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Stocks have been on a rollercoaster 
this year.
In February, the DOW plunged 
666 points in a single day – an 
“appetizer” for what’s to come later 
this year, says one Morgan Stanley 
analyst.
CNN Money says the shakeup has 
gotten so bad that half  of  America 
is on the sidelines, “missing out on 
the stock market’s climb.”
But before you jump in or out of  
the market, there’s something you 
absolutely must know.

There’s one particular new 
opportunity that could post a huge 
gain, no matter what happens next 
in the market over the coming 
months.
Most people don’t know it exists, 
but its market is expected to grow 
by 66,000%. And it could soon be 
accepted by 30 million Americans.
Experts say buying into this 
opportunity now could be like 
getting into Priceline in 2004 

have, with no special permissions or 
specialized knowledge.
And early investors are already 
making an absolute fortune so far 
this year, despite volatility.  
Experts are predicting a “mania” 
into this new opportunity as it 
becomes more widely known. But 
there’s still time to get in before that 
happens.
You can access the full details here, 
for a brief  time only, free of  charge.

before it went up 9,000%. Or like 
buying Microsoft before it released 
Windows and saw an 96,000% gain.
It’s something you can 100% own in 
minutes, in the accounts you already 
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We expect one thing, no matter what 
happens next...

Whether a serious bear market begins or 
whether the long bull market continues for 
another year or more... you can at least count 
on more major spikes in volatility in the 
months ahead.

In our “Volatility Issue” of American 
Consequences, we’re exploring what the heck 
happened in February when the market 
plunged... and why a 500- or 700-point daily 
move in the Dow Jones Industrial Average is 
becoming commonplace.

Editor in Chief P.J. O’Rourke tells why he 
roots for the Dow like he roots for the New 
England Patriots... and shares some career 
advice he’s given his children. 

Financial analyst Dan Ferris breaks down 
why February 5 was the day he was warning 
about... and why the “Fear Index” matters for 
all investors.

The man of mystery who we call Chief Risk 
Officer X spills about volatility. He shares 
why volatility has increased... why investors 
are stuck in a “damned if they do, damned 
if they don’t” world... but ends with some 
optimism (if only politicians would get out of 
the way). 

Two financial analysts share their trading 
strategies in volatile times: Alan Gula details 
how to use volatility to make triple-digit 

INSIDE THIS ISSUE

gains... while Matt Weinschenk shows 
how to protect your portfolio and keep an 
incredible 95% win rate. 

Dan Denning details what is likely to 
trigger the next crash – and shares five things 
you can do to get ready. Professor Anne 
Goldgar shares research showing that the 
classic story of “Tulip Mania” is mostly 
wrong. And we share feedback from you, 
our readers, about what you did during the 
February correction.

Bestselling author Turney Duff has a 
tale of why some days you lose a million... 
while other days you find six figures on the 
sidewalk. 

Of course, don’t miss P.J.’s essay on the so-
called “random walk” hypothesis in finance... 
and he thanks his stars that the market isn’t 
efficient. And P.J. also takes apart greed and 
fear – the two so-called driving forces behind 
the market. 

John Podhoretz looks at why finance is the 
great neglected subject of American art. And 
finally, former CIA analyst Buck Sexton 
looks into the dark side of Facebook’s global 
social domination. 

Enjoy the issue. And tell us what you think at 
feedback@americanconsequences.com. 

Regards,
Steven Longenecker
Managing Editor, American Consequences
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From Editor in Chief 
P.J. O’Rourke

COCKTAILS  
AND VENN 
DIAGRAMS

CAREER ADVICE FOR MY KIDS 

WHY I’M NOT RICH  
AND YOU WON’T BE EITHER  
IF THE ONLY THING YOU  
DO IS LISTEN TO ME



American Consequences      7

 LETTER FROM THE EDITOR

the 2008 financial crisis go to bankruptcy 
court or jail, that’s a lot of fun.

Economics is a blood sport that I really enjoy 
– as a spectator. Of course, like everyone 
else, I am, at some level, a participant. But I 
got myself off the field and into 
a luxury skybox by marrying 
a woman who was a business 
major and is much smarter than 
I am. I leave everything to her. I 

CLICK 
HERE  

TO READ  
THE WEB 
VERSION

My advice for what to do in these 
times of economic volatility? I  
have no idea.

If you’re looking to claw your way up the 
corporate ladder, succeed beyond your wildest 
dreams, and amass an enormous fortune, 
you’re reading the wrong part of this magazine.

That stuff doesn’t come from humor 
columnists. I am a humor columnist. If 
wealth came from humor columns I’d be too 
rich to be writing them anymore. I have no 
idea where power, success, and a big pile of 
money come from. 
 
Probably from somewhere awful, such as hard 
work, or from somewhere impossible, such 
as being much smarter than I am – like the 
other American Consequences writers are.

You should go read them.

Meanwhile, I’m having a lot of fun watching 
people frantically try to make – or keep 
from losing – money. I love economics the 
way I love the NFL. A great thing about 
professional football is seeing the guys 
who stuffed me into my high school locker 
break each other’s legs. A great thing about 
economics is how it’s like live crabs in boiling 
water. If one of them almost makes it out of 
the pot, the others will pull him back down.

And I say this, not as some kind of anti-
capitalist commie nut, but as a firm believer 
in the free market and a great fan of economic 
liberty. I root for the Dow Jones like I root 
for the New England Patriots. But if the guys 
who hoovered my investment portfolio in  

If wealth came  
from humor  
columns I’d be too  
rich to be writing  
them anymore..

“
have no idea what’s in my investment 
portfolio now, and I haven’t called 
a play since 2008. It might be 1000 
shares of Berkshire Hathaway. It might 
be a crypto-currency that Jim Cramer 
pulled out of his butt on “Mad Money” 
– Buttcoin.

I don’t know, and I don’t want to know. I just 
want to have fun.

Or I did just want to have fun until my kids 
became adolescents and I began to feel that it 
was incumbent upon me to give them some 
fatherly advice about how to claw their way 
up corporate ladders, succeed beyond their 
wildest dreams, and amass enormous fortunes 
(with which to take care of me in a luxurious 
fashion in my old age).

COCKTAILS  
AND VENN 
DIAGRAMS

CAREER ADVICE FOR MY KIDS 

https://americanconsequences.com/cocktails-and-venn-diagrams/
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LETTER FROM THE EDITOR

MEWHAT I  
LOVE TO DO Make Fun  of People

WHAT PEOPLE WILL  

PAY ME FOR 

Making Fun of  
Other People

WHAT I’M GOOD 

AT DOING 

Being a 
SmartassEditor of  

National  
Lampoon

Steve Jobs
WHAT HE  

LOVED TO DO 
Be a  

Mystical 
Nerd

WHAT PEOPLE WOULD 
PAY HIM FOR 

Knowing Steve 
Wozniak

WHAT HE WAS 

GOOD AT DOING 

Being the 
World’s Most 
Arrogant 

Mystical NerdApple

“But, Dad,” said my kids, “The National 
Lampoon was, like, forty years ago.”

“Right!” I said, “And I’m still riding its 
coattails. But I can give you more up-to-date 
examples.”

I mixed another cocktail and got a new 
napkin...

“ I told them that the best 
way to do well in life is to 
find a job that combines 
what you love to do with 
what you’re good at 
doing with what people 
will pay you for. 

“Ask your mother,” I said.

Their mother said, “Work hard and be much 
smarter than your father.”

(My kids were discouraged by the first part of 
this advice.)

So I tried again. I told them that the best 
way to do well in life is to find a job that 
combines what you love to do with what 
you’re good at doing with what people will 
pay you for. “Take me for example,” I said.

My kids said, “You?”

I said, “Well, children, you’re not starved 
to death and naked. Although you...” 
(I said to my eldest daughter) “...should 
wear a sweater over that Forever 21 top. 
Anyway, I have made a living.”

I told them, “Think of What You Love to 
Do and What You’re Good at Doing and 
What People Will Pay You For as three 
circles. Technically, a Venn diagram. Try 
to find a place where those three circles 
intersect, then go there.”

I drew the “Me” diagram on my cocktail 
napkin...
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“You’ll have to leave by nine o’clock,” said 
my wife. “I’ve called an Uber.”

“Uber?” I said. “Some twerp with a nose 
ring who plays in a K-Pop cover band 
on weekends driving his mother’s Honda 
Civic. That’ll never catch on. Can’t you get 
me a Yellow Cab?”

“They’re out of business,” said my wife.

Then she turned to our children. 
 
“If you really want to get rich,” she said, “listen 
to your father. Listen especially carefully 
when he says, ‘That’ll never catch on.’ 
 
“For example, your father said, ‘A phone that 
connects to the Internet? What for? I’ve got a 
computer at home. That’ll never catch on.’ 
 
“He said, ‘A face-book? Why would anyone 
want a book full of faces? That’ll never catch on.’ 
 
“And he said, ‘What the heck is this bird 
noise, this peeping or cheeping or chirping or 
twittering I keep hearing about? That’ll never 
catch on.’

“Just listen to your father. And whenever 
he says, ‘That’ll never catch on,’ invest every 
penny you’ve got.”

Bill Gates
WHAT HE  

LOVED TO DO 
Be the 
Biggest 

Math Nerd 
in His High 
School

WHAT PEOPLE WILL PAY HIM FOR 
Futzing With All Those  

Computer 0s and 1s That Nobody 
Else Wants to Bother With

WHAT HE’S 

GOOD AT 

DOING 

Telling the 
Even Bigger 
Math Nerds 
At Harvard,  
“I’ll Show You!”

Microsoft

Jeff Bezos
WHAT HE 

LOVES TO DO 
Rule the 
World!

WHAT PEOPLE WILL PAY HIM FOR 
As It Turns out,  

Practically Everything

WHAT HE’S 

GOOD AT DOING 

Had Boyhood 
Lemonade 
Stand That 
Delivered 

Lemonade to 
Your House

Amazon

If you really want to get  
rich, she said, listen to your 
father. Listen especially 
carefully when he says, 
‘That’ll never catch on.’ 

“My wife looked over my shoulder at my 
doodles and said, “Don’t forget, dear, 
you’re supposed to address the NAP-WTF 
Conference in New York on Monday.”

“The ‘National Association of People Who 
Think They’re Funny,’” I explained to the kids.



(PMI) data were weak. The German economy 
has lost a step, and this is a bad omen for the 
economic health of Europe.

U.S. Treasury debt offerings for the month 
were the largest monthly offerings on record. 
The bond market held, but given the increase 
in the deficit, the Treasury will be running this 
spigot at full volume as our debts come due. 
This is another reason for concern regarding 
China – it is the largest holder and buyer of 
our sovereign debt.

Oil has rallied 10% over the past month, and 
the Saudis and OPEC are dead set on getting 
prices for North Sea Brent to $80.

Some positive developments included a 
pickup in deal activity. There were deals in 
specialty chemicals, pharmaceuticals, REITs, 
and technology. The Spotify Technology 
(SPOT) IPO was successful and bodes well for 
more $1 billion “unicorns” to come public.

The next catalyst for markets is the start of the 
second-quarter earnings season. Citigroup (C) 
and JPMorgan Chase (JPM) kicked things off 
last week and both are ideal proxies for the 
health of the U.S. economy.

THE MARKETS ARE CLOSELY FOLLOWING 
PRESIDENT TRUMP...

The markets are always searching for new 
investment patterns. They look for triggers 
that can help identify when to buy and sell 
during every cycle. 

Today, investors are paying close attention 
to the pattern developing out of the White 
House regarding President Trump’s style of 

MARKETS HAVE HAD A HAIR TRIGGER...  
1% MOVES HAVE BECOME THE NORM.

The trade and tariff war of words between the 
U.S. and China has been a dominant headline 
this month. Fortunately, the last message from 
President Xi of China was constructive and 
met with praise from the White House. But 
there are months of negotiations to come... 
and that means massive market moves are 
only a tweet away.

The Federal Open Market Committee met 
March 20-21 and Fed Chairman Jerome Powell 
delivered another confusing message. Investors 
are most concerned about inflation gathering 
steam and that the Fed will jack up interest rates 
to steady the outlook on future asset returns.

Congress passed the $1.3 trillion omnibus bill, 
and public response was underwhelming. 
It was a win for the military, but a huge 
disappointment overall. The rancor between 
the parties is at a fevered pitch, and many 
question whether Republicans can hold the 
House of Representatives in November. A sea 
change in leadership would ensure gridlock 
for years to come.

The Facebook/Cambridge Analytica 
saga dragged on and wiped out billions 
of dollars in Facebook (FB) market cap. 
Privacy concerns have been simmering for 
months and the debate over personal-data 
protection and responsibility has only begun. 
Amazon (AMZN) also had a rocky month 
when President Donald Trump called out the 
company for tax abuses and taking advantage 
of the U.S. Postal Service.

The global flash Purchasing Manager’s Index 

WHAT MOVED THE MARKET
THE BIGGEST STORIES THAT 
MATTERED FOR THE MARKET 
LAST MONTH...

EDITORS

Scott  
Garliss

John  
Gillin

Greg  
Diamond
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governing. The market worries that current 
rhetoric could escalate into a full-blown war. 
This in turn could inhibit the recent pick-up in 
global economic growth. The timing could be 
unfortunate as global central banks tighten 
their policies.

President Trump signaled a willingness to 
raise Chinese import tariffs from $50 billion to 
$150 billion. China said it would counter U.S. 
protectionism at any cost. The major market 
indices all dropped over 2%.

White House officials then hit the airwaves, 
trying to walk back the trade war rhetoric. 
Economic adviser Larry Kudlow stated 
negotiations could resolve the dispute. 
Treasury Secretary Steven Mnuchin said he 
doesn’t think there will be a trade war. Trump 
also said China would take down its barriers 
because it’s “the right thing to do.”

The pattern developing out of the 
administration is to present the worst-case 
scenario and then back off. We saw similar 
style tactics used in budget negotiations... The 
situation became difficult with compromise 
seeming unattainable, but in the end, everyone 
come to an agreement and moved forward.

This pattern keeps with the negotiating style 
laid out in Trump’s book, The Art of The Deal. 
“My style of deal–making is quite simple and 
straightforward,” Trump says. “I aim very high, 
and then I just keep pushing and pushing to 
get what I’m after. Sometimes I settle for less 
than I sought, but in most cases I still end up 
with what I want.”

Trump sets difficult terms in the initial stages 
to walk away with a softer victory in the end. 
The market will be playing close attention to 
see how this pattern plays out.

WATCH  
THESE  
DATES
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TUNE IN
Stansberry NewsWire,  

every morning at 

8:30 a.m.

For real-
time 

market 
updates 

from some 
of Wall 

Street’s 
most 

plugged-in 
analysts, 

CLICK 
HERE  
to get 

instant 
access to 

NewsWire.

April 23
Markit releases its preliminary manufacturing, 
services, and composite PMI data in the U.S. 
and the eurozone. This is a vital gauge for 
judging the state of global growth.

April 26
The European Central Bank makes its policy 
announcement. The market will examine 
commentary on stimulus withdrawal and 
the path of rate hikes. Speculation continues 
to swirl that the central bank will move to 
a more aggressive tightening path (raising 
rates) going forward.

May 1
The Institute for Supply Management 
releases its Manufacturing, New Orders, 
Prices Paid, and Employment data. It’s widely 
followed and judged to be an important 
near-term barometer of economic activity. 
The data are based on the responses of 300 
purchase and supply chain executives across 
the country.

May 2
The Federal Reserve makes its policy 
announcement. It’s not expected to raise 
rates but investors will study guidance on 
the rate path going forward – specifically, 
whether we’ll see three rate hikes this year or 
move up to four. 

https://www.youtube.com/c/stansberrynewswire
http://stansberrynewswire.com/


WHAT COULD 
POSSIBLY  

GO WRONG?
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Trade wars and tariffs...

Stocks fell early in the month following new 
trade remarks from President Donald Trump. 
And they soared again later that evening 
following a speech from Chinese President Xi 
Jinping.

In the 40-minute speech, Xi promised 
foreign companies greater access to China’s 
financial and manufacturing sectors. He 
also committed to lifting more economic 
restrictions despite rising trade tensions.

President Xi never mentioned the trade 
conflicts with the U.S., and his remarks 
seemed to draw a contrast with Trump’s 
“America First” agenda.

While Xi’s remarks were conciliatory, the 
celebration could be short-lived...

The speech promised little that China 
hasn’t already proposed, and it offered 
no clear schedule or timetables for 
implementation. Barring concrete progress 
on a trade deal, it’s simply a matter of time 
before tensions rise again. The news that 

China intends to do better is welcomed, 
but this rhetoric is nothing we haven’t 
heard before.

Trade talks and skirmishes are going to go 
on for months... And so will the volatility 
that follows them.

Speaking of volatility...

If the markets have felt unusually erratic of 
late, it’s not just you...

By mid-month, the S&P 500 Index was 
on pace for an incredible 100 sessions with 
a daily move of 1% or more. There’s no 
guarantee this pace will continue, but it 
would place 2018 in rare company. In fact, 
this has only occurred in five previous years 
over the past 70.

Two of those years – 2001 and 2008 – 
occurred in the middle of a serious bear 
market decline. The other three – 1974, 2002, 
and 2009 – marked significant multiyear 
bottoms. But all five were incredibly volatile 
periods for investors.

Financial follies and disaster in the making



That said, if you’re betting on higher volatility 
today, there’s something you should know...

Stock-market swings in the past month have 
many investors scrambling to profit from the 
return of turbulence after a prolonged period 
of tranquility.

So-called “long volatility” trade has suddenly 
become popular. Investors believe that 
continued volatility is the one thing that’s 
almost guaranteed... and both hedge funds 
and asset managers have all been buying 
futures contracts pegged to the CBOE 
Volatility Index, known as the “VIX.”

