














Praise for Harry Dent


“Harry Dent has been among our most popular, stimulating, and controversial keynote speakers. Dent began predicting the huge tech stock-led run-up at the largest-of-all investor conventions in 1993. Dent’s fresh perspective is the clearest and most actionable application of one of the most certain factors in our economic world: demographics. Because Dent’s conclusions are so refreshingly specific and stimulate long-term strategic business and investment planning, I never miss his talks and written predictions. The Great Depression Ahead is a must-read for all of us.”


—Kim and Charles Githler, founders, InterShow—The World Money Show, The Traders Expo, The Financial Advisor Symposium, Investment Cruises, and MoneyShow.com


“The Great Depression Ahead shows you how to position your retirement savings and other investments to take advantage of predictable market trends that could otherwise cause you to lose your savings just at the time you will be relying on them most for your future financial security. Harry Dent is a master at understanding these demographics and shows you how to have your money in the right place at the right time and when to make critical changes.”


—Ed Slott, CPA, author, IRA expert, founder of Ed Slott’s Elite IRA Advisor Group, creator of PBS Special Stay Rich Forever and Ever


“I have worked with Harry Dent since 1998. He is the only person I have read who makes sense out of why we had the boom in the 1990s and why we won’t have it again, possibly for many years. His forecasts should certainly be seriously considered by any advisor or investor. He is an invaluable resource to many of my best clients in financial services.”


—Bill Good, Bill Good Marketing


“I first came across Harry Dent’s books in a book warehouse that was selling dated books cheaply. The great thing about reading dated books that make predictions is that you can instantly verify for yourself whether the author’s predictions turned out to be accurate. Well, his predictions speak for themselves, and I have been an ardent follower of Harry’s work ever since. Except now I pay full price to read them hot off the press.”


—Dolf de Roos, author of the New York Times bestseller Real Estate Riches


“If you want to understand a topic, you should go to the best expert you can find. When I need to understand demographic trends and see how those trends will shape our economy in the years to come, I look to Harry Dent. Why? Because he has been right. For over a decade I have used his research and forecasts to help my clients plan for the years ahead. When I am training financial advisors, I always strongly suggest that they seek out Harry’s research and incorporate it into their planning process.”


—William J. Nelson, RFC, LUTCF, founder of the Learning Institute for Financial Executives


“Harry Dent has once again provided a clear and compelling view into our economic future. It is almost as if he has a time machine that sends back economic briefings from the future. By utilizing a good set of investment disciplines and Dent’s road map for the future of the world’s economy, investors now have the tools they need to profit, while at the same time protecting their portfolio. Without question, an essential component for any investor’s library.”


—Andrew Horowitz, money manager and author of The Disciplined Investor—Essential Strategies for Success, host of The Disciplined Investor Podcast


“Harry Dent has been our chief strategist for over fifteen years. Without him my clients and I would have gone down the wrong path years ago. His advice and leadership has added millions to our bottom line.”


—Michael Robertson, Robertson and Associates


“Eighteen months ago I began selling personal real estate before the bottom dropped in Florida and stopped building a corporate campus in Ohio because of what was learned from the Dent Newsletter and Demographics School. These decisions have been critical in saving me millions of dollars both personally and corporately. Additionally, my business has expanded dramatically into the senior and baby boomer health care market due to the demographic research provided by the Dent group.”


—Jared Florian, newsletter subscriber, president of Universal Screen Arts, Inc.


“On a regular basis I have clients, friends, and family commenting on how the Dent research has been so accurate in so many ways. Demographics are not a day-to-day aspect of what moves the market. But there is nothing I know of that affects the economy more long term. Harry’s insight and effort is much appreciated and needed by everyone who wants to understand where we really are headed.”


—Joseph A. Clark, CFP, RFC, managing partner, Financial Enhancement Group


“I have been an avid reader of Harry Dent’s books and newsletter for many years and have attended his Demographics School. That investment has turned out to be worth millions. His predictions led me to sell some real estate holdings in 2006 for significant profit and be disciplined enough not to acquire any new properties for almost two years. As Harry says, ‘All bubbles deflate.’ My investment partners and I are now in a position to take advantage of some significant distressed opportunities and not be saddled with losing positions. I can’t wait to take advantage of Harry’s updated predictions.”


—Mike Rokoski, newsletter subscriber, managing partner, Envoy Capital Management


“Being with the HS Dent organization for almost ten years has been one of the best decisions I made for the growth of my financial planning practice. Not only have I used HS Dent as a research arm for the investments of my clients, but the organization helped in the development of my company. I was now able to offer a more complete planning package for my clients that encompassed their total financial picture.”


—Beth Blecker, Eastern Planning, Inc.


“Introduction to the HS Dent demographic research has been one of the most beneficial events in my professional career. Being able to explain the economic power of demographic groups has been the most powerful tool I have used to help clients understand the direction of the economy and look past the short-term volatility of markets.”


—Donald Creech, Certified Financial Planner, Accredited Investment Advisor, Investor Resources, Inc.


“Two days in Harry Dent’s Demographics School opened my eyes to the storm we’re in and practical means to weather it . . . and now a book that demystifies the headlines and hands families a compass through the uncertainties. Every family needs what’s in this book.”


—Kathy Peel, America’s Family Manager on AOL, author of many books including The Busy Mom’s Guide and Desperate Households


“Working with affluent households in my financial planning practice, I found Harry Dent in 1995 and built an entire financial planning company around his macroeconomic predictions. The recent financial crisis came as no surprise to me or my clients; we were forewarned and therefore forearmed.”


—Erin T. Botsford, CFP, CRPC, president, The Botsford Group


“Our association with Harry Dent has been both personally fulfilling and financially profitable for us and our clients. Harry’s insights have become an integral part of our practice, both in the way we manage our client portfolios and in how we communicate the complexities of the current market environment with them. The type of information Harry provides makes people really stop and think about their current situation, and whether or not they are doing the right things. We constantly get feedback from clients and radio listeners alike telling us they are truly grateful someone is out there saying the things he says, and that although it may not be what they want to hear, they need to hear it.”


—Dean Barber, Barber Financial Group


“Harry Dent’s diligence and research has provided insight and information allowing our clients to be significantly better prepared for long-term investing. Additionally, it has provided our practice with a base of knowledge that is constantly monitored, updated, and communicated to us. In turn, we are able to effectively inform clients about the projected changes that are primarily driven by demographic trends. Harry’s philosophy has helped our business evolve from an economic ‘at the moment’ reactionary stance to a ‘big picture’ proactive outlook that keeps the economic moments in perspective with the client’s overall long-term objective.”


—Daryl J. LePage, CFP, Brook Wealth Management, LLC


“When it comes to economics I look toward pundits who are controversial. Too many people put Harry Dent in the day-to-day advisor category, which is not what Harry is or has ever been. Many critics incorrectly label Harry Dent’s forecasts as inconceivable; nobody knows the future! Personally I never took Harry’s predictions at face value—i.e., the Dow hitting 30,000—partly because I comprehended his words, unlike many critics. Harry’s humble predictions are in the form of questions that keep you on your toes. To the prudent investor and saver Harry’s questions are invaluable. I’m more prepared to take advantage of current market conditions because I believed in Harry’s forecasts, which have a solid foundation based on demographics.”


