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Here is a listing of Nelson’s 

scheduled seminars for the 

upcoming month. The seminar 

sponsor or contact person is listed 

with phone and e-mail address in 

case you want to attend. 

Saturday, March 29, Beaver, PA  
Tom Young at 724-728-6820, firedupt@comcast.net  
or Donn George 724-452-0481, 
donn@georgefinancial.net 
 
Sunday, March 30, Pittsburgh, PA 
Kim Stewart 412-287-0515, kim@s-cf.com 
 
Wednesday-Thursday, April 2-3, Little Rock, AR 
Becky Rice 501-221-7400, rwrice@leapconcepts.net 
 becky@leapconcepts.net 
 
Saturday, April 12, Toledo, OH 
Lupe Hinojosa 419-534-2000, 
lupehinojosa@sbcglobal.net 
 
Friday-Saturday, 18-19 April, Fort Worth, TX 

James Neathery 817-790-0405, jcneat@gmail.com 
 
Wednesday, 23 April, Chicago 
Melissa Shary 312-957-9400 x401, 
mshary@nationalprivate.com 
 
Thursday, 24 April, Chicago-Area 

Melissa Shary 312-957-9400 x401, 
mshary@nationalprivate.com 
 
Friday-Saturday, 25-26, April, Milwaukee, WI 
John Ernst 414-476-5742,  
ernreal@yahoo.com 
 
Friday-Saturday, May 2-3, Greenville, SC 
Scott Crutchfield 864-303-3746, 
info@scottcrutchfield.com  

 

Thursday- Friday, May 8-9, Austin, TX 
Joe Casselman 512-294-7046,   
Joe_Casselman@financialprocess.com 
 
Tuesday-Wednesday, May 13-14, Lufkin, TX 
Ricky Heard 936-564-1735, rickyh@cbhins.com 
 
Thursday-Friday, May 15-16, Oklahoma City, OK 
Max Clark 800-782-3580, 
maxclark@blackburnfinancial.com. 
 
Wednesday-Thursday, May 21-22, Leavenworth, 

WA  
John Flaherty 425-417-8473, john@jcfinc.info 
 

Here is a listing of Nelson’s newly 

added Book Recommendations: 

Between The Lines by Walter Beller  
 

Blowback   by Chalmers Johnson 
 
Christianity and War by Laurence M. Vance 
 
Forced Into Glory by Lerone Bennett, Jr. 
 
The Illusion of Victory - America in World War I by 
Thomas Fleming  

 

The Sorrows of Empire by Chalmers Johnson 
 
The Theory of Education in the United States by 
Albert J. Nock 
 

Theory and History by Ludwig von Mises 
 
What They Don’t Teach You at Harvard Business 

School by Mark H. McCormack 

 

The following articles are Nelson’s 

favorite finds from the last month’s 

reading. 
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Doug is right in the middle of where the real estate 

bubble is now bursting.       - Nelson 

 
Wake Me When the Real Estate 

Market Improves - By Doug French 

 
On a recent Saturday morning, the anesthesiologist 
looked down at me and said "It’s time to give you 
medicine now." I responded, "Can you put me out 
until the market gets better in 2009?" Alas, forty-five 
minutes later, the nurse woke me and told me to 
leave. My colon evidently is fine the real estate 
market in Las Vegas – not so much.  

The talking heads on CNBC can debate whether the 
US economy is currently in a recession, but it sure 
feels like one here. In fact John Williams’ numbers at 
Shadow Government Statistics indicate the US 
economy has been in a recession since the 4th quarter 
of 2004. While the Las Vegas economy has 
traditionally been resilient to downturns nationally, 
this isn’t your typical downturn and Sin City is 
suffering.  

Clark County’s (Nevada) unemployment rate in 
December was 5.6% and according to UNLV’s 
Center for Business and Economic Research, only 
7,700 new jobs were created last year. And while over 
6,000 people a month move to town, just about as 
many have been leaving, given that the active 
residential electrical meter count increased by just 
over 14,000 in 2007. Jobs are so scarce in Las Vegas 
that 7-Eleven was even able to hire a grown man to 
stand on a sidewalk dressed up as a Slurpie to 
promote one of its new stores. 

Jeremy Aguaro told the Preview Las Vegas crowd 
that job growth will likely turn negative this year. 
And it’s not just construction jobs being lost; the 
largest job category for new unemployment claims is 
professional business services.  

Even gaming revenue hit the ditch in November 
dropping 14%, the largest single month drop in five 
years, with the LV Strip fairing even worse with a 

20% drop in gaming revenues.  

Of course everyone knows the residential market is in 
the tank, with less than 20,000 new homes closed in 
2007, down 45% from 2006. Prices have even fallen 
by 9 percent for new homes (much more considering 
builder incentives). But builders are getting the 
message, or going broke. There were only 235 
permits pulled in December after only 305 were 
pulled in November. And large national homebuilder 
Engle Homes filed for bankruptcy in January, with 
others like Kimble Hill rumored to be close to it.  

Even the developer of the lavish master-planned 
community Lake Las Vegas defaulted on a $560 
million loan. A group of creditors took over 
ownership of the Henderson luxury master-planned 
community and in turn sold it to a turnaround firm.  

