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Over the years, I’ve been sending out to my friends and associates occasional email missives on my travels, the investment scene, the economy and whatever else came into my head.  Much to my surprise, many of you have actually written back that you enjoyed reading them and that you wanted to be put on the mailing list. 
Of course, I didn’t really have a mailing list. But I’m building one! And following one suggestion I’ve come up with title for these pieces: The Dismal Optimist. 

Why this title? John Maynard Keynes once said that practical men, who believe themselves to be quite exempt from any intellectual influence, are usually the slaves of some defunct economist. These defunct practitioners of the dismal science are presumably grateful for being so remembered. The title “The Grateful Dead” immediately popped into my head—I am an economist after all – but as Hilary has reminded us plagiarism is an unpardonable sin. But I am a long run optimist-- about technology and about human progress and about markets. And I wanted a title with three words.

EIGHT MAJOR INVESTMENT THEMES

I’ve just come back from a visit to Mumbai. I will only say now that I’m optimistic about India and that I spent a week there with only a minimum reliance on antibiotics. I will be writing about that trip and about India in a future piece.
But I wanted to start off the new title with an overview of what I think are the major investment themes in coming years. Naturally I have eight themes. I’ve spent too much time in Hong Kong. Eight is the magic number there.
Theme #1 The current international monetary system will survive but it has an inflationary bias.  The dollar is overvalued against Asian and Middle Eastern currencies. Simplifying a bit, these countries can either revalue or print money and buy dollars to maintain a fixed exchange rate. Up until recently they have been printing money. They are now getting inflation and we will import it from them. Ultimately the Chinese renminbi, the UAE dirham, and a whole host of other Asian and Middle Eastern currencies will either be revalued against the dollar or their host countries will suffer more inflation. The process is well underway. The renminbi is working its way up, the Kuwaiti dinar has been taken off the dollar. Inflation is back.
Theme # 2 – Gold will not regain a major official role in the international monetary system but it will continue to play a role as a global store of value for private investors. I have to admit in my own investing I have been slow on this theme. Somewhere in my formal education a now defunct disciple of the world’s most famous defunct economist taught me that gold was a “barbarous metal.” That was standard, post-WWII, Keynesian  thinking. Good public policy advice. Bad investment advice as it turned out, so I’ve missed a lot of the recent gold move. For Americans in particular owning gold has been a good hedge against the declining dollar. And it will continue to be until the Asian and Middle Eastern currencies have been sufficiently revalued. Until the American government feels required to worry about the rest of the world when it sets monetary and fiscal policy. But gold will never resume its official pre 1914 role. Under the classic gold standard set out by eighteenth century philosopher/economist David Hume, gold is supposed to flow from country to country and keep inflation and deflation from happening.  But today governments in elected democracies will not cede their power to create high powered money to a metal whose price and supply over which they have no control. Sorry Ron Paul and David Hume. And sorry to the central banks which even without gold to worry about aren’t really so independent under today’s system. The markets are bigger than they are. The markets are the self-regulating mechanism. They perform the same function as gold was supposed to. “Helicopter Ben Bernanke” is learning that that unilaterally dropping US short term rates for domestic reasons has an international cost. The markets are killing the dollar and buying gold. It is not too late to buy gold.
Theme # 3 – No good deed goes unpunished. In my reading of economic history, a number of basically oligopolistic companies have risen to fill  basic human needs in a spectacularly successful manner. One would think that these companies would be loved by the public. These companies change the world and for the better. But they are hated. Companies that fill a basic human need but which make people feel powerless and dependent on the companies are hated.  For example, the railroads made possible the settlement of the West and the development of the American Midwest as the world’s breadbasket. Millions of American farmers’ livelihoods were made possible by the railroads. So what happened? No industry was ever so much the object of populist hatred. Similarly, there is the example of the electric utility industry which transformed America in the 1920s and became the target of the New Dealers in the 1930. Nationalization, show trials, and hostile legislation were the New Dealers’ weapons. The oil industry is another example. The oil industry changed the world. Nobody loves oil companies, starting with Teddy Roosevelt and his trust busters. Today we have the drug companies (including the biotechs). How many politicians care if these companies  do the drug development that will extend our lives?  Investors have to be careful. Technology has the potential to bring some really radical improvements in the medical area. But price controls are looming as the politicians are about to change America’s health care system. Interestingly the computer industry is not the target of public hatred. The computer industry in the public mind does not fill a basic human need the way railroads, oil, utilities and drugs do (or did). The public doesn’t feel totally dependent on this industry the way nineteenth century farmers felt dependent on the railroads. Or the way patient sick with cancer feels dependent on a drug company.  One could argue that the public is misguided on this, that it is every bit as dependent on the computer industry.  But computers and the internet are cool, the PC creates the illusion that everyone is his/her own non-dependent computer boss, computers and the internet expand our knowledge, they give us porn. In the future, the best investments in the medical area may be for things the public regards as non-essential because these will be less likely to be regulated and price-controlled. Better to invest in an oligopoly that has an expensive patented pill for bigger boobs (and other private parts) than one that has an expensive cure for cancer.  