—Darrell Catmull, KTKK AM630, Salt Lake City, UT


“In my 32 years of interviewing the world’s leading investment authorities, Harry Dent’s practical application of demographic trends as a powerful tool for investment allocation is without peer.”


—Joe Bradley, Bradley Enterprises, LLC, dba Investor’s Hotline


“When Harry speaks, we all need to listen. He was right on the money when he predicted the real estate boom of the 1990s. Each time he’s been on my radio show, Real Estate Today, he knows what’s happening and he has an uncanny ability to predict the future.”


—Louis Weil, The Star Team, Star Team Real Estate


“When Harry gave me a copy of The Great Boom Ahead in the early nineties, I thought it was voodoo economics. Then I saw just how much he got right by way of demographic research—the stock market boom, the tech boom, then the real estate boom. In all my years following market prognosticators, I’ve seen that no one gets it right all the time, but very few can anticipate the market with the prescience and accuracy of Harry. Careful readers of The Great Depression Ahead will find lots of hope. The book is loaded with ways to grow wealth during these turbulent times.”


—Steve Cordasco, talk show host, WPHT 1210 AM Philadelphia—The Big Money Show


“The economic and market analysis Harry Dent brings to my listening audience is of exceptional value. The absence of the usual Wall Street bias toward optimistic and self-serving predictions, along with fully supported historic trend research, is a gift to my listeners and fresh air for those willing to pay attention! Both short-term traders and long-term investors are well served by Harry Dent and his unique perspective.”


—Bill Kearney, CFP, host/producer, Financial $pectrum, WKXL 1450


“I’ve known Harry Dent for many years as a regular guest on my radio show, SmartMoneyTalks.com. His work is incredibly thought provoking. It’s helpful in giving his readers a broadened perspective on how they view their financial matters.”


—David W. Cryden, CFP, host, SmartMoneyTalks.com radio show


“Three years ago, The Harvard Business School Club of San Diego hosted an evening with Harry Dent. We were all spellbound by his presentation. It’s clear that Harry’s insights can help you predict future trends with uncanny accuracy. Harry Dent’s ‘science of demographics’ may be the most significant breakthrough in economic forecasting of our time. His work shows how a nation’s economy is affected by the average age and size of its population. More important, Dent’s insights can help you predict future trends with uncanny accuracy.”


—Gabriel Wisdom, president, American Money Management, and syndicated radio host for the Business Talk Radio Network
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NOTE TO READERS


This publication contains the opinions and ideas of its author. It is sold with the understanding that neither the author nor the publisher is engaged in rendering legal, tax, investment, insurance, financial, accounting, or other professional advice or services. If the reader requires such advice or services, a competent professional should be consulted. Relevant laws vary from state to state. The strategies outlined in this book may not be suitable for every individual, and are not guaranteed or warranted to produce any particular results.


No warranty is made with respect to the accuracy or completeness of the information contained herein, and both the author and publisher specifically disclaim any responsibility for any liability, loss or risk, personal or otherwise, which is incurred as a consequence, directly or indirectly, of the use and application of any of the contents of this book.
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THE GREAT DEPRESSION AHEAD





PROLOGUE
Simple Principles Drive Complex Change



ARE YOU PREPARED for the next great crash ahead?


Wouldn’t it be nice to be able to predict the key economic trends that will impact your life, your business, and your investments over the rest of your lifetime?


Of course we would like to be able to predict all of these trends and have greater predictability and control over our lives. But what would any reputable economist tell you? No one can predict any major events or trends past the next election or Federal Reserve policy change, as we live in an ever-changing world with increasing complexity.” If a butterfly flaps its wings in Tokyo, we could get a hurricane in the Caribbean!” That’s their interpretation of “complexity theory”—which misses the point of how that new theory actually increases the predictability of chaotic processes. Simple common sense would also tell you otherwise. Life clearly has become more complex over modern human history, yet we have learned to predict more events in all areas of life. As a result, our standard of living has gone up while our level of risk has actually gone down over time.


When people complain about how complex, unpredictable, stressful, and risky life seems to be getting, I always ask them to go back to the 1930s, the Great Plague of the mid-1300s, the Dark Ages, the last Ice Age, or almost any time in the past. Life was shorter, more brutal, and less predictable as a general rule the further you go back in history! For another, relatively recent example, try imagining that you are a secretary in the TV series Mad Men, depicting office life in the 1950s.


If you betrayed the king or a noble in the 1500s, you were hanged until nearly dead, and your intestines were cut out of you and burned while you were still alive enough to see it happen. Then you were killed. In a more merciful situation, you were burned alive at the stake. In the most merciful scenario (such as with Queen Anne Boleyn, a wife of Henry VIII), your head was cut off in public. That was justice back then. Your town or village could be raided at any time by vandals or bandits and they might throw your babies up to land on their spears for fun, rape the women, torture or kill the men, and make slaves out of those who weren’t killed. If you were a lucky survivor, you perhaps just had to row boats for the rich or the navy until you passed out from exhaustion or were whipped to death. You’ve seen the movies—we don’t need to go further here to make the point. We just don’t accept the reality of the past: We prefer to see it as fiction and drama and watch movies about the few rich people who had it made.


Now people complain that the rich control over 40% of the wealth today and have too much influence—but wealth was ten times more concentrated in the glory days of Rome, and even more so before that. Most people were slaves, peasants, or barely struggling to survive for most of human history and were subject to sudden wars, plagues, famines, climate changes, and many other things that they could not see coming—even annual seasons and births on a nine-month lag from sex, if you go way back.


Understanding the cycles of life at more levels has given us greater predictability and control over our lives over time, despite rising complexity, greater populations and urban density—and now computers, nanotechnologies, and globalization. Scientists and professionals in many fields, including soft sciences like psychology and even more practical areas such as life insurance calculations, have been predicting more things with greater accuracy over time. It’s time for economics and economists to join the party!


Successful Leaps in Science Finally Apply to the Dismal Profession of Economics


Successive breakthroughs in science, from Sir Isaac Newton’s clocklike universe in the late 1600s through today’s breakthroughs in quantum physics, create ever greater predictability, from macro to increasingly micro trends. The truth is that Newton was correct in his theory of simple and clocklike cycles. It’s just that there are many cycles from macro to micro, and they interact differently over time—and that is what creates the “seemingly” random and complex world we live in. Newton identified some initial macro cycles, and scientists since have developed many more that often seemed at first to disprove Newton’s cycles to some degree—but never really disproved them altogether. His theories and predictions still largely hold. Objects still fall with gravity at a certain rate, but Albert Einstein proved that objects in space warp gravity and create distortions that are meaningful on a macro scale.


A new group of scientists in quantum physics followed and proved that different dynamics work at the most micro levels—forces and patterns that have become more predictable despite seeming to be more random and that led to the information revolution in microchips, genetics, biotechnology, and so on. The truth is that such micro cycles are more probabilistic than deterministic (or cause and effect as in macro cycles), but those probabilities can be calculated very precisely, much as life insurance actuaries do today for average life expectancies, even though individual ones vary dramatically.


We’re not going to get into all of that here, and this information may not seem to apply that much to your job or your life or investments. However, it is important simply to understand that there has been a scientific revolution since the late 1600s and 1700s that has brought one breakthrough after another and has created greater predictability in more fields of research (for example, from when the sun will burn out in 5 billion years to when tides will peak on any coast anywhere around the world, down to the minute). All of these predictions are based on life cycles and stages that occur at all levels large and small.