In other words, the same folks who were 
making record bets against volatility earlier 
this year – many of whom suffered huge losses 
during February’s “volatility panic” – have 
flipped sides. 

These speculative traders are known as the 
“dumb money” for a reason. They tend to be 
wrong at extremes. When they’re all making 
the same bet – whether they’re all super-
bullish or super-bearish – it’s a sign that the 
trade is “crowded” and a short-term reversal  
is likely.

The recent extremes don’t mean the VIX 
can’t move higher in the near term... But 
speculators are suddenly super bullish, which 
suggests a greater risk is to the downside.

Another data breach...

Last month, news broke that London-based 
data-analytics firm Cambridge Analytica 
improperly gained access to the private data 
of more than 50 million Facebook users. And 
since Cambridge Analytica was then hired 
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by President Trump during his presidential 
campaign in 2016, many speculate this data 
directly informed his campaign’s strategy 
during the election.

This news follows Facebook’s disclosure 
about six months ago that Russian-backed 
propagandists exploited its site to create 
political divisions in the U.S. before the 2016 
election. Topping it all off, Facebook now 
estimates that Cambridge Analytica harvested 
the data of about 87 million users.

Eventually, Facebook CEO Mark Zuckerberg 
appeared before Congress where he repeatedly 
apologized for the scandal, while blaming the 
data breach on a researcher who violated the 
platform’s terms of service.

Zuckerberg also said he only found out that 
the data was sold to Cambridge Analytica 
after The Guardian reported on the issue.

Zuckerberg claims that Facebook users have 
control over their information. That users 
can choose what data is collected, are able to 
delete any of it, and can leave Facebook at any 
time. But is it really that simple?

Longtime Facebook users know just how 
difficult it can be to navigate the site’s ever-
changing menus and privacy settings. And 
again, 87 million users were affected.

Facebook’s shares tumbled on the 
controversy, but it’s likely that any long-
term effects will be minimal. Considering 
the number of data breaches we’ve seen in 
the last six months alone, it probably won’t 
be long before we’re reading about and 
reporting on another one.
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FROM OUR INBOX

and Laura Greaver, and everyone one else at 
the magazine, especially our contributors.

Good luck with American Consequences. 

Good luck to America. Something wicked 

this way comes. – Clark W.

P.J. O’Rourke comment: I just wish I knew 
what direction it’s coming from! I don’t know 
whether to take shelter from the “Thunder on 
the Left” or the “Storm on the Right.” Maybe 
I’ll just let it rain while I wallow in the “Mud 
Puddle of the Middle.”

Re: ‘Winner Take All’ 
Economic Transitions 
January 2018 issue of American Consequences

I do not understand the religious faith in 

the so-called “free market.” As I listen to 

P.J., he seems too smart of a guy to believe 

this imaginary fantasy, which causes so 

much suffering for millions, and results in 

wars, environmental devastation, pollution, 

disease, and generally exposes the free 

market as something by which people seek 

to dominate others not within their own 

sphere (whether that be a family, a tribe, a 

political party, whatever).

Yeah, it’s making a few unbelievable rich. It’s 

giving millions of others a good enough life 

economically... And it’s giving billions a pretty 

miserable life. And somehow, the “free 

market” is supposed to do, what? – Mark B.
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Re: Our Newest Readers 
Weigh In
Thanks for what you do, I think you are a 

PATRIOT. I am impressed for sure. God bless 

you and keep up the good work. – Conley F.

Right or left, absurd is absurd. Couldn’t 

agree with you more. I’ve been saying that 

for years. I love and admire that approach.  

– Steven V.

Been a fan for a great many years. Great that 

you’re doing this as your brand of humor I 

get. – Chris K.

P.J. O’Rourke comment: Gosh. I’m blushing. 
And let me be quick to say that – appearances 
to the contrary – I don’t pick the “Inbox” 
letters. Managing Editor Steven Longenecker 
sends me a batch and I answer them in the 
order given. (Steven, I hope you aren’t trying 
to tell me I need to work on my self-esteem!)

Thank you very, very much, Conley F., 
Steven V., and Chris K. It’s words like yours 
that keep me writing in these patriotically 
challenged, absurd, and (sort of ) humorous 
times. Please know how much I appreciate 
it. And also please know that American 
Consequences is very much a group effort and 
wouldn’t be possible without the like-mined 
input from our patriotic, absurdity-alert, and 
very funny Managing Editor Steven, Editorial 
Director Carli Flippen, Creative Director 
Erica Wood, Assistant Editors Chris Gaarde 

https://online.flippingbook.com/view/1001171/10/
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https://americanconsequences.com/subscribe.html
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P.J. O’Rourke comment: It’s not that you don’t 
have a point, Mark. Free markets can lead 
to misery. And so can every other kind of 
freedom. This is sad, but not as sad as what 
a lack of freedom leads to. If we’ve learned 
anything from history (and sometimes 
I wonder), it is that property rights, like 
religious rights and free speech rights, are at 
the foundation of all freedom. Look at the 
people who have disdained free markets and 
taken property rights away – Lenin, Stalin, 
Hitler, Mao, Pol Pot. This caused suffering for 
hundreds of millions.

Re: Why today feels like the 
late 1920s 
March 7, 2018 issue of American Weekly 
Consequences

What is it about you “free trade” guys? The 

only country that is involved in Free Trade 

is the U.S. Virtually every trade “partner” 

has barriers to U.S.-made products and 

services. Some are tariffs, taxes, content 

requirements, red tape, subsidies and many 

others. Our one-way free trade over the 

years has unfairly sanctioned U.S. goods and 

devastated many U.S. industries.

The President has finally recognized this 

and has given a voice to U.S. manufacturing 

of some products by threatening some 

retaliation for these unfair trade practices. 

All you “free trade” guys see is Trade War. 

American Consequences        15American Consequences        15

Anyone with money in the market 

should keep a close eye on this  

big story for 2018.

One investment analyst says  

this “will be the next mania.”

  STOCK ANALYST:  

“It Will Be A Mania”

Make sure you subscribe by clicking here. 
We’ll send you valuable updates and 
always send an alert when the next issue is 
published. When you subscribe, you’ll be the 
first to know when future issues are published.

SUBSCRIBE 
HERE

https://americanconsequences.com/why-today-feels-like-the-late-1920s/
https://americanconsequences.com/why-today-feels-like-the-late-1920s/
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The President is attempting to insert some 

fairness into our trade policy by calling 

out those who violate the principles of, so 

called, “free trade”. – Scott M.

P.J. O’Rourke comment: It’s not that you, 
too, don’t have a point, Scott. But let me 
paraphrase something I wrote about free 
trade in the February issue of American 
Consequences:

THE PARABLE OF JAPAN

In the 1980s America had a huge trade 
deficit with Japan. The Japanese kept giving 
us radios, TVs, stereos, and cars. In return, 
we kept giving them little green pieces of 
paper.

The Japanese erected trade barriers against 
everything American-made. This left the 
Japanese with lots of little green pieces of 
paper. Then the Japanese decided to buy 
America itself. They bought Rockefeller 
Center. They bought Pebble Beach. The 
Japanese bid up the price of American real 
estate until the bubble burst.

By the 1990s America had all the radios, 
TVs, stereos, and cars that Japan had given 
us, plus we’d repossessed Rockefeller Center 
and Pebble Beach and gotten all of Japan’s 
little green pieces of paper back. Meanwhile 
the Japanese had stuck their economy in a 
place where the Rising Sun never shines.

This is not 1920. In the ‘20s the U.S. was an 

industrial giant with lots of manufacturing 

jobs. Today, after losing more than 100,000 

manufacturing facilities in the last 25 

years we are close to becoming a third-

world country. We will be selling oil, gas, 

minerals, agricultural products, and some 

airplanes. We need to start manufacturing 

value-added products not only for our own 

consumption for the other countries in the 

world. Capital is flowing out of the U.S. at 

a rate of $800 billion a year. That must be 

reversed or we are dead as a country. How 

long will the rest of the world let us print 

as much money as we need to buy their 

products? When they realize the dollar is 

worthless we will be Zimbabwe. – Matthew M.

P.J. O’Rourke comment: Don’t book that 
flight for Zimbabwe yet, Matthew. America 
is already doing what you suggest. See the 
following from Forbes:

“Forty-nine of the world’s largest tech 
companies in 2017 hail from the United 
States...”

“Apple is not only the largest tech company in 
the world, but also the 9th largest company in 
the world...”

“Fifteen of the top 25 largest tech companies 
are from the United States, with eight in the 
top 10.”

Send us a message, question, or criticism at 
feedback@americanconsequences.com

https://online.flippingbook.com/view/386718/94/
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Silicon Valley is abuzz with 
excitement…
Numerous high-profile investors – 
the same bold entrepreneurs who 
made billions getting in early on the 
Internet revolution – are betting big 
on the next big innovation since the 
Internet.
Insiders are already calling it, “More 
revolutionary than the cotton gin, 
the steam engine, the PC, and the 
smartphone combined…”
Amazon founder, Jeff Bezos… 
Microsoft Founder, Bill Gates… 
Facebook investor and PayPal 
Cofounder, Peter Thiel… Google 
Founders Sergey Brin and Larry 
Page are all investing BILLIONS.
And here’s the thing: Very few 
outside the tech community are even 
paying attention to it right now.
It’s not social media, driver-less cars, 
virtual reality, robotics or artificial 
intelligence.
Today, this market is worth just  

$4 billion…
But according to Gartner Research, 
it could reach a massive $3.1 
TRILLION in just a few years.
That’s a growth rate of  77,000%.
Folks who get in front of  this 
massive tidal wave now will reap the 
biggest rewards… just like the early 
investors of  the PC… Internet… 
and smartphone revolutions.
This new video presentation 
explains the details behind what this 
technology is and how it’s going to 
change the world.
You can read more about it by 
clicking here.

Internet’s Original Billionaires 
Betting BILLIONS on Radical 

‘Space Age’ Tech…
BY BRETT AITKEN, STANSBERRY RESEARCH

ADVERTORIAL 

Gartner Research predicts it will reach a  
massive $3.1 TRILLION in just a few years. 

That’s a growth rate of 77,000%.

Gartner Research predicts this new technology  
will reach a massive $3.1 TRILLION in just a 
few years.

https://orders.cloudsna.com/chain?cid=MKT352276&eid=MKT355697&encryptedSnaid=&snaid=&step=start
https://orders.cloudsna.com/chain?cid=MKT352276&eid=MKT355697&encryptedSnaid=&snaid=&step=start
https://orders.cloudsna.com/chain?cid=MKT352276&eid=MKT355697&encryptedSnaid=&snaid=&step=start
https://orders.cloudsna.com/chain?cid=MKT352276&eid=MKT355697&encryptedSnaid=&snaid=&step=start


THE END OF THE 

 WHY THE ‘FEAR INDEX’  
 MATTERS FOR ALL  
 INVESTORS... AND WHAT  
 IT REALLY IS. 

ANTI-FEAR TRADE

18        April 2018



THE END OF THE 
ANTI-FEAR TRADE

CLICK 
HERE  

TO READ  
THE WEB 
VERSION

American Consequences      19

The day I warned about arrived on Monday, February 5.

The CBOE Volatility Index (VIX) closed 115% higher than Friday’s close. And 
some investors lost everything...

Before we get to the hairy details, I bet most investors who lost money trading 
VIX exchange-traded products had no idea what they were buying and selling. 
So let’s start there...

By Dan 
Ferris

https://americanconsequences.com/end-of-the-anti-fear-trade/
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The VIX is the result of a mathematical 
calculation designed to reflect the future 
volatility of the S&P 500 Index. Volatility is 
the size of price swings. Big price swings equal 
high volatility. Small price swings equal low 
volatility.

The VIX is called the “fear gauge” because it 
moves up a lot only when the S&P 500 moves 
down. Most equity investors don’t normally 
own put options or sell short stocks (two ways 
to bet on lower stock prices). They’re totally 
exposed to the downside with no protection.

So when stock prices drop, they get scared, 
rush into the market, and buy put options to 
protect against further losses. That quickly 
shoves put-option prices higher, causing the 
VIX to move up sharply.

That’s why the VIX works so well as a fear 
gauge, rather than a way to measure the size 
of market moves regardless of direction.

The volatility index tied to oil, for example, 
behaves differently because a falling oil price isn’t 
bad for everyone in the market. It’s bad for oil 
companies; it’s great for airlines. So a falling oil 
price doesn’t mean everybody starts selling oil. 
Some people buy more when it gets cheaper.

It’s only in a market like equities (where few 
participants benefit from lower prices) that a 
volatility index works well as a fear gauge.

According to the CBOE, the VIX moves 
opposite the S&P 500 about 80% of the 
time. So you’ll occasionally see the VIX 
moving in the same direction as stock prices 
during small moves. But statistically speaking, 
a bet the S&P 500 will drop a lot is a bet 

the VIX will rise a lot.

How to Calculate the VIX
We’ll keep the math to a minimum here, 

but it’s important for basic analytical 

purposes to know the VIX is a square root.

It’s the square root of the combined 

weighted averages of 150 to 200 near-term 

options and far-term options that will expire 

in more than 23 days and less than 37 days. 

(The CBOE updates the VIX options basket 

every minute.)

Those two components are added 

together, then the square root is calculated 

and multiplied by 100 to attain the 

annualized VIX number you see quoted 

every day. Though this number is an 

annualized percentage, it’s traditionally 

published without a % symbol.

Say this calculation gives you a VIX of 20. 

That means the market expects the S&P 

500 to move up or down at an annualized 

rate of 20% over the next 30 days.

To partially avoid the complex math 

involved in the VIX, you can use the trader’s 

“rule of 16” – in which you divide the VIX 

by the square root of 252, the number of 

trading days in a year. That’s approximately 

16. And you also need to understand the 

VIX is stated at a 68% probability. (For math 

geeks, the VIX is assumed accurate to 

one standard deviation. For the rest of us, 

that just means that it’s assumed there’s a 

68% chance the amount of implied future 

volatility expressed will occur.) So going 

back to our example...

At 20, the VIX says there’s a 68% chance 

(one standard deviation) the S&P 500 

will rise or fall by 1.25% (20 divided by 16) 

tomorrow.

THE END OF THE ANTI-FEAR TRADE
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WHY THE VOLATILITY GAUGE IS 
ITSELF VOLATILE...

As you can see from the below chart, the VIX 
itself is fairly volatile...

Even in the relative lulls of the 1990s, early 
2000s, and since about 2013, it was normal 
for the VIX to spike upward frequently as the 
fearmongering headline of the moment easily 
influenced jittery investors.

Perhaps the most salient feature of the VIX’s 
historical chart is not the spikes, but its long-
term sideways motion. It seems to spend 
most of its time between 10 and 20. This too 
suggests that being a VIX contrarian can yield 
large profits – buying when it’s down around 10 
and shorting any big upward spikes above 20.

Lately, it seems the vast herd is convinced 
equity prices won’t fluctuate much in the 
future... though the recent huge upward spike 
could be the rude awakening they’ve failed 
to anticipate – signaling a period of greater 
volatility to come.

Over the long term, 
the VIX is virtually 
guaranteed to find new 
highs, new lows, and 
new periods of extended 
stays at some particular 
value – just as you’ll 
eventually see longer 
streaks of heads and 
tails the longer you flip 
a coin. We can’t know 
when those extreme 
values and extended 
lulls will happen.

Is it unreasonable to expect the VIX to settle 
in at some lower level, at least for the next 
few years? Not at all. Is it unreasonable to 
expect more huge spikes like today in the next 
few years or even a generally higher level of 
volatility? Not at all.

So while I’m not interested in trying to 
predict the VIX or any other market...  
the behavioral advantage tells me to 
do the opposite of the vast herd. Now 
is the time to construct an investment 
portfolio so well balanced, it can 
withstand or even benefit from higher 
volatility ahead.

WHAT THE HERD IS DOING, 
AND WHAT YOU SHOULD DO 
INSTEAD

Before February 5, the herd wanted to 
be short volatility. That means it expected 
fear to decrease or at least remain low and the 
S&P 500 to climb.

VOLATILITY INDEX (1990-2018)

THE END OF THE ANTI-FEAR TRADE
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crashed more than 80% in after-hours trading. 
It closed at $7.35 the next day, a 93% drop.

Products like XIV have a provision that if 
they fall more than 80% in one day, they 
have to liquidate. Credit Suisse, the company 
that issued the product, knew the worst 
possible outcome was probable. It included 
the following language in the June 2017 XIV 
prospectus, which it bolded and underlined 
so nobody would miss it...

The long-term expected value of your 
ETNs is zero. If you hold your ETNs as 
a long-term investment, it is likely that 
you will lose all or a substantial portion 
of your investment.

There are 64 occurrences of the word “zero” 
in the XIV prospectus, each one making clear 
this type of product can go bust. You had to be 
illiterate or financially suicidal to own XIV.

Not to mention, ETNs like this are essentially 
a scheme big banks run to borrow money 
they’ll never have to repay...

XIV is a debt instrument. When you buy it, 
you’re lending Credit Suisse money. You’re 
agreeing that you’ll never get an interest payment 
and that your principal will likely go to zero.

Most retail investors don’t read prospectuses. 
They didn’t know XIV could go to zero. And 
they got into it with everything they had...

At least one person on social media site 
Reddit’s “Trade XIV” group managed other 
people’s money and apparently had a lot of it 
in XIV. He posted the following...

I’ve lost $4 million, 3 years’ worth of work, 
and other people’s money. Should I kill myself?

The herd looks in the rearview mirror and  
sees calm in the immediate past. And, 
indulging its recency bias, the herd expects 
more of the same.

