
"Count Ayakura’s abstraction persisted. He 
believed that only a vulgar mentality was 
willing to acknowledge the possibility of 
catastrophe. He felt that taking naps was 
much more beneficial than confronting 
catastrophes. However precipitous the 
future might seem, he learned from the 
game of kemari that the ball must al-
ways come down. There was no call for 
consternation. Grief and rage, along with 
other outbursts of passion, were mistakes 
easily committed by a mind lacking in re-
finement. And the Count was certainly not 
a man who lacked refinement.

Just let matters slide. How much better to 
accept each sweet drop of the honey that 
was Time, than to stoop to the vulgarity 
latent in every decision. However grave 
the matter at hand might be, if one ne-
glected it for long enough, the act of ne-
glect itself would begin to affect the situa-
tion, and someone else would emerge as 
an ally. Such was Count Ayakura’s version 
of political theory."
– Yukio Mishima, Spring Snow "In most collectivist cultures, direct 

confrontation of another person is 
considered rude and undesirable. 
The word no is seldom used, be-
cause saying “no” is a confrontation; 
“you may be right” and “we will think 
about it” are examples of polite ways 
of turning down a request. In the 
same vein, the word yes should not 
necessarily be inferred as an approv-
al, since it is used to maintain the 
line of communication: “yes, I heard 
you” is the meaning it has in Japan."

– Geert Hofstede, Cultures and Organizations: 
Software of the Mind - Intercultural Cooperation and Its 
Importance for Survival

"You’re not only wrong. You’re 
wrong at the top of your voice."
– John J. Macreedy (Spencer Tracy), 
Bad Day at Black Rock
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"When someone who’s starved 
of love is shown something that 
looks like sincere affection, is it 
any wonder that she jumps at it 
and clings to it?"

– Sayo Masuda, Autobiography of a Geisha
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Before we get started...

I just wanted to take this chance to offer 
my sincere thanks to you for subscribing to the 
all-new Things That Make You Go Hmmm...

It's been almost six years since I started writing 
this letter and the time has come to kick things 
up a gear.

Over the next 12 months, ttmygh.com is going 
to evolve into something far more than just the 
newsletter which brought you here in the first 
place.

Starting with what I hope is a fresher, cleaner 
design which goes back to the early days of in-
line graphics and gives me a great deal more 

layout flexibility, I have plenty of plans for how to expand and improve the letter as well as some 
exciting ideas for how to integrate both Real Vision Television and the thoughts and writing of many 
of my friends in the industry from all around the world.

I will go back to publishing on the weekends (specifically Sunday in Singapore/Saturday evening in 
the USA) as many of you had previously requested so as to give you the chance to digest 
Things That Make You Go Hmmm... over a leisurely coffee rather than at your desks.

A chart database is in the works and, as I know a lot of you read on your iPads, I am looking at 
developing a native app so please bear with me while I get that moving. In the meantime, there will 
be a downloadable PDF file of each issue.

If you have any topics you'd like me to look at covering in these pages then please drop me an email 
(grant@ttmygh.com) and I'll see what I can do.

In the meantime, we are going to kick things off in some ways right where we left them by looking 
at the latest set of woeful numbers to come out of Japan and try to get a handle on when the world 
might finally wake up to the reality that Abenomics is doomed to failure...

RIGHT, OFF WE GO...

http://www.ttmygh.com
http://www.realvisiontv.com
mailto:grant%40ttmygh.com?subject=TTMYGH%20Inquiry
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It seems as though 2015 isn’t going to let us move away from the key themes of 2014 without a 
fight and, as we sail into the new year, once again, it is the Land of the Rising Sun which demands 

our attention.

Over the holidays, the Bank of Japan has a habit of using the fact that most Western observers are 
slightly less attentive than usual to kitchen sink the odd datapoint.

This year, it was the turn of wages adjusted for inflation and personal savings to get the old Tokyo 
Two-Step... only this time, a few people WERE paying attention.

Sadly for Shinzo Abe, the news wasn’t exactly festive:

(Bloomberg): Japanese drew down savings for the first time on record while wages 
adjusted for inflation dropped the most in almost five years, highlighting challenges for 
Prime Minister Shinzo Abe as he tries to revive the world’s third-largest economy.

For those of you standing at the back who may not have heard that, I’m going to repeat it.

(Bloomberg): Japanese drew down savings for the first time on record while wages 
adjusted for inflation dropped the most in almost five years, highlighting challenges for 
Prime Minister Shinzo Abe as he tries to revive the world’s third-largest economy. 

Back in May of 2014, at the Strategic Investment Conference in San Diego, I gave a presentation 
entitled ‘C.P.R.: Confusing Perception With Reality’ in which I took a long, hard look at (amongst 
other things) Abenomics in an attempt to outline the glaring differences between the official narrative 
and what the underlying reality was actually shaping up to be (Real Vision Television subscribers 
who may be so inclined can see the presentation by searching for my name).

As I explained back then, Abenomics was most definitely NOT the roaring success the Japanese 
government would have the world believe:

“Abenomics is, above all, a confidence game and, sadly, the Japanese are refusing to play.

As you can see, the rate of collapse in Japanese consumer confidence has seen three 
peaks since 2005; the GFC in 2008, the 2011 tsunami and - you guessed it; Abenomics.

Trust me…that was NOT part of the plan
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Abenomics was supposed to weaken the yen and boost Japanese exports but, the 
downward trajectory of Japan’s percentage of global exports continues unabated by a 
weaker yen - even though that is one place where Abenomics has been an unqualified 
success.

Wages?

Well that part of the structural reform is looking a bit sick, frankly, with base earnings now 
falling for the past 22 straight months (although there have been some one-off bonuses 
paid to employees of Japan Inc., long-term structural pay increases are just not happening) 
and Japan’s current account & trade balance have both plummeted to historic levels 
as the combination of 
Japan’s continued closure 
of its nuclear plants and 
the weakening of the Yen 
combining to send the bill 
for oil imports to over $115 
billion last year.

Stepping back and taking 
a near-60 year view puts 
the damage done into stark 
perspective

These are unprecedented 
times for Japan.”

Source: Acting Man/Bloomberg
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Unprecedented indeed.

Since then, despite the ‘success’ that Abe and Kuroda have had in weakening the Yen (and 
making traders and investors sizable profits in exchange for simply holding their noses, positioning 
themselves correctly and then standing idly by as Japan’s poor consumers were looted), the 
situation in Japan has become even more dire.

The Bloomberg article with which we began this week’s Things That Make You Go Hmmm... 
continues (emphasis mine):

(Bloomberg): The savings rate in the year through March was minus 1.3 percent, the 
first negative reading in data back to 1955, the Cabinet Office said. Real earnings fell 4.3 
percent in November from a year earlier, a 17th straight decline and the steepest tumble 
since December 2009, the labor ministry said today.

A higher sales tax combined with the central bank’s record easing are driving up living 
costs, squeezing household budgets and damping consumption. Abe’s task is to convince 
companies to agree to higher wages in next spring’s labor talks to sustain a recovery.

Japan has a very ... well, there’s no better word for it I’m afraid...’Japanese’ system hearkening back 
to the 1950s whereby the country’s large manufacturers agree to meet in the Spring to discuss wage 
increases for the year. The tone set at these meetings is generally adopted by the rest of corporate 
Japan.

The picture, above left, shows Nippon Steel & Sumitomo Metal labor union chairman Tadayuki Omori, 
left, submitting a wage-increase request to company vice president Takao Shindo (courtesy of the 
WSJ). The slightly more avuncular-looking gathering on the right is between the North and South 
Korean delegations meeting to discuss high-level talks aimed at improving relations between the two 
nations — who remain officially at war (courtesy of the BBC).
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Now, for those amongst you with better things to do than follow Abenomics closely, the challenge 
facing Abe at this year’s Spring’s labor talks is... well it’s somewhat... familiar:

(Bloomberg, February 4, 2014): Japan’s base wages adjusted for inflation last year matched 
a 16-year low in 2009 when the world was gripped by recession, posing a risk to consumer 
spending as the nation girds for a higher consumption tax.

Pay excluding bonuses and overtime payments dropped to 98.9 in 2013 on a labor ministry 
index released today that takes price changes into account, equaling the level four years 
earlier. The gauge is based at 100 in 2010 in data back to 1990.

Prime Minister Shinzo Abe is calling on firms to boost wages to sustain a reflationary effort 
so far driven by stimulus and the yen’s 18 percent drop against the dollar last year. Amid a 
backdrop of market turbulence, business and union leaders met today to start annual pay 
talks -- due to end in March, a month before a 3-percentage-point increase in the sales levy.

It’s “extremely important” that companies use profits boosted by Abenomics to raise wages 
and create jobs, Chief Cabinet Secretary Yoshihide Suga said today in Tokyo, adding 
this was needed to create a positive cycle, in which economic growth propels profits, 
employers raise pay and people spend more.

Yes sir! It was also ‘extremely important’ that companies raise wages in the spring wage talks that 
took place back in the Spring of 2014.