The problem with prediction is that there are many or even infinite levels of cycles. Hence the key to prediction is to identify which cycles are the most critical and in what hierarchy they occur for what you are trying to forecast. Complexity occurs from many simple cycles that interact and evolve over time and create ever-more-complex outcomes. The paradox is that greater complexity doesn’t mean less predictability. We as humans have been capable of predicting more things over time due to our more complex learning abilities, and that has created progress and a higher standard of living. It’s just that macro trends are the simplest and the least complicated in short-term complexity.


Economists assume the opposite: they think that long-term trends are not predictable due to ever-increasing complexity and that shorter-term trends are more predictable due to things like fiscal and monetary policies that have shorter time lags for effect, as a cup of coffee does. That is the great misconception!


Our economy has peaked every forty years like clockwork—and commodity prices have peaked every thirty years. The early part of most decades starts off weak, even in boom times. Every four years the stock market tends to take a significant correction, and about every four months it often does so again on a more minor scale. Every 500 years we see mega innovations like the printing press or computers that cause rising prosperity and inflation for 250 years or so to follow. Every 250 years we see major revolutions in institutions that promote greater freedom and human rights—such as the American Revolution and the Protestant Revolution before it. Every 5,000 years we make major leaps in civilization and urbanization, going from towns to city-states and empires to megacities and a global economy in current times.


Greater complexity leads to greater information and intelligence (including technology and now computers) that actually allow greater predictability over time from the macro to the micro arenas. Macro trends are the simplest and the least complex, as most short-term trends average out within their cycles. They dominate a grand hierarchy that is more predictable and for which greater information is available, but always more at the macro level than the micro level, wherein changes happen more rapidly and where there are infinitely smaller cycles to interact and create complexity. Yet changes are also increasingly more predictable at the micro level, especially since the advent of quantum physics and areas like technical analysis in financial markets. An overview of the more predictable macro trends paradoxically adds to the probability of predicting more complex short-term trends more accurately, as you can add a strong bias upward or downward to your probabilistic forecasts.


However, there is a greater error in forecasting that most everyday human beings share with economists: Human beings tend to project linearly, in straight lines, while real life and progress occur exponentially, in cycles up and down. Economists are trapped in a straight-line and short-term misconception of predictability, as they often make roughly right forecasts when cycles are headed in the same direction but almost always miss the major changes in cycles that most impact governments, businesses, and individuals. Hence, they tend to underforecast trends at both extremes—especially in bubble booms and bubble busts, as we are seeing today for the first time since the early to mid-1900s. We as individuals tend to do the same, and that is why contrarian indicators often work so well—they say “Do the opposite of what most people or economists think!”


How many economists forecast the unprecedented inflation of the 1970s with $40 oil prices and the loss of U.S. corporate leadership to Japan? How many then forecast the boom of the 1980s during the recessions of 1980 and 1982? How many forecast the great boom of the 1990s and the resurgence of the United States when we were in debt over our heads and in a real estate slowdown and savings-and-loan crisis in the early 1990s much like today? How many forecast the surplus in the U.S. budget between 1998 and 2000 back when it had its greatest deficit in history, in 1992? How many forecast the long decline in Japan in the 1990s and early 2000s, when Japan looked invincible in the 1980s? Look instead at how many bestselling books forecast a great depression for the 1990s that never happened. How many forecast the crash of 2000–2002? How many forecast the boom that would continue into recent years after that crash? And how many forecast oil prices toward $200-plus back in 1998, when they were at $11 a barrel?


I stood virtually alone in forecasting the great boom of the 1990s, with falling inflation and the surplus between 1998 and 2000—way back in late 1992 in The Great Boom Ahead. In that book I forecast that the U.S. would enter a depression from 2008 to 2022/2023. I also forecast the long downturn in Japan in 1989 in Our Power to Predict. My organization forecast the top in the stock and tech markets in early 2000 but did not at first anticipate how dramatic the crash that followed would be. We also forecast the boom that followed that crash in the 2000s, especially with the strongest buy signal in the history of our newsletter in October 2002, including the second buy opportunity in March 2003. But we overfore-cast the stock market in the 2000s by assuming that we would see a second tech bubble as strong as the first, as occurred in the 1920s, eighty years earlier, in our most important long-term New Economy Cycle. We have continued to be right about the direction of trends, but have missed the magnitude of some trends after the peak in early 2000. That has caused us to add some new long-term and intermediate cycles and indicators that are important for refining our forecasts, as we will describe ahead. However, these additions have not changed the importance of the fundamental indicators that are the very base of our research.


There is a logic to our economy that includes inflation and deflation, bubbles and depressions, growth and recession, and innovation and decline—just as in our broader world with the tides, the sun rising and setting, the 7 days in a week, the 12 months in a year, the 4 annual seasons, elections every 4 years, the average person moving every 7 years, 20-year hurricane cycles, and so on, even including ice ages every 100,000 years or so. The best economists identified a near-60-year cycle that occurred between the late 1700s and the early 1900s—but then it seemed to fail. The truth is that it was simply supplanted by a larger 80-year cycle, as we will describe in this book. Nevertheless, that 60-year cycle still occurs more in commodity prices than in broader economic cycles today and explains the recent commodity bubble. Every 4 years, as we approach the midterm elections, the stock market tends to correct, but every decade a broader cycle kicks in that tends to see stocks correct for 2 to 3 years in the early part of each decade—and that cycle can override and impact the 4-year cycle and other cycles. However, the 4-year cycle still persists pretty consistently.


The great insight for long-term forecasting comes from understanding the hierarchy of cycles from long term to short term that most affect the economy and your life. Our research is all about starting with the most fundamental macro cycles that actually drive economic growth and then refining those with other recurring cycles that impact the economy in the more intermediate term and with short-term technical analysis that better predicts the more probabilistic shorter-term wiggles. But the paradox is that the longer-term cycles are more predictable.


In your life-planning horizon, cycles as long as 500 years can be important, despite being beyond your horizon, as they show a certain direction that can be more positive or negative in your lifetime—and we, fortunately, have been in a major uptrend since the late 1800s that has encompassed the best trends within the last century and that should continue upward overall beyond your lifetime and even your kids’ lifetimes. However, the most important cycle is an 80-year New Economy Cycle that has four seasons, much like your life span and life cycle. That cycle is about to serve you the biggest surprise since the Henry Ford generation saw the Roaring Twenties suddenly turn into the Great Depression. But it is also the 500-year cycle that will likely make this coming depression less painful than the depression of the 1930s. The two most important intermediate-term cycles, the 40-year generation and 30-year commodity, just happen to be peaking around late 2009, creating “the perfect storm” just ahead.


The most important principle to understand is that your life cycle and the economy’s life cycle are likely to coincide differently. You will tend to make logical decisions according to your own life cycle and seasons ahead: education, marriage, raising kids, peaking in your career, a midlife crisis, and retirement. You won’t tend to see how the economy’s life cycle will greatly impact yours, especially when it changes seasons, often dramatically at first, as in the early 1930s and mid-1970s—and the economy is the 800-pound gorilla!


