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AS you know, I’m not one to accept much on face value, so I thought I’d do another 
“think piece” on one of the more widely misunderstood subjects of our time: 
The gung-ho assumption that the U.S. government is “stimulating” the economy 

with its financial repression that has deprived grandmothers and other savers of $1.11 
trillion since 2008. That figure comes from calculations by McKinsey Global Institute in 
their paper, “QE and Ultra-low Interest Rates: Distributional Effects and Risks.” They 
also helpfully explain that $900 billion of the money stolen from savers was pocketed by 
government.

But apart from the distributional effects, another serious consequence of forcing interest rates down to the 
vanishing point is to distort “time preference” in the economy. 

Time Preference
A framework for understanding time horizons in the economy is the concept of “time preference.” Time 

preference refers to the relative valuation placed on a good at an earlier date compared to the valuation of that 
good in the future. A high time preference means that an individual has a strong preference for immediate 
gratification, and a lesser inclination to invest and defer consumption to the future. 

Think of Aesop’s tale of “The Grasshopper and the Ant.” The grasshopper had high time preference. The Ant 
evidenced low time preference through its inclination to save.

Investopedia gives this capsule background on the concept of 
time preference:

This theory was initially constructed in 1871 by Carl Menger, an 
Austrian economist. This theory also stipulates that the consumer’s 
rate of time preference, and therefore the interest required, will 
probably rise as the consumer’s savings increase. This means that 
the consumer is likely to restrict his or her savings to a level at 
which the rate of time preference equals the rate of interest paid 
on savings.
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When the government attempts to “buy time,” a 
host of evil effects will follow. How is that, you ask? 

You will recognize that “buying time” is an 
idiomatic expression for “stalling.” An entry in Yahoo 
Answers puts it this way, “‘Buying time’ — delaying 
something as long as you can.”

What the government thinks it is delaying is the 
Breaking Point, the day of reckoning, the moment 
when all the accumulated distortions, rip-offs and 
anti-market gimmicks collapse the economy. 

At that point, it will be only a matter of hours until 
big government itself collapses of its own weight.

Lest you think that collapse is too strong a term, 
consider this surprisingly frank statement from 
Former Congressman Paul Kanjorski (D) of the 11th 
district of Pennsylvania, on the 2008 Financial Crisis: 

The Treasury opened up its window to help and 
pumped $105 billion into the system. And it quickly 
realized it could not stem the tide.

We were having an electronic run on the banks. They 
decided to close down the operation … to close down 
the money accounts. […]

If they had not done so, in their estimation, by 
2 p.m. that afternoon $5.5 trillion would have 
been withdrawn. That would have collapsed the 
entire U.S. economy. Within 24 hours, the world 
economy would have collapsed.

We talked at that time about what would have 
happened. It would have been the end of our economic 
and political system as we know it.

People who say we would have gone back to the 16th 
century were being optimistic. 

Rep. Kanjorski presumably knew of what he spoke. 
As Chairman of the Capital Markets Subcommittee of 
the House of Representatives, he was on all the calls. 

You are a Character in a  
Historical Novel

You can parse it anyway you want, but the evidence 
from the 2008 crisis and the subsequent secular 
stagnation that has passed for an economic recovery in 
the United States and the rest of the developed world 
imply that the system is indeed teetering on the brink. 

Obama’s fake recovery — even as overstated by 
clearly fraudulent data — is nonetheless the slowest 
and weakest in U.S. history.

As I think about it, it seems to me that we are living 
in the equivalent of an historical novel. The dramatis 
personae are real people. Barack Hussein Obama is a 
real person. You are a real person. I am real. But the 
economy most people think they live in is an artifact 
of fiction.

While buying time may be an idiomatic expression 
for stalling, unlike similar locutions, like “kicking the 
can down the road,” buying time is literally descriptive 
in a way that many idioms are not.

Thanks to Quantitative Easing (QE) and central 
bank Zero Interest Rate Policy (ZIRP) and even 
Negative Interest Rate Policy (NIRP), buying time is 
not only figuratively apt, it is literally true that the Fed 
has spent trillions trying to alter (read: “distort”) time 
horizons in the economy.

Remember, debt necessarily involves a time 
function. As London-based financial analyst, Paul 
Mylchreest of ADM Investor Services, put it, “Debt 
essentially ‘buys time’ and the world has bought a 
[hell of a] lot of time. The ‘present’ is inexorably 
catching up with what was the ‘future.’” 

The authorities are desperate to avoid the 
unwinding of the debt super-cycle that dates to the 
end of World War II when the United States replaced 
the United Kingdom as the world hegemonic power.

Normally, in the aftermath of a financial crisis there 
is a repair period of deleveraging in which indebted 
households, companies, and, yes, even governments, 
reduce their debt burdens and mend their balance 
sheets. This time, not so much. According to 
McKinsey, the stock of debt outstanding globally 
(expressed in constant 2013 exchange rates), rose by 
$57 trillion since the fourth quarter of 2007, when 
the Great Recession officially began.

