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I wrote the article with the above title in February 2019. The projection
that the Dow could lose 98% in real terms (GOLD) is today even more likely,
creating the biggest wealth transfer in history.
Since the article was published, Alfred has successfully continued his buy
and never sell strategy. The Dow is up 32% since February 2019. That has been
achieved “with a little help from his friends” (Beatles) at the Fed who have
obliged and printed another $8 trillion, taking total US debt to almost $30
trillion.
But as I pointed out in the article, gold was on the verge of breaking above
the Maginot line at $1,350 and that happened shortly after. Since Feb 2019
gold is up by 50%, so it has done better than stocks.
In the next 3 to 5 years the world will undergo the biggest wealth transfer
in history as the bull market in stocks, bonds and property die.
Most investors will lose more money than they thought they ever had. And a
few will build substantial and sustainable wealth.
So here is the article from 2019:
Imagine a casino full of slot machines that all guarantee a constant high
return. All you need to do is to put in a bit of money and you will get an
incredible income stream for life.
Well, this is exactly what the stock market is, namely a remarkable slot
machine with a continuous flow of guaranteed payouts. No skill is required,
and relatively little money. And the wonderful thing is that you don’t even
need to be lucky since the machine just continues to spew out money without
the need for either a strategy or dexterity.

ALFRED – A STOCK MARKET WINNER WITH ZERO TALENT
Why should we time the stock market when it works so well for us? Let’s take
the example of a stock market investor called Alfred who was born at the end

of WWII and is now 74 years. At his birth, his grandparents gave him $100 of
stocks in the Dow Jones index and between the parents and grandparents $10
was saved monthly to buy stocks for Alfred. All the money went into Dow
stocks and dividends were reinvested. By the time Alfred was 24, in 1969, he
started working and earned a good salary since he had an excellent education.
So he could save $250 per month. Ten years later Alfred had done well in his
career and could save $2,000 per month until his retirement at 65 in 2010.
His investment account had by that time grown to $6.7 million. He continued
to be fully invested in the market from 2010 and saved $1,000 per month of
his pension until today. By February 2019, Alfred has amassed a stock
portfolio worth $14 million. Alfred had excellent tax advisors so he could
avoid capital gains taxes or other taxes on his investments.
The total savings of Alfred’s parents, grandparents and his own amounted to
around $1 million over a 74 year period which all went into stocks. Most of
it was Alfred’s own savings from his work. The stock market looked after
Alfred and his savings very well so that he managed to grow the money
invested 14x from $1 million to $14 million. Alfred naturally considered
himself to be a very talented stock investor, but his luck was that no talent
was required nor market timing since Alfred only bought the Dow Jones Index.

ALFRED IS A PERMABULL – IN SPITE OF MANY 40-60%
DRAWDOWNS
So far so good. Alfred has done extremely well in the stock market in spite
of some hair raising market falls. During this period Alfred had to suffer
some major paper losses like in 1973-4 when the market lost 40% or in 1987
when the market had a similar fall of 40%. But Alfred was never worried since
his experience was that stocks always go up. Alfred is a Permabull.

In 2000-2 Alfred suffered a 40% fall and then in 2008-9 came the Great
Financial Crisis and Alfred had a 60% paper loss. But since markets always go

up, Alfred had no reason to worry. And again, he was right since the market
continued to go to new highs.

Alfred is now 74 and he has, thanks to his Grandparents’ and Parents’ wisdom,
which was passed onto him, amassed a considerable fortune of $14 million.
Alfred knows that he is not going to spend all that money so that wealth will
transfer over to his children and grandchildren.

ALFRED OUTPERFORMED 99% OF ALL INVESTORS
During his 74 year life, Alfred has probably outperformed 99% of all stock
market investors. And he has had no mean competition. Especially since the
late 1980s, the investment industry had become extremely sophisticated, using
high powered computers, rocket scientists, high frequency trading and very
complex financial instruments or derivatives. The asset management industry
has built up a massive cost structure, consisting of grossly overpaid staff
with very expensive systems and infrastructure costs. But even with all these
costly state of the art systems, the industry has been underperforming Alfred
and any other index investors.

PROFESSIONAL INVESTORS FIRST LINE THEIR OWN POCKETS
So who is paying for these massive costs and especially the bonuses in the
hundreds of thousands, millions or even tens of millions that many of the
people in the industry are earning? The costs obviously reduce the returns
that the investors earn and in the end these costs are paid by ordinary
people such as fund holders, pension fund members, or other institutional
investors.