Stumbling on a New Science of Economics Starting with Demographics


I started studying economics in college but quickly changed my major to finance and accounting—economics was vague and didn’t seem to be predictable or useful on a practical level. I worked in accounting and finance for a Fortune 100 company for a few years and then decided to go to Harvard Business School to focus on broader and more strategic issues. I learned a lot there about product life cycles and how to fight for my ideas—that is what you had to do to survive “the case method approach,” in which there was no right or wrong, just what you could best analyze and argue and what made the most sense at the time, and then compare that with what happened in reality afterward. I worked as a strategic consultant to Fortune 100 companies at Bain & Company at a time when the firm was young and I could learn directly from Bill Bain, from partners like Mitt Romney, and from many bright associates. I learned more there in two years than I did at Harvard Business School—but I didn’t tend to agree with the consensus of the team most of the time. I tended to think,”Let’s duplicate the innovative new, decentralized minimill strategy of companies like Nucor rather than trying to emulate the Japanese at reengineering larger, more centralized steel mills”—which wasn’t as realistic for the more mature companies we were consulting to.


I knew my days were numbered at Bain & Company. My greatest accomplishment was that I was assigned to develop a forecasting model for tire demand for a major tire company simply because I had an accounting and finance background. I was into that, given that I had an interest in long-term cycles even back in college. However, I had never had any training in forecasting nor had I ever actually developed a forecasting model, other than projecting profits forward like any good accountant. Well, I had a short-term deadline and my manager told me that he knew that the present models were too optimistic based on past extrapolations of trends and given rising oil prices, a slowing economy, and the shift to radial tires, which lasted twice as long—which all strongly suggested a slowing trend in tire demand rather than an ever-rising one. He also told me to focus on the fundamentals and to keep it as simple as possible, since I had only a few weeks to develop this model.


There’s nothing like urgency and focus to force clear results! Within two weeks I had developed a two-variable model on a time lag that forecast a change in direction that ended up being right, while the industry models were wrong. To make a long story short, that is where I learned about the S-curve principle of new products overtaking old ones (radial versus bias tires) and about the demographics of when people drive more or less and who buys products like tires by age and income. Those two principles drove a very simple model that not only tracked the past as well as much more complex models did, but also forecast a major change in trends that such complex models did not.


What I really learned was that simple trends drive long-term growth and changes in cycles and that demographic and technology cycles are critical in predicting business and economic trends.


Of course, we refined that model for shorter-term variables once it proved correct for predicting longer-term trends and cycles, but the fundamentals—not the shorter-term and more varied indicators that drove and fed the more complex econometric models in the industry—came first. That is how most economic models currently work: they start from the complex and work backward rather than starting from the simple or macro and working forward.


In the 1980s, I started working with more entrepreneurial companies that fit my leanings toward a new, more decentralized economy and business model. In my consulting with these companies, I kept seeing that members of the large and emerging baby-boom generation were creating new product and technology trends; that confirmed the demographic and S-curve life cycles I learned at both Harvard Business School and Bain & Company. Naturally, I kept researching demographic and technology trends until I arrived at a number of breakthrough models that ended up applying more to the macro economy than to trends within the markets in which I was consulting.


In 1988 I discovered a strong correlation between the Dow and S&P 500 adjusted for inflation and a 45- to 49-year lag for the peak in spending of the baby-boom generation and the past Bob Hope generation back to the 1950s. This simple model would forecast macroeconomic and stock trends 50 years in advance! In 1989 I discovered a clear correlation between inflation and young people entering the workforce at the peak of their expense cycle for education, workforce training, and investment. Then I looked back and saw that the same economic cycles were occurring in radical new technologies that were first innovated and started to move mainstream on an S-curve cycle on an 80-year or two-generation lag back to the early 1900s and Roaring Twenties. We were clearly in the dynamic early stages of a new economy.


I started to see that demographic trends were the greatest driver of our economy, along with radical new technologies that changed the foundations of our economy and that followed a four-stage life cycle of innovation, growth, shakeout, and maturity. I also saw that demographics seemed to be increasingly driving the innovation and adoption of new technologies, as increasingly affluent consumers had much more impact on our economy than in past eras, when a relatively few people controlled politics, wealth, and business. Hence, demographics were destiny!


I will explain much more about these simple principles and how powerful they are, but let me first explain how my firm’s research has evolved over time, starting with the simplest fundamentals and refining those with other important cycles that affect our economy and your life. It took some time and experimentation to get to where we are today, and it hasn’t always been easy. I will explain the confidence levels we now have in our forecasts for years and decades ahead, after many refinements to our most fundamental indicators in demographic and technology cycles.


The Evolution of Our Forecasting Methods


Starting in the late 1980s, we predicted the slowdown in Japan for twelve to fourteen years, a two-year slowdown in the U.S. economy in the early 1990s, and then the greatest boom in U.S. history for the 1990s, which would continue into the end of this decade. We even predicted in the early 1990s that the unprecedented federal deficit would turn into a surplus between 1998 and 2000! We at first overforecast the downturn of the early 1990s in the United States, but we were pretty much right on about everything else, including falling inflation and interest rates in the 1990s. We did this on the basis of two simple indicators: the Spending Wave (a 44- to 48-year lag on births for the peak in spending of the average household) and an 80-year New Economy Cycle that would see radical new information technologies move mainstream suddenly from around 1994 to 2008, much as autos, electricity, and phones did from 1914 to 1928 on an S-curve cycle. Most economists and people said we were nuts! The truth is, we were and we weren’t! There were no other major cycles to interfere, and our new fundamental cycles won out, with the Dow going to 10,000+ in the greatest bull market since the 1920s in the 1990s, with Japan continuing to slow and the great federal deficit disappearing and turning to surpluses from 1998 to 2000, all as we forecast in The Great Boom Ahead.


Since we were tracking the Dow on an exponential correlation with the growing boom, our “Dow Channel” forecast a peak between 32,000 and 40,000 between 2008 and 2009. That channel also forecast that stocks were extremely overvalued in late 1999 and early 2000—which we warned about in The Roaring 2000s Investor (1999) and in our newsletter in early 2000. We forecast that the Internet bubble was peaking in February 2000, and in April 2000 we forecast that the Nasdaq and broader tech stocks were peaking as well. The problem is that we thought that this would be another 20% to 30% correction on the way up to 32,000+. It was not! By late 2000 and early 2001 our growing base of shorter-term technical indicators suggested that the downturn could see the Nasdaq and Dow go back to their late 1998 lows but that much of the damage was already done. Our challenge at that point was to figure out how such strong demographic and technology S-curve trends could result in such an extreme crash in an ongoing bull market.


From late 2000 onward, we reexamined our fundamental indicators and any other cycles and indicators that could explain the extreme 2000–2002 crash in the midst of such strong long-term trends in demographic and technology cycles—and we discovered a new twist on the technology and New Economy Cycle as well as some important new recurring cycles.