Theme #4 The current economic slowdown will turn out to be deeper and nastier than many are expecting. I’m not calling for the next Great Depression. One distinguishing characteristic of 1929-1933 was the collapse of the US banking system. For reasons historians will debate forever, the Fed stood by and let the banks go down. But today the Fed and the Federal Government are ready to bail out everyone, the dollar be damned. And surprise, surprise, the hated foreigners are showering the US with money. Every time a major US financial institution has announced some massive loss, a parvenu Chinese or Arab sovereign fund is only too happy to send money. These sovereign funds are like the nineteenth century rich American brides who stood mindlessly ready to marry impecunious British noblemen. And the same Congress that dumped all over Dubai two years ago stands by and “lets” the sovereign funds become the new brides of our most blue blooded financial institutions.  OK. But even if the financial sector won’t collapse, we’re facing a major US housing slump, a big retrenchment of the consumer sector, a banking system that now will only make loans to those who don’t need them, soaring energy and food prices, the return of inflation, a less business-friendly political situation and an international monetary system that needs fixing. My guess is that the US stock market will go down rather than up in the next few months. Of course the market can do unexpected things. One spectacular buying opportunity was July 1932, right smack in the middle of the Great Depression.  The DJIA rose from 41.22 in July 1932 to 194.15 in March 1937. This despite the election of Franklin Roosevelt in 1932. Roosevelt, if we are to believe Amity Shlaes in her excellent new book The Forgotten Man, was hostile to business and embarked on policies that ensured that the Depression would last until World War II. But in 1932 the American stock market by any statistical measure – price earnings ratio, dividend yield or q ratio—was spectacularly cheap. It isn’t today.
Theme #5 The US equity markets will underperform Asian markets in the next year. A big debate is going on as to whether Asia and other emerging markets can decouple from the recession that is occurring in the United States. Round one has gone to the naysayers as the recent drops in the Asian markets have exceeded those in the US. What makes me optimistic about Asia? The answer is there are so many Asians and they’re hungry. Hungry for the good life, ready to work hard. With just a few new freedoms the economies of India and China have roared. Their economic and political systems don’t have to be anywhere close to perfect.   India and China are retaking what was in the distant past their normal dominant roles in the world economy. The last five hundred years of European domination have been an aberration. Asian consumers may take a temporary knock in the coming world slowdown but longer term they are the world’s number one growth story. They are not overextended the way their American counterparts are. Their numbers and incomes are growing and they are ready to reduce their savings rate, just when Americans will have to raise theirs. Just go to Macau. “Money, money, money.” I was recently privileged to hear these inspiring words get sung in English in front of the new Wynn Casino as water shot upward in a synchronized manner from computerized fountains. Taking it all in were crowds of PRC tourists who had come to gamble all day and night and buy every European label they could get their hands on in Macau’s myriad of tony new shops. What a lovely sight. Maybe they didn’t  understand the English (although they’re working on that!) but they get the idea. Long live Asia’s nouveau riche!