But shorting volatility as a strategy is a lot like 
picking up nickels in front of a steamroller. 
You make a little bit of money... until you get 
crushed.

And the herd’s belief is that “the trend is its 
friend.”

They feel good. After all, they had been right 
about low volatility since the “Brexit” spike in 
late June, and generally right about volatility 
since about 2012. So they stuck with the 
short trade...

Until, that is, they wound up like the 
proverbial turkey who sees the farmer as a 
benefactor, providing him with ample food, 
water, and shelter in a peaceful, pastoral 
setting – until Thanksgiving comes around 
and the turkey is, as it were... ruined.

Only highly experienced traders have any 
business messing with the VIX. At best, a VIX 
bet is a hedge. At worst, it’s a gamble.

So before you click “buy” or “sell” on a VIX 
trade, you’ll want to think about where it is 
today versus where it has been and where it 
might be headed in the future...

And as I said earlier, February 5 marked 
a day of massive losses for many 
“volatility investors.”

Take the VelocityShares Daily Inverse VIX 
Short-Term ETN (XIV), for instance – the 
short VIX exchange-traded note (ETN). XIV 
closed at $99 on Monday, February 5... but 
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I started with 50k from my time in the army 
and a small inheritance, grew it to 4 mill 
in 3 years of which 1.5 mill was capital I 
raised from investors who believed in me... 
The amount of money I was making was 
ridiculous... Was planning to get a nice 
apartment and car or take my parents on 
holiday, but now that’s all gone.

What’s worse is that this won’t be the last time 
that volatility investors get crushed.

Higher volatility lies ahead. And even those 
who didn’t get crushed this year aren’t out of 
the woods.

The VIX can and will go much lower and 
much higher. It’s just a matter of when. When 
it goes much higher than it ever has, the VIX 
shorts will get crushed – again.

HIGHER VOLATILITY AHEAD

Long-duration assets like stocks and long-
term bonds are still way overvalued. The 
longest-term cash flows in any reasonable 
valuation model for those assets have the 
lowest value because time adds risk. You can’t 
predict the future. So you can’t predict you’ll 

receive that cash flow at all, let alone the 
amount you expect.

Even with the most recent volatility, stocks are 
still within spitting distance of all-time high 
valuations. Those future cash flows are valued 
way too highly. That’s why you saw the huge 
volatility spike this February. And that’s why 
there are many more spikes to come over the 
next couple years.

I continue to recommend three primary 
actions for you today. These guidelines should 
help you take advantage of higher volatility 
while muting its effects on your portfolio...

First, hold plenty of cash. This is the 
easiest way to reduce risk of permanent loss 
and volatility in an equity portfolio. Having 
plenty of cash will let you take advantage of 
lower asset prices after volatility has done  
its damage.

Second, sell short the stocks of weak 

businesses in weak industries.

Third, buy only when you find a good 

business trading at a reasonable 

discount to intrinsic value.

Dan Ferris is the editor of Extreme Value, 
a monthly investment advisory that 
focuses on some of the safest and yet 
most profitable stocks in the market: great 
businesses trading at steep discounts...

His strategy of finding safe, cheap, 
and profitable stocks has earned him 
a loyal following – as well as one of 

the most impressive track records in 

the industry. And his work has been 

covered extensively in Barron’s and other 

respected news outlets. He recently 

recommended a stock that could make 

you 20 times your money over the long 

term, with minimal risk. To learn the 

details, click here.
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R egulators, central banks, and politicians are all 
shocked!! by the volatility that we have seen recently 
in the markets. And they’re searching for big, bad, 
nasty financial-institution culprits who must be making 
themselves rich by creating instruments that have taken 
advantage of retail investors and magnified liquidity.

The reality is that this situation is far more complex. Yes, the change 
in the underlying structure of the financial markets has materially 
increased short-term volatility. But it’s the systemically risky actions of 
central banks and politicians that have created an environment with 
the potential for long-lasting reductions in value for virtually all asset 
classes. And it’s that environment and the very real fear of adverse 
outcomes that’s driving heightened volatility in markets.

Let’s start our analysis of heightened volatility with the implications 
of current policy and then examine the subtler implications of the 
evolution of the structure of markets.

INSIGHT FROM 
CHIEF RISK 
OFFICERX

CLICK HERE TO 
READ THE WEB VERSION

https://americanconsequences.com/volatility-insight-from-our-crox/
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Irresponsible Central Banks and 
Complicit Politicians 

Central banks keeping interest rates at 
historic lows for prolonged periods of time 
to avoid recessions and create growth seems 
like a great idea... unless it comes at the cost 
of unprecedented market participation by 
those banks.

In Japan, almost all of the new government 
debt is purchased by the Bank of Japan 
and held on its balance sheet. While this is 
quantitative easing taken to the extreme, 
similar (although less all-encompassing) 
constructs have been at work with European 
central banks and the Fed, with quantitative 
easing broadened to include purchases 
of other asset classes such as mortgages, 
corporate debt, and even equities.

The danger of this is that we have created a 
system of distorted values across virtually all 
asset classes. Very low interest rates change 
expectations of return and drive valuations 
higher. Discounting cash flows at 3% instead 
of 6% doubles the valuation.

Why is this a problem? Because the activities 
of the central banks are sustainable only if 
we live in a world where their ability to print 
currency is infinite – and without a change in 
the currency’s value. Indeed, this has seemed to 
be the case over the last 30 years in developed 
countries. And many economists will try to 
convince you that it can continue indefinitely. 
It cannot.

There are many, many frightening cases 
of this story not ending well. Inflation in 
that economic-disaster zone, Venezuela, 

is currently running at an annual rate of 
more than 4,000%. Argentina and Brazil – 
two countries that should be much richer 
than they are – have both suffered multiple 
episodes of hyperinflation. In Germany, 
during the Weimar Republic, such inflation 
had catastrophic effects not only on asset 
valuations but on societal structures and 
political systems.

Investors feel this fear of inflation acutely 
and as a result many have become central-
bank watchers. The analysis of an individual 
company’s relative performance matters less 
for its valuation than the implications of 
heightened interest rates on that valuation.

Investors are truly in a damned-if-they-do and 
damned-if-they-don’t world. Betting against 
the central banks’ ability to print money 
continuously without reducing its value 
has been a fool’s errand for 30 years. And 
those who made that bet are now no longer 
managing money.

At the forefront of investors’ minds is the 
very real fear that at some point the 30-
year lowering of rates must end. Then the 
effects of central bank market participation 
will create a rapid change in the supply and 
demand equation for government debt and 
drive rates higher and asset values lower. 
Investors hold stocks and bonds but are 
ready to react at the first whiff of a back-
up in rates. This is a recipe for heightened 
volatility that will, absent a severe market 
correction, continue unabated.

The danger  
of this is  
that we have 
created a 
system of 
distorted 
values across 
virtually 
all asset 
classes. Very 
low interest 
rates change 
expectations 
of return 
and drive 
valuations 
higher. 
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The Evolution of Volatility

Well into the late 1980s, there were 
significant frictional costs in trading stocks 
and bonds. The costs came both in dollar 
terms and in terms of the technology 
used. Back then a certificate would have 
to be found, notated, and delivered to the 
window at the exchange, then traded, then 
reissued – pretty painful stuff. Today all 
that happens in the blink of an eye with 
frictional costs in time, money, and effort 
so small that I would almost say we are 
frictionless.

Many brokers offer free trades on the 
retail side, and on the wholesale side 
very large blocks trade today for very 
low cost. And on the physical side... 
The physical side no longer exists!

Delivery and notation of certificates 
has been replaced by electrons flying 
through space with instantaneous 
outcomes, and by assets moving 
Harry Potter-style through the 
air from one account to another. 
Shorting stocks has become far 
easier, with many instruments 
available so that one can 
synthetically reproduce the 
outcome.

News cycles have gone from 
lengthy to instantaneous, and the 
proliferation of market “news” 
programs has made everyone aware 
of what is happening at all times.

Consider broad-base challenges today. 
Everyone can get in or out of markets in a 
heartbeat. Also, the instruments available have 
changed... You can buy and sell the index... 
futures on the index... in a nanosecond... You 
get the idea.

In 1929, if you wanted to lever a stock you 
had to borrow the money to do so. Of course, 
in those days there was virtually no constraint 
on how much money you could borrow. 
Today, you can only borrow 50% of a stock’s 
value, but the margin process remains every 
bit as volatile.

As stocks fall, you must instantaneously post 
collateral. Pooled investments in “40 Act” 
funds routinely carry leverage through the 
so-called “130/30 Strategy” of using proceeds 
from short sales to go long on stocks that are 
supposed to outperform the market.

Why is leverage a problem? Because it creates 
irreversible trends when prices start to fall. As 
the market declines, people are forced to sell 
to cover collateral calls. One type of forced 
selling begets other types... sales by individual 
investors who put in stop-loss provisions 
to sell an asset when its value falls 10 or 20 
percent. Another type is sales by volatility 
funds controlled by the idea that when the 
VIX climbs above a certain level, you sell. 
Or sales resulting from the algorithm that 
tracks 200-day moving averages, or from 
any of the other “technicals” that supposedly 
indicate when to buy or sell. Plus, you’ll have 
sales from programmatic trades that follow 
valuation metrics. And so on...

Nearly every wholesale market participant has 
some version of an “automatically triggered 

INSIGHT FROM 
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OFFICERX
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sell.” And also, of course, an “automatically 
triggered buy.” Leverage pulls one trigger. 
Then an algorithm pulls the other. Volatility 
comes at a machinegun rate.

Yet it is important to remember what drove 
these changes and who has benefited. The 
drive to reduce the frictional costs in trading 
and execution has ultimately benefited the 
retail investor. NYSE specialist firms and 
floor brokers with seats on the exchange 
have become largely irrelevant to the market 
and wholly irrelevant to the economy. Large 
broker-dealer firms have watched the bid-
ask spreads shrink to where it is almost 
impossible to make a living in the execution 
business. The beneficiaries of this are, in the 
end, investors.

Digitalization of order flow and stop-
loss orders have, again, reduced the cost 
for investors while creating dynamic risk 
protection schemes as markets decline.

Algorithm and volatility fund investment 
schemes are another means for end investors 
to participate in markets while managing the 
risk of a potential decline.

So, while frictionless market participation, 
digitalization, and the proliferation 
of downside protection schemes have 
undoubtedly increased short-term volatility, 
they have also made markets more democratic 
and safer. Yes, the chances for short-term 
market dislocations have increased, but the 
ability for markets to repair themselves has 
expanded.

The good news is that while the changes 
in market structure have and will continue 

to exacerbate short-term market volatility, 
the chances of these changes leading to 
lower valuations through time are very 
low. In fact, it is far easier to make the 
argument that valuations will be higher due 
to the democratization of markets and the 
confidence given to investors by their ability 
to manage downside risk.

The bad news is that it is hard to see an 
end to the heightened volatility brought 
on by central bank and policy actions over 
the last 30 years. And, what’s worse, those 
actions have the very real potential to convert 
heightened short-term volatility into a very 
long period of reduced valuations which will 
have real consequences for the economy.

James Stevenson / The New Yorker Collection/The Cartoon Bank
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STRIKE!!!STRIKE!!!
US!Who pays income tax?

Us, and almost nobody but us.
“Us” being the kind of people who read 
American Consequences.

People who make more than $134,299 a year 
pay 83.9% of U.S. individual income tax. 
(Add those who make more than $79,499 
and it’s 97.3%.)

WE PAY ALL THE INCOME TAX.

Only about 27 million of us – in a nation of 
325.7 million – are shelling out that 83.9%. 
Each of us is carrying the freight for eleven 
other people.

And we’re getting a damn bad deal for our labors.

America’s infrastructure is crumbling.

America’s public education system stinks.

America’s military is splendid but underpaid 
and overstressed.

America’s national debt is soaring.

America’s Social Security and Medicare 
programs are woefully underfunded.

Crime is prevalent. America’s murder rate is 
4.88 per 100,000 population compared to a 
rate of 1.58 in France, 0.92 in the U.K., and 
0.31 in Japan.

Poverty is prevalent too. America, the richest 

nation in the history of the world, has 43.1 
million people living in poverty. Meanwhile 
our federal government spends $729 billion a 
year on poverty programs – $16,914 per poor 
person when the “poverty threshold” for a 
household of two is $16,240.

Furthermore, our borders are not secure. 
(Lena Dunham swore she’d go to Canada if 
Donald Trump got elected and she’s still in 
the U.S. What is ICE for?)

We work every day, all year long, 
and incompetence, malfeasance, and 
misappropriation take the profits.

Going on strike is what we Americans have 
traditionally done when our bosses are 
“Malefactors of Great Wealth” who treat the 
people working for them like dirt.

We’ve got a bunch of Malefactors in 
Washington. They may not be, technically, 
constitutionally, our “bosses,” but they 
definitely boss us around. A federal budget 
of $4.09 trillion is Great Wealth and then 
some. We’re in 24% to 37% tax brackets, so 
we certainly work for them. And they treat us 
like dirt.

Let me pause for a moment in my righteous 
indignation to point out that the “we” we’re 
talking about are not “the rich.” We ain’t rich.

Yes, $134,000 a year is better than a poke in 
the eye with a sharp stick. But a couple of 
years ago USA Today ran an interesting article 
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STRIKE!!!STRIKE!!!
By P.J.  
O’Rourke

by Howard R. Gold, “What It Costs to Live 
the American Dream.”

Mr. Gold defined “living the American 
Dream” as having enough money for a 
family of four to afford decent food and 
clothing, own their home (that is, pay off its 
mortgage), have one reasonably new car, a 
good health insurance policy, and the means 
to fund a modest retirement account and put 
away about $2,500 a year for the children’s 
education. Mr. Gold estimated the annual 
pre-tax income necessary for this dream life to 
be... $130,000.

The livers of the American Dream going on 
strike is, I know, not an original idea. Ayn 
Rand proposed it more than 60 years ago in 
her novel, Atlas Shrugged. Rand imagined 
America’s “productive individuals” escaping 
from a government run by collectivist 
“looters” and hiding out somewhere in the 
Rockies in a place called “Galt’s Gulch.”

Forget Galt’s Gulch. And, anyway, the 
Obama administration probably declared it a 
National Historic Landmark and posted park 
rangers to keep us out.

We’ll stay put. We’ll just quit working. And 
we’ll get by.

We’ve got some physical skills and mental 
resources or we wouldn’t be pulling down 
$134K. We’ll move into the RV or the 
lake cottage or the duck blind. We’ll go off 
the grid. We’ll homeschool the kids. We’ll 

trade. We’ll barter. We’ll dust off grandpa’s 
moonshine still. We’ll grow vegetables on the 
front lawn and graze cattle in the backyard. 
We’ll go hunting and fishing. (My bird dogs 
will love me being on strike.) Plus the pet 
rabbit looks just about the right size for the 
stew pot.

Individual income taxes provide the federal 
government with 47.3% of its revenue. 
Payroll taxes – and there won’t be many of 
those without us on the payroll – provide 
another 34.1%. And corporate taxes provide 
9.2%, but we run the corporations so scratch 
that. Let’s see how well the government gets 
by on a fraction of its revenue.

The government is already broke. Now it will 
be really broke. Congressmen will be living 
under bridges. Senators will be eating cat food. 
Cabinet secretaries, Supreme Court justices, 
Joint Chiefs of Staff, government agency 
directors, and GS-15 senior bureaucrats will be 
selling pencils on street corners.

See you on the picket line!

Come to think of it, no 
picketing. Let’s make this 
a sit-down strike. Bring 
lawn chairs. We’ll set 
up in front of the 
Treasury Department 
and watch Steven 
Mnuchin beg for 
spare change. BYOB.
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Markets aren’t supposed to work 
this way. Most economists and 
academics will tell you it can’t 

happen... The “efficient market hypothesis” 
says it’s impossible...

That’s the financial theory that professor 
Eugene Fama developed at the University of 
Chicago in the 1960s. Fama argued that no 
one can consistently beat the market, because 
prices on traded assets already reflect all 
publicly available information...

It soon became the conventional wisdom on 
markets... except it’s not always true.

The reason ideas like the efficient-market 
hypothesis gain traction is that they offer 
a kind of symmetry... And people love 
symmetry. 

Behavioral studies prove this: People with 
nearly symmetrical faces are consistently 
rated as being “more attractive.” The same 
is true for architectural designs, like bridges 
and buildings. And although we can’t prove 
it, we believe humans innately believe in 
philosophical symmetry. Most people believe 
you get what you deserve. They believe in 
some kind of cosmic balance.

The efficient-market hypothesis offers a kind 
of symmetry... a balance. The market knows 
all and accounts for everything... It is always 
in balance, at equilibrium.

 WITH FAR LESS  
 RISK THAN  SIMPLY  
 BUYING STOCKS 

By Alan 
Gula
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So what is this window exactly?

Fear in the market... measured by what’s 
called the “volatility index,” or the VIX.

The fear I’m referring to could be caused by 
anything. I’m sure you’ve seen it before...

The president makes an offhand comment 
about a certain company or sector. A 
company’s huge miss in earnings brings a 
market sell-off. A war starts... or an important 
bank defaults. Even a rumor can cause 
investors to be afraid and get out of the 
market.

It’s comforting... but the real world doesn’t 
work like that.

Asymmetries are found in almost every part 
of the natural world. Take your body, for 
example. Your left lung is smaller than your 
right lung – it’s missing one whole lobe. Your 
lungs are built this way because your heart is 
asymmetrical, too. The left side is larger than 
the right. Interestingly, almost all biological 
organisms are asymmetric in at least one 
dimension. The imbalance develops because 
of the way cells divide.