The first insight we got was from a Decennial Cycle from Ned Davis suggesting that the first few years of most decades start off weak with substantial and often extreme stock corrections in good and bad times. The second and bigger insight came from going back 80 years to the last New Economy Cycle and seeing that there was a first bubble in automotive and technology stocks from 1914 to 1919 that crashed in a manner very similar to the 2000–2002 crash. That represented a shakeout cycle after overexpansion into fast-growing new S-curve markets that was very much in line with our longer-term cycles but that occurred on the more intermediate S-curve of radical new technologies first entering the mainstream markets from 1914 to 1928. So the crash of 2000–2002 and its severity actually were predictable! Hence, as in the early 1920s crash, we were expecting a second strong bubble to follow, as occurred between 1925 and 1929. We also gave the strongest buy signal in our newsletter’s history in late 2002, after giving a premature buy signal in late 2001, near the ultimate bottom.


After the markets closely followed a crash and slow recovery cycle before the next bubble that was at first similar to the 1990s and 1920s bubble booms, we got a strong divergence in the summer of 2006, as oil prices suddenly shot up to $78. Stocks were still heading upward but no longer in the bubble-like trajectory we expected. That forced us to look for reasons why oil prices and the geopolitical environment were differing from those in the 1990s, despite earnings and growth trends that were still clearly in line with our fundamental demographic and technology cycle indicators. Out of that analysis, we discovered two important new long-term cycles: a clocklike 29- to 30-year Commodity Cycle and a 32-to 36-year Geopolitical Cycle, which alternates between favorable and unfavorable environments pretty reliably every 16 to 18 years.


In our September and October 2006 newsletters, we cut our 2008–2009 forecasts for the Dow at the peak from 32,000 to 40,000 down to 16,000 to 20,000 based on these new cycles, suggesting that the markets had been and would continue to trade at half their valuations compared with the 1990s, even in a growing economy. When the subprime mortgage crisis started to hit in late 2007 and early 2008, we cut those forecasts back to 14,000 to 16,000, out of a belief that that some and likely more indices had already reached long-term highs as the financial sector had done in mid-1997, and others would come close to retesting their highs into mid-2009 and some could reach slight new highs after corrections into mid- to late 2008.


What we present in this book is, first of all, a more sober forecast than our bullish forecasts of the early 1990s and early 2000s. However, our fundamental long-term indicators have forecast consistently since the late 1980s that this boom would end around the end of this decade, as the massive baby-boom generation finally peaked in its productivity, earning, and spending power and as the new Internet and information technologies saturated our economy at or near 90% adoption. Thus we are not being inconsistent here—and people should listen more to a long-term bull that is turning bearish than to the perennial bears who forecast a great downturn or depression after every strong advance and excess borrowing cycle.


What we have learned over the evolution of our research is to incorporate a hierarchy of cycles that even better explains the most important trends that drive our economy, exponentially, up and down in cycles. We still find that our most fundamental new long-term cycles from generational spending trends and new technology cycles primarily drive the trends, but we now include new cycles, such as the Geopolitical Cycle and the Commodity Cycle (in Chapter 3). We’ve also incorporated some new twists in our longer-term 500-Year Cycle from past books, including a 250-Year Revolutionary Cycle and an even broader 5,000-Year Civilization Cycle, which corresponds to the new globalization trend.


Whether you have been exposed to our research in the past or you are a new reader, we strongly suggest that you keep an open mind and carefully consider the arguments, logic, and hierarchy of cycles presented in this book. We have missed the magnitude of some trends, but we have successfully predicted the key trends and cycle changes over the last two decades. The most important cycle change for your wealth, health, life, family, business, and investments is just ahead during the first and last depression you are likely to experience in your entire lifetime—as they occur only every 80 years in current cycles.


How to Use This Book: How It Is Organized


Because many readers will have had some exposure to our past books or seminars, Chapter 1 gives a quick, summary overview of the dramatic change in economic trends ahead and how we have changed our forecasts over the past several years. Everyone should read that chapter first. Our more seasoned readers can skim or review Chapter 2, in which we look at and update the most important fundamental trends that drive our economy. New readers should be sure to study this chapter in depth, as it is most basic to our research. Chapter 3 brings the newest insights for past readers who have not subscribed to our newsletter. This chapter looks at the hierarchy of cycles from long term to short term and highlights the most important new cycles we have added in the last five to ten years. Chapter 4 addresses the issue most critical to many people today: the housing slowdown and the subprime crisis. We forecast well in advance that baby boomers would peak in their housing expenditures ahead of the broader economic peak due to definable spending trends by age. We also forecast, along with and using Robert Shiller’s analysis, that housing was the most overvalued in U.S. history and ultimately due for a 40% to 50% longer-term decline, not just the 10% to 20% experienced so far in 2008. The worst decline will come from late 2009 or 2010 onward, when the longer-term baby-boom spending cycle finally collapses. Isn’t it surprising that with the housing collapse, credit crunch, and $147 oil prices, the economy was not worse in 2008? The reason was that baby boomers were still rising in their final stages of spending overall.


Next, we look at the silver linings in the downturn. In Chapter 5, we’ll see that continued demographic-driven migration patterns will augment certain states and areas while hurting others. The biggest beneficiaries will continue to be in the Southeast and Southwest, but the trends toward states there are shifting after the bubble made many attractive areas too expensive. In Chapter 6, we take a look at the global trends in demographics, which differ greatly among various areas around the world. Asia will continue to rise, while many commodity-oriented emerging countries will bust at first. Long term, the global economy will see a new paradox: the economies of most developed Western countries, Japan, and, on a lag, China, will age and slow long term, while the economies of many emerging countries, such as India, will continue to rise for decades.


We then look at strategies for surviving and prospering for individuals, businesses, and governments. Chapter 7 starts with a better understanding of risk: why returns are not normally distributed, as most investors and financial advisors assume, and why traditional asset allocation models will fail in the coming “winter season.” In Chapter 8, we will look at more specific strategies in stages for investors and businesses, including personal and family strategies in all aspects of your life. Finally, in Chapter 9, we will look at the critical issues facing our government and institutions as they are forced to restructure more radically and face the realities of an aging population versus ever-rising benefits promised. A “New Deal” will come in national politics, but we will also see a “New Deal” between the affluent developed countries and the emerging ones. New global institutions will be required to deal with a truly global economy that will finally emerge more in the early 2020s into the next boom—but only after a major revolution from failed policies in trade, pollution and global warming, and terrorism.


Longer-term historians, economists, and students should go to www.hsdent.com, to “Free Downloads,” and download “The Long Wave.” Therein we reconcile one of the great paradoxes in recent economic history: why did the 60-year Kondratieff Wave suddenly fail in the 1990s after two centuries of success as an economic model? We show conclusively how a larger 80-year generation-based cycle supplanted that model, and why global trends are in fact likely to return us back to that near-60-year cycle in the future. In fact, it seems that our broader New Economy Cycle gets stretched from 60 to 80 years every 250 years on our new Revolutionary Cycle (see Chapter 3).


This book is organized so that you can start with the first chapter as an overview and then go more directly to the chapters that most apply to you or that you are least familiar with if you have followed our work in the past. The most important chapters to focus on are Chapter 1 (overview), Chapter 3 (new cycles), Chapter 4 (real estate and depression cycles), and Chapter 8 (strategies for family, investment, and business). Our most astounding and long-range forecasts come in Chapter 6 as we look at trends around the world for the rest of this century! The rest is more optional or to scan, or to get to as you please. You don’t have to read this book in a linear sequence.


