corruption –
fundamental political skills in Chicago – as in
most big cities run by (Democratic, usually)
political machines. But Chicago faces a $28
billion hole, and not even the most crooked
politician could steal that much.
That $28 billion represents “unfunded
pension obligations.” These are promises
made before Emanuel was elected mayor but
for which he and those who will come after
him are on the hook.
This looming debt is so formidable that
Emanuel did not even mention it in his
October farewell speech. But denial is an
understandable reaction to unfunded pension
mandates which loom over not just Chicago
but cities and states from sea to sea. And the
numbers are truly staggering. So large that it
is possible to think, “Well, there is no way, no
possible fix,” and just ignore the whole business.
So how should we think about the problem?
Perhaps the best way is to start at the
36
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BUT MY

beginning and the end... simultaneously.

We got here because we failed to heed the
warning of a great Democrat, Franklin
Roosevelt, who once warned that a “...strike
of public employees manifests nothing less
than an intent on their part to obstruct the
operations of government until their demands
are satisfied. Such action looking toward
the paralysis of government by those who
have sworn to support it is unthinkable and
intolerable.”
Turns out that strikes by, say, schoolteachers
are quite “thinkable.” They happen all the
time and the citizenry has learned, more
or less, how to tolerate them. Publicsector unions have, as we all know, led to a
prosperous public-sector workforce where
the civil service protections are stern and the
benefits are generous.
As punishment for my sins, I once served
a term on my local school board and was
obliged to negotiate a new contract with the
teachers’ union. I was shocked to learn that
the teachers wanted to add chiropractic and
similar services to their health care plan, for
which they paid almost nothing. The demand
for chiropractic coverage did not come out of a
sudden epidemic of arthritis among the faculty.
It was, rather, just about the only thing left to
add to the teachers’ gold-plated plan.
When public-sector employees are already
being paid more than their counterparts in
the private sector (where people are held
accountable for performance and can actually
be fired), their unions turn their sights to what
they will earn when they are no longer working.

PENSION!
That is to say, to pensions.

It’s easy for those on the other side of the
table to promise ever fatter pension benefits.
By the time the bills come due, the officials
who made the commitment will be out of office
and fishing the surf for pompano in sunny
Florida... which pretty much describes the
situation that Rahm Emanuel faced in Chicago.
Previous administrations had made big
pension promises without adequately funding
them. An insufficient amount of money was
put away for funding, and in the zero-interest
regime that followed the Great Recession,
it did not return anything close to enough.
Thus, the $28 billion hole.
Mayor Emanuel might find some solace in
the fact that he is not alone. Pension liabilities
are a threat to government solvency in many,
many jurisdictions, including his own state of
Illinois where the hole is about $140 billion

“

One thing I
have learned is
that they do not
build statues for
people who restore
fiscal stability,” he
said. “But without
sound, strong, stable
finances, nothing else
is possible.

deep – about $11,000 for every man, woman,
and child who has not yet fled the state.
Meanwhile, Illinois keeps on digging.
The people with the shovels like to console
themselves with thoughts of 7% and 8%
returns on what they’ve set aside. This is
another of those fairy tales that people in the
business of politics tell themselves.
Joshua D. Rauh of the Hoover Institute has
run the numbers:
As of ﬁscal year 2015, the latest year for
which complete accounts are available for
all cities and states, governments reported
unfunded liabilities of $1.378 trillion
under recently implemented governmental
accounting standards. However... using
market valuation techniques the true
unfunded liability owed to workers based on
their current service and salaries is $3.846
trillion. These calculations reﬂect the fact
that accrued pension promises are a form of
government debt with strong rights. These
unfunded liabilities represent an increase
of $434 billion over 2014, as realized asset
returns fell far short of their targets.
Pensions are not short-term obligations.
Public-sector employees routinely retire after
20 years on the job. Their retirements, during
which time they will collect pensions, can
easily last longer than that. And there will be
more of them every year. Governments will
be obliged to pay more and more for work
that was done further back in history, though
probably not quite matching the 150 years
that the federal government found itself on
the hook for in the case of Irene Triplett – the
American Consequences
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daughter of a Civil War veteran – who, in
2017, was still collecting $73.13 each month
from her father’s military pension.
But this qualifies as a curious one-off and,
anyway, we can probably afford it.
The pensions for our current crop of
governmental heroes can, on the other hand,
be generous and even lavish. And in some
cases, they are outrageous. As reported by the
New York Times, Oregon’s pension payment to
an eye surgeon who retired as president of the
Oregon Health & Science University comes
in at $76,111.
That would be per month.
There are similar cases – if not quite so
outrageous – from across the country. And
then there are the schemes workers in the
public sector routinely employ to inflate
their pensions: banking sick time, increasing
overtime in the last year before retirement, and
so forth. It’s how our “public servants” roll.
But sooner or later, reality will assert itself in
the form of the Herb Stein Law, which states
simply and eloquently:
If something cannot go on forever, it
will stop.
In the case of Illinois and Chicago, that time
appears to be closing in. According to one
study by public-policy watchdog LGIS:
At the end of 2020... the Policemen’s
Annuity and Benefit Fund of Chicago
will have less than $150 million in assets
to pay $928 million promised to 14,133
retirees the following year.
38
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And then?

BUT MY

Well, one thinks, maybe the city could just
stiff the retired cops – declare bankruptcy and
let the courts sort it out.
But not so fast there. While federal
bankruptcy law appears to permit municipal
bankruptcies, Illinois law does not.
Furthermore, the Illinois constitution protects
workers’ pensions. So...
Chicago must pay retired policemen,
schoolteachers, and various others the
pensions they were promised. Which means,
of course, that the money has to come from
somewhere.
And where, one asks, would that be?
That answer would seem to be... the usual.
Taxpayers.
But as the state of Illinois is learning,

And then there are
the schemes workers in
the public sector routinely
employ to inflate
their pensions...

PENSION!

taxpayers will not stand still to be skinned
forever. With the compounding of the state’s
fiscal woes, more and more of its citizens are
packing up and leaving for jurisdictions that
are less profligate and corrupt. The city will
miss them since it needs as many people as
possible paying those amusement taxes. But
in 2017, Chicago’s population declined for
the third year running. It was, in fact, the
only city among the nation’s 20 largest to
experience population decline over the year.
People are, as they say, voting with their feet.
They are fed up with financing bad decisions
made before they were old enough to vote.
Illinois and Chicago can sink into destitution
without them. Please forward the mail to one
of the several states that have not bankrupted
themselves by making a lot of promises they
could never keep.
Those states would include, among others,
Tennessee and South Dakota. Those in the

People are fed up with
financing bad decisions
made before they were
old enough to vote.

same fix as Illinois (though slightly less dire)
include, among others, Connecticut, New
Jersey, and... California. The Golden State is in
a pension hole that could be $1 trillion deep.
This is in the not-so-distant future.
Meanwhile, however, there is the present.
And in Chicago, this means coming up with
the money to pay those pensions almost
immediately lest the city be compelled to lay
off today’s police officers in order to meet its
obligations to retirees.
Rahm Emanuel and his team came up
with a plan that is almost sublime in its
predictability.
Their solution to the problem of
insurmountable debt?
More debt, of course.
The plan, which Emanuel did not deal with
in that speech where he talked about unbuilt
statues honoring brave public servants such
as... well, himself... would involve the issuing
of $10 billion in bonds paying around 5.5 %.
Chicago would take the $10 billion and invest
it and realize a return of... oh, 7% or 8%.
Simple, right. Elegant, even.
Why didn’t someone think of this before?
Actually, plenty of people have. And it isn’t
as easy as it looks. The markets have a say,
and that 7% or 8% return, even in the
present environment of rising interest rates,
is anything but a slam dunk. Counting on
such robust returns is how many state pension
programs found themselves underfunded in
the first place.
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As former New York Mayor Michael
Bloomberg, who knows a thing or two about
money and municipal finance, once said, “If
somebody offers you a guaranteed 7% on your
money for the rest of your life, you take it and
just make sure the guy’s name is not Madoff.”
Assume, then, that going more deeply into
debt will not result in Chicago becoming
debt-free. Assume, also, that it is merely
a “walking point” and that many other
jurisdictions will soon hit the pension wall.
What then? Can Chicago go broke? Well,
Detroit did.
So what happens if Illinois goes down along
with Chicago? And then Connecticut and
New Jersey follow? And then the great state
of California sinks under accumulated but
unplayable obligations... markers that even
Facebook and Google can’t cover.
The cry will rise for a bailout. The governors
and mayors will not be asking, either. They
will be demanding. The country simply
cannot afford to let more of its states go
down. It will be painted as a matter of
national security, even survival.
But there will be plenty of people – voters,
it should be remembered – in places like
Tennessee and South Dakota and Florida
who will wonder why they should be on the
hook for promises made by politicians in
states like Illinois that pay 63,000 civil-service
employees’ salaries of more than $100,000
each. There are carpenters in Chattanooga
who make half of that and whose retirement
is their own responsibility. People who could
be forgiven for thinking, “Let ‘em die.”
40
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But... we bailed out the banks, didn’t we? And
AIG? And GM? Aren’t Illinois and Chicago
that important – and deserving?
Maybe. And, then again, maybe not.
Who can say what a federal bailout would
look like. Citizens in states that don’t have
a problem could be forgiven for expecting
retirees in broke states to take a haircut.
(One that leaves the scalp showing through.)
Debate over the terms of any bailout would
be ugly. People who face a cut in their
pensions would insist that they were promised
the money. That a contract is a contract.
To which that carpenter in Tennessee might
answer, “But that contract wasn’t with me.”
And then there is the small matter of finding
the money. The federal government is already
more than $20 trillion in debt and running
very large deficits during a time of full
employment. Bailouts do cost money and it
has to come from somewhere.
Would the country be obliged to add another
few trillion to the national debt to accomplish
the bailout?
These are hard questions... So hard that Rahm
Emanuel threw up his hands and walked away.
Good luck to whoever comes next. Maybe he
will get that statue.
Geoffrey Norman is the author of
12 books of fiction and non-fiction
and many articles for periodicals
including the Wall Street Journal,
Sports Illustrated, National Geographic,
Esquire, Men’s Journal, the Weekly
Standard, and others.
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DOW 50,000?