Two weeks after that article, the Wall Street Journal reported some impending good news:

(WSJ, February 19, 2014): Japanese manufacturers kicked off an annual round of wage talks 
and signaled they are ready to raise wages for the first time in years—warming to a crucial 
piece of Prime Minister Shinzo Abe’s plan to revive Japan’s economy...

So far, so good. But what crazy increases were Japanese workers demanding? 5%? 10%? Surely not 
15%? Actually, no:

At the wage talks Wednesday, unions, in their first requests for a pay increase since the 
2008 economic crisis, didn’t ask for the moon—merely a 1% raise on average in the so-
called base salary, which excludes bonuses and other special pays.

Toshiba Corp were seriously considering pushing the boat out:

“We will consider whether we can contribute to a virtuous cycle,” said Makoto Kubo, senior 
executive vice president at electronics giant Toshiba Corp. , whose workers requested a pay 
raise of ¥4,000 (or about $40) in the monthly base salary.
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Yes, folks, Japan Inc. was seriously considering acquiescing to a 1% raise - the first of any kind that 
Japan’s workforce had demanded for SIX YEARS. Could Japan Inc. withstand a 1% increase to its 
major input cost? Maybe. Maybe not.

Returning to this year once again we find that the aforementioned Bloomberg article continues with 
something of a familiar refrain:

(Bloomberg,  December 27, 2014): Abe is trying to generate a virtuous cycle in the economy, 
where higher incomes fuel consumer spending, which in turn prompts companies to boost 
investment and wages. Last week he secured a pledge from business leaders to do their 
best to boost pay next year.

The government will aim for wages to increase faster than inflation next year, Economy 
Minister Akira Amari said last week. BOJ Governor Haruhiko Kuroda said yesterday he’d 
watch the spring wage talks “with strong interest.”

Ah yes, the old ‘virtuous cycle’ again. When will these nincompoops ever get the joke?

In a quiet week, Tyler and the boys at Zerohedge jumped all over the latest news from Japan — 
news which wasn’t merely restricted to falling wages. Oh no. They had plenty more to get their teeth 
into. In fact, so much so that the wages debacle was almost an afterthought:

(Zerohedge): When about a month ago it was revealed that Japan’s shadow economic 
advisor is none other than Paul Krugman, we said it was only a matter of time before the 
Japanese economy implodes. Terminally. We didn’t have long to wait and last night the 
barrage of Japanese economic data pretty much assured Japan’s transition into failed 
Keynesian state status.
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In fact, after last night’s 
abysmal Japanese eco 
data, we doubt even 
the most lobotomized 
Keynesian voodoo 
priests have anything 
favorable left to say 
about Abenomics: not 
only did core inflation 
miss expectations 
and is now clearly in 
slowdown mode despite 
Japan openly monetizing all gross Treasury issuance, not only did industrial production 
decline 0.6% missing expectations of an increase and record its first decline in 3 months 
with durable goods shipments crashing, not only did consumer spending plunge for 
the 8th straight month dropping 2.5% in November (with real spending on housing in 
20% freefall), but - the punchline - both nominal and real wages imploded, when total 
cash wages and overtime pay declined for the first time in 9 months and 20 months, 
respectively... real wages cratered 4.3% compared to a year ago. This was the largest 
decline since the 4.8% recorded in December 1998. In other words, Abenomics has now 
resulted in the worst economy, if only for consumers, in the 21st century.

Hiroaki Muto, an economist at Sumitomo Mitsui Asset Management Co., put it brilliantly when trying 
to find a positive spin on the wages conundrum:

(Bloomberg): “Looking ahead, wages will probably rise but not accelerate,” said Muto.

Quite.

However — and this may be hard to believe — the really astounding number was yet to be unveiled 
and in order to get to it, we’re going back to that very first paragraph one more time:

(Bloomberg): Japanese drew down savings for the first time on record while wages 
adjusted for inflation dropped the most in almost five years, highlighting challenges for 
Prime Minister Shinzo Abe as he tries to revive the world’s third-largest economy.

The savings rate in the year through March was minus 1.3 percent, the first negative 
reading in data back to 1955, the Cabinet Office said...

The savings rate, which the Cabinet Office calculates by dividing savings by the sum of 
disposable income and pension payments, peaked at 23.1 percent in fiscal 1975.
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The difference in trajectories 
between Japan and the US in 
recent times is simply staggering.

For many years, the fact that 
the average Japanese citizen 
was inclined to save roughly 
a quarter of their salary was a 
bone of contention between the 
two countries with the Japanese 
claiming that the proclivity of 
its people to save such a large 
proportion of their income was 
a sizable contributor to the 
persistent trade gap between the 
two nations.

Source: Datastream/David Stockman
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In fact, during trade talks in 1994, the leader of the Japan delegation went on record advising 
“Americans to save more and Japanese to spend more” to help balance trade.

File that under ‘careful what you wish for’.

Somehow, in a nation which has been experiencing two decades of ‘deflation’ (at least as far as 
wages go, it seems), its citizens have been forced into not only dipping into their savings, but 
obliterating them and, as a result, Japan’s once lofty savings rate has now turned negative. 

Immediately after the data were released, David Stockman — an alarmingly sane voice painted 
somewhat crazy by many — weighed in with typical abandon:

(David Stockman): Now comes several new data points that absolutely confirm Japan is 
a financial mad house—-even as its policy model is embraced by mainstream officials 
and analysts peering from a distance. Front and center is the newly reported fact from the 
Cabinet Office that Japan’s household savings rate plunged to minus 1.3% in the most 
recent fiscal year, thereby entering negative territory for the first time since records were 
started in 1955.

Indeed, Japan had been heralded as a nation of savers only a generation ago. During the 
era before it’s plunge into bubble finance in the late 1980s, households routinely saved 
15-25% of income. But after nearly three decades of Keynesian policies, Japan has now 
stumbled into an insuperable demographic/financial trap; and one that is unusually 
transparent and rigidly delineated, to boot.

David brings up a subject oft-covered in these pages (and one I won’t dwell on too long this time) — 
that of demographics and, specifically, Japan’s aversion to immigration.

It’s already well-documented that Japan’s population is now shrinking. In 2013, the hollowing-out of 
the country picked up speed to a record 244,000 net decline.

More than 22% of Japanese are over 65 and, by 2060, based upon the current glide path, the 
population will have shrunk from 127 million to roughly 87 million (almost 40% of whom will be aged 
65 and older).

Now, 2060 sounds like a long way away (45 years in fact), but to put it into perspective, I moved 
to Japan in 1989 and, back then, this problem was being openly discussed (though completely 
ignored). That was 25 years ago.

Time flies. 

But back to immigration.
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In 2008, there were a little over 
2,000,000 foreign-born residents 
in Japan (2,078,508 for those of 
you keeping score at home). By 
2012, thanks largely to the GFC 
and the Fukushima tragedy, that 
number had fallen precipitously 
to 1.5 million.

Japan’s foreign-born population 
places it 153rd in the world - 
sandwiched between Swaziland 
and Guyana - hardly befitting 
the world’s 3rd-largest and 
supposedly one of its most open 
(on paper, anyway) economies.

Immigration — and mass immigration at that — is the only practical answer but Japan stubbornly 
refuses to grasp the nettle:

(Economist): Immigration is being approached as a last resort. Even so the prime minister 
faces tough choices. The United Nations estimates that without raising its fertility rate, 
Japan would need to attract about 650,000 immigrants a year. There is no precedent for 
that level of immigration in this country, which is still a largely homogeneous society.

Correct.

Faced with a rapidly-declining 
(and even-more-rapidly-ageing) 
population, what Japan needs 
ideally are a couple of things:

1.  High interest rates 
2. High level of savings

You see the problem here?

In case not, here’s the most recent 
chart of the interest rate on the 10-
year JGB:

Source: Bloomberg
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Add that to the savings problem and, as you can see, Japan. Is. Toast.

In the November 11 edition of Things That Make You Go Hmmm..., ‘Hato No Naka No Neko’, in the 
wake of Kuroda-san’s Halloween horror show, I quoted my friend Dylan Grice:

(Dylan Grice): So the path of least political resistance will presumably be to keep yields 
at levels which the Japanese government can afford to pay, and to stabilize JGBs at 
levels which won’t blow up the financial system. This will involve the BoJ buying any/
all bonds the market can no longer absorb, probably under the intellectual camouflage 
of “a quantitative easing program” aimed at breaking Japan’s deflationary psychology. 
Economists might applaud such a step as finally showing the BoJ was getting serious 
about Japan’s problems?. In fact, it will be the opening chapter of a long period of inflation 
instability.

Dylan wrote those words back in 2010 and how prophetic they were.

Source: David Stockman
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Currently, the BoJ is ramping UP its bond buying program just as the Fed has finished the tapering 
of its own QE program. The target for the BoJ is to splash out up to ¥12 trillion (US$101 billion) each 
and every month in order to stop the entire JGB market imploding create the 2% inflation it has 
promised its citizens

The Japanese budget is the kind of nightmare that only those armed with a printing press (as well as 
permanent temporary suspension of disbelief on the part of the rest of the world) could even bring 
themselves to look at.