These costs reduce the return over time dramatically and virtually no fund
manager will have achieved the returns that Alfred did. Thus, there is a
massive industry that has been created which only lines its own pockets at
the expense of ordinary people. If we just take the example of the 2007-9
crash, we know that most investment banks would have gone bankrupt without a
massive rescue package by central banks to the tune of $25 trillion including
loans, credit lines and guarantees. In spite of this, staff at these banks
got the same substantial bonuses in 2008 as in 2007, from banks that only
survived due to government assistance. Thus, bank profits line the pockets of
the bankers whilst losses are picked up by the state, which means ordinary
people.
Coming back to Alfred, he has had such a good run so should he now be
concerned that he and his family will lose it all? Has he just been lucky or
is he a very shrewd investor? He realises that it is not really his clever
investment skills that have got him where he is today. He has never selected
a single stock in his life since he has just invested in the index. Nor has
he ever analysed a company or the state of the market. As Alfred says: “After
all, investing is so simple, you just buy and hold and the market will do all
the work for you.” And who can argue with Alfred. He started with $100 and
now has $14 million.

STOCKS ALWAYS GO UP – DRIVEN BY CREDIT EXPANSION
So Alfred will hold on to his wealth in the stock market whatever happens.
Alfred is not concerned about all the risks in the market. His 74 year old
investment career has included many downturns but the market has always
recovered.
Alfred has never asked himself if he has just been lucky to live during an
extraordinary bull market cycle, fuelled by credit expansion and money
printing.
He has for example never looked at the graph below and considered that there
is a direct relationship between Central banks’ money printing and the stock
market. Since the bottom of the market in 2009, $14 trillion have been
printed by the Fed, ECB (European Central Bank) and the BOJ (Bank of Japan).
Alfred has never considered that this substantial liquidity might have been
the reason why the market is up 4x since 2009.

STOCKS OVERBOUGHT ON MANY MEASURES
But there are also other red flags that Alfred could look at to determine the
risk level of the market.
These are ratios like P/E ratio, Shiller’s CAPE ratio, dividend yield, Price
to Book ratio, Price to Sales and the Q ratio which is dividing market value
by replacement cost of assets. All these ratios indicate that the current
market is more overvalued than it was in most of the 36 bull market tops in
the last 100 years.

STOCKS TO FALL 98% AGAINST GOLD
What Alfred doesn’t realise is that the stock market already turned down in
real terms in 1999. Between 1999 and 2011, the Dow fell 87% against gold.
Since then we have seen a correction up in the ratio and the Dow is now
“only” down 55% since 1999. This means that since 1999, gold has outperformed
stocks by almost 100%.
But the correction up of the Dow/Gold ratio is likely to finish in 2019. In
1980 this ratio was 1 to 1 which means that 1 Dow unit was equal to 1 ounce
of gold. They were both around 800 at the time.

The next decline of the Dow/Gold ratio is likely to reach 1/2 (see chart
above) which means a further fall of 98% from here. If that is correct,
Alfred will lose 98% of his stock portfolio in real terms which is against
gold. Thus 74 years of substantial savings could all disappear in the next
4-6 years. This forecast might seem dramatic, but we must remember (as the
graph shows) that since the Fiat money era started in 1913, there have been
three major declines between 87% and 96%. And this was during times when the
preceding credit expansion was much smaller than today. So a 98% fall from
here is certainly not unrealistic.

ALFRED HAS NEVER THOUGHT ABOUT RISK OR WEALTH
PRESERVATION
Alfred will not be the only one to suffer such huge losses. He will be joined
by most investors. Because very few will understand why the market this time
won’t go up as it always has. For the first time in his investment life,
Alfred could have benefited from some understanding of risk and wealth
preservation, but sadly it will be too late for him.
And this is how we will see the biggest wealth destruction in history,
bursting the asset and debt bubbles of the last 100 years. Most people will
not realise what has hit them until it is too late.

GOLD – THE ULTIMATE INSURANCE
To own physical gold and store it safely outside the banking system is the
best insurance against the coming calamity in world markets.
Short term, gold in US dollar has attacked the Maginot line around the $1,350
level. This line has been broken by gold measured in many other currencies
but not yet in dollars.

The Maginot line is extremely strong and therefore we might see a few
attempts before the price breaks through. Thus, we could see a minor
correction down from current levels for a while which would give investors a
superb opportunity to acquire gold and silver at prices which will never be
seen again. The real fireworks will start once gold has decisively broken the
Maginot line.
So the above is what I wrote in February 2019.
Since then, the economic and geopolitical situation has deteriorated
dramatically. US debt is up by 35%, inflation is surging and a potential
major conflict, even a world war, is looming.
Also, the Western monetary system has shot itself in the foot. Currencies
like the dollar, euro and yen, which rest on a foundation of debt, will soon
have no relevance. They will not be extinct overnight but are now on the last
leg of their final journey to ZERO.
The bubble bull markets in stocks, bonds and property will suffer
excruciating losses which few investors will be able to live with.
Physical precious metals and precious metals mining stocks will be the big
winners in the coming wealth transfer.

Gold, unloved and massively oversold relative to money supply, will now
emerge as an important pillar of a new commodity based currency system.

It is important to remember that physical gold will not just be substantially
revalued as the paper gold market fails and inflation rises, but that it will
remain the ultimate form of wealth preservation.
Investors who ignore the importance of gold will see their paper assets
decline by up to 98% in real terms.