Welcome to the first comprehensive forecast for the trends that will affect you for the rest of your lifetime. Most economists don’t dare to do that. We do! But we also recognize that there will be divergences and continued refinement of our research as well. Hence in the back of this book we are offering free periodic e-mail updates, and we have a monthly newsletter you can subscribe to that will give in-depth updates to our research and shorter-term market and economic forecasts.


The greatest lesson we have learned in more than twenty years of comprehensive research and forecasting is that there are important cycles that occur in a hierarchy that can allow you to plan for the key trends that will affect your life, your business, and your investments over the rest of your life. We have been very good and have gotten better at timing those key cycle changes. The most difficult challenges come in the more exact timing as these cycles interact in more complex ways, and in the magnitude of the booms and busts, particularly in the stock markets. We have a very high confidence level in forecasting that our economy will worsen and that we will see the worst downturn since the 1930s between mid- to late 2009 and 2012. Whether the Dow falls to 3,800 (our best target) or lower or higher is harder to forecast. And whether the actual bottom comes in late 2010 or mid-2011 or mid- to late 2012 or even late 2014 is also a question mark. Whether unemployment reaches 10% or 12% or 15% or higher is also to be seen.


Best of success to you in the great crash and depression ahead! We want to help you get through the most difficult period in the economy’s natural life cycle. “You can’t change the winds, but you can reset your sails.” Now let’s turn to Chapter 1 and get a quick overview of our “very contrary” forecasts and where and how they have changed in recent years.





CHAPTER 1 The Great Crash of Late 2009–2010


. . . and the Next Great Depression to Follow




The Perfect Storm: Peak of Baby-Boom Spending Cycle Collides with the Oil and Commodity Bubble in Late 2009–2010




ARE YOU AWARE that we have seen long-term peaks in our stock market and economy every 40 years due to generational spending trends, as in 1929, 1968, and next around 2009? Are you aware that oil and commodity prices have seen bubbles that have peaked every 30 years, as in 1920, 1951, 1980—and next also around late 2009? Don’t these sound like the same seasons that occur every year in our weather? Why should you be any more surprised by natural cycles in our economy that peak and decline than by winter coming in December? Your life cycle goes through seasons of childhood, adolescence, young adulthood, midlife crisis, late adulthood, and retirement—a time that is expected to last about 80 years today. You make natural changes in your life and investments as you age in anticipation. Are you aware that the economy has a life cycle of about 80 years that is likely to be very different from yours and will impact your life dramatically at times? Who’s the 800-pound gorilla here, you or the economy? And this is one of those times!





We have been one of the most bullish forecasters since 1988, forecasting the greatest boom in history as the largest generation, baby boomers, moved upward in a predictable spending and productivity cycle as they aged. Generations do this every forty years in modern times. How could economists miss this? We have always called for a long-term market peak and extended downturn to begin around the end of this decade—and now we are approaching that point. Boom will turn to bust and inflation will turn to deflation. We are about to move from autumn to winter in the economy’s life cycle. Have you stored your nuts? Are you ready to plant your seeds for the next spring season?




We are entering the first winter season in our economy since the 1930s. Are you prepared for this to happen?







Another important long-term cycle is cresting: an oil and commodity bubble has been building since the early 2000s. Baby boomers will slow in their spending and create a slowing economy in the United States and most of the developed world from around 2010 to around 2023 regardless of this cycle—but the rebound in the economy from the massive stimulus program is likely to either see rising inflation pressures—with the rising interest and mortgage rates, and rising oil prices again toward $100+ into the peak of the 29- to 30-year Commodity Cycle—or a disappointing rebound that clearly says that the deflation and demographic downtrends are winning and that the economy is heading down again despite the massive stimulus. Either way the stimulus program is likely to fail between late 2009 and early to mid-2010. The last bubble in long-term Treasury bonds near 2% yields is likely to crash and give way to a final bubble in “hard assets” like gold and oil.


The perfect storm has been brewing: the collision between our long-awaited peak in baby-boom spending and the final bubble of this unprecedented bubble boom, the oil and commodity bubble. It started with the first severe crash in 2008, but that was only the appetizer. The main course will be ushered in by an equally brutal crash that is most likely to occur between mid- to late 2009 and late 2010 and take the Dow to as low as 3,800, the 1994 low where the stock bubble first began.The last surge of this bubble will likely cause stocks to resume their downtrend again between April and September 2009. Oil prices are likely to see one last extreme bubble between late 2009 and mid-2010, with prices at $80+ before the entire bubble boom, which started in late 1982 and is expected to last until around late 2009, peaks and we then enter the Next Great Depression. We will see the continued deflation of three great bubbles—stocks, real estate, and commodities—and the broader deleveraging of the greatest credit bubble in history. Your life is about to change for reasons outside your control. You can’t change the direction of the winds, but you can reset your sails!


This next “season” in our economy will impact your life, family, business, and investments more than any other economic era in your lifetime has done. If you thought 2008 was scary, 2010 to 2012 will bring on the greatest economic and banking crisis since the early 1930s. If you think that you will be okay because your investments are spread out over a number of sectors, you are wrong—only cash and high-quality bonds will fare well in the great crash ahead. If you think real estate already saw most of its downturn in 2009, you will be shocked at how low home prices will fall in many areas. Home prices will have to drop 50% to 60% nationally to get back to fair value, not the 10% to 20% we have seen in 2008—and that will have a devastating impact not only on the banking system but also on our government, which will have to continue to take over these mortgages and liabilities. If you think your kid or grandkid is going to get out of that expensive school you just mortgaged your house to fund and walk into a great job market and live happily ever after, you may be wrong again, at least in the next few years.







Our best rule of thumb for how low housing prices will fall in your area, given that valuations and trends are so different regionally, is this: What was your house worth at best in 2000, and at worst in 1996, when this bubble began?







Are you aware that the Japanese blue-chip stock market, the Nikkei, was down 80% from 1990 to 2003 as Japan’s baby-boom generation slowed in spending ahead of ours, just as we forecast in 1988 based on generational cycles? Are you aware that real estate in the largest and most densely populated city in the world, Tokyo, has been down over 60% from 1991 to 2005? That flies in the face of the traditional argument that “they aren’t making any more land and it can’t go down!” The rest of the world was booming when this occurred. Japan experienced an extreme bubble in real estate and stocks ahead of the rest of the developed world. Japan was the first major country to begin to age past its prime due to declining birthrates and represents a great leading indicator for what will occur in the most affluent nations of the world as they age likewise on about a two-decade lag—despite the continued long-term boom in emerging countries such as China and India. Even China will start to age and slow about a decade from now.


The dramatic downturn in Japan in the 1990s demonstrated two important principles: bubbles always deflate once they go to extremes, and trends can undergo extreme change when a generation peaks in its spending and productivity levels. More extreme trends will hit the United States and Western world just ahead, and this will change your life, your business, and your investments—including the prospects for your kids’ education and careers—more than at any other time during your life.


In The Great Boom Ahead, in late 1992, we said, “Get ready for the greatest boom in history.” Now we are saying, “Get ready for the Next Great Depression.” We expect to see a once-in-a-lifetime “going out of business sale” on financial assets that will wipe out wealth for most but create new wealth opportunities for the few who see this coming and are liquid and financially sound enough to take advantage.