Those amongst you of a nervous disposition avert your eyes now (oops - too late, the chart ended 
up on the previous page. Sorry about that, folks).

As it was David Stockman who brought this chart to my attention, it seems only fair to let him explain 
its full horrors:

(David Stockman): ...40% of Japan’s government revenue is already absorbed by servicing 
its gargantuan public debt. Even a 180 basis point increase in average yields (meaning that 
the 10-year JGB would still be under 2%) would absorb the remainder. That’s right, 100% of 
government revenue would be pre-empted by debt service.

This obviously amounts to a fiscal Looney Tunes scenario, but it is nonetheless embedded 
in the math. Even after the consumption tax increase from 5% to 8%, Japan’s general 
government is spending about 100 trillion yen per year while obtaining only 50 trillion yen 
in tax revenue.

As is evident in the chart above, this yawning gap has been building since the early 1990s 
when Keynesian missionaries converted the local fiscal apparatchiks to the religion of 
deficit finance. Now, having wasted 25 years figuratively building highways and bridges 
to nowhere, the Abe government has obtained a mandate not to raise taxes further until 
at least 2017. This means that the public debt will continue to soar, and that the BOJ will 
be under unrelenting pressure to monetize 100% of the new debt issues, least it risk a 
devastating flare-up in yields.

But, despite the mathematical certainty that Japan’s finances absolutely assure destruction of 
one kind or another, investors have found something to be bullish about — actually two things; a 
weakening Yen and a ‘soaring’ Nikkei.

Recently, however, I went to Hong Kong wearing my Real Vision hat and sat down with Dr. Jim 
Walker, the Chief Economist of Asianomics to chat about a few of the more interesting dynamics 
currently at play in Asia.
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Dr. Jim is the most wonderful company and one of the most affable Scots you could ever 
hope to meet, but he is most definitely also a man in full possession of CUG-me — 
the gene marker discovered by researchers at Edinburgh University (and present 
in all sons and daughters of Caledonia) which increases levels of dourness.

When the subject turned to Abenomics, Dr. Jim’s previously sunny outlook 
immediately changed from that of Dr. James Walker to something far closer to 
that of Private James Frazer:

(Dr. Jim Walker):  “Japan, to my mind, is the single biggest danger to the 
world economy...

Abenomics has so far had the 
singular success of reducing 
dollar-denominated Japanese 
GDP by 17 percent in [two 
years] and making the Japanese 
the third-richest people in Asia 
from second-richest...

It’s just incredible to my mind 
that we’re in an environment just 
now where people are cheering 
every quantitative increase in 
Japan without realising that it’s 
tremendously detrimental to the 
global economy, never mind the 
Japanese economy...

We’re looking at a global economy that’s done nothing in dollar terms for the last three 
years, well the way that Japan is going — and growing — in dollar terms — in other words 
contracting — we’ll see a global economy that’s actually smaller than it has been over the 
course of the last few years. 

Jim’s perspective is very much non-consensus and he went on to explain why Abenomics wasn’t 
even a zero sum game but rather a negative sum game, and scratched his head at the way global 
stock markets continue to cheer Japanese profitability continuing to fall. 

From a global perspective, it’s bad enough:

Source: St. Louis Fed
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“Quantitative easing in the 
US I kind of get because 
you’re adding dollars to the 
economy, but quantitative 
easing in Japan when it 
results in a weakening yen 
doesn’t mean that you’re 
adding anything to the global 
economy and so far, in actual 
fact, you’ve been subtractive. :

...but from a domestic point of view? 
Well that’s where the madness 
becomes even more apparent:

Where is this policy going? 
What are they trying to 
achieve here? 5% economic 
growth? 5% nominal GDP 
growth? Is this what it’s all 
about? We get a 2% inflation 
rate which is supposedly the 
goal and then 2%, maybe 3% 
real GDP growth?

If that’s the case... the end 
game is just two years down 
the road? At that point do 
we just turn the lights out in 
Japan and say ‘good try’...?”

Having played the supposition 
game, Dr. Jim took aim squarely at 
the reality of Abenomics — the part 
that people don’t like to talk about at 
cocktail parties in Nagatacho:

“What we should know as economists and as market operators is that this is a policy 
about reducing government debt and all the end game is here is to steal money from the 
Japanese people and transfer it to the government in a way that reduces debt-to-GDP.

Source: St. Louis Fed
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The only hope they’ve got of doing that which 
is meaningful is not 2% inflation rates a year — 
it’s 2% inflation rates a week. Maybe even faster 
than that. That would do the trick but apart 
from that,  this is a complete waste of time 
and a very destabilizing force for the global 
economy.”

You have to laugh when looking at the official 
projections for Japanese gross government debt 
as a percentage of GDP (left) which, at the end 
of 2012, were forecast to miraculously run into a 
brick wall next year.

<coughcoughbullshitcoughcough>

But back to Dr. Jim who, when he got around to the actual numbers, offered up a different, slightly 
less rosy way to look at Japan than 
the consensus and the upshot of 
that was a call completely at odds 
with most:

“We are going to be short 
Japanese equities in our 
global high conviction 
portfolio.

Everybody says to me “but 
that’s stupid, they’re bound 
to go up, you should just be 
short the yen” but people 
are going to realize the fact 
that the eventual outcome of 
these policies is to destroy 
profitability of Japanese 
companies and, while at the moment they keep cheerleading for QE, eventually it’s going 
to come down to corporate earnings and corporate earnings one way or another are 
getting squeezed in Japan.

Source: St. Louis Fed
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Exporters? Yeah, I know the translation gains are fine at the moment but what happens 
when the translation losses start appearing if the yen reverses? Are you going to look good 
having bought Japanese exporters on the basis of two years of transitory profits? I think 
not.”

He has a point. Not only that, but Dr. Jim was ready to apply the coup de grace:

“I heard somebody talking about the yen/dollar rate [on CNBC] when I was in the US 
recently and it was just astonishing. The guy said “the yen could go to 150 and then 
THREE HUNDRED!” and I thought to myself  “yeah, it COULD. And you would say that 
was the policy WORKING? You’d just seen the Japanese economy shrink by two-thirds as 
part of the world economy? You go from being the third-biggest economy in the world to 
nowhere? And THAT’S a ‘success’?

So, those are the thoughts of one of the smartest minds in Asia on the ‘magic’ of Abenomics — well 
worth factoring in to the equation when listening to a seemingly never-ending procession of ‘experts’ 
who would often struggle to find Tokyo on a map of the world (the easiest way to get there is to start 
in downtown Pyongyang and simply head 1,261.87 km in an east-southeasterly direction).

Interestingly enough, a Bloomberg report published in the dog days between Christmas and the 
New Year suggested that perhaps — just perhaps — Dr. Jim’s boots-on-the-ground, experience-
based assessment might be gaining a little wider traction:

(Bloomberg): Foreign investors have had just about enough of Abenomics.
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After pumping record amounts of cash into Japanese shares last year, they’ve hardly 
added to holdings in 2014. Inflows are down 94 percent this year to 898 billion yen ($7.5 
billion), on pace for the smallest annual amount since the 2008 global financial crisis. The 
month of April 2013 alone registered almost three times as much foreign investment in the 
stock market as all of 2014.

These figures provide the clearest look at how global investors have become disillusioned 
with Prime Minister Shinzo Abe after he pushed through a tax increase in April that 
sent Japan into recession. Fund managers from Sumitomo Mitsui Trust Bank Ltd. to MV 
Financial say to lure investors back, Abe needs to move beyond short-term stimulus and 
start enacting the structural changes he laid out in his initial plan, dubbed Abenomics, to 
end Japan’s two-decade economic malaise.

“We need to see a framework where growth isn’t dependent on monetary easing,” Ayako 
Sera, a market strategist at Sumitomo Mitsui Trust, which oversees $325 billion in assets. 
“If not growth, then at least a way to increase productivity. For now there’s nothing like 
that, so I imagine it’ll be hard for stocks to keep going higher and for foreigners to take an 
interest in them.” 

Purchases of the nation’s shares through Dec. 19 by investors outside Japan were less 
than a tenth of the 15.1 trillion yen they bought last year, according to data from the Tokyo 
Stock Exchange. Trust banks, which typically trade on behalf of pension funds, added 2.7 
trillion yen, after offloading about 4 trillion yen of equities in 2013. Individuals were net 
sellers for a fourth straight year. (chart courtesy of Zerohedge)

Twenty five years ago to the very day I was 
researching this piece and putting my notes 
together, on December 29, 1989, I was 
sitting at my trading desk at Jardine Fleming 
Securities in the Yamato Seimei Building in 
Tokyo’s Hibya district (that’s it, there, on the 
right). When the bell rang to signal the closing 
of the market for the year at an all-time high 
of 38,915.87, everybody in the office stood on 
their desks and began chanting and clapping.