Sooner than you think…
BY DR. STEVE SJUGGERUD

This is your last warning… your final
chance.
Mark my words…
You will likely NEVER see another
opportunity like this again.
Not in this lifetime…
You see… we’re on the verge of a massive
panic – but not the kind of panic most
people expect.

If history repeats, we’re about to see the
DOW race past 40,000… 50,000… even
higher.
25,000 was just the beginning.
You may disagree with my prediction. Or
believe this sort of outcome is impossible…
But as I’ll show you, it’s all happened before.
Go here to see why I believe it’s
already begun…

What would I do in case of

COMPLETE
ECONOMIC
COLLAPSE?
42

November 2018

UMM...

Write something about it?
Maybe it’s a sign of the age we live in.
I used to daydream about enormous wealth
– champagne and caviar. Now I find myself
daydreaming about what my family and I
would do if the economy collapsed.
Or maybe it’s just a sign of my age – These days,
champagne and caviar give me indigestion...

have Mom and Dad digging up buried bones
than let Georgie, Clio, and Bodey go without
kibble.
Fortunately, we live on a farm. So we’re
more self-sufficient than many of our fellow
citizens. Unfortunately, it’s a tree farm.
Anyone for fillet of spruce?

Anyway, what would we do? I’m not so
worried about us personally going broke. If
we personally go broke, we’ll just mooch off
other people – about half of America seems
to do that already. But what if the entire
economic system fails and everybody goes
broke and nobody has any money and the
money isn’t worth anything anyway? Then
what would we do?

But we’ve got six chickens...

We have five mouths to feed – my wife and I,
daughters Muffin and Poppet, and son Buster.
Plus, we’ve got three dogs (Georgie, Clio, and
Bodey) who are so much a part of the family
that Muffin, Poppet, and Buster would rather

“Eleven tomatoes, one oregano plant, and
three green peppers,” replies my wife (an
excellent woman, but not a champion
vegetable gardener). “And two of the green
peppers were eaten by a groundhog.”

By P.J.
O’Rourke

“Five chickens,” says Buster. “Georgie was
chasing Henny-Penny and Henny-Penny ran
out in the road and got hit by a car.”
We’ve got five chickens. So we each get one
egg a day, plus what we grow in the garden.
“What did we grow in the garden this year?” I
ask my wife.

CLICK
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Which, being that I’m a hunter, I intend to
shoot. Spaghetti Groundhogolonese.
Because I’m a hunter, the family will expect
me to put meat on the table. Although what
kind of meat they should be expecting (other
than groundhog) is another matter.
To tell the truth, the kind of hunter I am
is the go-to-a-fancy-quail-plantation kind,
where they chase a lot of birds at you and
every now and then you shoot a quail (or, if
you’re Dick Cheney, a lawyer).
I have a small, lightweight, fancy-quailplantation type of shotgun, a 28-gauge side-byside firing little shells with 7½ shot in them.
Using this to shoot something that would feed a
family (which a quail wouldn’t) is problematic. I
might as well throw a frisbee at Canadian geese.
As for actual big game, such as moose, my
only hope would be something like a mafia
hit. I’d have to lure the moose to a sit-down
someplace where it thought it was safe (Loyal
Order of Moose fraternal gathering at the
local Moose Lodge?), and sneak up behind it,
and at very close range... Bada Bing!
And even this, with a 28-gauge and 7½ shot,
might only annoy the moose.
I decide I should take an inventory of the
survival skills that we have in our family.
My wife was PR executive before the kids
came along. If the economic collapse needs
some good press, she’s the go-to person.

Eldest daughter Muffin is “fashion forward”
and knows everything about clothing. Maybe
she can keep us shielded from the elements
with chicken feathers and groundhog fur.
I know how to operate a chainsaw and have
10 fingers and 10 toes to prove it. (Never
mind the – oops – shredded work boot and
overall cuff.) Thanks to my chainsaw, the
tree farm, and the many fireplaces in our old
farmhouse, we’ll keep warm.
“There’s a family of squirrels living in the
chimney,” says my wife.
Smelly, but warm.
We’ll need fuel for the chainsaw, however. But
middle child Poppet is studying chemistry in
high school. “We can distill ethanol fuel from
spruce logs, right, Poppet?” I ask.
“I’m studying biology,” says Poppet. “I can
dissect a frog.”
And it just so happens we have a whole pond
full of frogs!
Frog legs taste like chicken. Buster is the
expert at taking care of chickens. (He’s
grounded for a month.)
Looking over this inventory, I realize... We’re
screwed.
I know that, as a family, if we want to survive
economic collapse, we should start learning
how to become “survivalists.” Or, as I guess
they call it nowadays, “preppers.”

If we want to survive economic collapse, we should
start learning how to become “survivalists.”
Or, as I guess they call it nowadays, “preppers.”
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I understand that “prepping” starts with
digging a large hole in the yard that will
contain a defensible underground shelter
stocked with food and water and supplied
with a chemical toilet.
“EWWWW! A chemical toilet?! Gross!” says
eldest daughter Muffin. “I’m locking myself
in my bedroom.”
And any prepper who proposes digging a
large hole in the yard is not married to a wife
who just paid the landscaping contractor
$10,000 for new hedges, ornamental shrubs,
herbaceous borders, and foundation plantings.
Then there’s stocking up on food. If I put
“200 cans of Chef Boyardee beef ravioli” on
the shopping list, my wife just assumes I’ve
been drinking and crosses it off.
And once we’re in the defensible underground
shelter, I believe we’re supposed to shoot our
neighbors when they try to get in there with us.
But we live way out in the country and don’t
have many neighbors.
Our situation is hopeless. “What should we
do?” I ask my family.
My wife says, “I know what you should do
– knock it off with the daydreaming and get
back to work. Go write something.”
Point taken. But... still... It wouldn’t be long
before we were reduced to eating... I look at
our three plump, over-nourished dogs... Is it
just my imagination, or are the dogs looking
at plump, over-nourished me?

“Practical. Insightful.
Helpful. Educational.
Can’t ask for much
more.” HHHHH
–GAMECOCKS44
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But, as a family, we don’t really seem to be cut
out for that. We don’t have the right mindset.
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Best Investment Podcast Is Back! - HHHHH
I’ve enjoyed every episode to date - HHHHH
Must listen if you invest in the U.S. - HHHHH
One of the best podcasts available - HHHHH
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We’ll send you valuable updates
and always send an alert when the
next issue is published.
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CAN YOU
BEAR IT?
GETTING READY FOR THE NEXT MARKET DOWNTURN
Are you ready for the next bear market? Have you thought about what it
will be like... and how you’ll handle your portfolio when it comes?
If you haven’t given much thought to the topic, you aren’t alone. Most
investors have little idea what to do in bear markets. That’s why many
investors get clobbered in bear markets – financially and emotionally –
with devastating impact on their long-term retirement goals.
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It’s a good idea to avoid that (obviously). The
proper mindset was captured by Pericles, a
Greek statesman from the fifth century BC,
who said, “Our job is not to predict the
future, but prepare for it.”
We don’t know when the next bear market
will begin... and our job is not to guess. The
current bull run for U.S. equities, which is
now the longest in history by various measures,
could keep going like the Energizer Bunny for
three months... six months... even longer.
But sooner or later – and sooner is a real
possibility – it will come to an end. And
another bear market will come.
First Trust, a portfolio wealth manager, did
a study of S&P 500 performance dating
back to 1926. They divided the S&P 500’s
performance into bull and bear market
periods, and defined “bear market” as follows:
From when the index closes at least
20% down from its previous high close,
through the lowest close reached after it
has fallen 20% or more.
Based on that definition, the S&P 500 has
seen eight separate bear markets since 1926.
The average bear market length, according
to First Trust, was 1.4 years. And the average
cumulative loss was 41%.
The longest bear market, after the 1929 crash,
was 2.8 years. The shortest, after the crash of
1987, was just three months.