Theme # 6 In the West environmentalism has replaced Marxism as the religion off the left. It is no friend of the economy or the investor or science. I don’t think it’s really dawned on utility investors yet what’s coming with the new president. In the name of global warming the politicians are going to screw the utilities with all kinds of dubious regulations and costs. I have some confessions. I used to belong to the Sierra Club and Friends of the Earth, long before most people ever heard of them.  Many eons ago I proudly stood with my children in front of the Washington Monument with 100,000 other idiots to protest nuclear energy and Three Mile Island. I had an organic garden, carefully nourished with manure from the local stables and hundreds of mindless, backbreaking hours (that I have to admit I enjoyed). But then one day many years later I had an epiphany. A smelly, disheveled young man showed up at my door and said he represented the Sierra Club. My club. He wanted me to sign a petition against NAFTA. Now I’m an economist. I love NAFTA. For me that was finito for the Sierra Club and its fellow travelers. What in hell did they have to do with NAFTA? Dog chasing mice, as the Chinese say. Not their business. I’m not an expert on global warming. But it’s happened over and over from natural causes in the past. Weather cycles are normal. The polar bears made it through just fine. I don’t want to argue this here. Perhaps there is some human contribution to this cycle.  But if you want to hear the other side of things, just visit www.junkscience.com. Biofuels, solar and windmills require subsidies. Are they economically rational or environmentally sound? For example, biofuels require more farmland be devoted to agriculture. Agriculture damages the environment because it requires natural habitats to be destroyed and converted to monoculture. Biofuels are pushing up the price of food. Genetically modified foods on the other hand by increasing output per acre reduce the demand for the destruction of natural habitats. If I weren’t an economist and I didn’t get nauseous at the idea of a moral investment, I would say buying the stock of Monsanto(MON) was a supremely moral act. It certainly has been a good investment. I love those crunchy extra genes in genetically modified food. We’ll see if these solar companies that have run up so much and depend on subsidies will prove their worth in the long run.
Theme #7 Globalization is the investor’s friend. And no politician can stop it. Investors benefit from globalization in two ways. First, they now can invest in markets all over the world. They’re not stuck one country. And neither are the companies they invest in. Second, globalization is making a huge contribution to increases in productivity and corporate profits. 1870-1914 is often cited as the first golden age of globalization. People, capital and goods flowed freely across borders. The gold standard run under the aegis of the Bank of England, global enforcement of property rights under the aegis of the Royal Navy and European empires, the inventions of the railroad, the telegraph, the steamship, the screw propeller, refrigerators and more, all drove the globalization process. Skeptics will say that it all came to an end in 1914, that the world descended into autarchy and the Great Depression and that this second golden age of globalization that we are now in can come to a similar ignominious end. I doubt it. First the global technological ties are so much stronger than in 1870-1914. We now have container ships, automobiles and trucks, fiber optic cables, satellites, jet planes, all kinds of television, the internet and more. Second, it took a world war to wreck the gold standard-based international monetary system and  balkanize Europe. . In this nuclear age, there is one thing politicians are agreed on --the world will not survive another world war. So it is less likely we will have one. Third, under the aegis of the United States, in the post WW II era globalization recovered with a vengeance. The technology kept marching on, the ravages of war and the iron curtain of Communism couldn’t stop the globalization process. 

Theme # 8 Market-driven technological progress will continue to accelerate on a global basis. One of the most important books written in the last twenty years is Ray Kurzweil’s Age of Spiritual Machines. Kurzweil asserts that technological progress is an integral part of human evolution and that technology is accelerating at an accelerating rate. Having read the Jesuit philosopher/anthropologist Teilhard de Chardin as an undergraduate and been intrigued with his vision of humanity evolving to an Omega, Kurzweil’s work has resonated with me. Technological progress in the last several hundred years has been accelerating, Things started cooking in Europe, then America joined in, then Japan and now the rest of Asia. Although Kurzweil doesn’t emphasize this, in my opinion it is technology driven by markets that is really the driving force. Markets are therefore an integral part of human evolution. Of course it doesn’t automatically follow that investors will reap all the benefits of this accelerating technology. The benefits could go directly to consumers or to labor. For example, according to Russell Napier in his informative Anatomy of the Bear, from 1881-1921 real US GDP grew by 435% but earnings of listed companies significantly lagged this growth. But still the likelihood in the future is that investors will benefit and that productivity gains will continue to accelerate. This means in the long run you want to own stocks.