At that time, the consensus was virtually 
unanimous - to paraphrase Yazz (and the 
Plastic Population, for that matter):

The only way was up. 
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It’s funny how things turn out though.

This week, my Twitter buddy Rudy Havenstein (follow him if you don’t already) brought the memories 
of those days flooding back to me with an article he dug up which was published in the Wall Street 
Journal on January 2, 1990. The article quoted a number of folks I knew at that time:

(WSJ): Japan’s stock market spawns two kinds of investors: believers and skeptics. The 
believers are getting rich. The skeptics are getting sore.

For much of the past decade, the world’s biggest stock market has stumped the skeptics. 
Price-earnings ratios are astronomical. The differential between interest rates and 
corporate earnings is wide. Yet just when the market seems most top-heavy, it heads even 
higher.

The skeptics’ experience has been a litany of missed opportunities, and last year was no 
exception. The year-end rout many analysts feared in the bumpy days after the Oct. 13 
slump turned into a record-stomping rally.

As Tokyo’s market gallops into the Year of the Horse, the skeptics once again are wondering 
how long the market’s advance can continue. The believers are betting that it won’t slow 
anytime soon-and the consensus emerging from 1990 forecasts supports them. Even 
cautious predictions call for the Nikkei Index to end 1990 above the 45000-point level, 
climbing from its 1989 close of 38,916. Other markets may perform better — and many did 
in 1989 — but few trend so chronically higher.

Yes, even ‘cautious predictions’ 
were calling for 45,000 by the time 
1990 was in the books.

What actually happened was a little 
different, of course, with the Nikkei 
closing the year at 23,848.71 —
down 39%.

Outta nowhere... against consensus.

25 years later, the closest it’s been 
to 45,000 is still December 29, 
1989.

Like I said, it’s funny how things turn 
out. Source: St. Louis Fed
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But there was another passage in the WSJ article that caught my eye and demonstrated just how 
ridiculous the pinning of every hope on the folly of Abenomics is as a concept and it was this one:

(WSJ): Yet there are a handful of danger signs that investors must guard against, analysts 
say. “The biggest negative for the market would be if the dollar picks up,” says Shearson’s 
Mr. Smithers. [Ed note: That’s Pelham Smithers, not Mr. Burns’ lackey] A weaker yen would 
increase the price of imports, fueling consumer-price inflation — which is expected to rise 
more than the government’s estimate of 2% this year in Japan. That might force the Bank 
of Japan to raise interest rates, which would tend to discourage stock market investment.

Moreover, some analysts worry that a weaker yen would exacerbate Japan’s trade surplus 
with the U.S. and might trigger protectionist measures by Washington. That kind of fight 
could hurt a lot of companies and send the market into a slide.

Any signs of these factors could be enough to send Japan’s institutional investors 
scurrying into cash. And because big investors, who tend to act in unison in Japan, are 
such major forces, that could set off a broad decline.

The biggest ‘positive’ of Abenomics being heralded happens to be the precise phenomenon that 
was seen as the biggest negative for Japan 25 years ago — a strengthening dollar/weakening yen.

Back then, a weaker yen would trigger higher import prices and inflation above the government’s 2% 
estimate. This confluence of events would then, in turn, trigger higher interest rates which would be 
negative for the stock market, exacerbate the surplus and potentially lead to trouble with the USA.

What’s changed since then? Well this, and this for starters:

Source: St. Louis Fed
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Is it any wonder Abenomics is required and is it any wonder the real reason for it, as Dr. Jim pointed 
out, is not to be talked about?

Abenomics is dead.

Like the decapitated chicken, it may run around the farmyard for a while longer but the ‘saving 
grace’ of a dramatically weaker yen is going to have the exact same effect that it was feared it would 
have 25 years ago. The Japanese economy hasn’t undergone any kind of radical structural change 
in the interim - only THIS time, the higher interest rates everybody was so fearful of in the early 90s 
are simply not an option.

The BoJ will monetize the debt and do whatever it takes to keep interest rates at zero until the market 
tells them ‘enough’.

While the perceived wisdom is that the weakening yen is great and that being long the Nikkei is a 
one-way bet, nothing could be farther from the truth.

One day, that will suddenly matter and the gentle 2% inflation being ‘promised’ will morph into 
something far more dangerous and being long the Nikkei ‘just because’ will once again turn into the 
same proposition it was on January1, 1990.

THEN you can turn the lights out.

OK... so we kick things off with Ben Hunt’s latest Epsilon Theory - and it’s a cracker. From 
there we head to Venezuela for a little hyperinflation, to the UK for a look at how their 

Fauxsterity™ program is going, to France where a young, thrusting socialist has been given the job 
of his dreams - only to wake up and find out that he’s the French Finance Minister and to Vilnius for 
what might well turn out to be a very premature ‘celebration’.

Dave Collum presents his must-read year in review, UK borrowing hits an 8-year high amidst 
crippling austerity, a late report on Japan’s birthrate is beautifully-timed, John Hussman weighs in on 
the line between rational speculation and market collapse and we have a Pessimist’s Guide to 2015, 
a look at Abenomics through the power of the infographic as well as a series of charts that show how 
we slipped back into economic meltdown in 2014 — against the narrative.

Lastly, Alan Greenspan once again shows just how much has changed his tune since leaving the 
Fed, Koos Jansen talks gold & bitcoin with Tuur Demeester and I chat with my old buddy Al Korelin 
about the dollar, Black swans for 2015, Greek politics and gold...

LET’S GET THIS SHOW ON THE ROAD...
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CLASH OF CIVILIZATIONS: W. BEN HUNT

Change is coming. 
The Clash of Civilizations 

is not going to get better in 2015. 
It’s going to get worse. Why? 
Because for the past five years 
we have had a US government 
that was willing to pay the high 
price of empire to extend its 
monetary policy hegemony 
over the entire world to save the 
infrastructure of modern Western 
civilization: the US banking 
system and its collateral assets. 
Five trillion dollars later, the Fed 
has now declared victory and 
is demobilizing the QE troops. Is it a lasting victory? I don’t know and it doesn’t really matter. It’s a 
useless question. In the immortal words of Bill Parcells, you are what your record says you are, and 
the Fed’s record looks pretty darn good. So they’re declaring victory and that’s how it will go down in 
the history books. The better question is: what now? What happens in the rest of the world now that 
the peace-keeping and price-raising and prosperity-bringing delivered by five trillion dollars in asset 
purchases … stops?

Part of the answer – a small part of the answer – is that other central banks with printing presses 
will try to take up some of the slack. The BOJ will continue to weaken the yen and monetize the 
government’s debt, and the ECB will do the same thing, although they will do less and will be 
forced to jump through bizarre hoops to preserve the pleasant fiction that they’re not monetizing 
government debt. I say that this is a small part of the answer to the question of “what now?” – 
even though if you listen to the prognosticators in financial media you would think that this is the 
entire answer – because monetary policy divergence, as important as it is, pales in comparison to 
political divergence. I don’t think it’s an accident that Ukraine starts ripping itself apart as the largest 
monetary experiment in the history of man starts to wind down. Or that ISIS starts to remap the 
entire Middle East. Or that North Korea attacks Sony. Or that the price of oil drops by half as OPEC 
faces its greatest existential threat. Did the Fed cause these events? Of course not. But they’re not 
unrelated. They’re all part of the fabric of global deleveraging.

http://www.salientpartners.com/epsilontheory/post/2014/12/29/the-clash-of-civilizations
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This is what happens when you have a global debt crisis and politicians respond to maintain the 
status quo by any means necessary – the political center does not hold. Whether you’re talking 
about the 1870’s or the 1930’s or today, it’s always the same story … domestic coalitions and 
sovereign nations and international alliances that were held together by mutual absolute gains in 
the good times are driven apart by relative gains and losses in the bad times, and those domestic 
coalitions and sovereign nations and international alliances that bridge two ancient civilizations are 
thrown into the centrifuge most of all.

The market flash points for 2015 are not limited to the obvious suspects, like Ukraine and ISIS. 
In fact, most of the obvious suspects are not terribly impactful on major markets, and some have 
the perverse effect of providing “good news” for markets the worse their situation becomes. For 
example, to the degree that Ukraine-related sanctions on Russia damage German growth rates, 
the market believes that this forces still greater ECB market accommodation and direct propping-
up of financial asset prices in the Eurozone. The non-obvious suspects I’m looking at are countries 
that, like Ukraine, find themselves with one foot in one civilization and one foot in another but, unlike 
Ukraine, are much more central to global markets. Those countries are Greece, Turkey, Iran, Egypt, 
and South Korea. I wrote about Greece two weeks ago, so won’t repeat all that here. Turkey, Iran, 
and Egypt are all the same basic story – ancient civilizations that had their day in the sun many 
centuries ago and are now being consumed by the Borg-like entity that is Islam. Persia, the most 
potent of the three cultures, is completely lost. Egypt is lost but hasn’t realized it yet, like a chicken 
running around with its head cut off. Turkey, the least of the three, has adopted enough Western 
antibodies to provide some resistance, but it’s just a matter of time before it becomes the Sick Man 
of Europe once again. South Korea … judging from how little it is discussed in the Western press it 
sometimes seems like no one cares about South Korea, and that’s a mistake. No country on earth is 
split between more civilizations, and no country is as sensitive AND vulnerable to the clashes that 
are coming down the pike.