The world frequently doesn’t work 

exactly like the models suggest it 

should. Asymmetry is actually the norm, 
despite the human preference for symmetry.

In finance, one symmetry we’re taught is between 
risk and reward. This makes sense intuitively. 
And people want to believe it. It seems fair. If 
you want to succeed, surely you have to take 
big risks. But that’s complete nonsense. 

Instead, you can use what many investors call 
“risk” to make triple-digit profits. But only if 
you know where to look...

PEERING INSIDE THE ‘ALPHA 
WINDOW’

I call it the “Alpha Window.” It’s an event 
that happens only about 1% of the time the 
markets are open. And when it does happen, 
it only stays open about five days, on average, 
since we started using this strategy in 2012.

You see, this window opening reflects 

an unusual, dramatic mispricing in the 

options market.

Any of these events can cause the market’s 
volatility to spike. That’s why we call the VIX 
the stock market’s “fear gauge.”

The VIX tracks the prices of options on all the 
companies in the benchmark S&P 500 Index.

When the VIX spikes, it shows that investors 
are worried and willing to pay a lot more for 
options with downside protection.

That’s the sweet spot for this Alpha Window.

Increased volatility means that the higher 
the VIX goes... the bigger the difference 
between some call and put options 
on certain stocks. In this environment, 
you can make a lot of money on these huge 
mispricings... 

If you want to succeed, 
surely you have to take  

big risks. But that’s 
complete nonsense. 

USE VOLATILITY TO MAKE TRIPLE-DIGIT GAINS
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FEBRUARY’S VOLATILITY SPIKE

It’s hard to pry investors away from one of the 
market’s best-performing assets when it’s rising.

In February 2016, the U.S. stock market hit 
a bottom. From there, the S&P 500 gained 
more than 50% to the end of January 2018. 
It was an impressive move.

During most of that time, the market was 
as calm as a millpond. The VIX hadn’t risen 
above 20 since November 2016.

Remember, as we said earlier, the higher 
the VIX, the more people are willing to pay 
for downside protection in the form of put 
options... and the more nervous they are 
about the market.

But for more than a year, investors had 
nothing to worry about.

They were so confident that “shorting 
volatility” – betting that the VIX would 
continue lower – became a popular trade. 
And one of the most popular short volatility 

products made the S&P 500’s 50% gain seem 
pedestrian. It rocketed 686% higher from 
early 2016 to the end of January this year.

But in February, the tide turned... The stock 
market began pulling back, and the selling 
intensified. On Monday, February 5, the S&P 
500 closed with a loss of 4.1% – its largest 
percentage decline since August 2011.

Amid the stock market rout, the VIX spiked 
to more than 38 on Monday afternoon. In 
one trading day, the index had more than 
doubled. It was the largest one-day 

increase in the VIX’s history.

Anyone betting on declining volatility was 
crushed. In particular, the VelocityShares 
Daily Inverse VIX Short-Term ETN (XIV) 
and the ProShares Short VIX Short-Term 
Futures (SVXY) were both popular products 
designed to short volatility.

On February 1, these two products had a 
combined $3.5 billion in assets. As of the 
close on February 5, they had just $135 

CHECK OUT OUR LIBRARY OF PAST ISSUES. 

CLICK 
HERE
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million. The spike in VIX futures had 

wiped out more than 96% of their value.

And investment bank Credit Suisse – the 
issuer of XIV – decided to “kill” the product. 
Basically, any daily decline in indicative value 
greater than 80% can trigger a redemption – 
as stated in the product’s prospectus. 

Meanwhile, SVXY lives on... although 
everyone holding it had their position 
obliterated.

And the spectacular short-volatility blowup 
is actually good for anyone interested in the 
Alpha Window we mentioned earlier. Now 
that the risks of recklessly selling volatility 
have been laid bare, we should start to see 
these Alpha Windows open more often... 

THE MARKET ISN’T FAIR

The richest investors rarely do things that are 
“fair”... In fact, many very wealthy people 
have made a lot by financing companies 
directly on terms that were absurdly unfair. 

The more unfair, the better. 

Typically, companies that need a lot of capital 
(say, to drill a new oil well or find a new gold 
mine) will sell stock directly to individuals at 
a price that’s well below the market price of 
the stock. So if the shares are trading at $10, 
the financing might close at $8. Right off the 
bat, these private financiers are taking far, far 
less risk than buying the shares in the market.

But that’s not the only advantage. They also 
demand (and usually get) free warrants in the 
stock. A warrant is like a call option issued 
directly by the company. As you may know, 
the price of an option is determined in large 
part by the expected volatility of the stock. 
An option on a highly volatile stock is worth 
a lot. And these folks get them for free as part 
of the deal. They’re taking a lot less risk than 
regular investors.

In these deals, there’s tremendous financial 
asymmetry. They’re buying stock at less than 
the market price. They’re getting a call option, 
for free. If the stock simply stays where it is, 
they’ll make a small gain. If the stock goes 
up a lot, they’ll make a fortune. 

You don’t need many deals like these to pan 
out well to earn a significant fortune in the 
market. I happen to know a few guys who’ve 
done it... several times.

But the beauty of this Alpha Window strategy 
is that it’s a way for regular, individual 
investors to do the same kind of thing.

We already know the vast majority of 
investors – probably about 90% – will 
never believe what we’ve discovered. They 
will continue to believe that risk is always 

Hank Blaustein | © 2017 Grant’s Interest Rate Observer. 
Used by permission. www.GrantsPub.com

USE VOLATILITY TO MAKE TRIPLE-DIGIT GAINS
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balanced with reward. That’s what makes 
sense. That’s what their broker told them. 
That’s what the finance professors teach. 
Except, again, it’s simply not true.

The Window we’ve found gives almost any 
investor... at almost any time... on almost any 
stock he wants to own... the opportunity to 
invest with lower risk and earn profits that are 
far greater than what’s possible by just owning 
the stock outright.

The best part is that almost any investor can 
take advantage of this anomaly to amplify the 
gains you might make on stock investments... 
potentially big triple-digit gains on margin. 
And you can do it without taking on any 

more risk than you would by simply 

buying the common stock – less risk, in fact.

A SIMPLE STRATEGY TO PROFIT 
FROM VOLATILITY

To take advantage of this, you only need to 
learn a single, simple options-trading strategy. 

Many individual investors tune out 
immediately when they hear “options.” “It’s 
too risky,” they say. “It’s too complicated. 
It’s not for me.” Please don’t give in to 
these common objections... They’re false 
and usually proffered by people who know 
nothing about options. 

Understand that options are simply contracts 
that give the owner the right (but not the 
obligation) to buy or sell an asset (in this case, 
stocks) at a predetermined price by a specific 
deadline.

That’s it... stock options are just that – the 

option to buy or sell a stock. Options that give 
the holder the right to buy a stock are called 
“calls” – as in you “call away” someone else’s 
shares. Options that grant the holder the right 
to sell a stock are called “puts” – as in you are 
“putting” your shares to another investor.

In simple terms... a trader buys a call if he 
thinks a stock is headed higher, so he can buy 
shares at a lower-than-market price. He buys a 
put if he thinks a stock is headed down, so he 
can sell shares at a higher-than-market price. 
All else being equal, the price he pays is based 
on how much the market expects the stock to 
move in the future...

Since puts and calls based on the same 
underlying stock are subject to the same 
volatility you would think they should be 
priced the same. That’s what the conventional 
wisdom would tell you...

But that’s not how it works.

Just log onto Yahoo Finance, and look up any 
of your favorite stocks... Microsoft, Hershey, 
Walmart... Find where they list options prices 
and scroll through. Calls and puts with the 
same inherent value trade for different prices. 

Almost any investor can 
take advantage of this 

anomaly to amplify the 
gains you might make 
on stock investments... 

potentially big triple-digit 
gains on margin. 
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Why is that?

Fundamentally, people are more scared 
of losing money than they are attracted 
to the promise of making lots of it. That’s 
why they pay more for the protection of puts 
than the promise of calls. Their twin emotions 
of fear and greed are out of balance... They are 
asymmetrical.

And in times of high levels of fear in the 
market, these gaps can widen to outrageous 
levels.

As simple as that sounds, it gives you a very 
powerful way to reduce your risk... collect 
income from your trading... and set yourself 
up for outsized gains down the road.

This strategy is very simple...

We find stocks we love... that’d we’d want to 
own for the long term. Then, we buy a call to 
capture the upside potential AND we sell a 
put to protect our downside.

That does mean that you need to have 
approval with your brokerage firm to sell 
uncovered puts. Brokerages typically require 
a minimum level of capital and experience 
before allowing clients to sell options. The 
application process is not onerous. It usually 
involves filling out a simple disclosure 
document.

Our goal is to increase the returns 
on margin we’re able to earn on our 
highest-conviction ideas. And at the same 
time, we’re lowering the risk we take to open 
a position.

The way to leverage our ideas is by buying call 
options. Call options give investors huge upside 
potential, while limiting risk to the premium 
paid for the option. (Remember, if the price 
of the underlying shares rises above the strike 
price on the call... we can buy the stock in the 
future for less than the market is asking...)

We pair our purchase of calls on these 
recommendations with the sale of a put. 
Doing so not only allows us to finance the 
purchase of our call option... It also provides 
us some upfront income and mitigates 
our risk.

Ultimately, this strategy is a way to boost your 
gains (and income) from many of the safest, 
most conservative stocks in the market... with 
even less risk than simply buying those same 
stocks. Once you know how to make this 
trade, you might not want to do anything 
else.

Alan Gula bought his first stock at age 
14. He was immediately hooked and 
knew he wanted to pursue a career in 
finance. He’s worked at Goldman Sachs 
and Barclays Investment Bank and 
was a statistical arbitrage trader at an 
independent proprietary trading firm.

Today, Alan is the editor of Stansberry 
Alpha, a newsletter dedicated to a little-
known trade in the options market... 
which brokers are very hesitant to talk 
about, and may even try to keep off-
limits from you. If you’re interested in 
the specific trades, click here for more 
information about Alan’s service.

USE VOLATILITY TO MAKE TRIPLE-DIGIT GAINS
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Is Doug Casey the last honest millionaire in America? 
 
Or do his deepest thoughts on money and politics make him highly irresponsible?  
 
You see, this two-time New York Times best-selling author has just released a ‘dangerous’ new 
book deemed ‘too hot’ for mainstream publication... 
 
Casey, a multi-millionaire and investing legend, doesn’t pull any punches when it comes to 
“political correctness”...  
 
From the corruption of the federal government:  
 

Politics produces nothing; it’s all about who decides who gets what at whose expense. 
(pg. 48) 

 
... to Trump and Russia:  
 

One of the things I liked about Trump was that he seemed to want a détente, to even 
be friendly, with the Russians. Which would be smart... (pg. 140) 

 
... to traditional values: 
 

Without Western ideas the whole world would resemble Africa, or Cambodia, or 
Mongolia—not even today, but 200 years ago. (pg. 22) 

 
... to our economy: 
 

I like living in a financial bubble. It’s pleasant... but it’s a fool’s paradise. There are a lot 
of problems, and they’re bubbling to the surface. (pg. 93) 

 
Doug tells it like it is. 
 
This is the conversation you wish you could have about America. 
 
Sadly, we are living in a time when people feel pressured into staying silent... or outright lying 
out of fear of retribution. 
 
That’s why Doug has made a promise to send an exclusive copy of this book to every real 
American with a valid address (while supplies last). Click here to learn more... 
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OF RISING VOLATILITY
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Q: Stocks have marched higher for the 
past nine or so years. It has been a historic 
move, but folks on Wall Street have 
mixed opinions whether the bull market 
can continue for much longer. Where do 
you think we are in this bull market?

MATT WEINSCHENK: It’s funny you ask, 
actually...

In January, the S&P 500 Index peaked 
at 2,872.87 before falling to 2,581.00 on 
February 8. That’s a 10% drop. Of course, I 
didn’t have a crystal ball. But I knew that the 
market was overdue for a pullback.

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. 

A good rule of thumb is that you shouldn’t 
try to trade around typical market corrections 
of less than 20%. One, it’s hard to do. And 
two, you have to pay taxes on your gains. 
This means you have to time the correction 
and the rebound exactly right to make it 
worthwhile. Nobody can do that consistently.

Plus, it’s highly unlikely that we’ll see a 20%-
plus correction without a recession happening 
as well. I’ve seen the numbers on this and 
it’s rare. Going back to 1939, the market 
has pulled back more than 20% without a 
recession just five times, or once every 15 years.

When you look at economic growth, 
employment, and consumer activity, it’s 
unlikely we’ll see a recession coming within at 
least a year, maybe longer.

Q: Where should the average investor 
be looking when things get volatile? Is 
there still room to profit?

MATT: In sideways markets, selling options 
can generate steady streams of income on 
stocks... even if they go nowhere. So while 
regular shareholders aren’t making any money, 
trading options allows you to make more 
money on the exact same stocks. 

But when markets get choppy, you can use 
options as an opportunity to buy stocks at a 
discount. Higher volatility means that options 
prices rise, which means you can earn higher 

AN INTERVIEW WITH MATT WEINSCHENK, 
SENIOR ANALYST, RETIREMENT TRADER
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payouts. In other words, if stocks are falling 
and investors are getting worried, you can get 
paid more for your troubles.

Right now, we’re in a transitional period. We 
had a long stretch of low volatility, but things 
started to look rocky again when the market 
pulled back in February.

Q: So there’s even more volatility coming?

MATT: Volatility tends to “cluster.” When 
markets get volatile, they tend to stay volatile. 
After all, what makes people scared and think 
about selling? Other people being scared and 
selling.

That’s part of why we saw such a long, 
unprecedented period of calm in the market. 
Quiet markets lead people to expect quiet 
markets. Investors become complacent. Stocks 
and valuations rise. But higher valuations and 
complacency in the market means that when 
stocks begin to pullback, investors panic.

Based on history, I expect higher levels of 
volatility over the next couple of months.

Q: So what mistakes are investors 
making right now? And does trading 
options work when volatility is low?

MATT: Investors always want big returns. But 
they have it all backwards.

Their No. 1 priority should be to never lose 
money. By hitting singles and doubles rather 
than swinging for the fences on every trade, 
you’re able to make reasonable gains over and 
over again. Small wins can really add up over 
the course of a year or more.

When people talk about low volatility, they’re 

talking about the CBOE Volatility Index (or 
“VIX”), which measures the overall volatility 
of the market. That has been extremely low 
for a few years now.

But the VIX isn’t the only way to gauge 
volatility. You can still find quality companies 
that have higher-than-average levels of volatility. 
When you spot one, options can generate big 
returns if you know what to look for.

Q: Why do you think more people don’t 
trade options?

MATT: People don’t take enough control of 
their finances in general. And when they have 
to learn something new and foreign, forget 
about it.

At first, options trading doesn’t make sense to 
folks. But it doesn’t take long for everything 
to click, and for people to realize it’s basic 
math... And once you get your account set 
up, it’s as easy as trading stocks.

The other problem is that most people use 
options in the wrong way. They do it to 
increase their leverage to try and hit home 
runs in the market. It’s easy to blow your 
account up that way.

Used properly, options can actually reduce the 
risk in your portfolio. Because you’re getting 
paid to put these trades on, it lowers your cost 
basis. Instead of buying a stock for $100 and 
hoping for the best, you can buy a stock for 
$100 and get paid a few dollars to agree to 
sell it to someone else at a higher price down 
the road. You’re able to pull income out of the 
market and put it right into your pocket. That 
helps keep your win rate high and your losses 
small.

PROTECT YOUR PORTFOLIO

Investors 
always want 
big returns. 
But they 
have it all 
backwards.

Their No. 
1 priority 
should be to 
never lose 
money.
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If everybody tried trading options this way – 
the right way – from the start, I bet a lot more 
folks would do it.

The key is to only trade options on companies 
you’d be happy to own... companies you’re 
going to want in your portfolio next month, 
next year, or farther down the line.

Q: That makes sense. So where should 
people start? What kind of options 
should they look for?

MATT: With our strategy – and we think 
it’s the best one – you’d look for trades that 
expire about two months down the line. 
That’s because the best rate of time decay (or 
“theta”) in options occurs between six and 
eight weeks before expiration.

Q: Can you walk us through a real-life 
example?

MATT: Sure. Back in December, I noticed 
a high-quality company that investors had 
given up on. It was railroad operator CSX. 
Railroad stocks perform well when the 
economy is humming along, because more 
economic activity means more “stuff” gets 
shipped. However, the CEO had unexpectedly 
passed away... and the stock tanked.

At the time, you could buy CSX for $55.66 
per share. Let’s say you bought 100 shares at 
the time for a total of $5,566. This number is 
important, since one options contract requires 
100 shares of stock.

So right after buying your shares, you could 
sell a $55 call option on your stock for $2.84. 
This option gives someone the right to buy 
your shares for $55 per share any time over 

the next two months. You collected $2.84 
per share ($284 per contract) for selling that 
right. That gave us an initial outlay of $52.82 
(the $55.66 stock price minus the $2.84 we 
received from the call premium).

By February, CSX was trading for more than 
$55. So you would have sold at $55 and kept 
the $284 you got for selling the call.

Because you sold covered calls with a strike 
price below the share price, you lost $0.66 
per share when they were called away from 
you. So your net gain was $2.18 (the $2.84 
premium minus $0.66 per share), or $218 
with your 100 shares. That’s a safe return of 
4.1% ($2.18 divided by the $52.82 cost) in 
less than two months.

And if CSX had been trading below $55 in 
February, you would have been able to do 
pretty much the same trade all over again 
since you kept your shares.

Do this “4.1% in two months” trade six times 
in a year and you can make 25.9%. You’d 
also collect CSX’s 1.5% dividend along the 
way. On a $25,000 stake, that would generate 
almost $6,500 a year.