The people who are paradoxically most at risk are the ones who gained so much in this bubble boom: the top 1% to 10%, not just the everyday people who will lose their jobs as unemployment approaches 12% to 15% and possibly higher between early 2011 and mid-2013. Tax rates will rise dramatically as the economy fails, government revenues fall, and social expenditures to support everyday people rise. The government will have no choice but to raise taxes on the affluent and businesses, as it did from 1932 into 1946. The great depression originally forecast by a number of bestselling authors for the 1990s will finally happen in the 2010s. The only good news is that the economy ultimately will be buoyed by strong long-term growth trends in emerging countries, especially in Asia, which will create great buying opportunities for many investments in the years ahead—and lower living costs from the deflationary trends.







The Next Great Crash: Mid- to Late 2009 into Late 2010




Most investors thought after the crash of 2000–2002 that we would return to more normal markets. We forecast that this would not be the case. In late 2002 we predicted in our newsletter another bubble in stocks into the late 2000s and an extended crash and downturn to follow from the very early 2010s into the early 2020s. In fact, in The Great Boom Ahead, in late 1992, we forecast on page 16: “The next great depression will be from 2008 to 2023.” We expected the recent stock bubble to be stronger in the United States at first; thus we revised those forecasts in 2006 for adverse geopolitical trends and the rising oil and commodity bubble (Chapter 3). That next stock bubble did occur in Asia and emerging markets, and it has been even more extreme than the tech bubble.







George Soros made an insightful comment in early 2008, saying that “this is the end of an era.”







The greatest credit bubble in history started to deflate into 2008, but that was only the appetizer. We think the greatest bubble boom in history will deflate much more between 2010 and 2012 (and perhaps into 2014 or early 2015), or the main course. This process will continue off and on into the early 2020s, much as happened during the Great Depression from 1930 to 1942. Even then, stocks put in a long-term bottom in mid-1932, as did home prices in 1933. In the coming depression, this deflation will be devastating to the economy and to almost all financial assets, from stocks to real estate to commodities. However, great investment opportunities will be available early in the cycle and a significant bear market rally is likely between mid-2012 and mid-2017, much as occurred in the 1930s between mid-1932 and early 1937 (see Chapters 4 and 8).


Investors should hold stocks for a likely substantial rebound in 2009 to between 9,100 and 10,300 on the Dow, and should be able to continue to profit from commodity and oil stocks into as late as early to mid-2010. But the only place to hide at first will be in safe money markets and currencies (especially the Asian) and then, on a lag, high-quality U.S. Treasury, municipal, and corporate bonds and similar high-quality bonds of more stable economies in Asia and Europe (as we will cover in Chapter 4 and Chapter 8). Unprecedented buying opportunities will follow, especially in areas such as Asia, health care, and select areas of real estate between late 2010 and mid- to late 2012. Favorable demographic trends will continue in these areas for decades to come, well before the next concerted long-term global boom and bull market begins, between 2020 and 2023, based on demographic trends.







The Three Bears: Real Estate, Commodities, and Stocks




This unprecedented boom has seen three major bubbles develop: first, the technology bubble that peaked in early 2000; second, the housing bubble that peaked in 2005–2006; and third, the oil and commodity bubble, due to peak between late 2009 and mid-2010. Our theme since 2006 has been that the economy would experience bubble after bubble until the entire bubble boom ends. Vast amounts of money leveraged by borrowing have flowed from sector to sector through hedge funds and institutional investors. Now there is nowhere else for it to go. The commodity





Figure 1.1: The Spending Wave
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bubble works against the others by raising costs and interest rates. The three bubbles become “the three bears,” since they will have to deflate and will do so together in the coming years, creating an unavoidable depression in the economy and in the banking system that lent so much money against these assets, especially real estate.




When it comes to stocks, the truth is that we have been in a bubble boom since the early 1980s, when the massive baby-boom generation started their family and career cycle and spending spree. Figure 1.1 shows how stock prices in the United States have followed the baby-boom birth chart (adjusted for immigration) on a 44- to 48-year lag for their documented peak in spending over time since the early 1950s. The first stock bubble peaked in 1987. A greater bubble occurred from 1995 to early 2000. The final and most recent bubble in stocks has seen even greater advances in emerging markets such as China, Brazil, India, and Russia, while stocks in the United States have seen a more normal bull market—as money flows have rushed overseas to the next bubble. In Chapter 2, we will look at the generational and technology cycles that have been driving the greatest bull market in history and why those trends point downward after 2009. We will look at global demographic trends, which are very different and much more bullish in emerging countries, in Chapter 6.


Just as the technology stock bubble peaked in early 2000, money started flowing into the next great bubble: housing. Baby boomers were moving predictably into their peak home-buying years and interest rates were extremely low due to the 2001 recession and the Federal Reserve’s reduction of short-term rates to 1% from 2003 to 2005. Baby boomers didn’t just buy the largest homes and McMansions; many bought one or more vacation homes, more for speculation than use—and often on “teaser” or variable rate mortgages when rates were low and falling. Immigrants were rushing to buy starter homes without an appropriate job history or credit—but who cared? Just put on the application that you have been in this job for three years, “said the spider to the fly.” Housing was going up dramatically, so there seemed to be little risk, just as banks had assumed in Japan in the late 1980s. By the summer of 2005, home sales peaked, just as we had warned two years earlier in our newsletter. By 2006, home prices reached roughly double their long-term fair value, as we show in Figure 1.2, from Robert Shiller of Yale, which adjusts home prices for inflation, size, and quality of features back to the late 1800s.





Figure 1.2: Long-Term Housing Prices Versus Inflation
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Home prices have since begun their greatest drop since the 1930s and will have to fall 50% to 60% to get back to reality.


The final bubble was one we missed at first. Oil and commodity prices peaked in a dramatic bubble in 1980–1981 and dropped in an equally dramatic manner in 1986, as we show in Figure 1.3. After a brief rally into 1994, oil prices dropped to their 1986 lows in 1998. Since then, a bubble in commodity prices started slowly and accelerated in 2003, exactly 30 years after a similar bubble buildup in 1973. The pullback in oil and commodity prices in the second half of 2008 very likely marked a peak in that commodity cycle, but a final surge is likely to be yet ahead as the economy recovers from the 2009 recession and demand pressures build again—and an 8- to 9-year terrorist cycle raises the chance of another major attack or geopolitical crisis. Oil prices are likely to go to something like $100+ if we have a significant recovery in the second half of 2009 as we expect due to the massive stimulus plan. If the recovery is weaker, or the economy continues to spiral down, a target more like $60 to $80 would be more realistic. But notice clearly how each stimulus plan that follows the bursting of a bubble only feeds into speculation for the next bubble, as the tech crash and 1% interest rates by the Fed helped


Figure 1.3: 29- to 30-Year Commodity Price Cycle
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create the housing bubble and complex derivatives that caused the sub-prime crisis and banking meltdown in 2008.




These successive bubbles have been able to continue to develop as long as rising baby-boom spending, low interest rates, and growing credit availability were favorable. Interest rates will rise again and will go higher in 2009 as the economy recovers from the recent recession. Credit availability has clearly contracted since late 2007. By 2010, baby-boom spending will more dramatically slow and for the long term. The final trigger could either be rising inflation and commodity pressures or a lackluster rebound that signals that the deflationary process is outweighing the stimulus and inflationary process.