Some deleveraging.

Interest Rates & Time
While politicians, central bankers and their tame 

mouthpiece economists would never dare mention it, 
one of the factors holding back growth, in addition to 
the corporatist plunder of the middle class detailed in 
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recent issues, is the fact that there is too much debt in 
the world. 

Too much time has been bought. Since time itself, 
as a fourth dimension of the universe, is blessedly 
outside of the grasp of politicians, debt is the knob 
they turn. Debt is the instrument of intertemporal 
economic manipulation. 

They can’t really reach into the future to plunder 
it directly. So they do the next best thing from their 
perspective. They try, by heavy-handed interventions 
in today’s money markets, to induce you to sell the 
future and consume now. 

They want you to go into debt on your own — to 
buy like there is no tomorrow. 

But if you insist on trying to remain solvent, 
they will go into debt on your account by spending 
trillions from an empty pocket (multiplying the 
National Debt you have to pay), and indenturing your 
future with more trillions of unfunded liabilities. They 
have no qualms at all about impressing you and your 
children and grandchildren as debt slaves to pay for 
whatever time they can buy. 

Trashing the Future
To what end? How much longer can they keep 

this jerry-rigged, credit-driven system running? No 
one knows precisely, but the evidence in plain view 
tells you that you are soon to face one of the most 
daunting investment challenges of recent centuries. 

You are going to have to construct your portfolio 
so it somehow gains from the destruction of your 
own wealth and that of your family, friends and co-
workers. There are no easy solutions. Almost everyone 

is going to lose. It is not the least bit fair. But the 
decisions that brought us to this point, like Richard 
Nixon’s repudiation of the gold reserve standard in 
1971, were made by politicians who have fulfilled 
Keynes’ forecast that in the “long run we are all dead.”

Although it was little understood at the time, they 
set in motion a perverse redesign of the U.S. economy. 
Unhappily, the powers-that-be scrapped capitalism, 
based on savings and investment for the future, and 
replaced it with an evil imitation  — the system I call 
“Debtism,” based on borrowing ever-escalating sums 
of fiat money. 

I doubt that Nixon knew what he was doing, but 
he trashed your future, setting in motion a destructive 
chain reaction that led millions of Americans to alter 
their time preference to favor immediate gratification 
over providing for tomorrow. 

Decline in Savings Means Lower 
Income Gains

It is no coincidence, as we explored last month, 
that in the 40 years prior to Nixon’s repudiation of 
the dollar’s link to gold, only the bottom 90% of 
the income distribution saw their incomes rise. The 
very rich did not. Soon thereafter, income gains for 
the bottom 90% came to a screeching halt. Since 
then, most income gains have accrued to the top 
1%, whose share has reached a new extreme under 
the reign of the Big Bank’s favorite president, Barack 
Obama.

The ruthless fiscal and monetary policies of the 
Obama administration are the culmination of a 
decades-long process in which the authorities have 
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repeatedly attempted to circumvent the obstacles to 
growth posed by too much debt. 

How? Not by reducing debt. Never that. Their 
answer to overcoming the obstacles posed by too 
much debt has been to expand debt even further. 

The strategy for recovery after each of the last 
three recessions has been to inflate another bubble by 
flooding the system with ever-greater quantities of fiat 
money at artificially low (and lower) interest rates. 

In the wake of the early ‘90s downturn triggered 
by the S&L debacle, the Fed funds rate was pushed as 
low as 3.25%. 

Then, after the collapse of the dot-com bubble, 
the Fed funds rate was slashed to 1%. Note that the 
minimum Fed funds rate dropped by 70% in the 
wake of the dot-com bubble.

As you know, during the fake recovery from the 
2008 crisis, the Fed funds rate was pushed all the way 
to 0 to 0.025% on December 16, 2008. Another drop 
of more than 70%. 

It has been stuck at the Zero Bound ever since. The 
Zero Bound refers to the fact that it has historically 
been impossible to reduce interest rates below zero. This 
reflects the logic of time preference in which there is 
always a positive payment for foregoing satisfaction in 
the present and postponing it to the future. 

But we don’t live in a free world. As you look 
around the developed economies today, 15% of 
government bonds of rich countries are trading with 
negative interest rates. If you want to purchase a 10-
year Swiss government bond, you must pay the Swiss 
government 0.055% for the privilege of holding your 
money. 

Crazy. 

But it gets crazier. A former Bank of England 
official recently proposed that Western governments 
abolish cash so that the public could be forced to pay 
negative interest rates on bank deposits.

Attention thinking investors. 