Remember, this isn’t just a hypothetical. Real-
life investors closed this exact trade.

Q: We’ve talked about the upside... But 
how can you protect your portfolio from 
market dips and volatility like we’ve 
seen recently?

MATT: Stop losses are essential. Between 20% 
and 25% is a good place to start, but it really 
depends on the stock and the amount of risk 
you’re willing to take.

At first, 
options 
trading 
doesn’t 
make sense 
to folks. But 
it doesn’t 
take long for 
everything 
to click, and 
for people 
to realize it’s 
basic math... 



PROTECT YOUR PORTFOLIO

HOW STOP LOSSES WORK
An Example

Let’s take a look at another example... In this case, we’ll use a 25% stop loss.

Say you bought 100 shares of Company XYZ for $25 and sold the December 
$25 calls for $1. That means your total outlay – or what you spent to open the 
trade – is $24 (the $25 share price minus the $1 you received in premiums). The 
total cost of your trade is $2,400.

That means that if the combined value of your position falls 25%, you would sell. 
In this case, 25% of $2,400 is $600. So you would close the position if it fell to 
$1,800. This gives us a stop loss of $18 per share.

You’ll also have to buy, to close, the call if you want to close the trade, so 
you’ll have to factor that into your calculation. But for the sake of keeping the 
numbers simple, that’s how you can calculate it. The most important thing to 
remember is to sell when you hit your stop, and never share your stops with 
your broker.
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Q: Why is it important not to enter your 
stop losses with your broker?

MATT: Entering your stop with your broker is 
like playing poker with your cards facing up. 
It lets professional, high-volume traders (or 
“market makers”) know exactly when you will 
sell. These traders can move the market and 
trigger your stop losses.

Instead, we recommend using price alerts – 
either from software like TradeStops, or from 
your broker – to notify you once a position has 
hit your stop. This is a safer way to maximize 
your profits and limit your losses. And it keeps 
you in control of your investments.

Q: One last question... Can you make 
these types of trades in a retirement 
account?

MATT: The short answer is, yes.

Almost anybody can trade covered calls in an 
IRA. In tax-deferred accounts, you don’t have 
to keep track of the trade’s gains and losses for 
IRS reporting. And you don’t need to worry 
about short- and long-term capital-gains 
differences, either.

You can also sell put options, but doing that 
in an IRA can be trickier since you can’t use 
margin to boost your returns.

Q: Do you have anything else to add?

MATT: We don’t have a crystal ball, and we 
can’t know what the market is going to do 
tomorrow, next month, or next year. But if 
you trade options the right way, you don’t 
have to. You can make money if stocks are 
going up, down, or sideways. And because 

you’re trading stocks you’re happy to own, 
you can sleep well at night. This is a strategy 
every investor should be using to make a little 
extra income, whether you’re a young investor 
or a retiree.

A lot of people are sitting on huge gains from 
this bull market and don’t want to watch 
them vanish. So you can sell covered calls and 
get paid to sell your stock to someone else at 
a higher price. That’s real money going right 
into your pockets on the stocks you already 
own in your portfolio.

I love teaching people about options, and I 
hope more folks will give it a try.

Q: Thanks for taking the time to sit down 
with us today, Matt.

MATT: Sure, any time.

Dr. David Eifrig and Matt Weinschenk 
have a single goal with Retirement 
Trader: To teach regular folks how to 
safely create income in retirement by 
using the same investment techniques 
as Wall Street banks and traders.

Learn more about what they call the 
“greatest investment income strategy 
in the world” with their book, High 
Income Retirement. If you’ve been 
nervous about trading options... or if you 
aren’t sure if this income-generating 
technique is right for you... this book will 
help you overcome your fears. Click 
here to get a copy delivered to your 
door for a better price than it’s selling 
for on Amazon.

https://tradestops.com/
https://orders.cloudsna.com/chain?cid=MKT042033&eid=MKT112484&step=start&plcid=PLC033433#AST05059
https://orders.cloudsna.com/chain?cid=MKT042033&eid=MKT112484&step=start&plcid=PLC033433#AST05059
https://orders.cloudsna.com/chain?cid=MKT042033&eid=MKT112484&step=start&plcid=PLC033433#AST05059
https://orders.cloudsna.com/chain?cid=MKT042033&eid=MKT112484&step=start&plcid=PLC033433#AST05059
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WALK
 ON THE PATH TO PROFITS?  
 DON’T GET LOST! 
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The P.J.’s-many-years-of-life-experience 
definition of “efficient” is “good luck with that.”

As far as I can tell, nothing in the world is 
“efficient” – not work, marriage, children, cars, 
home, household appliances – let alone 401(k)s.

Not even my bird dog produces a desired 
effect with a minimum of effort, expense, or 
waste. The desired effect is dead pheasants. 
I’ve been training my bird dog for years. 
What she hunts for is porcupines. The vet 
bills are through the roof. And she just 
pooped on the kitchen floor.

A stock price may have just done the same 
– because of an inefficiency in the market. 

American Consequences      47

WALK If the random walk hypothesis were 
true it would put everybody at American 
Consequences (plus you, our readers) out of 
business. But don’t worry, it isn’t. The reason I 
like the random walk hypothesis is because it’s 
funny and I’m a humorist.

First there’s the notion that the stock market 
is “efficient.” Yes, free markets are a more 
efficient way to allocate capital than, for 
example, government spending. But feeding 
money into a wood chipper is also more 
efficient than government spending.

The dictionary definition of “efficient” is 
“producing a desired effect with a minimum 
of effort, expense, or waste.”

There are lots of theories about stock market prices. My favorite is the “random 
walk hypothesis.” The idea behind random walk is that the stock market is 
efficient. The price of a stock reflects everything that’s known about the stock. 
Thus, at any given moment, the price of a stock is always “correct.” New 
information about that stock will be randomly good or bad. Therefore, the 
price of a stock will go up and down randomly. You can’t beat the market!

By P.J.  
O’Rourke

CLICK 
HERE  

TO READ  
THE WEB 
VERSION

https://americanconsequences.com/random-walk/
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Better get in there and clean up!

Then there’s the proposition that future news 
about a given stock will be “randomly” good 
or bad. News may be unpredictable but it’s 
hardly random. When I get a 2 a.m. phone 
call from my teenage daughter, I may not be 
able to predict the bad news but I know it’s 
going to be bad news.

On the other hand, when I see Ed McMahon 
and the Publishers Clearing House crew 
coming up my driveway...

That’s good news for antipsychotic drug 
manufacturers. I should invest in them 
immediately because Ed McMahon is dead.

Random walk is an example of the strange 
relationship that mathematics can have to 
reality – in this case, the reality of investing.

The term “random walk” was coined by 
mathematician Karl Pearson (1857-1936), 
father of the modern discipline of statistics.

And cursed be Pearson’s name by all business 
majors who’ve been frog-marched through 
required statistics courses. Saying that a good 
grade in statistics is necessary for business 
success would make Ray Kroc (to give one 
instance of someone who never went to 
business school) flip burgers in his grave.

Pearson’s “random walk” referred to the 
outcome of a mathematical formula 
producing results that are completely random. 
It is surprisingly difficult to get completely 
random results from mathematical formulas, 
just as it is surprisingly easy to get completely 
random results from formulas for life. The 
stock market is much more predictable than 

life – as anyone, except a mathematician, can 
tell you.

(Karl Pearson, that SOB, also invented the 
mind-numbing standard deviation. I once 
asked the famed sociologist, political theorist, 
and statistician, Charles Murray why social 
scientists used the standard deviation. The 
standard deviation is “the square root of the 
variance in a data set.” The variance is how 
far the numbers in the data set are spread out 
from their average. “Why not just show us 
the numbers?” I said to Charles. “Why use 
a standard deviation?” Charles did not have 
a ready answer. He said, “Because it makes a 
prettier curve?”)

A jollier term for random walk is “drunken 
walk,” and all business majors who’ve 
managed to pass statistics should treat 
themselves to one.

The random walk hypothesis was popularized 
by Princeton economics professor Burton 
Malkiel. He and his students created an 
imaginary stock with a price of $54. Then 
the students tossed a coin. Heads, the stock 
went up a dollar. Tails, the stock went down 
a dollar. They did this 90 times and thus 
created a fictional three-month chart for the 
imaginary stock. (As you’d guess, the price 
ended up pretty close to $54.)

Professor Malkiel took the chart to a Wall 
Street technical analyst who, as technical 
analysts do, attempted to predict future 
movements of the stock based on past 
performance. Due, no doubt, to a longish run 
of “heads” toward the end of the experiment, 
the technical analyst recommended a buy.

RANDOMWALK



American Consequences      49

Prof. Malkiel and his students had a good 
laugh. In 1973 Malkiel published his book, 
A Random Walk Down Wall Street. It has sold 
1.5 million copies and is still in print.

But there’s one thing that Professor Malkiel 
and his students didn’t pay any attention 
to. They were lying. The chart they gave to 
the technical analyst was alleged to contain 
information. It contained none.

Given the shape of the graph, of course the 
analyst said “buy.” What if I called my money 
manager and said, “My son built a cold-
fusion reactor for his eighth-grade science 
project. It seems to work pretty well. MIT has 
offered him a full scholarship and wants him 
to enroll right away even though he’s only 
14. Should I spring for his $75 round-trip 
bus fare to Boston so he can give the campus 
a look?” I believe my money manager would 
tell me to buy the Trailways ticket.

If Malkiel had turned the graph upside down, 
the analyst would have said “sell.”

Good investment research and analysis exist 
to protect us from Burton Malkiel and his 
students at Princeton.

Sorry, Burton. It’s not as if you don’t have 
a point. There is truth in the random walk 
hypothesis – if you’re taking a random walk.

If you’re wandering around with no idea 
where you’re going or, for that matter, where 
you are – that is, if you’re a completely 
ignorant investor – then you are better off in 
an index fund.

It’s either that or use the full power of your 
complete ignorance to guide your investment 
decisions. In which case you’ll want to buy 
General Electric shares because they’re so 
darn cheap and because, after all, mom’s old 
avocado green 1970s top-loading GE washer 
is still chugging away in the basement. Then 
I suggest a long random walk on a short 
random pier.

 

SELL
BUY

Right Side Up

The Malkeil Heads/Tails  
Fake Stock 

Upside Down
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 TODAY’S ECONOMY IS FAR MORE  
 FRAGILE THAN YOU MAY BELIEVE... 

WHAT  
WILL  

TRIGGER 
THE  

NEXT 
CRASH 

50        April 2018



American Consequences      51

If you’re an investor, the kind of move that 
should worry you isn’t a correction like we 
saw in February. The S&P 500 Index’s 10% 
pullback was the fastest such correction ever, 
according to Ryan Detrick of LPL Financial 
Research. And the Dow Jones Industrial 
Average’s 10% correction was the fourth-
fastest since 1897.

But if you got worried then: You ain’t seen 
nothing yet.

What should concern you is a cyclical peak, 
the crumbling of a great mountain of leverage 
(margin debt), and an even greater mountain 
of speculation (not to mention a whole 
continent of mindless buying of overpriced 
tech stocks via passive index-tracking and 
exchange-traded funds).

What should worry you is a complete reset of 
the American financial system.

Our system is burdened by massive and 
unpayable public debts and governed by 
inept and corrupt policymakers. They added 
another $1 trillion to the national debt in the 
last six months.

And late last month, both houses of Congress 
were presented with a 2,300-page “omnibus” 
spending bill for the federal government. 
They were given less than 24 hours to read it 
before voting. What’s included?
•  There’s a total of $1.3 trillion in spending, 

more than in any single year in the Obama era.
•  $700 billion in spending on defense in 2018 

and $716 billion in 2019, which is more 
than 36% of the global total, according 
to Forbes, and more than the combined 
spending of China, Russia, Saudi Arabia, 

India, France, the U.K., Japan, Germany, 
South Korea, Italy, Australia, and Brazil.

•  a $200 million increase in funding for the 
IRS for a total of $11.43 billion (in 2018 
alone); $300 million in funding is dedicated 
to implementing simplified forms and 
procedures from last year’s tax cut...

•  and the border wall? It’s funded to the tune 
of $1.6 billion for a 30-mile stretch.

Does that sound like draining the swamp  
to you?

Today, our financial system is troubled. It’s a 
system where phony quantitative easing (QE) 
money has pumped up stock values by no less 
than $10 trillion over the past 10 years.

What should worry 
you is a complete 

reset of the American 
financial system.

A system where sound money is a dead 
concept and cash is headed to the gallows.

The 10% correction in February is a small 
preview of how quickly something more 
severe could happen. The speed of the move 
proves how fragile the market is. There’s more 
where that came from.

Think of this as a dress rehearsal.

Not to beat a dead bull, but the February 
correction was easy to see coming. And we’re 
not out of danger yet. If you look back at 
stocks in February, you see that all of the 
valuation metrics were off the charts.

They still are.

By Dan 
Denning

CLICK 
HERE  

TO READ  
THE WEB 
VERSION
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https://americanconsequences.com/what-will-trigger-the-next-crash/
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THE BIG ONE

And there’s plenty of reason to think there is 
room to fall.

For instance...

The market-cap-to-GDP ratio peaked 
on January 26 at 150.8%. Even after the 
correction, it stands at 143%.

Robert Shiller’s cyclically adjusted price-to-
earnings (CAPE) ratio, which looks at the 
current price of the S&P and compares it to 
average earnings over the past ten years, is at 
31.8. The all-time high is 44.19, reached in 
December 1999. Stocks are still expensive by 
historical standards. Very.

And margin debt hit $642.8 billion in 
December 2017, according to the Financial 
Industry Regulatory Authority (FINRA).

The NYSE, incidentally, no longer keeps 
margin debt data on its website. But net 

margin debt, or margin debt as a percentage 
of the total market value of NYSE-listed 
stocks, hit 1.31% in December 2017. That 
was a new all-time record. The previous 
record was 1.27% in 2000, according to 
Goldman Sachs. The data go back to 1980.

By the way, there are several versions of what’s 
called “the Buffett Indicator.” The one I prefer 
is dividing the market capitalization of the 
Wilshire 5000 (around $28 trillion) by the 
most recent nominal GDP number from the 
U.S. Bureau of Economic Analysis ($19.3 
trillion). See chart below. 

No matter which one you use, they all show 
markets being overvalued.

SOURCE OF TROUBLE

They may be boring, but if you want to know 
where trouble is coming from, you’re going 
to have to watch interest rates. The meeting 

notes from the January 30–31 
meeting of the Federal Open 
Market Committee (FOMC) were 
received “hawkishly” by investors.

By that I mean there was nothing 
in them to change the belief that 
the Federal Reserve could hike 
interest rates three or four times 
this year (presumably by a quarter 
point, or 25 basis points, each 
time).

And during his first FOMC 
meeting in March, Fed chair 
Jerome Powell did announce a 
quarter-point rate hike.

WILSHIRE 5000 MARKET CAP TO GDP

WHAT WILL TRIGGER 
THE NEXT CRASH
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Goldman Sachs reckons if the 
10-year U.S. Treasury rate gets 
to 4.25% by the end of the year, 
stocks could fall by 25%. That’s 
an overly complicated way of 
saying that debt is a drag on 
growth. When credit growth slows 
and rates go up, debt gets more 
expensive (and outstanding debt 
gets more expensive to service).

If that sounds gloomy, the below 
chart from the Fed confirms it. 
The gray lines on the chart are 
recessions. You can see that nearly 
all of them are preceded by a cycle 
of rate rises by the Fed.

We’ve had six quarter-point rises in the federal 
funds rate since 2015. How many will it take 
to cause a recession? (See chart above.)

Now is the perfect time to start 
“definacializing” your life.

That means reducing your exposure to an 
overly complicated financial system that, 
either because of outside attack or its sheer 
complexity, is prone to collapse.

FIVE WAYS TO PREPARE FOR 
THE NEXT CRISIS

Below, I’ve shared five tips for preparing for 
an uncertain future. They’re a way to help you 
prepare for the unknowable future. I practice 
these habits in my own life, and I find myself 
all the better for it.

They don’t make me any wealthier. But I think 
they may give you a bit more peace of mind 

when you’re dealing with a turbulent system.

Defer consumption no matter what. 
Save more than you think you need to. It’s 
a good moral habit, too. When you defer 
consumption, you accumulate capital. You 
resist the urge to gratify every desire. As 
the Stoic philosophers would say, you free 
yourself from enslavement to your passions.

A little walking-around money. Carry 
enough cash on you each day to eat a meal or 
get a cab ride over a long distance if you need 
to. You never know when the cash machines 
will break down or you might not be able to 
get back to your home.

Cash insurance. Have enough accessible 
savings (in cash) to survive for six months 
if you lose your job or are ill. If this seems 
insurmountable now, see rule number 
one above. Americans have fallen into the 
dangerous habit of mistaking full grocery 

FED INTEREST RATE CHANGES
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WHAT WILL TRIGGER 
THE NEXT CRASH

store shelves for wealth. We ARE a wealthy 
culture. But don’t live with “just-in-time” cash 
management.

Establish a family disaster-recovery 
plan. Each of your family members should 
know how to contact one another in the event 
of an emergency which affects any or all of 
them. They should know important phone 
numbers, addresses, and, if necessary, the 
name of a family friend or lawyer to contact 
in a legal or medical emergency.

a real crisis, the value of your portfolio may 
be the least of your problems. Like the first-
aid kit in your bathroom or the spare tire 
and road flare in your car... it’s the sort of 
thing you hope you don’t have to use... but 
shouldn’t be without...

A few things to get you started for the bug-
out bag are...