So … am I terrified by the Clash of Civilizations? Am I getting out of the market and running for the 
hills? No. Not yet, anyway...

We have the best economy money can buy. Fed governor John Williams suggested that 
“we are actually getting closer to getting at a normal economy.” How would we know with 

you Fed plonkers in the way? According to David Stockman, total revenue has grown by just 31% 
since 2009 while profits have skyrocketed by 253%. We either did some serious regression to the 
mean from ‘09 to the present or will be doing so going forward.

2014; A YEAR IN REVIEW: DAVID B. COLLUM

http://s3.amazonaws.com/cm-us-standard/documents/2014-Year-in-Review-Collum.pdf
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World-record profit margins suggest regression to the mean is in our future. I did a quick survey of 
the Forbes 100 and estimate that 17% are explicitly in finance. Others are called “diversified.” I’ve 
gotta wonder if the economic gains are from various unconstructive economic pursuits (cf. Japan in 
the 1980s). Caveat aequitas emptor: if left unchecked, business cycles die of old age, and we are in 
the sixth longest (of 34) since 1854. If you want some serious doom porn, check out a few of Michael 
Snyder’s Listicles of Horror (my moniker) posted at The Economic Collapse Blog and secondarily at 
Zero Hedge. The guy sees dead people.

As always, the difficulty is culling fact from fiction. In May, the ISM manufacturing indicators dropped 
precipitously and unexpectedly. A few hours after starching some more socks, ISM announced “my 
bad” and said that recalculations show that the economy is accelerating. Nonetheless, economic 
indicators began missing estimates by wide margins.

Mavens in the US blamed bad weather for their complete inability to hit the dartboard. Oddly, 
German pundits blamed their joblessness on good weather, whereas Goldman suggested that the 
Germans actually have strong growth . . . because of the weather. Fed governor Plosser says the 
economy is great “despite the effects of severe weather.” The CEO of Walmart doubts the weather 
argument altogether, instead suggesting that everybody is unemployed and broke. Charles Dudley 
Warner insightfully noted, “Everybody complains about the weather, but nobody does anything 
about it.” I suspect the vital signs of the economy are stable, albeit with help from a high-capacity 
monetary respirator.

The weather is whacking California. One of our breadbaskets is going bone dry owing to a multiyear, 
high-sigma (500-year) drought. Analogies to the Dust Bowl are inescapable. Some towns are 
shipping in all water by truck. California will soon run out of Nevada and Oregon’s water. One orange 
grower bulldozed 400 acres of trees (why?), suggesting that “if this persists in the next year, the 
devastation . . . will be biblical.” California halted fracking because it may be contaminating aquifers. 
(I must confess that of all the risks of fracking, destroying a big aquifer tops the list.)

Of course, housing is considered central to our economy. Maybe I have Assburger’s syndrome or 
80HD, but I go nuts trying to figure out whether housing is strong or weak. Choose an indicator and 
make any case you want. Owens Corning reported a weakness in roofing materials: the corporate 
numbers don’t lie. (Just kidding. Sure they do.) Some plots show existing home sales rising; others 
show existing home purchases rising. Dudes: they’re the same numbers—a kind of housing velocity 
that may offer evidence that the market is loosening finally. That said, 20 million homeowners are still 
underwater, rendering them professionally immobile. A nice list of the riskiest real estate markets in 
country shows Hartford, Connecticut, leading the pack with a potential downside of 35%. (Canada 
and England now make us look like pikers, however, given that their busts remain prospective.)
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And remember that iconic plot of mortgage resets foreshadowing (to those paying attention) the 
‘08–’09 crisis? Well the resets are back—$200 billion worth of resetting home equity lines of credit 
(HELOCs). When the Fed finally normalizes rates, price discovery is gonna be a real bitch. The Fed 
never had an exit strategy...

There have been some reports recently about North Korea’s special cyber warfare 
unit, known as Bureau 121. The North Korean government has made grooming its “cyber 

warriors” a top priority for decades, and has given first class treatment to its hackers.

Jang Se-yul, a North Korean defector who now leads an organization called North Korea People’s 
Liberation Front in Seoul, could have been one of them. 

Before defecting to South Korea in 2007, Jang went to Mirim University, the country’s top engineering 
college, which is now called the University of Automation. Although he wasn’t a hacker — his 
major was War Game Strategy, focused on cyber warfare simulations — Jang took classes with the 
hackers that are now in Bureau 121. After graduation, Jang worked at North Korea’s General Bureau 
of Reconnaissance, the intelligence agency that Bureau 121 is a part of. He says he still keeps in 
touch with some of those hackers.

Business Insider had a chance to speak with Jang and hear more about the inner workings of North 
Korea’s elite hacking force. Here’s what he told us:

How they’re trained: Mirim University produces most of the hackers that get placed in Bureau 
121. It’s a highly competitive program, with each class accepting only about 100 students out of 
5,000 applicants. They take six 90-minute classes every day, learning different coding languages 
and operating systems, from C to Linux. Jang says a lot of time was spent dissecting Microsoft 
programs, like the Windows operating system, and how to attack the overall computer IT systems of 
enemy countries like the US or South Korea. 

But the core principle is to develop its own hacking programs and computer viruses without having 
to rely on programs already built in the outside world. Jang says he believes North Korean hackers 
are as good as the top programmers at Google or CIA, if not already better. “Especially in terms of 
coding, I’m confident they’re better because they’ve invested in it for so long,” he says.

WE SPOKE TO A NORTH KOREAN DEFECTOR WHO 
TRAINED WITH ITS HACKERS...: BUSINESS INSIDER

http://www.businessinsider.sg/north-korean-defector-jang-se-yul-trained-with-hackers-2014-12/
http://www.businessinsider.sg/north-korean-defector-jang-se-yul-trained-with-hackers-2014-12/
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What it’s like to work for Bureau 121: They’re all very sophisticated professional hackers, with 
almost nine years of intense training by the time they get hired. They’re split into different focus 
groups based on countries to attack, like the US, South Korea, and Japan. Once they’re placed in 
their respective groups, they spend nearly two years traveling to their assigned country, learning the 
language and culture. The ability to travel outside of North Korea and make US dollars is part of the 
reason so many North Koreans want this job. Jang estimates there are about 1,800 cyber warriors in 
Bureau 121.

Their living conditions are much better than most North Koreans’: they receive high salaries, a free 
apartment over 2,000 sq ft in downtown Pyongyang, and their family can move to Pyongyang as 
well, which is a big privilege. They’re among the top 1% who are happy with their lives in North 
Korea. In fact, with free access to the internet, these hackers are all aware of what’s going on in the 
outside world and how reclusive their country is — but they still won’t leave their country. “No matter 
how hard you try to convince them, they won’t leave — even if you offered them a job at the Blue 
House (the official residence of the South Korean president),” Jang says.

The ultimate goal: North Korea realizes they have no chance fighting their enemies in conventional 
warfare. But in the cyber space, they can create chaos with relatively few resources. It’s why the 
North Korean government has spent so much effort in this area since the 1980s. They call it the 
“Secret War.” Jang says the ultimate goal is to attack the central IT infrastructure of enemy countries, 
primarily the government, and steal as much information as possible while also causing social 
pandemonium. 

According to Jang, the North Korean hackers say attacking South Korean government servers is like 
“swimming while touching the ground.” Although he wouldn’t be able to say for sure how advanced 
their skills are, Jang says the hackers could probably “easily” crack into company servers, too...

George Osborne says the coverage of looming new spending cuts has been 
“hyperbolic”, but away from Downing Street there is a strong consensus that the cumulative 

effect of five years of austerity will make the next wave of cuts, in 2015, very painful.

Four more years of austerity is “a price that works for our country”, Osborne said as he outlined his 
strategy. The Institute for Fiscal Studies responded by warning that “colossal” cuts to the state would 
take total government spending to its lowest level as a proportion of national income since before 
the second world war. By the end of the process, “the role and shape of the state will have changed 
beyond recognition”, the think tank said.

AUSTERITY CUTS WILL BITE EVEN HARDER IN 2015 – 
ANOTHER £12BN WILL GO: UK GUARDIAN

http://www.theguardian.com/society/2015/jan/01/austerity-cuts-2015-12-billion-britain-protest
http://www.theguardian.com/society/2015/jan/01/austerity-cuts-2015-12-billion-britain-protest


© 2014 Grant Williams. All Rights Reserved | Things That Make You Go Hmmm...

Things that make you go

28

So far, £35bn has been cut; the plan is to cut a further £55bn by 2019.