The behavior of the authorities artificially pushing 
interest rates to the vanishing point is an important 
tell. It says that their maneuvering room for buying 
more time is limited. And that, too, logically increases 
time preference.

Time Preference &  
Property Rights 

The basic exigencies of life dictate that as long as 
you live, you must consume. To this extent, at least, 
everyone has high time preferences at mealtime. As 
Robert F. Mulligan points out, however, the general 
level of time preference in an economy has far-
reaching implications. 

He says, 

Time preference must have generally been extremely 
high in primitive, non-capital-using societies. 
Only as individuals come to value and recognize 
property rights, can they implement more productive, 
roundabout, capital-using production methods … 
Artificially imposing higher time preferences creates 
incentives for collectively undesirable behavior.

 Production & Plunder
Professor Hans-Hermann Hoppe, the distinguished 

Austrian economist, is more emphatic in describing 
government efforts to artificially raise time preference 
as de-civilizing forces. He was not referring explicitly 
to the Fed’s QE and ZIRP policies but the logic he 
spelled out clearly puts those policies in perspective as 
“de-civilizing.”

In “Time Preference, Government and the Process 
of De-Civilization: From Monarchy to Democracy,” 
Hoppe points out that political takings, to which I 
frequently refer as “plunder,”  

… affect individual time preferences in a 
systematically different and much more profound 
way than crime. Like crime, any government 
interference with private property rights reduces 
someone’s supply of present goods and thus raises his 
effective time preference rate. Yet government offenses 
— unlike crime — also imply a reduction in the 
supply of future goods (a reduced rate of return on 
investment). Crime, because it is illegitimate, occurs 
only intermittently — the robber disappears from the 
scene with his loot and leaves the victim alone. Thus, 
crime can be dealt with by increasing one’s demand 
for protective goods and services (relative to that for 
non-protection) so as to restore or even increase one’s 
future rate and make it less likely that the same or a 
different problem will succeed a second time with the 
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same or a different victim. In contrast because they are 
legitimate, governmental property rights violations are 
continual…

Instead of buying improved ‘protection,’ the actual 
and potential victims of government property rights 
violations — as demonstrated by their continued 
defenselessness vis-à-vis their offenders  —respond 
by associating a permanently higher risk with all 
future production and systematically adjusting their 
expectations concerning the rate of return on all future 
investment downward…

Their expected rate of return on productive, future 
oriented action is reduced all around, and accordingly 
all actual and potential victims become more present-
oriented.

… If government property rights violations take 
their course and grow extensive enough, the natural 
tendency of humanity to build an expanding stock 
of capital and durable consumer goods and become 
increasingly more farsighted and provide for ever more 
distant goals may not only come to a standstill, but 
may be reversed by a tendency toward de-civilization: 
Formerly provident providers will be turned into 
drunks and daydreamers, adults into children, 
civilized men into barbarians and producers into 
criminals.

Time Preference &  
Comparative Advantage

The idea that shifts in time preference civilized 
or de-civilized societies is closely correlated with the 
process by which comparative advantage enshrines 
or destabilizes property rights, thus shifting time 
preference in a predictable manner. 

Prof. Robert Mulligan explains: 

Coercion and violence seem to be necessary outlets 
or professional occupations for those less admirable 
individuals with comparative disadvantage in 
production… Individuals with comparative 
disadvantage in production are motivated to use their 
comparing advantage in violence to extract wealth 
from those with comparative advantage in wealth 
creation…

Coercive agents who extracted the most wealth 
immediately, leaving none for the future, quickly 

drove the societies they protected bankrupt. Unless they 
could spread their plunder in an ever widening circle, 
they ultimately had to run out of individuals from 
which they could extract wealth.

Coercive agency allowed the wealth producers to retain 
the maximum portion of the wealth they created, 
found the producers they protected created more wealth 
more rapidly, in the course of agents enjoyed the 
growing surplus. They succeeded along with the society 
they protected of the growth their lenient and liberal 
treatment encouraged.

In an environment where property rights are 
insecure, either due to high likelihood of government 
expropriation, or high risk of external conquest, 
individuals will have short time horizons and high 
time preference.

Time Preference &  
The “U Curve”

Characteristic shifts in time preference are reflected 
in a recurring pattern of interest rates over the course 
of an economy’s evolution and decay. Early on, 
interest rates tend to fall as property rights in the 
society become more secure leading to lower time 
preference. 

As documented by Sidney Homer and Richard 
Sylla in A History of Interest Rates, there is a typical 
pattern, the so-called “U Curve” traced as a society 
progresses toward more secure property rights, lower 
time preference and greater wealth and productivity. 
The period of peak prosperity occurs at the bottom of 
the “U” when time preference is the lowest.

On the other hand, when an economy is in 
decline, property rights are typically under attack 
and political plunder often yields much higher 
returns than investment in production. We have 
presented strong evidence in Strategic Investment 
documenting the 75,900% return captured by the 
most politically aggressive corporations from their 
investments in politics. Compare this to the average 
29.2% returned from investments in properties, 
plants and equipment. 