• A bag (obviously)
• Identification
• Cash
• A first-aid kit
•  Contact names and addresses of friends and 

family members
• Food and water
• Maps
• A multi-tool
• A change of clothes
• Hygiene items (toothpaste, hand wipes, etc...)

Don’t wait for the bang. Use this time to 
implement what we’ve suggested.

As I mentioned earlier, February’s correction 
was just a dress rehearsal. The main event is 
yet to come...

Dan Denning is the co-author of The Bill 
Bonner Letter. Every month, he and Bill 
Bonner pen their contrarian thinking to 
provide insights you won’t find anywhere 
else. Dan was also a founder of Southbank 
Investment Research, the leading 
independent financial publisher in the U.K.

Recently, Dan published a new book, The 
Oath to Save America, about why the next 

correction is coming... and when it does, it 
may not be an accident. The coming crisis 
may be orchestrated by a group right here 
in America. He calls them 
the “Oathkeepers.” In his 
new book, he reveals who 
the Oathkeepers are, what 
they’re planning for America, 
and what you can do about it 
today. Get the details here.

February’s correction was 
just a dress rehearsal. The 

main event is yet to come...

A “bug-out bag.” You may not have heard 
of a bug-out bag. And if you haven’t, it may 
sound a little crazy. But I can assure you it’s 
not as crazy as you think. Events that disrupt 
the routine of normal life across all of society 
rarely happen, even at the most extreme times 
in American history. But they DO happen.

The “bug-out bag” is just a reminder that in 

https://secure.bonnerandpartners.com/chain?cid=MKT348966&eid=MKT352083&step=start&plcid=PLC032767
https://secure.bonnerandpartners.com/chain?cid=MKT348966&eid=MKT352083&step=start&plcid=PLC032767


https://secure.bonnerandpartners.com/chain?cid=MKT348966&eid=MKT352083&step=start&plcid=PLC032767
https://secure.tradestops.com/chain?cid=MKT338320&eid=MKT355415&encryptedSnaid=&snaid=&step=start
https://secure.tradestops.com/chain?cid=MKT338320&eid=MKT355415&encryptedSnaid=&snaid=&step=start
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TULIP
MANIA

Right now, it’s bitcoin. But in the past we’ve had dot.com stocks, 
the 1929 crash, 19th-century railways and the South Sea Bubble 
of 1720. All these were compared by contemporaries to “tulip 
mania,” the Dutch financial craze for tulip bulbs in the 1630s. 
Bitcoin, according some sceptics, is “tulip mania 2.0.”

 THE CLASSIC STORY OF A DUTCH  
 FINANCIAL BUBBLE IS MOSTLY WRONG 

https://www.ft.com/content/b3573436-440b-11df-9235-00144feab49a
https://medium.com/@matteo.iacopini/https-medium-com-matteo-iacopini-tulipmania-2-0-e3c322f2d0e4
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TULIP
MANIA

Why this lasting fixation on tulip mania? It 
certainly makes an exciting story, one that has 
become a byword for insanity in the markets. 
The same aspects of it are constantly repeated, 
whether by casual tweeters or in widely read 
economics textbooks by luminaries such as 
John Kenneth Galbraith.

Tulip mania was irrational, the story goes. 
Tulip mania was a frenzy. Everyone in the 
Netherlands was involved, from chimney-

sweeps to aristocrats. The same tulip bulb, or 
rather tulip future, was traded sometimes 10 
times a day. No one wanted the bulbs, only 
the profits – it was a phenomenon of pure 
greed. Tulips were sold for crazy prices – the 
price of houses – and fortunes were won and 
lost. It was the foolishness of newcomers to 
the market that set off the crash in February 
1637. Desperate bankrupts threw themselves 
in canals. The government finally stepped 

By Professor  
Anne  
Goldgar, 
King’s  
College  
London



And what of the much-vaunted effect of the 
plague on tulip mania, supposedly making 
people with nothing to lose gamble their all? 
Again, this seems not to have existed. Despite 
an epidemic going on during 1636, the 
biggest price rises occurred in January 1637, 
when plague (mainly a summer disease) was 
on the wane. Perhaps some people inheriting 
money had a bit more in their pockets to 
spend on bulbs.

Prices could be high, but mostly they weren’t. 
Although it’s true that the most expensive 
tulips of all cost around 5,000 guilders (the 
price of a well-appointed house), I was able to 
identify only 37 people who spent more than 
300 guilders on bulbs, around the yearly wage 
of a master craftsman. Many tulips were far 
cheaper. With one or two exceptions, these 
top buyers came from the wealthy merchant 
class and were well able to afford the bulbs. 
Far from every chimneysweep or weaver 
being involved in the trade, the numbers were 
relatively small, mainly from the merchant 
and skilled artisan class – and many of the 
buyers and sellers were connected to each 
other by family, religion, or neighborhood. 
Sellers mainly sold to people they knew.

in and ceased the trade, but not before the 
economy of Holland was ruined.

Yes, it makes an exciting story. The trouble is, 
most of it is untrue.

My years of research in Dutch archives while 
working on a book, Tulipmania: Money, 
Honor and Knowledge in the Dutch Golden 
Age, told me a different story. It was just as 
illuminating, but it was different.

Tulip mania wasn’t irrational. Tulips were a 
newish luxury product in a country rapidly 
expanding its wealth and trade networks. 
Many more people could afford luxuries 
– and tulips were seen as beautiful, exotic, 
and redolent of the good taste and learning 
displayed by well-educated members of the 
merchant class. Many of those who bought 
tulips also bought paintings or collected rarities 
like shells.

Prices rose, because tulips were hard to 
cultivate in a way that brought out the 
popular striped or speckled petals, and they 
were still rare. But it wasn’t irrational to pay 
a high price for something that was generally 
considered valuable, and for which the next 
person might pay even more.

Tulip mania wasn’t a frenzy, either. In fact, 
for much of the period, trading was relatively 
calm, located in taverns and neighborhoods 
rather than on the stock exchange. It also 
became increasingly organized, with companies 
set up in various towns to grow, buy, and sell, 
and committees of experts emerged to oversee 
the trade. Far from bulbs being traded hundreds 
of times, I never found a chain of buyers 
longer than five, and most were far shorter.TU
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IT WASN’T IRRATIONAL 
TO PAY A HIGH PRICE FOR 
SOMETHING THAT WAS 
GENERALLY CONSIDERED 
VALUABLE, AND FOR WHICH 
THE NEXT PERSON MIGHT 
PAY EVEN MORE.
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When the crash came, it was not because 
of naive and uninformed people entering 
the market, but probably through fears of 
oversupply and the unsustainability of the 
great price rise in the first five weeks of 1637. 
None of the bulbs were actually available – 
they were all planted in the ground – and no 
money would be exchanged until the bulbs 
could be handed over in May or June. So 
those who lost money in the February crash 
did so only notionally: they might not get 
paid later. Anyone who had both bought and 
sold a tulip on paper since the summer of 
1636 had lost nothing. Only those waiting 
for payment were in trouble, and they were 
people able to bear the loss.

No one drowned themselves in canals. I 
found not a single bankrupt in these years 
who could be identified as someone dealt the 
fatal financial blow by tulip mania. If tulip 
buyers and sellers appear in the bankruptcy 
records, it’s because they were buying 
houses and goods of other people who had 
gone bankrupt for some reason – they still 
had plenty of money to spend. The Dutch 
economy was left completely unaffected. 
The “government” (not a very useful term 
for the federal Dutch Republic) did not shut 
down the trade, and indeed reacted slowly 
and hesitantly to demands from some traders 
and city councils to resolve disputes. The 
provincial court of Holland suggested that 
people talk it out among themselves and try 
to stay out of the courts: no government 
regulation here.

Why have these myths persisted? We can 
blame a few authors and the fact they were 
bestsellers. In 1637, after the crash, the 

Dutch tradition of satirical songs kicked 
in, and pamphlets were sold making fun 
of traders. These were picked up by writers 
later in the 17th century, and then by a late 
18th-century German writer of a history of 
inventions, which had huge success and was 
translated into English. This book was in 
turn plundered by Charles Mackay, whose 
Extraordinary Popular Delusions and the 
Madness of Crowds of 1841 has had huge and 
undeserved success. Much of what Mackay 
says about tulip mania comes straight from 
the satirical songs of 1637 – and it is repeated 
endlessly on financial websites, in blogs, on 
Twitter, and in popular finance books like 
A Random Walk Down Wall Street. But what 
we are hearing are the fears of 17th-century 
people about a 17th-century situation.

It was not actually the case that newcomers 
to the market caused the crash, or that 
foolishness and greed overtook those who 
traded in tulips. But this, and the possible 
social and cultural changes stemming from 
massive shifts in the distribution of wealth, 
were fears then and are fears now. Tulip mania 
gets brought up again and again, as a warning 
to investors not to be stupid, or to stay away 
from what some might call a good thing. 
But tulip mania was a historical event in a 
historical context, and whatever it is, bitcoin 
is not tulip mania 2.0.

Anne Goldgar is a Professor of Early 
Modern History at King’s College 
London, and the author of Tulipmania: 
Money, Honor and Knowledge in the 
Dutch Golden Age.

Originally published on TheConversation.com
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 IT’S EASY TO TALK ABOUT VOLATILITY  
 IN THE ABSTRACT...  IT’S A LOT HARDER  
 WHEN IT’S YOUR MONEY ON THE LINE. 

What Did 
YOU Do When 
the Market 
‘Corrected’?
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Bought on the dip, ready for the 
‘Melt Up’
I stayed the course in my seven-figure 

portfolio during the recent correction and 

even bought a few great value stocks on 

my watch list on the dip. Steve Sjuggerud 

and Porter Stansberry’s strategies have 

helped me build a solid diversified 

retirement investment program over 

the past several years. I give Stansberry 

Research highest ratings for their acumen 

and astute recommendations. Volatility 

helps differentiate those that have a solid 

strategy and believe in it from those that 

cut and run at the first sign of danger. Still 

holding for the biggest gains yet to come 

from the “Melt Up” over the next 12-18 

months. MAGA!  - PETER D.

Won’t get slaughtered 
Since we cannot predict the future, we 

can only relate to it by applying historical 

data from seemingly similar market 

conditions. That’s helpful; however, that 

will only be helpful if the future market 

responds in a way that it did in the past. 

Currently, I’m holding about 10% cash. 

The remainder is in the market using 

the TradeStops stop information and VQ 

(volatility quotient) guides as the best 

non-emotional way to make choices. I 

have a good friend who uses another 

guide, and he was stopped out of a lot of 

his positions with the 1,000-point drop in 

the Dow. Now, he’s unsure whether to get 

back into the market. I got stopped out of 

a few positions, but most have recovered, 

and I bought more shares during the dips 

A few weeks ago, we sent you an e-mail asking what you did in February as the market 
went through a major V-shaped dip... a so-called “correction,” in Wall Street parlance.

We like Matt Levine’s take on whoever the “expert” was who named a decline of 10% 
from a recent decline a correction...

What a marketing genius he or she was! Stocks are down, people are panicking in 
the streets, you walk into your broker’s office to see how bad things have gotten, you 
sit down with her, and she smiles and says “good news, your stock prices have been 
corrected. Your stocks are all correct now. Congratulations.” 

So did you stay the course with your investments? Sell some of your stocks? Buy more? 

And did worries about your portfolio keep you up at night?

Here, we’ve featured a few of your responses... 

By American 
Consequences 
Editorial Staff

https://www.bloomberg.com/view/articles/2018-02-09/can-noisy-shorts-be-secret


62        April 2018

of the stocks which did not go into the 

“red zone.” I sleep well at night, and let 

TradeStops do the heavy lifting. I’ll not be 

able to get out at the top, but I also won’t 

get slaughtered like the proverbial pigs 

either. – BRUCE J.

On a buying spree
You asked for 

feedback on 

our reaction to 

the February 

correction. We 

stayed the course 

with what we had 

and have been 

on a buying spree 

picking up some of 

Porter Stansberry’s 

recommendations. 

I am looking to 

reposition us into 

the most secure 

best companies we 

can get into. – THE 

HARTMANS

Cash on hand and waiting
I didn’t get a chance to avoid the 

correction, but I sold a little earlier of my 

[leveraged tech fund] shares and missed 

a major part of the profit. Now I have a 

big amount of cash on hand waiting for 

the next correction or retest... If you could 

share more of your opinion regarding 

market trend, it would be greatly 

appreciated. – JANE S.

Sold a third
We sold 1/3 of our portfolio so we were 

more comfortable with volatility. – LYNDA Y.

Sold most, waiting on the next 
correction
Richard Smith of TradeStops sent an 

email stating there were more signs 

pointing to a large 

correction than 

not and that he 

was happy when 

his trailing stops 

sold him out of a 

position. Based 

upon that I have 

liquidated most of 

my portfolio. I will 

re-enter after the 

next correction. – 

TED G.

China and 
conservative 
stocks
I let my financial 

advisor control my portfolio. She is both 

a lawyer and CPA and has done a good 

job. I only buy about three or four stocks 

a year and the last three were [three 

Chinese recommendations from Steve 

Sjuggerud]. I also buy conservative stocks 

on [Dr. David Eifrig’s] recommendations. 

His conservative advice fits my 

personality. – LINDA S.

“

”

Cat on a hot tin roof
I was nervous as a cat on a hot tin 
roof. High valuations on stocks, buy 
buy buy. Easy money for loans, jobs 
market has low unemployment, high 
takeovers by big company. Heated 
up economy and housing. Interest 
rates rising. So I sold about 5% of 
my portfolio and all my stocks in 
Chevron late December. Glad I did. 
So I am set for whatever comes my 
way for a few years. – R.U. (RETIRED)
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Straightforward
Stayed the course. – BEN W. 

Slept like a baby
I think you need some background in 
order to make sense out of my response 
to the February correction.

Before the Great Recession of 2007, I 
was a buy-and-hold investor, and I still 
believe in that if you got the stomach for 
it. Unfortunately, I don’t.

I held on as a market continued to 
go down further and further. Finally, I 
thought there was a good chance that we 
were going into a great depression, so I 
decided to cash out. That was at or near 
the bottom of the market.

So what have I learned from that 
miserable experience? Number one, I 
can’t be a buy-and-hold investor because 
I don’t have the stomach for it. Number 
two, I must have a strategy for getting 
out of stocks before my stomach turns 
the quicksand. Otherwise, I can’t be in the 
market.

As a solution, I joined TradeStops. I buy 
when they signal green, and sell when 
they signal red. Otherwise, I don’t pay 
attention to the market.

Now, to answer your question. When 
the market corrected in February, I sold 
the stocks that went into the TradeStops 
RedZone, and then forgot about it. I slept 
like a baby and still do. – ANDREW Q.

BE READY NEXT TIME THE 
MARKET ‘CORRECTS’...
One big surprise that probably shouldn’t have been a surprise was just how many folks 
wrote in about Dr. Richard Smith’s TradeStops software.

It’s a powerful portfolio management and stock-tracking tool that can help you with 
your financial goals in 2018... and most important, help you manage your emotions. 
That’s what Warren Buffett calls: “The most important quality for an investor.” 

Richard Smith studied math at Berkeley and went on to receive a Ph.D. in Math and 
Systems Science – studying complex systems and mathematical uncertainty. And he’s 
spent the past 13 years perfecting an easy-to-follow system that gives you the ability 
to let your winners run, cut your losers, and know exactly when to sell with confidence. 
To learn more about Richard’s software, click here.
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https://secure.tradestops.com/chain?cid=MKT338320&eid=MKT352622&encryptedSnaid=&snaid=&step=start
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SOME DAYS YOU 

LOSE A MILLION... 
OTHER DAYS YOU 
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By Turney 
Duff

I
n financial markets, the connotation 
of the word “volatility” changes 
depending on where you’re hanging 
out. If you’re at a midtown Manhattan 
happy hour on a Thursday firing 

back a third scotch on the rocks – 
volatility sounds like a great thing. But 
if you’re drinking beer with a doctor, an 
accountant, and an insurance agent at a 
backyard barbeque in the suburbs – well, 
it doesn’t feel so great.

Typically, traders love volatility and investors 
hate it...

For traders, volatility creates far more 
opportunities to “scalp” a quick trade. Stocks 
move intraday, and they can get in and out, 
making money.

But for investors, it makes it much more 
painful to hold on to smart investments. It 
can sometimes even force positions to get 
closed out prematurely. That usually results in 

CLICK 
HERE  

TO READ  
THE WEB 
VERSION
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https://americanconsequences.com/ups-downs-of-volatility/
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generating a loss or no gain, even if the idea 
ultimately proved correct.

Regardless of your opinion on volatility, the 
one thing we can say for sure is that it’s back.

The CBOE Volatility Index (VIX) is the most 
common tool to monitor volatility. The index 
reflects option traders’ collective expectations 
for the S&P 500 Index volatility in the 
coming 30-day period by using both calls and 
puts to calculate it. The VIX is also sometimes 
synonymous with “market risk,” and called 
the “fear gauge.”

There have been a lot of factors behind the 
recent increase in volatility. Mostly, the 
newfound fear in markets is due to concern 
over higher interest rates. We also have a Fed 
chairman in place who doesn’t care if the 
Dow is down 1,000 points in a day. So within 
the Fed, there’s a new tolerance for volatility... 
that’s putting an end to a recent thriving trade 
of “selling volatility.”

Traders selling volatility helped keep VIX 
levels at historic lows because they kept 
selling it, month after month. But now, it 
feels like the Fed is finally taking off the 
training wheels.

After nine years of stimulus, it’s warning 
that central bank balance sheets are going to 
be lighter and interest rates are going to be 
higher. The Fed is pulling away the security 
blanket. And the easy trade of selling volatility 
is over.