WHAT CAN WE LEARN FROM
THIS DATA?
Keep in mind that First Trust measured from
the point of 20% decline to the bottomingout price. In terms of investor psychology, a
bear market can feel like it’s longer, because
the final bottom can only be determined
with hindsight. Many consider the bear to be
ongoing for months or even years after a new
bull run has started.

By Dr.
Richard
Smith

The 17th century English philosopher
Thomas Hobbes once described the life of
primitive man as “nasty, brutish, and short.”
Fortunately the life of man has improved. But
that’s still a good description of bear markets.
Equity bear markets can be painful... and
bloody... and they come to an end faster than
most would expect.
We can also see that bear markets are
potentially devastating for retirement assets.
An average cumulative loss of 41 percent –
not just on an individual stock holding, but
for one’s entire nest egg – is a very tough pill
to swallow.

BEAR MARKETS CAN ALSO
DEVASTATE MENTAL CAPITAL...
Which is just as important as financial capital.
CLICK
An investor’s mental capital represents his or
HERE
her sense of well-being, emotional resilience,
TO READ
and ability to make wise decisions under
THE WEB
pressure.
VERSION
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When financial capital is hit, investors lose
money. But when mental capital is hit, they
lose their nerve and their capacity to be
rational, which is sometimes even worse.

LEVERAGE MAGNIFIES LOSES

CAN YOU BEAR IT?

For unprepared investors, the real pain of
a bear market is not just the potential for a
41% haircut from start to finish. It is also in
the magnification of losses through leverage.
Many investors use “leverage,” which
essentially means adding borrowed money to
their own capital in order to increase returns.
(This isn’t an exotic concept. If your stocktrading account is qualified to use margin, as
many are, that means you have the ability to
buy $200 worth of stocks for every $100 in
capital.)
Leverage becomes very popular toward the
end of a long bull market run. As investors
grow more confident, their willingness to use
leverage increases. The amount of optimism
and leverage tends to peak even as the bull
run reaches its climax. This magnifies the pain
of the bear market that follows.
This is why bear markets can extract a double
or triple cost. Not only do they inflict harsh
losses on a stock portfolio, they exact a
psychological toll, and – especially when
leverage is involved – they take away the
capacity to generate returns in the next bull
phase... which can then reinforce a sense of
frustration and despair when investors realizes
a new bull run has taken off without them!
It’s a truly vicious cycle.
That’s the bad news.
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THE GOOD NEWS IS...
By having a rational plan it’s possible to
sidestep all of this – and to actually take
advantage of the opportunities that bear
markets create.
When a bear market comes, the investor’s first
job is to preserve financial capital. This means
“avoid losing too much money.” Their second
job is to preserve mental capital. This means
“avoid losing your nerve.”
As a side note, bear markets are where “buyand-hold” strategies tend to fall apart because
the buy-and-hold approach is just too costly,
both financially and mentally, in the face of
the brutal losses.

Leverage becomes very
popular toward the end
of a long bull market run.
As investors grow more
confident, their willingness
to use leverage increases.
It’s one thing to be confident in buy-andhold when the major stock indexes have been
gently rising for years on end. But it’s another
thing when the markets feel like a neverending sea of red and have felt that way for
six months or more.
As it turns out, preserving financial capital
and mental capital is a two-for-one deal.
Investors can help preserve both by managing
their risk, which means sizing positions
properly and cutting off exposure to losses
before they grow large.

This is where the benefit of having a plan
comes in – as Pericles said, not predicting the
future but preparing for it.

And this is the place where bear markets
provide opportunity – not for all investors,
but the ones who were prepared.

PRESERVING FINANCIAL AND
MENTAL CAPITAL IS A CRUCIAL
STEP

It is always the case, almost by definition, that
tremendous opportunities are available in a
bear market aftermath. That’s because most
investors were ravaged by the claws of the
bear... and were thus forced to sell at rockbottom prices.

You can do that by having a risk-management
plan, which includes the tools to help
manage and execute that plan. Sizing your
positions properly is a big part. Having access
to reliable signals that warn you when an
individual stock (or the entire market) has
turned is another big part.
There’s also another key step to surviving and
thriving in bear markets: knowing when to
get back in.
Buy-and-hold advocates tell investors to hold
on like grim death when a bear market comes.
They caution against getting out because, as
the buy-and-hold advocates put it, “you’ll
never know when to get back in.”
Except you can, in fact, “know when to get
back in...” as long as you have a plan and the
tools!

THERE ARE LOGICAL WAYS TO
DEFINE WHEN A BEAR MARKET
IS ENDING
There are also opportunities within bear
markets where various industries, sectors, and
individual stocks are experiencing bull trends,
regardless of what the broad market is doing.
You can identify these opportunities – not
in a vague or squishy way, but as defined by
market signals that tell you the transition is
real.

The biggest and most powerful bull runs
begin the moment the bear market ends.
Having a healthy supply of financial and
mental capital in those situations is a huge
advantage, indeed. It’s one of the best things
you can do.

It is always the case,
almost by definition, that
tremendous opportunities
are available in a bear
market aftermath.
Coupled with that, you need the signals to
alert you to new opportunities... both during
the bear market’s duration (there are always
stocks going up... this was even true in the
1930s) and especially when the new bull
begins.
Investing in markets without a plan is like
going on a road trip without any maps, or
going into battle without knowing what
kind of war you’re fighting. It doesn’t make
much sense. But if you do have a plan, the
landscape looks very different.
This is especially true in the context of bear
markets.
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ARE YOU RISKING TOO MUCH?
Investing isn’t a one-size-fits-all process.
Everyone does it for different reasons.
And your personal goals have a lot to do with
how you decide to manage your investments.

CAN YOU BEAR IT?

You could be looking to earn enough money
in the stock market to send your child to
college in 10 years. Or you might want to
position yourself to make huge gains from a
major macro event that you believe is on the
horizon.
Maybe you want to protect yourself against
economic calamity. Maybe you just want
to continue to generate steady income to
maintain your current lifestyle.

A large and carefully
diversified portfolio can
usually rebound from
a loss due to a risky
investment.

Your decision-making process and the
risk-management strategies you use will be
completely different in each of the above
scenarios. It’s important to realize that your goals
matter. The more you understand your own
goals, the more likely you are to achieve them.
And consistently achieving the goals you set
will make you a successful investor...
Let’s face it, no stock purchase will ever
be risk-free... Taking risks gives investors
opportunities to succeed. But different stocks
have different levels of risk... And those levels
can vary dramatically. So how much risk is
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the right amount? Again, there is no one-sizefits-all answer. It all depends on your level of
risk tolerance.
Risk tolerance is how much exposure to loss
you’re comfortable with. It’s how much you
can afford to lose in pursuit of a big payoff...
and how long you can wait to get paid.
The amount of risk you take can determine
how quickly you meet your goals... or
whether you meet them at all. If your goals
involve a short time frame, playing it safe
might not be good enough. But for someone
with more modest goals and a couple of
decades to work with, the “slow and steady”
approach could be smarter.
Start by looking at your investing goals. Can
you reach your goals by gradually growing
your money over a long period of time? Or
do you have lofty goals that require big gains
quickly?
Also, remember that different portfolios can
handle different levels of risk. A large and
carefully diversified portfolio can usually
rebound from a loss due to a risky investment,
while a smaller portfolio could be destroyed
by too many risks or even one big risk.
Consider, for example, two portfolios –
one with $25,000 and one with $250,000.
Now, let’s look at how different losses could
affect them:
AMOUNT
LOST

PERCENT OF
$25K PORTFOLIO

PERCENT OF
$250K PORTFOLIO

$1,000
$2,500
$5,000
$10,000

4%
10%
20%
40%

0.4%
1%
2%
4%

Losing $5,000 in the $25,000 portfolio
would be devastating. It would cost you onefifth of your savings. But a $5,000 loss in the
$250,000 portfolio would only be 2%.
It’s a simple example. But it’s an important one
to keep in mind. And it’s exactly why position
sizing is so important to you as an investor.
What is position sizing? It’s putting the right
amount of money into your investments
relative to your total portfolio size. It’s a
challenging concept to grasp because you
have to think about something that most
people don’t want to think about: how much
you’re willing to risk losing on any single
investment.