If the chancellor remains in post after the general election, Britain will find itself halfway through a 
nine-year stretch of spending cuts, with the Conservatives determined to shrink and redefine the 
role of the state. The Lib Dems say the Conservative policy is aimed at creating “a smaller state, with 
many more cuts to come”, giving Britain “austerity for ever”; 2015 will be a pivotal year in the race 
to reshape the nature of the state. Even if they lose, difficult spending cuts look inevitable. Labour is 
also committed to ending the deficit, in 2017-18, provided the state of the economy allows it.

For many publicly funded services and organisations, 2015 will be the year when their chances of 
survival become clear. There is an enormous range in the size and the function of services under 
threat, which makes tracking the scale of the cuts challenging.

Here are just four examples – from the large scale to the tiny, of services that are set to go this year.

In June, the Independent Living Fund, which provides funding for around 18,000 disabled people 
to work and live in the community, will be wound down. In Liverpool, there will be a decision in early 
2015 over whether the council will close a possible 23 out of the city’s 26 Sure Start centres. On 
a smaller scale, organisations including the Islington Centre for Refugees and Migrants, in north 
London, which supports around 150 refugees and asylum seekers, providing English classes, faces 
closure because of cuts to education budgets. “These are people who come to us on a daily basis 
who desperately need some kind of support,” project manager Andy Ruiz Palma says. “I would lose 
my job, but I am more worried about the clients. There is nowhere else for them to go.” In Ealing, 
west London, parents are campaigning to save the lollipop crossing role, done for the past 20 years 
by Eileen Rowles, and now at risk of being discontinued because of council spending cuts.

The Office for Budget Responsibility said in December that the chancellor’s plans would mean one 
million further government job losses by 2020 (a total fall from early 2011 of 1.3 million), representing 
a 20% fall in headcount.

Over the past five years, there has been surprise and relief from politicians that public anger about 
spending cuts has been relatively muted. Aside from a few annual anti-cuts marches in big cities, 
Britain has not experienced the waves of protest seen in countries such as Spain. Given that those 
most affected by the cuts are the most vulnerable and disempowered people in society, it’s perhaps 
not surprising that the response has been muted.

But that could change in 2015. The next stage of cutbacks is likely to be harder to ignore. The 
easy decisions have already been made; once the low-hanging fruit has been removed, finding 
new things to cut gets harder, which means the second half of the austerity era is likely to be much 
tougher than the first...



© 2014 Grant Williams. All Rights Reserved | Things That Make You Go Hmmm...

Things that make you go

29

Recently, he gave voice to the question himself. It was last Thursday at 8:30 a.m. and 
Emmanuel Macron, dressed in a teal suit coat and navy blue tie, found himself at a podium 

in the Grand Palais in Paris. “Why am I actually a Socialist?” he asked his audience.

For a former investment banker who was recently assigned with the unenviable task of reforming his 
country as economics minister, it is an excellent question.

Macron’s audience last Thursday morning was made up of perhaps 70 business leaders in an event 
organized by an economics magazine. Most of them were just as elegantly dressed as Macron 
himself, and they chuckled with amusement at his question.

But instead of answering his own question, the minister for economics, industry and information 
technology unfurled his far-reaching vision for a reinvigorated France. He spoke of the common 
welfare, which needed to once again take precedence over individual interests. And he underscored 
his exposition with a quote from the Socialist reformer Jean Jaurès from the year 1887.

It is the French way, a method of situating one’s self in the grand arch of history. And it suits Macron 
well.

France must change, he said last Thursday from the podium in the vast palace on the Champs-
Élysées, and it wasn’t the first time he had uttered the sentiment. The country isn’t doing well, he 
continued. “Those who say we can continue on like this for another 10 years are lying.” Macron’s 
tone was far from shrill. Rather, he spoke calmly, almost quietly.

Emmanuel Macron has been France’s economics minister for three-and-a-half months now and, at 
36 years, he is the youngest member of Hollande’s cabinet. Since he was appointed to renew the 
country, he has been called everything from a “high-flyer,” to a “beacon of hope” to a “careerist.” 
The magazine Marianne recently even referred to him as a “wolf in sheep’s clothing.” There are some 
within François Hollande’s inner circle who say he is the president’s “last wildcard.”

Back in March, Hollande heralded a political about-face by naming the conservative Social 
Democrat Manuel Valls as prime minister. Macron’s appointment was a further symbolic break from 
the president’s disappointing first two years in office.

Macron’s predecessor at the Economics Ministry, Arnaud Montebourg, was a convinced Colbertist, 
an approach which calls for significant state control over the economy. Many in France still see it as 
the only valid model.

EMMANUEL MACRON’S IMPOSSIBLE MISSION: DER SPIEGEL

http://www.spiegel.de/international/europe/french-economy-minister-macron-seeks-to-reform-france-a-1007539.html
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But Macron intends to push through far-reaching economic reforms of the kind that have thus far 
been largely shunned. There is much riding on his success and on whether Hollande and his party 
give him a free hand. The central question is whether France can find the strength to free itself of its 
current plight.

This week will go a long way toward determining whether it can. On Wednesday, Macron will be 
presenting his first significant draft law to the cabinet in Paris, the so-called “Loi Macron,” including 
107 different measures. The party’s left wing has already said it will oppose the package.

The law, says Socialist lawmaker Jean-Jacques Urvoas, contains 107 “fragmentation bombs,” while 
former Environment Minister Delphine Batho would not exclude the possibility of what she termed a 
“parliamentary accident.” Many Socialists do not completely trust Macron because of the four years 
he worked as an investment banker with Rothschild. They see him as a handmaiden for high finance 
and as a careerist. “He probably doesn’t even know how to get to party headquarters,” one Socialist 
party member spat when President Hollande announced his appointment at the end of August.

Indeed, the criticism of Macron and his signature draft law makes it look for the moment as 
though the government may not get the support it needs when the package comes up for a vote 
in parliament, currently scheduled for January. Its failure would be the final proof that significant 
change is not compatible with the Hollande era...

Venezuela President Nicolas Maduro, set to announce a new currency system today, 
needs to devalue the bolivar or risk inflation passing 1,000 percent as soon as next year, 

according to Bank of America Corp.

Under the current system, Venezuela’s overvalued bolivar means that the government effectively 
sells the dollars it gets from oil exports at a discount, compelling policy makers to print extra 
currency to cover domestic spending needs. Currency controls that limit Venezuelans’ access to 
dollars have spawned a black market in which the greenback fetches 172 bolivars, compared with 
officially sanctioned exchange rates that range from 6.3 to about 50 bolivars per dollar.

“If we don’t see a large adjustment of the exchange rate, we’re almost certain to have triple-digit 
inflation and I wouldn’t be surprised to see the economy veering into four-digit annual inflation,” 
Francisco Rodriguez, the chief Andean economist at Bank of America, said by phone from New York 
on Dec. 28, before Maduro scheduled his announcement. The government “needs to print money to 
finance the deficit and it is running a deficit because its revenues in bolivars are too low.”

VENEZUELAN 1,000% INFLATION SEEN BY BOFA 
WITHOUT WEAKER BOLIVAR: BLOOMBERG

http://www.bloomberg.com/news/2014-12-30/venezuelan-1-000-inflation-seen-by-bofa-without-weaker-bolivar.html
http://www.bloomberg.com/news/2014-12-30/venezuelan-1-000-inflation-seen-by-bofa-without-weaker-bolivar.html
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Rodriguez, a former chief economist for the Venezuelan National Assembly, also co-edited the book 
“Venezuela Before Chavez: Anatomy of an Economic Collapse” with Harvard University professor 
Ricardo Hausmann. He taught economics at Wesleyan University before joining Bank of America in 
2011.

The Venezuelan Information Ministry didn’t immediately respond to an e-mail seeking comment on 
the risk of 1,000% inflation and changes to the currency regime.

Maduro will detail the changes in a televised address due to start at 3:30 p.m. New York time. The 
price of Venezuela’s benchmark bonds due 2027 was little changed today at 48 cents on the dollar. 
The country’s debt lost 31 percent in 2014, more than any other nation tracked by Bloomberg 
indexes.

Maduro said in televised speeches earlier this month that he saw no need to cut the government 
subsidies that leave gasoline selling for 6 cents a gallon, and that he will keep a 6.3 bolivar-per-
dollar fixed exchange rate for priority imports.

The most recent official data is that annual inflation in Venezuela was 63 percent in August, the 
fastest in the world. A more up-to-date estimate based on the depreciation of the bolivar on the 
black market is 183 percent, according to Steve Hanke, a professor of applied economics at Johns 
Hopkins University and director of the Troubled Currencies Project at the Cato Institute.

Venezuela adopted currency controls in 2003 to defend dwindling reserves against what then-
President Hugo Chavez called “savage capitalists.” The controls have evolved over the years to 
include the foreign-currency auctions where the government limits the supply of greenbacks.

Manufacturers can sometimes get a rate of 12 bolivars in weekly government auctions, while 
individuals and importers of non-essential products are offered restricted amounts for about 50 
bolivars in a daily sale.