The returns from political plunder were a jaw-
dropping 2,600 times greater than productive 
investment. Needless to say, in the absence of financial 
repression artificially reducing interest rates, rates 
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would have soared along with time preference in 
keeping with the collapse of productive investment 
and the onset of financialization.

Time Preference &  
Financialization

In previous analyses, I have outlined some of the 
perverse features of financialization that began in 
the 1970s with the signal crisis of U.S. hegemony. 
Although the connection between financialization and 
increasing time preference is seldom made, there is a 
direct logical link between shorter time horizons and 
both the collapse in investment and the absolutely 
staggering metastasis of financial assets.

Consider only a decade before Richard Nixon 
repudiated the dollar’s link to gold when Eisenhower 
left the White House, total U.S. business investment 
was just a shade less than 50% of GDP, stronger than 
what we have seen recently in China. Now it is barely 
5% — about 1/10 what it was in 1961. 

It should not be a surprise that long-term 
investment in the United States fell off a cliff as 
financial assets proliferated. Paul Mylchreest reports 
that “The stock of globally traded financial assets 
has increased from $7 trillion in 1980 to something 
approaching $200 trillion.”

Financialization is an expression of high time 
preference (short time horizons). American investors 
are no longer as confident in the future as we were 
when Eisenhower was president and time preference 
was low. (This was not only reflected in investment 
rates, low time preference was also reflected in high 
birth rates during the baby boom).

What the Government  
is Buying 

While the ever-so-clever central planners at the 
Federal Reserve do battle with what they see as “the 
fallacy of savings,” trying to turn every ant in America 
into a grasshopper, the shortening of time horizons is 
already confounding their plans. 

In their desperation to buy time they have overdone 
it. By forcing interest rates to the vanishing point 
and flattening the yield curve they have aimed 
simultaneously to increase current consumption while 

maintaining the false impression that time preference 
is lower than it is. Can’t be done.

The central planners at Gosplan failed. Our central 
planners at the Federal Reserve at 20th Street and 
Constitution Avenue N.W. in Washington have 
proven just as adept at suppressing price discovery and 
blocking the efficient allocation of capital. With time 
horizons shrinking, you should not be surprised to see 
the collapse of investment and asset write-offs in the 
more capital intense sectors, like mining, and oil and 
gas. 

We have previously explored the major role that 
QE played in tanking oil. The trillions in funny 
money flushed into the Permian Basin in Texas and 
New Mexico, North Dakota’s Bakken Shale and the 
Eagle Ford in south and east Texas enabled marginal 
production to outrace storage capacity. Cheap money 
was the ingredient that produced millions of marginal 
barrels from plays that otherwise might not have even 
yielded positive cash flow. 

Of course, the oil and gas sector is not the only 
one where distorted time preference will lead to 
liquidation. I see that in store for copper, down more 
than 6% in the third week in April. And notice that 
lumber is also plunging, along with housing starts. 

Any sector with what the Austrian economists (after 
Eugen von Böhm-Bawerk in Capital and Interest, 
1889) call “roundabout” or more capital intensive 
processes of production is at risk of liquidation. As 
time horizons shrink, in both financial markets and 
the real economy, you can expect the full gamut of de-
civilizing consequences.

Time Preference &  
Exter’s Pyramid

If you are a regular reader, you will recall our 
discussion of Exter’s Pyramid from last year. I 
retrieved that useful framework for analysis from the 
footnotes when a sudden surge in the value of the 
dollar and a systemic reversal in the oil price revealed 
that markets were beginning to follow the deflationary 
dynamic described by the late John Exter. He foresaw 
a deflationary collapse that will mark the end of the 
debt super-cycle, a multidecade experiment in fiat 
money. 

In Exter’s projection, capital retreats from the 
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upper, more “roundabout,” less liquid layers of the 
inverted Pyramid and goes to the bottom to rest in 
cash, sovereign bonds of the apparently highest quality 
and physical gold. 

This scramble for safety above all else reflects higher 
time preference. Capitalists, too, will act “like there is 
no tomorrow.”

They are no longer prepared to trust the future 
sufficiently to keep their funds tied up in illiquid form 
in roundabout, long-lived projects. 

I expect the coming collapse to bury a lot of failure, 
including the reputations of Lord Keynes and his avid 
followers who advocated running the economy on the 
basis of credit-fueled consumption.

In the not distant future, we’ll be looking back to 
Say’s Law as Steven Kates did in Say’s Law and the 
Keynesian Revolution: How Macroeconomic Theory Lost 
Its Way (1998). 