The perfect storm saw its first wave hit in 2008, likely continuing into mid-2009. Then we are likely to see “the eye” or calm before the real storm, which should hit much harder between late 2009 and late 2010 with major damage continuing into 2012 or a bit later. The bubbles of the three bears—real estate, stocks, and commodities—will deflate more fully. The strains on the banking system will make 2008/2009 look like a tea party.







Late 2007 to 2008: The Beginning of the End




We started warning in our January 2008 newsletter that the markets looked as if they might have peaked a year ahead of our forecasts for late 2008 to early 2009. We have also been expecting the stock markets to bounce substantially into around mid-2009 as a recovery is anticipated, but before inflation, interest rates, and commodities rise strongly to thwart stocks again. The recovery is likely to continue on about a 12-month lag from the stimulus from late 2008 into mid-2009 into early to mid-2010. Rising inflation pressures, a crashing dollar, or a failed recovery will cause stocks likely to fall again somewhere between April and September of 2009 and accelerate down into mid- to late 2010. Emerging countries will resurge as well, but also with potential inflation trends from overexpansion. The most important trends in 2009 will be rising inflation caused by demographic trends in workforce entry, as we predicted back in 2007 in our newsletter (and as we cover in Chapter 2), and a final surge in commodity and oil prices (see Chapter 3).







Hence the stock market will start to weaken again by sometime in 2009, likely between April and September 2009. Home prices naturally would be set to rise again in 2009 after the slowdown from late 2005 into mid-2009 as excess inventories increasingly were worked off. However, sharply rising mortgage rates (short term and long term) are likely to curb such a comeback after a brief rebound in sales and prices into spring or summer of 2009 with help from the Treasury bail-out plan. We have been advising our newsletter subscribers to sell unnecessary real estate by the spring of 2009, or at the very latest, the early fall of 2009. The next great crash in stocks, which will signify the end of this great bubble boom, finally will occur between mid- to late 2009 and late 2010. Housing will see a crash that most would find unthinkable and which is likely to last for a few years, at least between mid-2011 to 2013, and possibly early 2015 in larger homes or McMansions, which have peaked in generational demand for a long time to come.


Between mid- to late 2009 and late 2010, we predict the next dramatic stock crash, led by emerging markets, Asian stocks, financial stocks, and tech stocks—and, finally, by oil and commodity stocks. This crash could continue off and on into mid- to late 2012, and even possibly into late 2014. Bubble booms like this one typically come only every 60 to 80 years, and they always end badly! However, this is a rare bubble boom, wherein all major asset categories peak in similar time frames and decline into the coming decade.


Of course, we are still bullish long term due to global demographic trends and technological progress, well into this next century as your kids grow up. Much growth is yet to come from emerging countries with large populations around the world—such as China, India, Indonesia, and, ultimately, the Middle East, Latin America, and Africa—although China will not grow for as long as most people expect, due to its rapidly aging population and deteriorating environment. Many such countries may not fully catch up to affluent Western standards of living (see Chapter 6) as isolated areas such as Japan, Hong Kong, Singapore, and South Korea have done.


These emerging countries tend to have high export exposure in their most profitable industries to the more affluent and developed Western countries, the economies of which will be slowing down over the coming decade. Hence the emerging countries will experience setbacks at first, although the effect will be much less in countries like India, which have much lower export exposure. But the commodity bubble that is due to peak by late 2009 to mid-2010 will force a slowdown in emerging countries that depend to a greater extent than the United States on food and energy prices, and the bubble will continue to hit the many third-world countries in Africa, the Middle East, and Latin America that are large commodity exporters off and on for over a decade to come.


More important, stock market bubbles have emerged in the most progressive emerging countries from 2002 into late 2007 and should strongly rebound into 2009. These stock market bubbles have begun to burst, much as the tech bubble did in 2000, but the worst is likely to come between mid- to late 2009 and late 2010, much as occurred with the tech bubble here between late 2000 and late 2001. Asia should be the greatest area for reinvestment after the crash into late 2010, due to continued strong demographic and productivity trends, but only after that crash occurs around the world. The strong cash position of China and many Asian nations (as well as many in the Middle East and Latin America) with strong trade surpluses should put them in a position to end up bailing out the U.S. and many European nations, with major benefits from those economies negotiated by them well into the future. This will only raise the financial status of countries like China. The best health-care sectors in the Western world also should represent opportunities due to the aging of the massive baby-boom generation, as will retirement and vacation areas in real estate and services—along with affordable apartments and starter homes for the coming echo-boom generation (as we will cover in Chapters 4 and 8).


The Great Depression of the 1930s saw an extreme bubble in technology trends and stocks but not a significant bubble in real estate. Commodity prices bubbled and peaked in late 1919 to early 1920 and first deflated well before the Roaring Twenties bubble in stocks from 1925 into 1929. That commodity bubble continued to deflate into the early 1930s, as did real estate prices, due to the extreme downturn and deflationary trends. However, that depression revolved more around the bursting of the great technology bubble in stocks. This time around, the tech bubble peaked earlier in 2000 and has already deflated to a great degree but will deflate more in the great crash ahead. Housing began to deflate in 2007 and 2008 and will continue to deflate much more. The commodity bubble will be the greatest to deflate for many years ahead, as it will likely just be peaking between late 2009 and mid-2010.


The 1870s depression saw the peak of a great bubble in railroads (technology) in 1872, but there had been much smaller bubbles in commodity prices, which peaked in 1864, and in real estate. The previous depression of the 1840s was the one that saw a massive real estate boom in the United States from midwestern expansion (and strong government sales of land at bargain prices, which fostered high speculation and borrowing), which coincided with a peak in commodity prices on our 29- to 30-year cycle and a more minor canal and railroad bubble in technology. The extended off-and-on stock downturn from 1835 to 1857 was the worst in modern history prior to 1929–1942, and this one will be somewhat similar. It will likely be a bit worse than in the 1840s and not as severe as in the 1930s. But it will likely go down as another “great depression.” The next such depression is likely to hit our grandkids and emerging countries like India between the late 2060s and the mid- to late 2070s, and it should be worse than this one, more like in the 1930s.


The lesson from past bubble booms is that they always end in depressions due to the massive loan write-offs at banks as all assets deflate. This depression will lead to major declines at first in all major investment categories—but not in high-quality long-term bonds, short-term fixed income, and basic infrastructures such as water, wastewater, health care, and transportation. Hence traditional asset allocation models that diversify into many asset classes will fail miserably, as we have been warning for decades!







The Last Forecast Great Depression of the 1990s—That Wasn’t!




Many highly respected economists and historians predicted the next “great depression” for the 1990s after the first bubble in stocks into 1987–1990. The bestselling books in 1989–1992 included The Great Depression of 1990, by Ravi Batra; The Great Reckoning, by James Dale Davidson; and Bankruptcy 1995, by Harry E. Figgie. Robert Prechter, one of our favorite long-term forecasters and historians, also predicted a long-term peak in stock markets in late 1989. These people were dead wrong! However, they understood much more about long-term economic cycles than do most respected economists today. We instead stood virtually alone in forecasting that the greatest boom in U.S. history would emerge with Japan slowing down for over a decade. These forecasts were made first in Our Power to Predict in 1989 and then in The Great Boom Ahead in late 1992.
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