Losing too much when
you're just getting started
is a surefire way to ruin
your financial future.
A good rule of thumb is to risk no more than
4% or 5% of your entire portfolio on any
one idea. If you’re risking 4% of a $25,000
portfolio, you’re limiting your potential
loss to $1,000 on each investment. If you’re
risking 4% of a $250,000 portfolio, then
your potential loss would be $10,000 per
investment.
One common strategy uses something called
“trailing stops” to limit losses. And an easy
way to set those limits is with the “25% rule.”
It’s simple: Sell if your investment drops 25%
from its highs.
Let’s go back to the $25,000 portfolio.
If you’re willing to lose $1,000 on each
investment and you’re using a 25% trailing

stop, how much money should you invest
in each position? The answer is $4,000. If
your $4,000 investment falls 25%, you will
have lost $1,000 – or 4% of your $25,000
portfolio. That’s far less devastating than the
earlier example, where a $5,000 loss would
cost you 20% of your $25,000 portfolio.
Again... investing isn’t a one-size-fits-all
process. An experienced investor with a good
track record of success and a large portfolio can
afford to take larger position sizes. But if you’re
just starting out, you likely can’t do that.
Decide what your individual investing goals
are. Then figure out the amount of risk you’re
willing to take in each investment. Use that
amount to determine how much money you
should put into each position.
Regardless of your goals, losing too much of
your money when you’re just getting started
in investing is a surefire way to ruin your
financial future.
With a rational plan and the right tools – like
proper position sizing and knowing your risk
tolerance – you’ll be able to confidently make
the right decisions... And give yourself the
financial and mental capital to successfully
grow your portfolio in the face of a bear
market.
Dr. Richard Smith has a PhD in Math
and Systems Science and is the
founder and CEO of TradeStops. He has
spent the last 10 years researching and
developing algorithms and services
that give individual investors the tools
they need to succeed and better
manage their investments.
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AMERICA’S LOVE
AFFAIR WITH THE POSTAPOCALYPTIC MOVIE

T

he greatest twist ending in Hollywood
history came in 1968 when Charlton Heston
rode shirtless on a horse down a beach, saw
something horrid, and threw himself to the
ground. “You maniacs! You blew it all up!” he
shouted as the camera pulled back to show
the Statue of Liberty mired in the sand on
the Planet of the Apes. It turned out that
Astronaut Heston had not journeyed deep
into space; rather, he was hundreds of years in
the future and the Planet of the Apes was our
Earth, which had mutated in the aftermath of
a nuclear war.
This moment, which still has the power to
stagger even if you first saw it half a century
ago (as I did), gave birth to an entire motion
picture genre: the post-apocalyptic film. There
had been two prior cinematic efforts that sought
to depict the condition of the world after a
global thermonuclear war. Both were released
in 1959 and, remarkably, both had the same
design concept, which was to show us stunning
shots of entirely emptied cities. The World, the
Flesh and the Devil showed us a New York with
only three people in it, while On the Beach was
largely set in a depopulated Melbourne.
Just revisiting some of the visuals of The
World, the Flesh and the Devil on YouTube is
enough to give you the creeps and make you
wonder how on earth they pulled it off – long
before computer-generated imagery created
the same image with Tom Cruise in Vanilla
Sky, we see Harry Belafonte walking entirely
alone through Times Square.
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Still, the subject of these movies and the other
nuke-obsessed films of the time was the Bomb
itself, what it would do, and whether anyone
could survive it. Planet of the Apes took things
in a new direction. It wasn’t about survival.
It was – or as that last minute on the sand
turned it into – a story about mutation. It was
about how our children’s future was going to
be a living nightmare and there wouldn’t be
any way to fix it. Apes would be in charge,
humans would be their voiceless slaves, and
there was no getting off the planet and going
somewhere else. “A change is gonna come,” as
Sam Cooke sang, and it’s gonna be just hideous...
The future of the Earth is a horror film.

The subject of these
movies and the other
nuke-obsessed films of the
time was the Bomb itself,
what it would do,
and whether anyone
could survive it.
It took a while for the ineffable chill of Planet
of the Apes to permeate the minds of the next
generation of filmmaking talent. Remember,
Planet of the Apes preceded not only the
Internet but cable TV and the advent of the
VCR. A particularly crazy follow-on came in
1975 with a picture called A Boy and His Dog,
in which Don Johnson wanders a devastated
Earth with a mutt with whom he has
established telepathic communications. The
dog helps Johnson rape women in exchange
for dog food. When he is kidnapped by a
tribe to be used as a sperm donor, he finally
escapes – and feeds the Machiavellian woman

who has helped him to the dog. Surprisingly,
the film was not a success.
The successful film that really pursued the
closing argument of Planet of the Apes came
along four years later from Australia. In Mad
Max, civilization has basically ended, not
because of nukes but because of gas shortages.
Writer-director George Miller saw how the
oil embargo of 1973 hurled all advanced
industrial societies into ruinous recessions and
conjured up the sense that it would take very
little to send us back into the Stone Age...
Or into the state of nature, which is where
a young cop named Max Rockatansky finds
himself plunged. He is supposed to keep the
peace, but the cackling, marauding bands
of gas thieves make a mockery of his efforts
– and then rape and kill his wife and child.
By the end, Max is handcuffing a crook to a
car that he has set to blow up. He gives the
guy a saw and says that it’ll probably take 10
minutes for the car to explode – so maybe the
guy could saw off his own hand in five.
By the time its sequel, The Road Warrior,
rolled around in 1981, there had been a
second oil shock, the Russians had invaded
Afghanistan, and Communists were on the
move in Central America – and up on screen,
any semblance of a civil society in Max’s
world was long gone. Cities and governments
had disappeared entirely. Life had become
tribal. People no longer had normal names –
they were Wez and the Gyro Captain and the
Feral Kid and Lord Humungus. And what
gave them status was the nature and condition
of the vehicle in which they traveled.
As the novelist Michael Chabon has written,
“Typically [the post-apocalyptic stories]

deal with the changed nature of society
in the wake of cataclysm, the strange
new priesthoods, the caste systems of the
genetically stable, the worshipers of technodeath, the rigid pastoral theocracies in which
mutants and machinery are taboo, etc.; for
inevitably these new societies mirror and
comment upon our own.”

“...inevitably these new
societies mirror and
comment upon our own.”
All the elements of the post-apocalyptic films
that have followed come from The Road
Warrior. The action takes place on a deserted
landscape that looks sort of lunar. Battles
between animalistic people are fought with
tattered old cars doing the jobs of horses
in a medieval joust. The humans seem to
have regressed, either through some form of
disease, radiation, or planetary alteration.
And there’s usually one lone fighter who can
help an overpowered community survive the
onslaught by a band of marauders.
If that sounds familiar to moviegoers who
have no taste for such fare, this is because the
post-apocalyptic movie is basically a Western.
Substitute the endless dusty vistas of The Road
Warrior for Monument Valley. Substitute a
gang of rustlers or a hostile Native American
tribe or a misdirected posse for the snarling,
giggling Hobbesian youth. And substitute
Shane for Mad Max. Westerns comprise
in aggregate the most popular genre in the
history of motion pictures. By one estimate,
more than 75% of the movies made until
American Consequences
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the 1960s were Westerns. People have always
loved the black-and-white simplicity of the
drama, but they tired of the form. So it
came back in another form. (Remember that
Heston, in that final scene, is riding a horse.)
Anyone who walked the aisles of video stores
– remember video stores? – can summon up
the images of the VCR boxes of the literally
hundreds of movies written and filmed and
sold on this model. Many of them had the
word “apocalypse” in the title, in case you
didn’t get the meaning from the box image.
The lettering on the boxes mimicked the
graphic design of heavy-metal albums, which
in turn mimicked the design of the boxes.
And when George Miller revisited the Mad
Max story in 2015’s Fury Road – which
might be the greatest single action picture
ever made – he incorporated the images of
these boxes and heavy-metal albums into the
vast battles across surreal landscapes. They
included a man with long hair standing
astride a tank-like car as he played an electric
guitar. And he incorporated the original postapocalyptic theme in a way he hadn’t before:
This new iteration of Mad Max takes place
75 years after a nuclear war and many of the
characters have been disfigured or poisoned
by the continuing fallout. A warlord named
Immortan Joe is the Big Cheese, and his
power comes from the way he controls the
lifeblood of humanity. “Do not, my friends,
become addicted to water,” he instructs his
slavish hordes. “It will take hold of you and
you will resent its absence.”
56

November 2018

This is a great line and an absurd one; how
can people live without water, after all? They
can if they’re not living in the real world,
but inside a nightmare. Perhaps the most
punishing of all post-apocalyptic stories is
Cormac McCarthy’s The Road, a horrifying
but brilliant 2006 novel made a few years
later into, what is to my mind, the most
depressing movie ever made. McCarthy’s
work always has a mythopoeic aspect, and
that is certainly true of The Road, which
examines the ideas of the protean philosopher
Thomas Hobbes through the lens of a living

“Do not, my friends,
become addicted to water,”
he instructs his slavish
hordes. “It will take hold
of you and you will resent
its absence.”
hellscape following a nuclear war in which all
of society’s rules no longer have any purchase.
The goal of the nameless man at the center of
both the book and film is simple: He wants
to keep his young son alive, and by alive, he
means in large measure unmolested sexually
and uneaten by cannibals. Not much more
than that. Almost nothing more than that, in
fact. But that is enough: McCarthy actually
features a scene in which a baby is cooked on
a spit.
Why did the world fall in love with these
bleak, bleak visions of a terrible future in
which there is no hope? Your answer is as
good as mine. One thing is for sure: You
certainly feel better about the present.