Kates’ summary of the implications of Say’s Law 
that “consumption not only provides no stimulus 
to wealth creation but is actually contrary to it” will 
be proven too well for the satisfaction of us baby 
boomers who grew up believing, like Richard (“We 
are all Keynesians now”) Nixon that we could spend 
our way to riches. Not this time. 

Look out below,

James Dale Davidson

Mint a Fortune From 
the Free Market

By Charles Del Valle

TODAY I’m going to introduce you to a company 
I began to appreciate a few years ago.

I thought the business it was getting into 
represented our future … and I knew that it had 
the kind of quality leadership necessary to take a 
small company and turn it into a multibillion dollar 
behemoth.

Here we are a few years later, and this once tiny 
company is worth $5.8 billion … and it has a 
technology that is keeping the chairmen of electric 
utility companies up at night.

This is a company that could make the old electric 
bill absolutely obsolete. And it stands to make a 
fortune in the process.

Out With the Old, In  
With the New

In Australia, electric companies are so scared that 
they are trying to enlist the help of politicians in order 
to avoid a fate they can clearly see: their obsolescence. 

You see, in Australia, coal powers about 78% 
of electricity generation. Coal-based electricity is 
relatively cheap, especially compared to every other 
energy alternative.

But an upstart industry is allowing Australian 
consumers to demand lower prices. And they’re 
getting exactly that. Here’s what The Guardian had to 
say about it:

… for the first time in memory, the wholesale price of 
electricity in Queensland fell into negative territory — 
in the middle of the day.

For several days the price, normally around $40-$50 
a megawatt hour, hovered in and around zero. Prices 
were deflated throughout the week, largely because 
of the influence of one of the newest, biggest power 
stations in the state…

The impact has been so profound, and wholesale 
prices pushed down so low, that few coal generators 
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in Australia made a profit last year. Hardly any are 
making a profit this year.

The Guardian article goes on to note that this new 
method generating electricity  — one which transfers 
power away from a bloated monopoly and hands it 
over to the consumer — “is raising the biggest challenge 
to the centralized model of generation since electricity 
systems were established more than a century ago.”

Some call it “the democratization of the energy 
market.”

I call it the free market at work.

In the free market, when a better, cheaper solution 
presents itself … that solution is adopted.

Australian electric utilities are running scared now 
that it’s clear their monopoly couldn’t stop the free 
market from helping consumers. 

So they will try everything they can to make their 
final moment last, even if that means wasting billions 
of dollars on a fight to hold off the disruption for as 
long as possible.

So … what is this disruptive upstart that is scaring 
the heck out of the old guard electric utilities? 
Rooftop solar.

In Australia alone, the rooftop solar industry is 
expected to grow six fold by 2025. 

An independent operator there forecasts that 75% 
of detached and semidetached dwellings and 90% of 
commercial businesses could have rooftop solar by 
2024.

Australian electric utilities will lose no matter what 
happens. 

And I predict a similar circumstance for American 
electric utilities, too.

An American Rooftop  
Solar Boom

With an average of 226 cloudy days a year, Seattle 
can be a dreary place. I should know. I travel there 
almost every New Year’s. Of the six or seven times I’ve 
gone, I saw clear weather only twice.

There’s a reason why vitamin D consumption in 
the Northwest is higher than the rest of the U.S. The 
sun doesn’t shine quite as much here.

With so little sunshine every year, you’d think 
people would avoid buying solar panels in a place like 
Seattle. 

But you’d be surprised. 

Combined state and local incentives allow a 
rooftop solar system there to get paid off in just five 
years. 

That’s spurring a lot of demand.

If solar panel adoption is picking up in places like 
Seattle, imagine how well it’s doing in the rest of the 
country?

According to the Solar Energy Industries 
Association, nearly 1500 megawatts of solar were 
installed across 186,000 homes last year. And over the 
past three years, home solar has posted annual growth 
rates over 50%.

Even more important is the fact that the price for 
solar power is falling rapidly. 

In some places (like Austin, Texas), solar power is 
cheaper than coal. 

But over the next seven years, it is estimated that 
100 million Americans will be in a place where coal 
and solar prices are at least equal.

That means about one-third of America will reach 
solar parity by 2021. 

That’s going to practically guarantee a tremendous 
amount of growth for solar energy. And one company 
is ready to take advantage of it.

Its name is SolarCity (NYSE: SCTY). It’s the 
largest publicly traded rooftop solar company. Its 
business isn’t in making solar panels (though that’s set 
to change), rather the company leases out or finances 
rooftop solar installations to residential, commercial 
and industrial customers.

Right now, SolarCity serves just north of 190,000 
customers. 

But it has a goal of one million customers by 2018. 
That would increase revenues by more than five times 
over. And I think SolarCity can easily exceed this.

There are 42 million homes in the 15 states it 
operates. If SolarCity can tap into just 1% of that 
total, it will have 420,000 customers. That represents 
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$800 million a year in revenues (three times higher 
than today).