“I will make some very important announcements about the program for economic recovery in 2015 
and all the facets of the nation’s financial stability in Venezuelan and freely convertible currency, 
all the steps we’re going to take, the new currency exchange system,” Maduro said yesterday in a 
speech broadcast on state television.

The bolivar weakened 42 percent on the black market in the fourth quarter, according to data from 
dolartoday.com, outpacing even the 29 percent decline in the Russian ruble. Both currencies have 
been pressured by declines in price of oil, which makes up 95 percent of Venezuela’s exports and is 
the country’s principal source of hard currency.
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Lithuanians celebrated with fireworks and toasted champagne bought with euros as 
their country finished a quarter-century transition from a communist economy to a member of 

the single European currency.

Swapping its litas for euros at midnight, the Baltic country of 3 million wedged between Poland and 
Latvia became the 19th member of the currency bloc. Crowds gathered by the cathedral on the 
main square in the old town of Vilnius, the capital, as Prime Minister Algirdas Butkevicius withdrew 
the country’s first euros from a bank machine.

Lithuania’s entry puts the entire Baltic region in the euro area after neighboring Latvia’s accession a 
year ago and Estonia’s in 2011. It also comes as the countries, which gained independence in 1990 
and 1991 during the collapse of the Soviet Union, are seeking greater security guarantees from their 
allies amid signs of growing Russian expansionism.

“Joining the euro zone is a very logical step in the chain of very important steps for my country,” 
Finance Minister Rimantas Sadzius said in an interview. “Euro adoption is perhaps the final step 
at this stage of integrating Lithuania into the single market of western Europe. This of course has 
security implications, like joining NATO and the European Union.”

Euro adoption “went smoothly and successfully,” central bank Governor Vitas Vasiliauskas said in a 
news conference today. Euros accounted for some 28 percent of money in circulation on the first day 
of the currency-switch, he said.

Eastern European countries that joined the EU in 2004, 2007 and 2013 are obliged to adopt the 
single currency once they meet the economic criteria.

Yet as political turmoil in Greece triggered snap elections this month, shaking financial markets and 
rekindling memories of the euro-area debt crisis, Lithuania may be the last addition to the euro club 
for several years. While Romania has set 2019 as its target date for joining, the biggest eastern EU 
members, including Poland, the Czech Republic and Hungary, are clinging to their currencies.

For Lithuania, the euro promises both a political and economic boon. After having no independent 
monetary policy for 20 years because of its currency pegs, the country now gains a say in the ECB’s 
decision making, access to Europe’s bank resolution fund and cheaper borrowing costs.

“There’s also a geopolitical reason that is more relevant for the Baltic states than for any other EU 
country,” Butkevicius said.

LITHUANIA ADOPTS EURO AS RUSSIAN WORRIES 
RATTLE BALTICS: BLOOMBERG

http://www.bloomberg.com/news/2014-12-31/lithuania-adopts-euro-as-russian-expansion-worry-rattles-baltics.html
http://www.bloomberg.com/news/2014-12-31/lithuania-adopts-euro-as-russian-expansion-worry-rattles-baltics.html
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Lithuania, which joined the North Atlantic Treaty Organization and the EU in 2004, also considers the 
single currency an economic shield as its concerns grow over Russia’s actions in Ukraine.

The alliance has accused Russian President Vladimir Putin’s government of inciting a separatist 
rebellion there, while the EU and U.S. have sanctioned individuals, companies and industries in what 
has become the biggest standoff between the Cold War foes since the fall of the Iron Curtain.

Lithuania put military units on high alert for five days last month to respond to increased Russian 
military activity close to its borders. The number of Russian military planes intercepted by NATO 
fighters over the Baltic Sea near its members’ borders at least tripled last year, according to the 
alliance.

“The closer we are to the West, the further we are from the East,” Vasiliauskas said in an interview. 
“As a central bank governor, I shouldn’t get myself involved in geopolitical discussions. But these 
are the facts today.”

Current equity valuations provide no margin of safety for long-term investors. One might 
as well be investing on a dare. It may seem preposterous to suggest that equities are 

literally more than double the level that would provide a historically adequate long-term return, but 
the same was true in 2000, which is why the S&P 500 experienced negative total returns over the 
following decade, even by 2010 after it had rebounded nearly 80% from the 2009 lows. Compared 
with 2000 when we estimated negative 10-year total returns for the S&P 500 even on the most 
optimistic assumptions, we presently estimate S&P 500 10-year nominal total returns averaging 
about 1.3% annually over the coming decade.

Low interest rates don’t change this expectation – they just make the outlook for a standard 
investment mix even more dismal – and the case for alternative investments stronger than at any 
point since 2000. I’ll repeat that if one associates historically “normal” equity returns with Treasury bill 
yields of about 4%, the promise to hold short-term interest rates at zero for 3-4 years only “justifies” 
equity valuations 12-16% above historical norms. Again, at more than double those historical norms, 
current equity valuations provide no margin of safety for long-term investors.

To put some full-cycle perspective around present valuations, understand that 1929 and 2000 are 
the only historical references to similar extremes. Moreover, aside from the 2000-2002 bear market 
(which ended at fairly elevated valuations but still allowed us to shift to a constructive outlook in early 
2003), no bear market in history – including 2009 – ended with prospective 10-year returns less than 
8% (See Ockham’s Razor and the Market Cycle to review the arithmetic of these estimates).

THE LINE BETWEEN RATIONAL SPECULATION AND 
MARKET COLLAPSE: JOHN HUSSMAN

http://www.hussmanfunds.com/wmc/wmc141229.htm
http://www.hussmanfunds.com/wmc/wmc141229.htm
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This was true even in historical periods when short and long-term interest rates were similar to 
current levels. Currently, such an improvement in prospective equity returns would require a move 
to about 1200 on the S&P 500, which we would view as a fairly pedestrian completion of the current 
market cycle – certainly not an outlier from the standpoint of historical experience.

Major secular valuation lows like 1949, 1974 and 1982 pushed stocks to valuations consistent with 
prospective 10-year returns over 18% annually, and dragged the S&P 500 price/revenue ratio to 
about 0.40, and the ratio of market capitalization/GDP to about 0.33. At present, a secular valuation 
low would require “S&P 500” to be not only an index but a price target - though one that would also 
make a rather satisfying megaphone pattern out of the past 15 years of market action. Such an 
outcome only seems preposterous if one ignores the cyclicality of profit margins and assumes they 
have established a permanently high plateau. In any event, with the current price/revenue ratio at 
1.80, and market cap/GDP at 1.33, the notion that stocks are in the early phase of a secular bull 
market (as some Wall Street analysts have suggested) can only reflect a complete ignorance of the 
historical record.

However – and this is really where the experience of the past few years and our research-based 
adaptations come into play – there are some conditions that historically appear capable of 
supporting what might be called “rational speculation” even in a severely overvalued market. 
Depending on the level of overvaluation, a safety net might be required in any event, and that would 
certainly be the case if those conditions were to re-emerge here. But following my 2009 insistence 
on stress-testing our methods against Depression-era data, and the terribly awkward transition that 
we experienced until we nailed down these distinctions in our present methods, the central lesson is 
worth repeating:

Neither our stress-testing against Depression-era data, nor the adaptations we’ve made in response 
extreme yield-seeking speculation, do anything to diminish our conviction that historically reliable 
valuation measures are of immense importance to investors. Rather, the lessons to be drawn have 
to do with the criteria that distinguish periods where valuations have little near-term impact from 
periods where they suddenly matter with a vengeance.

Consumer helplines have sounded a warning after Britons ran up their highest level of 
new debt in November for nearly seven years, with the month’s borrowing on credit cards, 

loans and overdrafts hitting more than £1.25bn.

NEW CONSUMER DEBT REACHES SEVEN-YEAR HIGH 
IN UK: UK GUARDIAN

http://www.theguardian.com/money/2015/jan/03/new-consumer-debt-reaches-7-year-high
http://www.theguardian.com/money/2015/jan/03/new-consumer-debt-reaches-7-year-high
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National Debtline and StepChange said the figures from the Bank of England showed a worrying rise 
in consumers’ reliance on credit, and warned they expected a rush of people seeking help when the 
first credit card bills of the year started to arrive.

Banks and credit card companies 
have been jostling for business 
with offers to attract new 
customers: loan rates have 
plummeted while balance transfer 
deals on credit cards have 
become increasingly generous.

The £150bn UK credit card 
industry is to come under 
investigation this month by the 
Financial Conduct Authority 
over accusations of aggressive 
marketing after the watchdog 
suggested it had been pushing 
“payday loans with plastic”.

The £1.25bn net increase in unsecured borrowing during November was the biggest rise since 
February 2008, when Northern Rock was nationalised as the credit crunch took hold. It was the third 
month out of five that consumers had taken on more than £1bn of new debt.

More than £980m was taken out in loans and overdrafts during the month, sharply up from the 
monthly average of £728m over 
the previous six months. Credit 
card lending fell to £269m, from 
£399m in October, but remained 
above the average for the 
previous six months.