Predictions That Have Turned Out
to Be Surprisingly Accurate
On November 3, 1980 . . .
Doug Casey went on Donahue to talk about his #1
New York Times best-selling book - Crisis Investing.
What happened next, made TV history and turned
Doug into an enduring celebrity.
When Doug described how Wall Street and US politicians were colluding to enslave us all, the audience
grew restless, and even Phil wanted to argue.

Doug’s not trying to be controversial. He just has
a certain talent for seeing major events long before
others.
I recently caught up with Doug long enough to get
his thoughts about the serious issues facing America
today.
What he told me was so valuable – and so politically
incorrect – I begged my publisher to make it
available as a book.
And that’s how we came up with Totally Incorrect
Volume 2: Conversations With Doug Casey.
In it, Doug weighed in on:

Yet, incredibly, Doug was predicting:
•

America’s future debt problems,

•

The dangers of reckless bank lending and

•

The sky-high asset prices we see in the stock
market today...

Nearly 40 years ago!
He also predicted the dot-com bust months before
the crash...

“95% of internet deals will go to 0…”
– Doug Casey in 2000

Doug even predicted Trump would be President...

“I think unless Trump’s actively
defrauded, he’s going to be the
Republican candidate. And he’s going
to win.”

– Doug Casey, on April 21, 2016

•

A chilling prediction
about the current
market bubble (pg. 84)

•

The investment Doug’s
calling “the best
opportunity since 1971”
(pg. 11)

•

Why Racial Tension
is Not Going to Get
Better - and the “PC”
approach that makes it worse (pg. 32)

•

Why Religious Persecution is About to Get
Much Worse for Christians (pg. 143)

This might be the most important and timely book
of Doug’s career.
His ability to nail big calls could protect you and
your family from what’s coming. It could even make
you rich.
It’s why best-selling author Robert Ringer once said
of Doug, “A hundred years from now . . . Doug
Casey may well be remembered as one of the
great prophets of our time.”
Find out how you can get your copy of Totally
Incorrect Volume 2 as part of a limited special offer.
CLICK HERE to get all the details.
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AID,
The safer the world becomes, the
harder we try to scare ourselves.
Now that most people in the developed world
live to a comfortable old age, now that we’re
rich enough to avoid famine and plague and
the other threats that routinely killed our
ancestors, we can afford to fantasize about
disasters that will end civilization and destroy
the planet.
Doomsaying has become an industry, a
jobs program for journalists, academics,
politicians, and self-proclaimed experts
warning that the end is nigh unless we adopt
their plans for salvation – which usually
involve entrusting them with new powers
and tax dollars. When one of their predicted

apocalypses fails to occur, they come up with
another “existential threat.” They know there’s
always a market for these real-life horror
movies. No matter how often they’re wrong,
they figure the public will wonder: What if
they’re right this time?
In theory, an apocalypse is possible, but it’s
less likely than ever, and the threats to worry
about are not the ones that get the most
attention. Most of the ones you hear about
are false alarms, and the proposed solutions
will do little except enrich the doomsayers.
Before you waste time worrying about the
wrong things, let’s take a calm look at the Big
Fears and rate each one’s plausibility...

By John
Tierney

...OF THE SCAREMONGERS!

BEVERY AFRAID
OVERPOPULATION
This is the granddaddy of fears that refuses
to go away. Plato and Aristotle believed the
government needed to control population,
and economics became known as the dismal
science in the 19th century because of
Malthus’ warning that population growth
would inevitably outstrip food production.
Prophets have been warning ever since that
humanity will run out of food, energy, metals,
and other natural resources unless we become
fervent recyclers and let our wise leaders
control population and ration resources.
But today we have more food per person
than ever, at lower prices than ever, thanks
to farmers whose productivity per acre keeps
increasing so rapidly that the amount of
farmland is shrinking globally, even as the
population grows. We already have more
farmland than we need to feed the projected
future population. We also have enough
proven energy resources (including nuclear
power) to last tens of thousands of years.
Dire shortages of food and other resources
have occurred in socialist countries with
price controls – the Soviet Union, China,
North Korea, Venezuela – but when supplies
run low anywhere else, the rising price spurs
entrepreneurs to find new reserves or cheaper
substitutes. That’s why, despite temporary
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shortages like the “energy crisis” of the 1970s,
the inflation-adjusted prices of metals and
other natural resources have been falling for
centuries. It’s also why recycling programs
lose so much money – with raw materials so
cheap, no one is willing to pay much for the
stuff in your garbage.
How much to worry: Not at all, if you’re

living in a capitalist country.
What to do about it: Don’t vote for socialists.

TERRORISTS WITH WEAPONS
OF MASS DESTRUCTION
For more than 50 years, an array of experts
and leaders like President Bill Clinton and
Vice President Dick Cheney have been
warning that a catastrophic nuclear or
biological terror attack was inevitable within a
decade – “100% certain,” according to Clinton
in the 1990s. The prophets have all been
wrong, but they’ve succeeded in their mission:
boosting spending on anti-terrorism programs.
Today’s prophets warn that the Internet has
made it easier for terrorists to learn how to
build WMDs, which is true, but getting
materials for the weapons remains a daunting
challenge, and new information technologies
have also made it easier for authorities to spot
terrorists. In recent years there have actually
been fewer terrorist attacks and fatalities than

.

in the 1970s and 1980s (the heyday of the
Irish Republican Army and Basque separatists
in Spain).
Some terrorists may eventually strike with a
WMD, with devastating local impact, but it
would hardly be an existential threat. Why
would it threaten the existence of any nation,
let alone civilization? Nations have routinely
endured far, far worse casualties from wars,
epidemics, and natural disasters. If, as the late
Sen. John McCain once said, terrorism is the
“transcendental challenge of the 21st century,”
that just shows how much safer this century is
than all the previous ones.
How much to worry: Not much, since an

attack is unlikely – and really unlikely to
happen near you.
What to do about it: Not a whole lot beyond

what’s already being done. In fact, we’re
already wasting money on programs with no
proven effectiveness.

For all the fears of nuclear
weapons, they’ve so far
proven a wonderful deterrent
to war. The era since 1945
has probably been the most
peaceful in history.
humanity and most life on Earth from the
climatic after-effects of an all-out nuclear war
between the United States and the Soviet
Union. One climate-modeling scenario had
the ozone layer disappearing, while another
had the entire planet freezing in a long
“nuclear winter” due to the smoke and soot
blocking sunlight.
Jonathan Schell, who promoted these fears
in The New Yorker, concluded that the only
solution was to abolish nation-states and
institute a global government – presumably
run by someone like himself. No one adopted
his proposal, fortunately, since it turned out
that the climate models were either flat-out
wrong or absurdly pessimistic, and the threat
receded further when the United States and
the remnants of the Soviet Union eliminated
more than 80% of their nuclear warheads.
How much to worry: Not at all. Nuclear war

NUCLEAR WINTER
As the energy crisis disappeared in the early
1980s, doomsayers found new work by
pivoting to another threat: the extinction of

would be horrible, of course, but it wouldn’t
wipe out humanity. And for all the fears
of nuclear weapons, they’ve so far proven a
wonderful deterrent to war. The era since 1945
has probably been the most peaceful in history.
What to do about it: Keep reducing the

world’s nuclear arsenals.

...OF THE SCAREMONGERS!

BEVERY AFRAID
MASS EXTINCTION OF SPECIES

CLIMATE CHANGE

Before you fret about the “mass extinction”
that is supposedly underway because of evil
humanity, consider a couple statistics. There are
least 1 million species on earth. In the past 500
years, the number of species that are confirmed
to have gone extinct is less than 1,000. While
there have surely been other extinctions we don’t
know about, the total pales next to the mass
extinctions that wiped out species in the past.

Global warming and rising sea levels are
genuine threats, but remember that the
climate apocalypse is being promoted by
many of the same doomsayers who warned
of overpopulation, the energy crisis, and
nuclear winter as a way of augmenting their
pocketbooks and political power. And keep
the threat in perspective. Even the worst-case
scenarios (which have been looking less likely
as the climate models are refined) pale next
to the challenges that humans have already
overcome without any of the technology we
have today – or the more advanced technology
that will be available later this century.