If the company can tap into 10% of those homes 
— and remember, this is assuming it expands to no 
new states in the coming years — then SolarCity 
would have 4.2 million customers — or roughly $8 
billion in revenues every year…

That’s 35 times higher than where revenues are at 
today.

The sky is the limit with this company. 

Why do I believe the company can hit its goals? 
Well, for starters it dominates against its competitors. 
SolarCity captures 29% of the solar rooftop 
installation market in the states it operates in. Its next 
biggest competitor has 26% of the market.

That said, you should understand that this is still 
an upstart company in an industry that takes a lot of 
money to compete in. Most utilities are worth a few 
billion dollars. SolarCity has to compete with them. 
That means it’s going to have to make a lot of big 
investments.

One is a $5 billion spend on creating the world’s 
largest solar factory in New York. This will allow 
SolarCity to reduce the costs of its panels, and lower 
the cost it charges customers to buy or lease its 
systems.

More importantly, it ensures the company always 
has panels when it needs them. This wasn’t a big deal 
five years ago. But solar panel production is becoming 
exceedingly tight … especially for the quality panels 
SolarCity uses.

This is a big investment, for sure. 

But SolarCity has a big market to address. 

And all the smart money is betting on SolarCity 
growing even more. Most recently, Credit Suisse 
helped finance a $1 billion fund that will be used to 
further accelerate the company’s expansion plans.

That’s in addition to $300 million it got from 
Google.

Right now, its customer base is growing at an 
exponential rate. In 10 years, when the price of solar 
is cheaper than the coal-based stuff you get from the 
grid, SolarCity will be rolling in money.

So here’s what I want you to do…

Action to Take: Buy SolarCity (Nasdaq: SCTY) 
up to $65.

Portfolio Review
This past month was rare…

We had no big negative (or positive) news affect the 
market.

The American economy is humming along, albeit at 
a slow pace … tensions with Russia over the Ukraine 
are easing … and the U.S. seems on the verge of a 
major deal with archenemy Iran.

It’s almost a goldilocks-type of environment. But 
when you take a look under the surface, you see things 
are frailer than they seem.

For one thing, high-yield debt is starting a slow-
motion implosion. Jeffrey Gundlach, a billionaire 
investor known as the king of the bond market, thinks 
our next economic crisis will be in high-yield — or 
junk — debt.

And I don’t blame him.

You see, the move toward 0% interest rates left a 
lot of investors and retirees looking for yield. After all, 
who the heck wants to park their money in a fund for 
30 years and make less than 4%? That’s a lot of risk 
for a reward that barely keeps pace with inflation.

Is it any wonder, then, that investors were lured 
in by the nearly double-digit yields they could fetch 
from bonds issued by oil companies in North Dakota 
… or a small startup with promising technology? 
This is probably what led Gundlach to succinctly say 
that junk bond investors are “searching for yield and 
throwing caution to the wind.”

Despite the risk, demand is so high that earlier 
this month Moody’s reported a two-year high in 
junk-rated debt. Most of that debt was issued by, 
you guessed it, small oil companies. But here’s the 
problem: They’re starting to go broke.

According to CNBC, “Of the 18 issuers no longer 
rated, 39% filed either for bankruptcy protection or 
‘distressed exchange,’ and 33% withdrew, with just 28% 
getting off the list due to upgrades.”
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Moody’s says that’s an about face from what was 
happening just a few months ago, when most junk 
bond companies were no longer rated because of 
upgrades. Moody’s says, “If this reversal continues, it 
could signal tough times ahead for speculative-grade 
issuers.”

Complicating matters is the fact that the Fed is set 
to raise interest rates just as these small companies 
have to roll over their debt into new issuances. A few 
bankruptcies could chase investors away from high-
yield debt, making it impossible for junk issuers to 
successfully roll their debt over.

That would lead to a major surge in bankruptcies. 
And it could wreck investor sentiment so much that 
we see the effects in other asset markets.

Junk companies aren’t the only ones having a 
hard time paying off their debt. College students are 
having a tough time, too.

Recall that there is more college debt than credit 
card debt in this country.

Just earlier this month the St. Louis Fed published 
a report titled, “Student Loan Delinquency: A Big 
Problem Getting Worse?” and found that 27% of 
students in repayment are delinquent on their debt. 

That’s $372 billion of student loan debt nearly, or 
totally, in default.

Is this the best the latest “recovery” can do? If so, 
it’s a sad testament to how much our economy has 
weakened over the last 30 years.

Note, dear reader, that this is not what a robust 
economy is made of. No matter how decent the 
numbers look now, just know there are red flags 
showing up in all sorts of places. Eventually, the 
whole thing will come crashing down.

In the meantime, let’s look at some of our open 
positions.