The Bank of England said over 
the course of three months 
unsecured lending had grown 
at its most rapid pace since 
October 2005, and in November 
was up 6.9% compared with 
November 2013.
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The figures show that at £168bn – more than £5,800 per household – the total outstanding 
unsecured debt remains some way below the peak reached in September 2008 when UK 
consumers collectively owed £208bn alongside their mortgages.

However, there has been a marked change in behaviour as the economy has recovered: in nearly 
every month for the four years to September 2012 consumers paid off more than they borrowed, 
with banks reining in credit limits and restricting loans and overdrafts, but since then the trend has 
reversed with almost every month seeing increased borrowing.

Deaths outnumbered births in Japan last year by the widest margin on record, 
underscoring the scale of the challenge facing the government as it tries to ensure a 

dwindling pool of workers can support growing ranks of pensioners.

The urgency of getting the country’s finances in order was highlighted this week as preliminary 
figures indicated that Japan’s population fell by a record 268,000 in 2014.

According to the data published by the ministry of health, labour and welfare, births slipped by 2.8 
per cent to a low of 1m, while deaths rose fractionally to a high of 1.27m.

Since becoming prime minister a little more than two years ago, Shinzo Abe has forced the central 
bank to adopt more radical yen-weakening policies to spur inflation while allowing the first rise in 
consumption tax since 1997.

Such measures are aimed at containing the government’s vast debts, which have swelled to more 
than twice the size of the economy amid rapidly rising payments for health and social security.

Abenomics has improved Japan’s fiscal situation. A combination of higher corporate profits and the 
3 percentage-point consumption tax increase last April seems set to push tax receipts to a 22-year 
high in the next fiscal year.

This puts the government on course to meet a pledge to halve the gap between what it spends 
(excluding debt-service costs) and what it collects in tax, as a percentage of gross domestic 
product.

The finance ministry wants to eliminate that deficit altogether by 2020 — a commitment likely to 
require big cuts in social security spending, as well as another 2 percentage point increase in 
consumption tax in April 2017.

JAPAN 2014 BIRTHS FALL TO LOWEST ON RECORD: FT

http://www.ft.com/intl/cms/s/0/1ddfad50-9269-11e4-b213-00144feabdc0.html?siteedition=intl#axzz3NdlXjC00
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The core elements of his economic strategy, known as Abenomics, are an aggressive monetary 
policy, a proactive fiscal policy and an economic growth strategy

Yet the broader demographic problems remain. Last weekend, as the government fulfilled an 
election pledge to present an extra spending package, it outlined plans to arrest population falls 
outside the major cities, challenging local authorities to boost births via support to women aged 20 
to 39, the group most critical to rebuilding the population.

If the current nationwide fertility rate of 1.4 stays unchanged, a task force warned in November, then 
Japan’s population of 127m would drop by almost a third by 2060 and by two-thirds by 2110.

Even if the fertility rate were to rapidly rise to the replacement level of 2.07 by 2030 and then stay 
there, the population would keep falling for another 50 years before stabilising at a little less than 
100m.

Relaxing the nation’s relatively strict controls on immigration could provide some relief, but Mr Abe 
has made it clear that he is “flatly opposed to opening the door”, said Masatoshi Kikuchi, a strategist 
at Mizuho Securities in Tokyo.
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2015 has the potential to be a year filled with geoploitical flashpoints - a miscalculation around 
any one of which could cause far-reaching instability. Bloomberg takes a look at a collection 

of the likely places you need to keep an eye on — including the Baltics (cradle of the unrest that 
sparked WWI) and the South China Sea: Bloomberg

LINK

http://www.bloomberg.com/graphics/2015-flash-points/
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Shinzo Abe, Japan’s 
prime minister, set out in 

early 2013 to rejuvenate Japan’s 
struggling economy with a 
$116 billion stimulus package, 
structural reforms, and $1.4 
trillion of very loose monetary 
easing.

In anticipation of the effects, 
Japan’s stock market surged. 
By May 2013, the stock market 
had risen by 55%, but these 
early indications turned out to 
be premature.

Up until this point, it seems 
that Abenomics has not done 
much for the real growth of 
Japan’s economy, despite 
temporary boosts that were 
a consequence of optimism. 
As Bloomberg columnist, 
William Pesek, puts it, “so far, 
Abenomics has meant lots of 
stimulus and no deregulation, 
a recipe that has boosted 
inflation more than growth or 
confidence.”

Another problem: the Japanese economy shrank by 6.8% during Q2 on an annualized basis. This 
was the direct result of a drop in consumer spending (~5% drop), brought on by an increase in sales 
tax. Japanese consumers scrambled to buy and hoard in Q1, before the new tax kicked in and cost 
of acquisition rose by 3%.

Abenomics has so far been a disappointment. The world’s eyes are on Japan and we’re rooting 
for them. After all, the nation is the world’s third largest economy and global economics is an 
interdependent ecosystem.: VISUAL CAPITALIST

LINK

http://www.visualcapitalist.com/abenomics-japan/
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Monetary policy activism was not just confined to interest rates. 2014 was the year the US 
ended its revolutionary asset-purchase programme of QE3. But the mantle was soon picked 

up by the Bank of Japan 
which announced it would 
embark on the most radical 
experiment in global 
monetary policy ever seen. 
Under the second arrow of 
the country’s Abenomics 
reforms, Japan’s central 
bank will begin buying 
assets worth up to $700bn 
a year in a bid to finally 
release the country from its 
low-growth trap.

Despite calls for Europe to follow suit, 
Mario Draghi and the ECB’s governing 
council remained divided on the need 
for sovereign bond purchases in the 
single currency area.

But markets will remain expectant in 
2015. The chart above became the 
most watched gauge in the eurozone 
this year. Measuring market inflation 
expectations for five years from now 
and ending in 10 years time (or the 
‘5-year 5-year forward inflation rate’), 
the measure dropped off a cliff in the 
autumn. Inflation expectations are 
now lingering at near-record lows 
placing further pressure on Mr Draghi 

to embark on QE in a bid to stave off Europe’s disinflationary crisis: How the world fell back into 
economic meltdown: 2014 in charts | UK Daily Telegraph

LINK

http://www.telegraph.co.uk/finance/economics/11301059/How-the-world-fell-back-into-economic-meltdown-2014-in-charts.html


© 2014 Grant Williams. All Rights Reserved | Things That Make You Go Hmmm...

Things that make you go

41

WORDS THAT MAKE YOU GO HMMM...

Koos Jansen is, as regular readers 
will know, one of the best young 

minds in theprecious metals complex.

Here he discusses the implications of the 
ongoing (and accelerating) central bank 
repatriation movement as well as Bitcoin 
and the future of the monetary system with 
Tuur Demeester & Paul Buitink.

If you  want to get a handle on the crude 
oil markets, who better to go to than Alan 

Greenspan?

No, really.

Bloomberg TV couldn’t think of anybody 
so here are the Maestro’s thoughts on the 
subject.

The interesting points? The world is devoid 
of growth and there are significant downside 
risks to markets.

I guess he’s not the Fed chair anymore...Finally, this week, it was a great 
pleasure for me to end 2014 by chatting 

to my buddies Al Korelin & Corey Fleck.

On the slate; attitudes to gold in various 
parts of the world and an outlook for 2015, 
the effects of a strengthening dollar in places 
least expected, potential black swans for 
2015 and even a little politics... 

CLICK IMAGE TO LISTEN

CLICK IMAGE TO WATCH

CLICK IMAGE TO WATCH

http://www.zerohedge.com/news/2014-11-07/greenspans-stunning-admission-gold-currency-no-fiat-currency-including-dollar-can-ma
http://www.zerohedge.com/news/2014-11-03/alan-greenspan-marc-faber-i-never-said-fed-was-independent
https://www.youtube.com/watch?v=aCp6gVz_-w4&feature=youtu.be
http://www.kereport.com/2015/01/03/predictions-2015/
http://www.bloomberg.com/video/alan-greenspan-on-oil-market-federal-reserve-u-s-economy-zhO3TM95QSino2fnYz_E3g.html
https://www.bullionstar.com/blog/koos-jansen/koos-jansen-tuur-demeester-gold-repatriation-movement/


Things that make you go

42

© 2014 Grant Williams. All Rights Reserved | Things That Make You Go Hmmm...

AND FINALLY...

and finally

CLICK IMAGE TO WATCH

Charlie Brooker is a funny guy.

Each year in the UK he produces 
his ‘Wipe’ of the year in which he takes a 
satirical look at what has 
been produced by the media 
during the preceding 12 
months.

During this year’s program, 
amidst the laughs (and 
there were plenty), was this 
short segment put together 
by documentary filmmaker 
Adam Curtis.

The message is terrifying and 
the content provocative.

In short, how it ever made it onto the BBC is 
beyond me.

Don’t miss this clip (Thanks Bobbington)

https://www.youtube.com/watch?v=uNpJ2lFk9yk
https://www.youtube.com/watch?v=KOY4Ka-GBus
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