Yes, some populations have declined due to
loss of habitat, but that problem is easing
now that the global trend in deforestation has
reversed. As farmers produce more food on
less land, and as ruralites move to cities, the
amount of forestland in the world has been
growing. So, by the way, has the population
of polar bears, as well as other species that are
enjoying new protections from hunters and
new wildlife refuges. We’re perfectly capable
of ensuring the survival of animals – and we
may soon be capable of bringing back extinct
animals, like the mammoths that scientists are
currently trying to create from their DNA.
How much to worry: There’s not going to be

a mass extinction, but some animals will need
help in dealing with changing conditions.
What to do about it: Identify the animals that

need protection – and that are worth protecting.
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The Malthusian prophets of the 19th and 20th
centuries, while woefully underestimating
human ingenuity, did at least identify genuine
dangers to civilization: We can’t survive if we
run out of food or energy. But we can certainly
adapt to changes in temperature and sea level.
Humans have been doing it for hundreds of
thousands of years, through ice ages and warm
periods, in ecosystems ranging from tropical
rainforests to the Arctic tundra.
Farmers and burghers in the Low Countries
have been holding back the sea – and
expanding their fields and cities – for more
than 1,500 years. In the past two centuries,

.

Manhattanites have had to cope with a two-foot
rise in sea level and a seven-degree-Fahrenheit
increase in temperature (due to the urban
heat-island effect from buildings), which are
roughly equivalent to the gloomier planetary
forecasts for the rest of this century from global
warming. Yet Manhattan, far from being
swamped by the sea, has expanded thanks to
the landfill added along the shoreline. The
population is larger and healthier than ever,
and the death toll from summer heat waves
has plummeted thanks to air-conditioning.
Adapting to climate change costs money, but
it’s not an economic catastrophe.
In fact, for now and the next few decades,
there’s a net economic benefit from the rising
level of carbon dioxide in the atmosphere
because it stimulates plant growth and
improves agricultural productivity (as well
as promoting the growth of grasslands and
forests in what used to be barren land).
Economists calculate that these benefits
will eventually be outweighed by the rising
costs of global warming in the second half
of this century, assuming that by then we
haven’t figured out how to forestall it. But
by then humans around the world will be
far wealthier than today. Extrapolating from
long-term trends, it’s a good bet that the
average person’s income in 2100 will be at
least be at six times higher than today.
So our descendants will be much better
equipped than we are to deal with any
challenges from a warmer world. They’ll

have far more resources to reduce pollution,
conserve wildlife, and improve public health.
People’s well-being in 2100 will depend much
less on the temperature than on their income,
so our main task is to make sure that we don’t
adopt policies that stifle economic growth –
like much of the green agenda.
How much to worry: Climate change is hardly

the biggest problem on earth – the world’s
poor have more pressing concerns – but it’s
worth studying, particularly the climateengineering technology to deal the worstcase scenarios. If the climate suddenly starts
warming much more quickly than expected,
we should know how to quickly cool it
down, perhaps by injecting particles into the
atmosphere that mimic the cooling effects of
a volcanic eruption.
What to do about it: Support research into

climate-engineering and new technologies
to bring down the cost of low-carbon energy
sources. Encourage the switch from coal
to natural gas (that means encouraging
fracking) and nuclear power, but don’t dole
out corporate welfare to windmills and solar
panels and other “sustainable” sources that
can’t actually sustain themselves without
massive subsidies or laws forcing consumers
to use them. They’re still too expensive,
especially for the nearly one billion people
who are without electricity. Those people
need cheap fossil fuels, and it makes no moral
sense to make them sacrifice today in order to
keep temperatures slightly cooler in 2100 for
their wealthy descendants.

...OF THE SCAREMONGERS!

BEVERY AFRAID
GLOBAL PLAGUE

ROBOTS

Pathogens spread more easily than ever,
thanks to all the international traveling we
do. But even though the global population
has increased, the number of people dying
in plagues has declined over the past
century. That’s because people have gotten
healthier (making them better able to survive
infections) and medical technology has
improved so much. Quarantine used to be
the only way to stop a plague... Now we can
quickly engineer vaccines and other weapons
against pathogens.

No, robots are not going to put everyone out of
work. This fear is just an updated version of the
original Luddite scare, when automated textile
factories were supposed to be terrible for workers.
They never imagined future workers would find
other jobs and save so much on machine-made
clothes that they’d be regularly dining out and
hiring personal trainers. The more jobs that
robots do for us, the richer we’ll be, and the more
new desires we’ll pay other humans to satisfy.

Again, the best protection against this threat
is economic growth. Climate catastrophists
like to warn of rampant malaria on a warmer
planet, but malaria is primarily a disease of
poverty, not climate. It used to be endemic
as far north as Scandinavia, but it essentially
disappears once a country’s per-capita income
rises above $3,000, which should be the
case everywhere by mid-century. As long
as everyone keeps getting richer, we’ll keep
winning the war against pathogens.
How much to worry: There will always be

new viruses and microbes to fend off, but
they’re not going to wipe out humanity.
What to do about it: Keep funding medical

research.
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But there is a longer-term danger: Robots
that are a lot smarter than we are. If they ever
become as intelligent as humans, they won’t
stay that way for long, because their intelligence
would increase exponentially as they upgraded
their circuitry, and before long they’d regard
us the way we regard lower animals.
How much to worry: It’s debatable whether

robots will ever become independently intelligent,
but if they do, we could have a problem.
What to do about it: Design software with

built-in safeguards and upgrade our own brains
so we can stay ahead of them. If that doesn’t
work, then welcome our new robot overlords
and hope they feel inclined to keep us around, if
only for entertainment value. We want them
to see us as the equivalent of Labrador retrievers
or giant pandas, not the smallpox virus.

.

SPACE INVADERS

THE ASTEROID OF DEATH

If there’s any other intelligent life in the
universe, might it include intergalactic
conquistadores? You can’t rule it out. In fact,
it’s hypothesized that the reason we haven’t
detected any signals from other worlds is
that other civilizations are smart enough
not to broadcast their location to potential
predators. We’ve already done that, thanks
to several SETI (Search for Extraterrestrial
Intelligence) projects that have sent out radio
signals with information about Earth, and
some academics argue that we shouldn’t send
any more – that we should confine SETI to
passive listening.

Earth has repeatedly been struck by asteroids
big enough to cause the equivalent of a
nuclear winter, resulting in mass extinctions.
Unlike the dinosaurs, we’re smart enough to
adapt to sudden environmental changes, but
it wouldn’t be pretty.

How much to worry: It’s not clear that anyone

else is out there, much less anyone with the
technology to get here. And if they’re smart
enough to get here, they may well not need to
kill us for our land and resources. They may
just want to send their anthropologists to study
us, and we could benefit from their advanced
knowledge. But then again, we have no idea
what their minds or morality would be like.
What to do about it: Think twice before

sending out any more messages.

How much to worry: You don’t have to panic

today, but this Big Fear is quite real. More
big asteroids will come our way, and one of
them could be even bigger than the ones that
caused earlier mass extinctions.
What to do about it: Spend whatever it takes

– and it won’t be all that much – to monitor
asteroids approaching Earth and develop the
technology to nudge them on a different path.
And once you’ve done that, relax. Ignore the
doomsayers. The end is not nigh.
John Tierney is a contributing editor at
City Journal and a contributing science
columnist at the New York Times. He is
the co-author, with Roy Baumeister, of
Willpower: Rediscovering the Greatest
Human Strength.
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I

have been asked to provide words of wisdom on the current
state of debt and leverage in the world... It's a difficult task, since
the prevailing wisdom from the vast majority of the world's elite
economists and politicians over the last 30 years has been that
debt and leverage are misunderstood when viewed through
the old New England/Scottish lens of "less is more"... and that
spending and leverage are all supportable by potential future growth.
In fact, any that questioned this logic were dismissed... and frequently
chastised.
Well, I am here to say that the worm is turning... because even the
silliest prognosticator of future growth is now forced to confront the
awe-inspiring growth in global debt over the past 18 years.
Remember that in 2000, the U.S. government actually ran a budget
surplus... And that while corporate debt was on the rise, people were
still grounded in the memories of what had occurred in the late
'80s and early '90s when the price was paid for the excesses of the
previous decade. A frequently heard phrase from real estate investors,
emerging market participants, corporate lenders, investment
bankers, and investors was... "Please god, let there be another bubble
and I promise that I will not piss it all away this time."
How have we done? Let's review...
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Since 2000, according to the folks at
McKinsey & Company management
consultants, global debt (household, nonfinancial corporates, and government) has
increased from $64 TRILLION to $169
TRILLION. Through all of history, until
Y2K, we managed to “only” accumulate $64
TRILLION... And in the last 20 years, we
have added over $100 TRILLION...
Global household debt has increased
from $18 TRILLION to $43 TRILLION,
corporate debt from $25 TRILLION to $66
TRILLION, and government debt from $21
TRILLION to $60 TRILLION. Keep in
mind, this is all in TRILLIONS of dollars!
The good news is that global GDP also
accelerated broadly, driven by astounding
growth in China, India, and Brazil...
Remember BRIC?... The world’s leading
emerging economies, namely Brazil, Russia,
India, and China?... (And now, alas, pretty
much reduced to the ICs, pronounced “ick.”)
The bad news is that while plenty of debt
growth was aligned with GDP growth in
these markets, the rate of growth in debt
in developed markets far outstripped the
relatively pedestrian GDP growth from
Europe and the U.S... With the U.S. – the
home of the global reserve currency – leading
the pack by a margin akin to Secretariat’s in
the Belmont Stakes!
While the growth in U.S. government debt
and entitlements has profound implications
on the value of the dollar and its status as the
global reserve currency, I believe that these
challenges will likely not emerge over the
shorter term... Rather, they are more likely to
impact 5 to 15 years from now.