Altria (NYSE:MO) has had a great month, 
announcing that it beat first-quarter profit 
expectations. While net income fell 13% because of 
debt costs, revenues did tick higher by 5.2%. 

From the report, 

Cigarette shipments in the U.S. rose 1.6% to about 
29.2 billion cigarettes, led by its Marlboro brand, 

which marked a 1.2% boost in volume to 25.1 
billion cigarettes. Marlboro’s retail share of the market 
rose slightly to 44% … Shipments of smokeless 
tobacco brands such as Copenhagen and Skoal rose 
2.7% and its market share grew to 54.9%.

This is good news for Altria. It gained market share 
in two important product categories. Over the next 
few months, we should see how well it performs on 
the eCig front.

Action to Take: Buy Altria (NYSE: MO) up to 
$54.

Blackstone LP (NYSE: BX) just announced record 
profits thanks to a strong performance by its portfolio 
of holdings. 

The earnings report points out that Blackstone 

…has almost doubled its economic net income 
and increased its distributable earnings by 160% 
compared to the first quarter of the previous year. 
It has reported earnings per share of $1.37 for the 
first quarter versus the Wall Street estimate of $1.04. 
Blackstone reported total revenues of $2.5 billion, up 
by 66% compared to the first quarter of the previous 
year.

Blackstone isn’t just doing well, it’s outperforming 
the competition. That’s a testament to the kind of 
solid investments this company gets involved in. If it 
doesn’t have a high potential of returning shareholder 
value, Blackstone doesn’t want to have anything to do 
with it.

Maybe that’s why shares are up near a 52-week 
high.

Action to Take: Buy Blackstone LP (NYSE: BX) 
up to $43.

Bladex (NYSE: BLX) also had good news to talk 
about this month. While there was a slowdown in 
business, the company managed to grow revenues by 
7% year-over-year.

That said, earnings are down nearly $10 billion 
from last quarter. The CEO, Rubens Amaral, 
explained what’s happening: 

Weakness in commodity prices, especially so in the 
case of oil products, has put a damper on origination 
volumes, even as demand continues to be strong.  
We have managed to compensate these effects by 
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diversifying into other sectors, such as financial 
institutions, food and beverage, retail trade, among 
others, and remain committed to privilege well priced 
business over sheer volume growth… 

We are aware of the headwinds impacting the 
economic development of the Region, with 2015 
growth estimates now being lowered to levels similar 
to last year’s. Nevertheless, we believe that Bladex 
continues to be very well positioned to thrive in this 
environment.

Bladex is one of the few South American 
companies that has seen share prices rise over the 
last two years. Despite the weakness we’ve seen 
down south, the fact is Bladex continues to thrive. 
That’s because this company’s fortunes rely more on 
increasing business and trade … not on the ebbs and 
flows of the economy.

Action to Take: Buy Bladex (NYSE: BLX) up to 
$33.

Some have asked me why I don’t view Brookfield 
Infrastructure Partners L.P. (NYSE: BIP) $850 
million share dilution as a bad thing. I think the best 
explanation to date has been given by RBC’s Robert 
Kwan. He thinks Brookfield will use this cash to buy 
up a bunch of cheap, money-making assets.

I think he’s right.

From Yahoo: “The partnership, which currently has 
assets of about $16.95 billion, has said it may bid on 
assets up for sale in an Australian privatization plan 
affecting ports and power lines. Also in its sights: assets 
of troubled Brazilian construction companies and 
those of European utilities.”

Action to Take: Buy Brookfield Infrastructure 
Partners L.P. (NYSE: BIP) up to $46.

We got into the WisdomTree Bloomberg U.S. 
Dollar Bullish ETF (NYSE: USDU) because we 
wanted to take advantage of the spike in the price of 
the dollar.

But nowadays, the dollar looks like it’s topping 
out. It last peaked on March 13 and continues to 
slowly register lower peaks and lower lows. 

We’re going to place a hold on this position and a 
stop loss at $27.75. If USDU falls under that price, 
sell it immediately and lock-in a 5% gain.

Action to Take: Hold WisdomTree Bloomberg 
U.S. Dollar Bullish ETF (NYSE: USDU) and set 
stop-loss at $27.75.

We finally got a nice update from TapImmune 
(OTC: TPIV) that I thought I’d share with you.

Here’s the good stuff:

TapImmune … has multiple clinical trials underway 
at the Mayo Clinic in Rochester, MN. In addition to 
our own sponsored clinical trials, we announced that 
a new grant-funded breast and ovarian cancer trial 
was started by Mayo using the same Folate Alpha 
Receptor peptides to which we have the exclusive 
commercial rights. Our development pipeline is 
extremely strong and provides us the opportunity to 
continue to expand on collaborations with leading 
institutions and corporations.