The recent interest-rate hikes were broadly 
expected and the markets took it in stride. 
But there’s a concern over how many more 
there’ll be this year. And now with whispers 

of trade wars, technical analysis weakening, 
economic data so good it doesn’t leave room 
for the upside, extremely high valuations, 
and almost too-bullish market sentiment, 
volatility is on the rise.

This doesn’t mean the bull market is over. It 
just means we’re in a different kind of market. 
Something more like:

The bull market isn’t over – is it? No. It can’t 
be. But maybe it is. Perhaps I should sell 
some stock. Oh, my God, the market is going 
to zero. Stop. That’s crazy talk – this is a 
buying opportunity. Right? I should buy a little 
and see how the market reacts. Crap – I missed 
the rally, but now it’s too late. What should I 
do? I don’t know if the bull market is over.

That’s what a volatile market feels like.

And much like there are two sides to every 
trade, there are also two sides to volatility.

THE DOWNSIDE OF 
VOLATILITY
Right before the market closed on December 
11, 2008, I pulled up my book of positions 
on the computer screen. The one I was 
watching closest was my most recent trade.

I’d shorted 5,000 SPDR S&P 500 Fund (SPY) 
puts late in the day at $1. The market had taken 
it on the chin yet again, this time because of 

Traders love volatility and 
investors hate it.

VOLATILITYTHE UPS & DOWNS OF



I had a scheduled day off the next day, so I 
decided to meet my friend Steven after work. 
We met up at the movie theater at Kips Bay. 
After buying a small popcorn, Sour Patch 
Kids, and a medium cherry ICEE, we found 
our seats near the back of the theater. As the 
previews played before Slumdog Millionaire, I 
checked my phone one last time to make sure 
nothing crazy had happened. That’s when I 
saw the headline: “Bernie Madoff Arrested in 
$50 Billion Ponzi Scheme.”

That can’t be good, I thought, especially after 
the year we’ve had so far. The market felt like 
it couldn’t take any more bad news. But surely 
it was an isolated event without major market 
implications. So I put my phone away and 
watched the movie.

That night when I got home, I tried to see if 
the news was affecting markets overseas, but 
it wasn’t clear. My best course of action would 
be to let my short puts ride.

worries that the $14 billion auto rescue bill 
wouldn’t pass in the Senate due to Republican 
opposition. SPY was down almost 3%.

I shorted the out-of-the-money puts because 
I thought the market was oversold. And the 
options were super-expensive due to the volatility. 
The time premium in them was essentially nil 
because the options expired the next day. All I 
had to do was wait 24 hours to collect $500,000 
of premium. I was set to make easy money 
unless the market blew up on Friday.

The next morning, I called my assistant to 
check in. She started whispering to me on the 
phone. It was hard to understand what she 
was saying, but when she repeated herself, I 
heard it loud and clear... “The risk manager 
covered (bought) all of your puts on the 
open,” I screamed NO, but it was too late. 
The market had initially opened lower on 
the fear of the Madoff news, and my puts 
had gone from $1 to $3. At the time they 
were basically at the money, so the $3 they 
were priced at was all volatility. And I’d just 
clocked a $1 million loss.

SPY closed that Friday up 0.7% because 
investors cheered the Treasury Department’s 
suggestion that it might step in and bail 
out the troubled automakers. The White 
House said it would consider using some of 
the money set aside to help banks and Wall 
Street to bail out the auto industry. And the 
SPY puts I had sold closed at $0 – meaning 
I would have made $500,000 if they weren’t 
repurchased on the open.

THE UPSIDE OF 
VOLATILITY
In spring 2012, I visited my old office 
at Morgan Stanley. I was doing some 
reminiscing research for my book, The Buy 
Side. I was connecting with former colleagues 
about the old times – playing the “remember 
when” game. I walked over to my old group 
of brokers and sat down next to my friend 
Michelle. We’d worked together, and she was 
still there. We were chatting about the time 
I hid under her desk and made her think 

Remember that volatility 
isn’t good or bad. It just is.

VOLATILITY
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about brokerage accounts tends to happen 
when you’re struggling with addiction issues.

But Todd showed me that the value of the 
account was more than $120,000. It was like 
I’d just found six figures on the ground.

Then Todd pulled up a chart showing me the 
value of my account over the years. During 
the financial collapse, it had gotten as low as 
$40,000.

It’s impossible to know what I would have 
done if I knew about the account during the 
volatile market meltdown, but I can safely 
say I wouldn’t have pulled $120,000 from 
it today. So by unknowingly ignoring that 
volatility, I maximized my profits.

THE MARKET HAS 
CHANGED
So what should you do in this newly volatile 
market?

Remember that volatility isn’t good or bad. It 
just is.

Your style of trading and skill set will 
determine if you like volatility or not. But 
the ability to recognize a shift or an inflection 
point in a changing market is the key to 
success. And being able to adjust to that 
change is truly a talent.

I’ve seen far too many people blow themselves 
up by trying to change their stripes 
completely. That usually never works. The 
market has changed – have you?

a mouse was biting her feet when Todd, a 
broker, walked up to us.

“Hey Turney,” he said. “I was hoping you 
could sign this change of address form.”

I had no idea what he was talking about.

Todd was my broker when I worked at 
Morgan Stanley, and I left my account there 
for several years after I left the firm in 1999. 
But in 2007, I pulled my account because 
I wanted to consolidate my money in one 
place. After explaining to him that it wasn’t 
necessary for me to sign the form because I 
didn’t have an account there, he persisted. 
So I walked over to his desk to take a look at 
what he was talking about. He pulled up my 
account on his computer.

Apparently, I only pulled some of my money... 
for whatever reason, I had decided to leave 
shares of the VanEck Vectors Biotech Fund 
(BBH) and SPY in my account. Forgetting 

Turney Duff is a former trader at one of 
the biggest hedge funds in the world, 
the Galleon Group, where its founder 
and several Galleon employees were 
found guilty of insider trading. Turney 
rose through the ranks and then fell 

prey to the trappings of Wall 
Street: money, sex, drugs, 
alcohol, and power. Turney 
chronicles his spectacular 
rise and fall in his bestselling 
book, The Buy Side: A 
Wall Street Trader’s Tale of 
Spectacular Excess.

VOLATILITYTHE UPS & DOWNS OF
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STREET
Receive up-to-the-minute news, 
market research, and expert 
commentary that typically costs 
$50,000 a year… 100% FREE.

Sign up now to receive:
 Morning Market Snapshots

 Evening Market Recaps

 Minute-by-Minute Updates, 
throughout the day

 Expert Commentary and 
Analysis

 Daily Market News Headlines

 Investment Ideas

As the smart money knows, having instant 
access to actionable market research is 
incredibly valuable.

Which is why Stansberry Research recently 
built a team of veteran Wall Street traders 
to provide round-the-clock coverage of the 
world’s financial markets.

And now, this content is available via a 
simple, easy-to-use, user-friendly app.

Stansberry Research’s newest service, 
Stansberry NewsWire, keeps you plugged 
in and in touch with what’s happening in 
the markets—and what it means for your 
investments.

This useful information can be used right 
away… and in many instances, BEFORE the 
stories are even picked up by the major 
financial media outlets.

Sign Up Now

https://stansberrynewswire.com/?source=AMCAPRIL
https://stansberrynewswire.com/?source=AMCAPRIL
https://stansberrynewswire.com/?source=AMCAPRIL
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By P.J.  
O’Rourke

Markets are ruled by greed and fear. Or so 
they say.

For example, Warren Buffett famously 
declared, “Two super-contagious diseases, 
fear and greed, will forever occur in the 
investment community... We simply attempt 
to be fearful when others are greedy and to be 
greedy only when others are fearful.”

Which is just a wordier version of the old 
stock trader maxim: “Buy on fear, sell on 
greed.”

Does this really tell us anything? Fear and 
greed are “super-contagious diseases.” We’re 
all infected. Everybody’s greedy and fearful.

Buy on fear – when stock prices will go down. 
Sell on greed – when stock prices will go up. 
But you can turn the maxim upside-down 
and it’s just as true. Buy on greed – when 
stock prices will go up. Sell on fear – when 
stock prices will go down.

https://americanconsequences.com/greed-and-fear/
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We’ll go P.C. and call it “a desire to maximize 
human potential.” No one can object to that. 
Maximizing human potential is a good thing.

After all, maximizing human potential is what 
we humans do with the money we make in 
the markets. Money has potential. Potentially, 
our money purchases food, clothing, and 
shelter. Money pays for education, supports 
culture and the arts, funds charities and other 
worthy causes. (And too bad about those of 
us with the potential to be huge jerks with 
our money.)

Money is like water. Water can be used to 
slake thirst, irrigate crops, and wash the dog. 
We wouldn’t want to go without water just 
because it’s also used for waterboarding.

“Maximize human potential” – when we put 
it this way, Gordon Gekko’s “Greed is Good” 
speech in Wall Street becomes a glorious paean 
to market capitalism even though the movie 
was directed by notorious Hollywood lefty 
Oliver Stone who hates capitalism.

Here’s the script, slightly rewritten:

Gekko: The point is, that maximizing 
human potential is good.

Maximizing human potential is right.

Maximizing human potential works.

Maximizing human potential clarifies, cuts 
through, and captures the essence of the 
evolutionary spirit.

Maximizing human potential, in all its 
forms – potential for life, for money, for love, 
knowledge – has marked the upward surge of 
mankind.
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“Buy low, sell high.” Duh.

If we used fear and greed as our sole 
investment guidelines, we’d be buying 
everything all day long and, at the exact 
same time, selling everything we just 
bought. Strange investment advice... Weird 
investment portfolio.

Let’s rethink what we mean by “greed” and 
“fear.”

Note that both words are prejudicial. Saying 
that fear and greed control markets is the 
same as saying, “We investors are cowards 
with sticky fingers. Our decisions are the 
result of shameful panic and naked avarice. 
We’re chickens and pigs!”

Speak for yourself, Warren Buffett.

Investors should steal a page from the 
“politically correct” creeps on campus and 
protest this use of “hurtful and insensitive 
language.” We should create a “safe space” 
– right here in this column – where a 
“historically oppressed group” (oppressed 
by the IRS and SEC) can “raise awareness” 
of “investment justice issues” without being 
exposed to “offensive speech.”

We won’t call it “greed” anymore.

If we used fear and greed 
as our sole investment 

guidelines, we’d be 
buying everything all 

day long and, at the 
exact same time, selling 

everything we just 
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WITHOUT 

No wonder Gordon Gekko has become a folk 
hero. He’s like Archie Bunker (also conceived 
by a lefty, Norman Lear). These are characters 
that were created for us to hate, but we took 
them to our hearts as men who called it as 
they saw it.

The lefties ended up kicking themselves in 
their own ass. We can help them do it again 
if we change the word “fear” the way we 
changed the word “greed.”

Instead of saying “fear” we’ll say “alertness to 
detrimental inequalities of outcome.” That 
has a politically correct ring to it. And what’s 
more detrimental than taking a beating in 
the market? What’s a worse inequality than 
having a bank balance that equals zero?

I’ve always wondered what FDR meant by 
“The only thing we have to fear is fear itself.” 
But, using our new terminology, FDR’s 
statement starts to make sense: “The only 
thing we have to be alert about is staying 
alert.”

Besides, I don’t think “fear” should ever be 
used in a prejudicial way.

Consider...

You get up in the morning and brush your 
teeth with Drano. It can dissolve a hairball 
in the sink drain so it must be good for 
removing plaque from your teeth.

You stick your head right under the Keurig and 
drink boiling coffee straight from the spout, tip 
the skillet to your lips to slurp your fried eggs, 
and tell your wife she’s gained weight.

You back the car right through the garage door 
– it’s supposed to open automatically, isn’t it?

You drive to work at 100 mph reading your 
e-mails and ignoring red lights, call your boss 
an idiot, and go out to lunch at a biker bar 
wearing a pink pussy hat and an “I’m With 
Her” button.

A Day Without Fear should be more properly 
titled, Dead by Noon.

Fear is never to be scorned or mocked. Fear is 
a reflection of risk. Given the current state of 
the markets, it’s a very reasonable reflection. 
But all markets at all times can – and ought to 
– contain fear. A bull market is no exception. 
A rising tide doesn’t lift all boats – not if the 
boat’s anchor chain is too short.

Under Armour stock lost 50.3% of its value 
during the bull market of 2017. Maybe 
the problem is that Under Armour was 
anchored in too many chain stores. Or maybe 
the problem is global warming and people 
have quit wearing underwear. Whatever the 
problem, investors weren’t fearful enough to 
foresee it. Roughly half of the Under Armour 

A DAY 
FEARFear is never to be 

scorned or mocked.  
Fear is a reflection of risk.
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loss occurred last February in one trading day.

The need for fear is what got my attention 
in 2004 when the Chicago Board Options 
Exchange began trading its Volatility Index –
the VIX, or the “fear” index.

The VIX is calculated using S&P 500 put and 
call options expiring over the next 30 days. It 
doesn’t pretend to predict markets. Instead, 
what the VIX does is, in effect, predict 
what investors are predicting. It foretells the 
mood of the market rather than foreseeing 
the market itself. It gauges “alertness to 
detrimental inequalities of outcome.”

I have an old friend at CBOE, Jay Caauwe, 
who is Managing Director, Business 
Development, CBOE Global Markets. When 
Jay told me about the VIX, I was excited.

“You mean,” I said, “that I can buy and sell fear!”

“Yep,” said Jay.

And I started to think how useful this would 
be, not only in investing, but in the whole of 
life.

I was a timid child, afraid of all sorts of things 
– clowns, the dark, and a large monster that 
lived in our attic. The attic door opened into 
my bedroom. Before I went to bed (with the 
light on), I had to check at least three times to 
make sure the attic door was locked. (Although 
what good a flimsy hook-and-eye would have 
been against a monster, I don’t know.)

If I could have sold fear, I would have been 
the richest third grader in the world. I could 
have bought the circus and fired the clowns, lit 
the whole neighborhood with arc lights, and 
hired Bill Murray, Dan Aykroyd, and Harold 

Ramis before they were famous, then fund the 
development of their portable cyclotron proton 
packs to neutralize the negatively charged 
ectoplasmic energy of the attic monster.

As with many timid children, I turned into 
a reckless adolescent. If I’d bought fear – 
instead of a motorcycle – I would have had 
fewer broken bones and more skin on the left 
side of my body.

But the trouble comes in knowing how much 
fear to sell or buy. The problem is measuring 
risk. And measuring risk is a problem for 
which there is, alas, no easy answer.

Jay Caauwe took me to a CBOE Risk 
Management Conference. We attended the 
sessions on the VIX. Most of the speakers 
were “quants,” mathematicians specializing in 
quantitative analysis.

The quants all had PowerPoint presentations 
that looked as if Jackson Pollock were still 
alive and working in graphs and Venn 
diagrams instead of splashes of house paint.

The quants talked about portfolio 
performance alphas, volatility betas, standard 
deviation sigmas, and all the risk sensitivities 
and hedge parameters expressed in Greek 
letters – delta, vega, theta, rho, lambda, 
epsilon... I felt like I was in some awful 
fraternity initiation shotgunning coffee 
instead of beer.

I said to Jay, “I can’t understand a single word 
they’re saying about measuring risk.”

Jay just smiled.

“P.J.,” he said, “if you could measure risk, it 
wouldn’t be risk.”
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Make sure you subscribe by clicking here. 
We’ll send you valuable updates and 
always send an alert when the next issue is 
published. When you subscribe, you’ll be the 
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 THE ART  
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By John 
Podhoretz

CLICK 
HERE  

TO READ  
THE WEB 
VERSION

Finance is the great neglected subject 
of American art. Among the enduring 
American writers, only Theodore 

Dreiser took up the serious study of the “Lord 
of Finance” as a central figure in the national 
story. His extraordinary novels The Financier 
and The Titan, based loosely on the career of 
the 19th century entrepreneur C.W. Yerkes, 
offer an indelible portrait of an amoral genius 
whose drive to create new types of financial 
transactions Dreiser explicitly likens to an 
artist’s need to write or paint or sculpt.

These two books are among the glories of 
American literature, and the fact you likely 
haven’t heard of them – or were never given 
them to study in college – helps explain why 
most 20th century writers had no interest 
whatsoever in the subject. I can think of only 
one major American novel, William Gaddis’ 
JR, that centers on the act and art of investing.

This is understandable in one sense. There’s 
nothing inherently dramatic about the pricing 
of an initial stock offering or the construction 
of a derivative. And that is perhaps why 
Hollywood has, historically, stayed away from 
finance as a subject. Intellectual labor isn’t 
fun to watch. People talking on phones can 
be exciting, but only for a minute. People 
negotiating deals can be interesting, maybe, 
but only if you understand what the deal is 

WALL STREET  
ON THE BIG 
SCREEN?

https://americanconsequences.com/wall-street-on-the-big-screen/


about – and that’s hard to get across. People 
who aren’t involved in market transactions 
find them abstruse and confusing, and the 
people involved seem to find it necessary to 
talk to the rest of us like we’re four years old. 

In a desperate effort to make his audience pay 
attention to the underpinnings of the 2008 
financial crisis he was portraying in his movie 
The Big Short, writer-director Adam McKay 
put the gorgeous actress Margot Robbie in a 
bubble bath with a glass of champagne and 
had her explain the process by which bad 
mortgages were bundled with good mortgages 
to create uniquely dangerous derivatives. It was 
a clever way to acknowledge that the material 
he was putting on screen was recondite and 
confusing – and to allow him to break the 
fourth wall and literally deliver a 90-second 
lecture on the packaging of mortgages.