Of real short-term concern is the U.S. nonfinancial corporate-debt situation, which
now stands at 45% of GDP (a record, postWWII high) at a time when our GDP is at a
record high and is growing nicely with a 3%
(sustainable?) trend. But what will this look
like as GDP slips in a recession?
In 2000, the Barclays bank’s index of total
investment-grade bonds was a little under $1
trillion... with BBB and A-grade outstandings
each at about $350 billion. Today, by the same
measures, total outstanding debt has risen to over
$3.5 trillion with BBB issuance over $1.8 trillion
– an increase of $1.2 trillion since just 2007.
While that is scary enough in itself, what
makes these record-high debt levels even
more troubling is that the debt is attached
to companies with materially more leverage
than we have ever seen. The median rating
for public corporate-bond issuers today is
BB... 15 years ago it was BBB... and 28 years
ago, when we had our last real corporate-debt
meltdown, it was BBB+/A-. So the relative
and absolute levels of investment-grade debt
are extremely high and the relative quality of
the issuers is substantially diminished. What
could be worse?

A frequently
heard
phrase from
real estate
investors,
emerging
market
participants,
corporate
lenders,
investment
bankers, and
investors
was... "Please
god, let there
be another
bubble and I
promise that
I will not piss
it all away
this time."

Sadly, there is worse... The average leverage
as measured by debt-to-earnings metrics has
also risen. BBB debt in 1990 was on average
2x the EBITDA. Today, that is 3.2x... a
record-high level for times when earnings are
strong. Single A leverage by the same metric
has risen from 1.5x to 2.9x. In essence, risk
has substantially increased within the ratings,
before any signs of a recession, and before
factoring the aforementioned astounding
growth in nominal terms.
American Consequences
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These ultra-high debt levels in investmentgrade bonds have created an environment
with substantially more susceptibility to
disruption... and deep implications for our
economy in the next recession. In essence,
a forest full of dried piles of tinder (and not
the dating app kind) waiting for a spark.
Where is that spark likely to come from?
The world of non-investment-grade
corporates (high-yield and leveraged
loans).
Strangely, unlike 1989, it will not be
led by high-yield bonds, as to date
that is the one area of the public
bond markets where issuer leverage
and issuance have not risen. Instead,
it will be led by the levered-loan
phenomenon... A gift from the Basel
1 banking regulation of 1988, which
effectively created a shadow-banking
system by pushing assets off of bank
balance sheets.
The levered-loan market effectively
began in the late 1990s, as investors
were searching for yield through
structured-credit instruments, and
banks were actively discouraged
by regulators from holding riskier
paper on their balance sheets.
From those modest beginnings,
levered-loan outstandings now
approach $1.5 trillion and exceed
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the level of high-yield bonds outstanding.
More concerning is that the average leverage
in the underlying senior secured loans has
risen from a little over 2x cash flow to 4x cash
flow since 2000. Further, the total debt in
these borrowers has risen from 3.7x to 5x...
with much of the remaining debt in many
cases being mortgages or advances against
working capital, which is effectively senior to
the first lien loans that we are discussing.
The secular concerns of this leverage are
exacerbated by the way that this remarkable
growth in the magnitude and availability of
highly levered loans/credit has driven up the
valuations of the underlying companies to
over 10x cash flow on average (up from 8x in
2010). Again, heightened valuations, just like
heightened leverage, are adding to that pile of
tinder... and to the potential size and severity
of an economic downturn.
The final piece to the puzzle in the world
of levered loans is that while one typically
thinks of a loan as a banking activity, these are
not. In fact, the leverage in these borrowings
frequently exceeds what the regulators would
allow. Instead, 95% of these loans are owned
by institutional investors, including many
foreign institutions, who are drawn to the
idea of floating rate assets with no duration
risk and relatively high yields. In fact, more
than half of these loans are in the form of
collateralized loan obligations (CLOs)... a
structured credit “solution” to the quandary
that most investors are uncomfortable with
– the level of risk in the underlying loans.
This allows them to derive comfort from
their investment-grade investment in these
structures, supported by a sliver of capital that

can be eroded instantly should valuations or
leverage multiples decline... an almost certain
future outcome.
Why does this matter? These investors can
decide to withdraw from the market just as
quickly as they decided to engage... and the
underlying loans mature in three- to fiveyear increments. So the level of institutional
demand that has to exist, just to support the
rollover of existing loans, approaches $400
billion by 2021. In effect we have a large pool
of institutional investors who must continue
to participate... or the underlying refinancing
of the corporations will not keep pace with
loan maturities, driving heretofore unseen
levels of defaults for companies.

Get 2018’s
Most Important
Investing Book
for Only $1
After traveling to Colorado and Canada
and talking to the entrepreneurs
cashing in on America’s newest “Green
Rush,” we put all their best tips,
strategies and insights for success
in a playbook best suited for average
investors. Find out how to get your copy.

In short, it is hard to see how this ends well.
It is likely we will soon have another
chapter added to the novel of regulators
and politicians pointing their fingers at
financial institutions and allocating blame.
And while plenty of blame should be placed
at the foot of private-equity investors and
loan underwriters, the root of the problem
originates with regulatory rules written in
1988 and added to over the ensuing years...
regulatory rules that drove the levered-lending
business outside of the regulatory purview,
creating the very real possibility that the “run
on the banks” scenario will once again rear its
ugly head. Although this time, the banks will
be safe as the institutional investors withdraw
from the market... leading to decreased
valuations... leading to private-equity
underperformance... leading to more investors
withdrawing.

“Practical. Insightful.
Helpful. Educational.
Can’t ask for much
more.” HHHHH
–GAMECOCKS44

CLICK TO LISTEN

P O D CAST
MORE REVIEWS:

Best Investment Podcast Is Back! - HHHHH
I’ve enjoyed every episode to date - HHHHH
Must listen if you invest in the U.S. - HHHHH
One of the best podcasts available - HHHHH

Happy Thanksgiving to all!
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Get Me a Quote on That

I don’t regret economic and educational
advance; I just wonder how much we shall
have to pay for it, and in what coin.
Robertson Davies, Fifth Business
A vegetable garden in the beginning looks
so promising, and then after all little by little
it grows nothing but vegetables.
Gertrude Stein, Wars I Have Seen

Pity would be no more,
If we did not make
somebody Poor:
And Mercy no more could be,
If all were as happy as we;
William Blake,
“The Human Abstract”

Some say the world will end in fire,
Some say in ice.
From what I’ve tasted of desire
I hold with those who favor fire.
But if it had to perish twice,
I think I know enough of hate
To say that for destruction ice
Is also great
And would suffice.
Robert Frost, “Fire and Ice”
The earth had no firmness, the water no fluidity,
there was no brightness in the sky. Nothing had
any lasting shape, but everything got in the
way of everything else...
Ovid, Metamorphoses, Book I
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The lights must never go out,
The music must always play...
Lest we should see where we are,
Lost in a haunted wood,
Children afraid of the night
Who have never been happy or good.
W. H. Auden, September 1, 1939
Somebody might have come along that way
who would have asked him his trouble, and
might have cheered him... But nobody did
come, because nobody does.
Thomas Hardy, Jude the Obscure
Man that is born of a woman hath but a
short time to live, and is full of misery. He
cometh up, and is cut down, like a flower;
he fleeth as it were a shadow, and never
continueth in one stay.
The Book of Common Prayer
The world...
Hath really neither joy, nor love, nor light,
Nor certitude, nor peace, nor help for pain;
And we are here as on a darkling plain
Swept with confused alarms of struggle
and flight,
Where ignorant armies clash by night.
Matthew Arnold, “Dover Beach”
What the American public always wants is a
tragedy with a happy ending.
William Dean Howells, quoted by Edith
Wharton, A Backward Glance

The First Book of Urizen, William Blake, 1794

"

READ THIS

"