Over the past year, we have significantly strengthened 
our balance sheet by raising additional working 
capital and reducing our stockholders’ deficit from 
$8.7 million in December 2013 to $2.46 million in 
the second quarter and further down to $656,000 
in the third quarter. On August 14, 2014, we 
closed a $2 million registered direct offering with 
a fundamental institutional investor and a further 
$2.5 million in the first quarter of 2015, giving 
us confidence in our ability to continue developing 
our products on the path to commercialization. The 
strength of our science and development approaches is 
becoming more widely appreciated, particularly as our 
clinical program has now generated positive interim 
data on both clinical programs in Breast and Ovarian 
Cancer. Also, we are pleased to report that all our pre-
clinical programs are seeing positive outcomes.

With the new funding the Company is focusing on the 
following key initiatives:

• Entry into Phase II HER2/neu Breast Cancer 
Trials

• Entry into Phase II Triple Negative Cancer Trials 
and Fast Track & Orphan Drug Status

• Produce new PolyStart constructs, in-house, 
to facilitate collaborative efforts in our current 
clinical indications and those where others have 
already indicated interest in combination therapies.

In addition, we will continue to work on deficit 
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reduction and capital improvement in order to make 
the required benchmarks for an uplisting to the 
NASDAQ.

At such an early phase, a company like TapImmune 
typically survives by private placement deals with 
major investors. As long as the company can secure 
these deals, you can remain confident that its 
approach seems to be working … and that there’s a 
good chance it could keep getting funding in order to 
make it through clinical trials.

As you can see, TapImmune has no issue finding 
money. That gives you some indication that its novel 
approaches have the backing of smart money.

Action to Take: Hold TapImmune (OTC: TPIV).

Take care,

Charles Del Valle

 SolarCity (SCTY) NEW     Buy up to $65

 Aircastle (AYR) 12/22/14 $24.39 $20.69 3.5% 18.95% Hold

 Altria Group Inc. (MO) 06/09/10 $51.66 $20.05 3.9% 201.30% Buy up to $54

 Banco Latinoamericano de Comercio Exterior (BLX) 03/04/14 $31.60 $26.60 4.7% 25.64% Buy up to $33

 Blackstone Group (BX) 03/27/15 $41.67 $38.01 6.5% 11.97% Buy up to $43

 Brookfield Infrastructure Partners (BIP) 08/01/14 $44.78 $39.71 4.4% 16.52% Buy up to $46

 Cisco Systems Inc. (CSCO) 04/01/14 $28.88 $23.10 2.7% 29.22% Buy up to $30

 Diageo (DEO) 12/31/12 $113.37 $116.56 3.1% 3.81% Buy up to $120

 Energy Transfer Partners (ETP) 06/06/14 $55.74 $56.83 7.0% 3.23% Hold

 Hercules Technology Growth Capital, Inc. (HTGC) 05/23/13 $13.89 $13.30 8.8% 20.53% Buy up to $15

 Home Properties Inc. (HME) 05/05/14 $73.63 $62.34 4.3% 22.84% Hold

 Manulife (MFC) 09/30/14 $18.49 $19.25 2.9% -2.59% Hold

 Maxim Integrated Products (MXIM) 01/28/15 $33.27 $33.73 3.2% -0.53% Hold

 Medical Properties Trust (MPW) 02/25/15 $14.80 $15.36 5.8% -2.21% Hold

 SPDR Gold Trust Shares (GLD) 01/20/11 $114.84 $131.57  -12.72% Hold

 Sysco Corporation (SYY) 09/02/14 $38.01 $38.20 3.1% 1.83% Hold

 WisdomTree Bloomberg U.S. Dollar Bullish Fund (USDU) 11/25/14 $28.12 $26.71 1.5% 6.88% Set stop-loss at $27.75

 WisdomTree Chinese Yuan ETF (CYB) 12/27/13 $25.61 $25.42 0.4% 1.13% Hold

 

 TapImmune, Inc (TPIV)* 05/02/12 $0.20 $18.50  -98.95% Hold 

  NEW RECOMMENDATIONS

  STRATEGIC INVESTMENTS

  NOTES

The Strategic Investment Portfolio is an equally-weighted strategy and does not include dealing charges to purchase or sell securities, if any. Taxes are 
not included in total return calculations. “Total return” includes gains from price appreciation, dividend payments, interest payments, and stock splits. 
“Total Return (currency adjusted)” is equal to the “Total Return” adjusted for any gains or losses due to currency fluctuation on securities listed on 
non-U.S. exchanges. “The Purchase Price is based on the first closing price after the recommendation’s release. Sources for price data: Capital IQ, and 
websites maintained by securities issuers. Dividend yield is calculated based on trailing 12-month distributions. Stop-losses: The Strategic Investment 
Portfolio maintains a 25% trailing stop-loss on every stock, ETF and bond recommendation.  
*25% stop-loss is waived.      
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