There’s a great moment in Trading Places, the 
1982 comedy set in the world of commodities 
futures, in which Ralph Bellamy pedantically 
explains to Eddie Murphy that pork bellies 
produce bacon “that you might find in a 
bacon, lettuce, and tomato sandwich,” at 
which point Murphy just turns and looks 
straight into the camera in disbelief at 
Bellamy’s condescension.

The laugh might be real, but the movie’s 
climax hinges on a number that appears on 
a digital board, and we in the audience have 
literally no idea what to make of it until 
Murphy and his friend start jumping up and 
down with joy. I’ve seen the movie a dozen 
times and I’m still not sure what happens. I 
think they bought on the dip and then the 
commodity price recovered some, but I could 
have that totally backwards.

Trading Places is almost certainly the Great 
American Commodity Futures movie, in part 
because there are so few others. A terrible 
Barbra Streisand would-be comedy of the 
1970s, For Pete’s Sake, concerned a cab driver 
overhearing two passengers discussing a U.S.-
Soviet agricultural trade deal. The movie was 
originally called July Pork Bellies, which would 
have been the worst title of a movie ever.

The problem with investing as a popular 
culture subject is that it’s generally a practice 
in which the rich and the near-rich engage 
to make themselves richer or just rich, and 
movies are a mass medium whose audiences 
are generally not rich (and often teenaged) 
and can’t be relied upon to care about the 
concerns of the wealthy.

That’s why the savviest Wall Street movie 
may very well be Working Girl, the 1987 
comedy about a secretary from Staten Island 
working at an investment bank. A relentless 
self-improver, Tess carefully reads the business 
press and comes up with a merger-takeover 
idea entirely on her own – only to see her 
patrician boss steal credit for it. The boss 
gets her comeuppance and Tess moves from 
secretary to banker. Working Girl is about how 
a kid with nothing but gumption to her credit 
can out-think her corrupt superior and be 
rewarded for her honesty and hard work – in 
other words, a classic American fairy tale.

Also in 1987, a movie with an eerily 
similar plot turned on a kid from nowhere 
outsmarting the corrupt Wall Street suits. The 
Secret of My Success featured Michael J. Fox as 
a kid from Kansas who goes to work in the 
mailroom of a Wall Street firm and – just as 
Tess from Working Girl poses as an executive 
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– basically invents a non-existent banker who 
makes brilliant financial calls.

These movies, conceived during the crazed 
bull market that began in 1983, offer up Wall 
Street and investment banking as an exciting 
free-for-all world in which good ideas and 
good people can prevail because there are 
still decent guys at the top who recognize 
virtue. Consider the startling title sequence of 
Working Girl, in which Tess rides the Staten 
Island Ferry steaming toward the skyscrapers 
of Lower Manhattan as a Carly Simon 
song proclaims Tess’s destination “the new 
Jerusalem.” Wall Street the New Jerusalem? 
Never before or since has the annual 
Goldman Sachs bonus been taken to be an 
updated letter from Paul to the Ephesians. 
But because the song and the movie are in 
service to a distaff Horatio Alger story, they 
get away with it.

And that was the end of that, because the 
same year saw the release of Wall Street, 
writer-director Oliver Stone’s condemnation 
of the world of investment banking. Its 
demonic character, Gordon Gekko, tempts 
an ambitious young fellow named Bud 
from a working-class family (his father is a 
union organizer) into a life of inside trading 
crime. “Greed is good,” Gekko says in the 

movie’s most famous line (borrowed from 
a notorious speech by the soon-to-be-jailed 
Ivan Boesky). Gekko becomes his substitute 
father, and Bud even betrays his own father 
by using information he overheard to help 
Gekko make moves that threaten the airline 
company his father works for.

Bud’s father makes a passionate speech about 
how he does things with his hands and 
makes real stuff, as opposed to Bud, who 
just... makes... money. “There is no nobility 
in poverty any more, Dad,” Bud says, and 
demands that his father stop moralizing 
at him. “I don’t sleep with no whore and I 
don’t wake with no whore,” his father replies. 
“That’s how I live with myself. I don’t know 
how you do it.”

The brief moment of pop-culture comic 
optimism about finance – and interest in 
the positive aspects of investing – was over. 
Wall Street set the tone for every movie 
about investing that followed it. Investment 
bankers are bad guys, no matter where they 
are on the socioeconomic scale. They’re bad 
if they’re at the very top of the game, as they 
are in Margin Call. They’re bad if they’re 
phone jockeys making cold calls trying to get 
people to buy penny stocks, as in Boiler Room. 
And then, of course, there are the movies 
documenting the downfall of real-world 
investment figures, like The Wolf of Wall Street.

But through it all, one thing has persisted. 
The number of films that concern themselves 
with the engine of the world economy is 
tiny, and is likely to get even tinier. You 
think it’s hard to understand a derivative? Try 
blockchain.

These movies, conceived 
during the crazed bull 

market that began in 1983, 
offer up Wall Street and 

investment banking as an 
exciting free-for-all world.
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Get Me a Quote on That
READ THIS

Double, double toil and trouble;
Fire burn, and cauldron bubble.
In the cauldron bake and boil
Worries o’er the price of oil,
Woe of bull and ire of bear,
Donald Trump’s trade war scare,
Central bank interest rate antics,
Bond defaults, investor panics,
For a charm of powerful tricks
To sink the Dow and raise the VIX.
The Witches in Shakespeare’s Macbeth, 
Act IV, Scene 1, updated

A. A violent order is a disorder; and
B. A great disorder is an order. These
Two things are one.
Wallace Stevens, “Connoisseur of Chaos”

“Chaos often breeds life, when order breeds habit.”
Henry Adams, The Education of Henry Adams

“Awkward people frequently take, in a 
clumsy manner, the favors of fortune; but 
men of sense, as bees extract honey from 
thyme which is the strongest and driest 
of herbs, so from the least auspicious 
circumstances frequently derive advantage 
and profit. We ought then to cultivate such a 
habit as this, like the man who threw a stone 
at his dog, and missed it, but hit his step-
mother, and cried out, ‘Not so bad.’”
Plutarch, Moralia

“The dogs bark, but the caravan moves on.”
Arab proverb

“Don’t pack the dog with the cat.”
Sign in a local shipping store
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For “up an’ down an’ round,” said ‘e, “goes all 
 appointed things,
An’ losses on the roundabouts means profits 
 on the swings!”
Patrick Chalmers, “Roundabouts and Swings”

“You never want a serious crisis to go to waste.”
White House Chief of Staff Rahm Emanuel, 
statement during the 2008 financial crash

If you can keep your head when all about you
Are losing theirs and blaming it on you,
If you can trust yourself when all men doubt you,
But make allowances for their doubting too;
If you can wait and not be tired by waiting...
Rudyard Kipling, “If”

“If ‘ifs’ and ‘buts’ was fruits and nuts, we’d 
have Christmas every day.”
American proverb

mailto:advertising%40americanconsequences.com?subject=
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"
LITERARY INSIGHT  
from PRESENT & PAST

Why are some of the country’s most 
prominent cities seeing such a surge in 
homelessness? And why now, when the 
economy is booming, nowhere more so than 
in the Emerald City, which is drowning in 
Amazonian riches?
Homeless in Seattle Weekly Standard

“We don’t set out to build the largest 
ships,” Kulovaara said, somewhat 
sheepishly. “The goal is to build the best 
ship. But we have so many ideas that we 
need a little bit more space.”
The dizzying story of the largest,  
most ambitious cruise ship ever built 
Wired UK

Cambridge Analytica improperly gathered 
detailed Facebook information on 87  
million people... But the abuse of Facebook’s 
search tools – now disabled – happened far 
more broadly, with few Facebook users  
likely escaping.
Facebook: ‘Malicious actors’ used its tools 
to discover identities and collect data on a 
massive global scale Washington Post

The world knows the Islamic State for its 
brutality, but the militants did not rule by  
the sword alone. They wielded power 
through two complementary tools: brutality 
and bureaucracy.
The ISIS Files: how the Islamic State stayed 
in power so long The New York Times

In my wildest imagination I don’t know why 
these products exist. Who do they benefit? 
No one, except if someone wants to gamble 
– then, OK, just go gamble... 
An Inventor of the VIX: ‘I Don’t Know Why 
These Products Exist’ Bloomberg

Until now, Kontantupproret – the Cash 
Rebellion – has been dismissed as the 
voice of the elderly and the technologically 
backward... “When you have a fully digital 
system you have no weapon to defend 
yourself if someone turns it off.”
‘Being cash-free puts us at risk of attack’ 
The Guardian

That perpetual inclination to seek out ever 
more possibilities – “why not?” rather than 
“why?” – is baked into D&D. The same thing 
that drew the ire of overheated evangelicals 
and parent groups is leading to the game’s 
newfound popularity today.
The Radical Freedom of Dungeons & 
Dragons Reason
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https://www.weeklystandard.com/ethan-epstein/homeless-in-seattle
http://www.wired.co.uk/article/ms-symphony-of-the-seas-royal-caribbean-largest-cruise-ship
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https://www.washingtonpost.com/news/the-switch/wp/2018/04/04/facebook-said-the-personal-data-of-most-its-2-billion-users-has-been-collected-and-shared-with-outsiders/?utm_term=.4c2bd20a109c
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http://www.wired.co.uk/article/ms-symphony-of-the-seas-royal-caribbean-largest-cruise-ship
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Facebook may connect you to your friends, 
but it is not necessarily your friend.

Most notably, Facebook has been thrust into 
the center of political scandals, including 
the Russia interference and alleged collusion 
that still hover in the background of the 
2016 presidential election. More recently, 
Facebook has been at the center of a firestorm 
about the possible use of its data by a third-
party company, Cambridge Analytica, to 
create what one whistleblower called a 
“psychological warfare tool” to help Trump in 
the same election.

It started with a bunch of college kids 
wanting to see photos of each other online 
back in 2004. Now, Facebook is among 

the most valuable companies in the world, 
with a market cap of around $450 billion. 
The social media behemoth boasts 2.2 billion 
active monthly users, and did $13 billion in 
revenue for the last quarter of 2017. In 2018, 
it is poised to gobble up a larger share of 
advertising dollars than ever before.

As a function of its user reach and centrality 
to our digital world, Facebook seems 
unstoppable...

Along with a handful of companies like Apple 
and Alphabet (owner of Google), Facebook 
is as much a part of our culture as it is a form 
of commerce. Other social media networks 
provide innovative ways to communicate with 
each other and distract ourselves. Facebook, 
however, is central to many folks’ online 
identities.

But there are risks and costs to all this as 
well. Facebook has received headlines for 
very different reasons over the last year. Most 
notably, the social media giant is increasingly 
recognized as a global political force – one 
that could impact national elections here and 
abroad – as well as an unparalleled tool of 
mass surveillance. That Facebook’s usage is 
entirely voluntary and, to most users, appears 
harmless only increased the recent backlash 
that the company is not public utility. 

THE FINAL WORD

“ There is no magic algorithm 
that allows Facebook to know 
your deepest, darkest secrets.

CLICK 
HERE  

TO READ  
THE WEB 
VERSION

The storyline read like a spy thriller...

As initially reported, Cambridge Analytica 
gathered personal information on millions of 
Facebook users (and future voters) using an 
online polling company as a cutout. Then, its 
genius algorithms were implemented to micro-
target voters with memes and storylines that 
pushed a pro-Trump agenda (“Lock Her Up!”).

The media narrative was that Cambridge 
Analytica engaged in a massive, illicit digital 
brainwashing campaign that helped Trump 

https://americanconsequences.com/the-dark-side-of-facebooks-global-social-media-domination/
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secrets. And claims of “weaponizing social 
media” information for political purposes are 
largely hysteria. But that may not always be  
the case.

Facebook does have tremendous power over 
the direction of political conversations. It 
can change its terms of service (which few of 
its users read anyway) to elevate content it 
likes, while censoring ideas or stories it finds 
offensive or problematic. The pile of evidence 
is growing that Facebook has a political bias 
toward the left, that this tendency is top-
down, and that it can steer perception from 
behind the anonymity of back-end website 
algorithms.

The public has taken notice. Facebook is a 
tool, one that can be used for any number of 
purposes. Senior management at Facebook 
has certainly been aware of this for a long 
time...

A recent Buzzfeed article reported that 
Andrew Bosworth, a Facebook vice 
president and trusted senior adviser to Mark 
Zuckerberg, wrote in an internal memo on 
June 18, 2016:

We connect people. Period. That’s why all 
the work we do in growth is justified. All 
the questionable contact importing practices. 
All the subtle language that helps people stay 
searchable by friends. All of the work we do 
to bring more communication in. The work 
we will likely have to do in China some day. 
All of it.

Clearly, there are senior managers at Facebook 
who understand that their company has 
social costs and political implications, and 

win. That got a lot of clicks online for the first 
few days, but it didn’t hold up for long.

Questions quickly emerged as to whether 
Cambridge Analytica even used the data. 
And more important, there was an enormous 
hypocrisy at the center of the outcry. Barack 
Obama’s presidential re-election team – with a 
wink and a nod from Facebook – used similar 
data back in 2012.

FINAL WORD

“ Big business loves big 
regulation, with all its anti-
competitive added costs.

It is difficult to stay abreast of the latest 
election conspiracy theory, but so far James 
Comey, Russia, and Facebook have all been 
held responsible for Hillary Clinton losing to 
Donald Trump.

For Facebook, however, the dust has not yet 
cleared. CEO Mark Zuckerberg has been 
making the rounds, trying to convince the 
public that his powerful company is a force 
for good, and that it treats the privacy of its 
users with the utmost seriousness.

It has not had the intended effect. While 
Cambridge Analytica was nowhere near as 
important or effective as the alarmists claimed 
a few weeks back, Facebook is certainly 
collecting a vast, growing trove of data on 
its users. And of course it monetizes that 
information.

There is no magic algorithm that allows 
Facebook to know your deepest, darkest 

https://www.buzzfeed.com/ryanmac/growth-at-any-cost-top-facebook-executive-defended-data?utm_term=.tcjBAb661#.cqxB46yyL
https://www.cbsnews.com/news/trump-campaign-phased-out-use-of-cambridge-analytica-data-before-election/
https://www.theguardian.com/world/2012/feb/17/obama-digital-data-machine-facebook-election
https://www.theguardian.com/world/2012/feb/17/obama-digital-data-machine-facebook-election
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that their collection of data is not always as 
straightforward as they would have the public 
believe. More than that, the top ranks of the 
world’s biggest social media platform take 
a fatalistic, ends-justify-the-means attitude 
about the consequences of their technology 
for real human beings. Bosworth also wrote:

So we connect more people. That can be 
bad if they make it negative. Maybe it costs 
someone a life by exposing someone to bullies. 
Maybe someone dies in a terrorist attack 
coordinated on our tools.

And so now we see the truth. Yes, Facebook 
is a wildly successful company, it is incredibly 
capital efficient, and it will likely continue 
growing in terms of users and revenue for 
years to come. But with all that, it wields a 
tremendous amount of power, and often has 
costs to discourse and privacy that the public 
is either ignorant of or ignores.

Given the recent negative press, Facebook 
executives have been engaging with the media 
and their users... looking for a positive public 
relations spin.

Calls for government regulation, including 
from Zuckerberg himself, are one approach 
that has been floated. Of course, big business 
loves big regulation, with all its anti-
competitive added costs. And if Facebook 
wants to avoid charges of a monopoly down 
the line, getting in good with the federal 
government now is a smart approach.

Ultimately, it’s not just Russian election 
hackers and shady political analytics teams 
that should concern us about Facebook. 
The company itself is a powerful entity with 

implications well beyond the corporate 
sphere.

Most Americans give it their information 
freely and without a second thought, failing 
to recognize that, even with social media, 
there is no such thing as a free lunch. As Tim 
Cook of Apple recently noted, for Facebook, 
customers are the product.

How Facebook chooses to use that product – 
not just to make money but to manage mass 
perception – is a subject that deserves much 
more of our attention.

(Disclosure: The author owns stock in Facebook.)

William Hamilton / The New Yorker Collection/The Cartoon Bank

https://www.vox.com/technology/2018/4/2/17183708/mark-zuckerberg-facebook-tim-cook-apple
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Dan Denning is the co-author of The 
Bill Bonner Letter. Every month, 

he and Bill Bonner pen 
their contrarian thinking to 
provide insights you won’t 

find anywhere else. Dan was 
also a founder of Southbank Investment 
Research, the leading independent 
financial publisher in the U.K.

Recently, Dan published a new book, The 
Oath to Save America, about why the next 
correction is coming... and when it does, 
it may not be an accident. The coming 
crisis may be orchestrated by a group 
right here in America. He calls them the 
“Oathkeepers.” In his new book, he reveals 
who the Oathkeepers are, what they’re 
planning for America, and what you can do 
about it today. Get the details here.

Dan Ferris is the editor of Extreme Value, a 
monthly investment advisory that 

focuses on some of the safest 
and yet most profitable stocks 
in the market: great businesses 

trading at steep discounts...

His strategy of finding safe, cheap, 
and profitable stocks has earned him 
a loyal following – as well as one of 
the most impressive track records in 
the industry. And his work has been 
covered extensively in Barron’s and other 
respected news outlets.

Alan Gula bought his first stock at age 
14. He was immediately hooked 

and knew he wanted to pursue 
a career in finance. He’s 
worked at Goldman Sachs and 

Barclays Investment Bank and 
was a statistical arbitrage trader at an 
independent proprietary trading firm.

Today, Alan is the editor of Stansberry 
Alpha, a newsletter dedicated to a little-
known trade in the options market... which 
brokers are very hesitant to talk about, 
and may even try to keep off-limits from 
you. If you’re interested in the specific 
trades, click here for more information 
about Alan’s service.

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. 
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