LITERARY INSIGHT
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Preppers are often portrayed as doomsdayobsessed, right-wing, anti-government
extremists who want nothing more than to
wade into an apocalypse with guns blazing...
but this image only describes a tiny portion of
the prepper movement. From my fieldwork, I
found that most individuals are simply normal
people preparing for adverse events—
whether that be a power outage, a flood, or,
on the outside chance, a terrorist attack.
For Preppers, the Apocalypse Is Just
Another Disaster Sapiens Magazine

"

Tuesday’s election results were a mixed bag
for partisans: Democrats regained control
of the House, while Republicans extended
their Senate majority. But one clear winner in
the midterm elections was marijuana...
Marijuana Won the Midterm Elections
Forbes
The promises from 2020 candidates are
going to get more and more extreme...
This 43-year-old running for president
in 2020 wants to give everyone $1,000 a
month in free cash CNBC

The mouth to the cavern would close slowly
over time, at about the rate a fingernail grows,
until it was entirely sealed, which would give
him maybe 40 years to complete the project—and
because it was a salt mine, chances were that
things would stay dry, as the archive rose on a
pillow of salt over hundreds of thousands of years
to the surface.
The Time Capsule That’s as Big as Human
History GQ
David Bookbinder remembers the good old
days of Black Friday, before the overnight lines,
the mad dashes, and all the shoving. Back
at the turn of the century, he would wake up
at 3 a.m. and listen to the “A Charlie Brown
Christmas” album in his car while waiting for
the doors to open at Saugus’s Square One
Mall, where he would load up on Christmas
presents for bargain prices.
Black Friday Is Dead. Welcome to Black
November Boston Globe

From household names like Bernie
Sanders and Elizabeth Warren to lesserknown progressives such as Jeff Merkley,
Democratic senators eyeing the White
House will spend the next two years doing
everything they can to market themselves
as the party’s best hope for salvation from
Donald Trump.
Coming soon to the Senate: A 2020
Democratic brawl, Politico
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THE FINAL WORD

DEFENDING THE TRUMP PRESIDENCY INTO 2020...

Despite billions of dollars spent and over
a hundred million votes cast, the midterm
elections gave us little reason for optimism.
The American people head into 2019
knowing that the chances for any major
legislation are almost nonexistent. You can
forget about a grand bargain on immigration
or another round of pro-growth tax cuts. The
only safe prediction for our political future is
that partisan battles are going to get even uglier,
and the shouting on all sides will get louder.
This outlook may be surprising to some, but
the 2018 midterm results were a mixed bag.
Republicans managed to maintain control of
the Senate, which means that the machinery
of judicial nomination and appointments
will continue. The Democrats also came
away with a major victory in the House of
Representatives, where they picked up nearly
40 seats on their way to a majority.
For the first time in the Trump presidency,
the opposition party will have control of
part of Congress. While this is being touted
as a “check on the president’s power” and
necessary for “accountability” in the era of
Trump, the reality comes down to one word:
impeachment.

Democrats are unlikely to waste any
time once the new Congress is sworn
in this January. They will open a slew
of investigations and unleash a flurry of
subpoenas. Likely areas of inquiry include the CLICK
2016 election, Trump’s tax returns, the Justice HERE
TO READ
Kavanaugh hearings, and anything else that
THE WEB
fires up the left-wing base. If they are able to VERSION
conjure up some legal jeopardy for members
of the President’s inner circle in between all
the gaseous speeches about “protecting our
Democracy,” that will be considered a bonus.
Congressional Democratic leadership
will spend the next two months finalizing
a timeline and strategy for Trump’s
impeachment, and all indications point to a
Nancy Pelosi-led House. If that’s the case, the
Republicans will have to deal with a political
figure who is as shameless as she is loathed on
the right. Front-line partisans will not extend
any good faith to the other side, as they will
expect to receive none in return.

“

Democrats are unlikely to
waste any time... They will open
a slew of investigations and
unleash a flurry of subpoenas.
American Consequences
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Yes, there is an off-chance of an initial
overture to Trump and the Republicans on an
infrastructure bill or some around-the-edges fixes
to Obamacare, but that will likely just be a pretext.
No grand bargain will emerge in this political
climate, and Pelosi and company will quickly
switch from tepid outreach to all-out attack.

“

Americans who would like to see more
constructive governance and efficient
administration on all sides should get ready
for disappointment. With a divided Congress
and a hyper-partisan atmosphere emanating
from D.C. across the entire country, it will be
an all-out street fight. The economy, health
care, and immigration will take a backseat to
Russia collusion, Trump’s tendency toward
personal indiscretions, and whatever clowns
come out from the shadows to be a part of the
anti-Trump circus.

Political discourse is
only going to get more
acrimonious. The anti-Trump
movement still wants payback.
For the president, this may not be a bad
situation, politically speaking. While he no
longer can have any realistic expectation of
successfully shepherding a major policy win
through the legislative process, Trump excels
at rock ‘em sock ‘em politics. The Democrats’
impeachment proceedings in the House may
be preordained, but Senate removal while
Republicans have a majority is a fantasy.
Absent a political catastrophe, the Democrats
won’t get to 51 votes to take Trump out of
office, never mind the two-thirds that the
Constitution requires.
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The best outcome from the White House’s
perspective will be a sweeping 2020 reelection victory that restores Republican
control of Congress and gives Trump a free
hand to pursue his more controversial (and
central) campaign promises, like building a
wall on our southern border. After all, the
stadium-sized crowds of Trump supporters
during the 2016 election weren’t chanting
“cut my taxes.”
In the meantime, political discourse is
only going to get more acrimonious. The
anti-Trump movement didn’t see the utter
repudiation of Trump that they hoped the
midterms would bring. They still want
payback. And the Special Counsel, with
Robert Mueller at the helm, looms in the
background, ready to drop a report that could
completely upend American politics.
The anti-Trump voices in the media – those
who have been warning about fascism and
the erosion of norms – will only get louder
and crazier. They have a vested interest in
the failure of this administration, as many of
the largest news organizations in the country
have staked their credibility on unearthing a
Nixon-level bombshell to bring it all crashing
down. If they can’t conjure it from the
increasingly flimsy Russia collusion narrative,
no doubt the self-styled mandarins of our
democracy at the New York Times and CNN
will find it somewhere else.
But remember this, above all else: Politics, as the
cliché tells us, is indeed the art of the possible.
In the era of Trump, anything is possible.
Strap in, America.
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This Company

Has Cracked Open
Silicon Valley

Some of the Biggest VC Deals in the World Are Now
Welcoming Small, American Investors, Starting at $50.

For years, wealthy investors have enjoyed
a big edge in the stock market.
They’ve been able to take an early stake
in dozens of small, private firms – that
have since gone on to become household
names.
Companies like Amazon… Google…
Facebook and Spotify – before they went
public.
And in doing so, they’ve been able to
make quite a bit of money…

Today, the secretive world of Venture
Capital is cracking open. All thanks
to one successful “VC” firm, which is
flipping the idea of early stage investing
on its head.
This company is allowing thousands of
regular folks to put their money right
alongside some of the most wealthy
investors in the world – starting with as
little as $50.

While the rest of us have been forced to
settle for the “scraps.”

Over the past two years, we’ve been
following this story and its ripple effects
across the financial world

But not anymore…

For the full back-story, click here.
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P.J. O’Rourke, author of 19 books
including Eat The Rich and
How the Hell Did This Happen:
The Election of 2016. P.J. cut his
teeth as an editor-in-chief of the
National Lampoon and a foreign affairs
correspondent for Rolling Stone. He’s
since written for The Weekly Standard…
The Atlantic… and many other magazines.
P.J. is the H. L. Mencken fellow at the Cato
Institute, a member of the editorial board
of World Affairs and a regular panelist on
NPR’s Wait… Wait… Don’t Tell Me. He lives
with his family in rural New England, as far
away from the things he writes about as
he can get.
Buck Sexton is host of the nationally
syndicated talk radio program,
The Buck Sexton Show, heard
on over 100 stations across the
country. A former CIA and NYC
Police Department Intelligence
Officer, Buck is also the co-host of
Stansberry Investor Hour, a weekly radio
show that you can subscribe to for free
right here: investorhour.com.
Dr. Steve Sjuggerud holds an MBA and
a PhD in finance. He’s worked as
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record has landed him on various
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Dr. Richard Smith has a PhD in Math
and Systems Science and is the
founder and CEO of TradeStops.
He has spent the last 10 years
researching and developing
algorithms and services that
give individual investors the tools they
need to succeed and better manage their
investments.
Matt Weinschenk, CFA, is the house
econometrician for American
Consequences contributor
Dr. David Eifrig’s Retirement
Millionaire franchise. (For those
who don’t know – and our
editor in chief P.J. was one of them – an
econometrician uses statistics and math
to study, model, and predict economic
outcomes.) At the risk of embarrassing
Matt, we note that he has a 95% win rate in
Dr. Eifrig’s Retirement Trader service.

What I realized later was
that in the depths of a real
crash, nobody is cracking
jokes... It’s pure fear.
Matt Weinschenk
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