Plus, Nevada had the highest foreclosure rate in the 
nation last year, with 3.4 percent of its households 
filing for foreclosure, more than three times the 
national average, according to RealtyTrac. The Las 
Vegas valley even has the dubious distinction of 
having seven of the 100 worst-hit ZIP codes in the 
country for foreclosures in December.  

Even big realtors haven’t been immune. Mark Stark 
bought Prudential Americana Group Las Vegas in 
2004 by borrowing $22.5 million to outbid Warren 
Buffett’s HomeServices of America for the company. 
He never envisioned the Las Vegas housing market 
tanking like it did and filed Chapter 11 last 
November.  

As In Business Las Vegas reports, Stark’s firm went 
from an administrative staff of 118 at the height of the 
market two years ago to 78 today. The number of 
agents has been trimmed from 1,500 to 1,200, with 
Prudential shedding 25 to 30 agents a month, a trend 
that is expected to continue in 2008.  

Those who work in the real estate industry are not the 
only ones feeling the pain. Focus Property Group, the 
same company that bid up the price and ultimately 
spent nearly $1.3 billion buying most of the large land 
parcels auctioned by the Las Vegas Bureau of Land 
Management (BLM) in the last few years, announced 
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that it has stopped making interest payments on $500 
million in loans secured by 4,800 acres in the Las 
Vegas Valley, Pahrump and Victorville, Calif.  

Focus is asking for forbearance on the half a billion 
dollars in loans so that it will not be required to make 
interest payments, possibly for two years, reports the 
Las Vegas Review Journal. These loans were made 
by private lenders, pooling dollars from individual 
investors, with the average rate on these loans being 
11 percent according to Focus CEO John Ritter. It’s 
easy to speculate that everyone from little old ladies 
to big casino fat cats has money lent to Focus. The 11 
percent was good while it lasted.  

Of course the company is ostensibly in the business of 
developing master-planned communities and selling 
parcels to homebuilders and commercial developers. 
But as Focus COO Tom DeVore told the R-J, "We 
haven't sold a piece of single-family residential (land) 
since early 2005."  

There has been an explosion in the number of private 
lenders in Las Vegas since the credit crunch of the 
early 1990’s when banks were reluctant to lend 
despite a vibrant Las Vegas real estate market at the 
time. The loose monetary policies of the Federal 
Reserve has also sent savers to higher yielding 
investments as it lowered rates and gunned the money 
supply in anticipation of a Y2K economic meltdown 
and in reaction to 9/11 and the current mortgage 
malaise.  

But the private lending industry has been plagued 
with fraud and mismanagement, with a number of 
individuals losing all or part of their life savings in 
pursuit of earning double-digit returns.  

One of the largest of these private lenders was USA 
Capital that made loans to developers and then would 
service the loans. An affiliate company USA 
Investment Partners was set up because the owners of 
USA Capital saw their developer customers getting 
rich in the boom and wanted to share in those riches, 
so they told would-be borrowers: "If you give me 50 
percent of that deal, I will arrange for you to get a 
loan," according to USA Bankruptcy Trustee Lisa 

Poulin.  

USA Capital had 6,000 investors when the company 
filed for bankruptcy in 2006. 

The housing market is so bad that Donald Trump had 
a full page ad in the Las Vegas Review-Journal 
recently advertising his Trump University where you 
can learn how to "Buy Low, Sell High, Walk Away 
Rich" by "rid[ing] the recent tidal wave of real estate 
foreclosures."  

But this year is not projected to be any better than last 
year. "The bottom line for 2008 is hopefully ‘flat and 
steady’, which will be an improvement over 
‘continues downward,’" Dennis Smith writes in his 
Las Vegas Housing Market Letter. "Things should be 
looking much better as we enter 2009, and even better 
by 2010."  

Home marketing guru Steve Bottfeld has a sunnier 
view believing sales will increase in 2008 by 25% for 
new homes and 45% for resales with new home prices 
increasing 8% and resale prices increasing 10%.  

Bottfeld says there will be another Las Vegas housing 
boom by 2010.  

So while housing finds a bottom in Las Vegas, what 
is happening in the commercial real estate market? 
With housing down, development dollars rushed into 
commercial projects. There has never been as many 
dollars of permitted commercial real estate projects in 
Las Vegas as there were in 2007, numbers man 
Jeremy Aguaro told the Preview Las Vegas crowd. 
But this overbuilding is starting to show.  

Restrepo Consulting Group (RCG), reports that 
vacancy rates are increasing and average rents are 
falling for industrial, office and retail space. RCG 
estimates that it will take over three years to absorb 
the standing and planned industrial space, nearly four 
years to absorb the standing and planned office space 
and over a year and a half to absorb the available and 
planned retail space.  

But the stress on income properties hasn’t made news 
yet. Ironically, in the same edition of the R-J that The 
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Donald was advertising his class on how to get rich in 
residential foreclosures, Cherif Medawar had a full-
page ad only seven pages after Trump’s trumpeting 
"How You Can Get Super Rich with Las Vegas’ 
Commercial Real Estate!" The ad says Mr. Medawar 
went "From Hotel Manager to Real Estate Magnate" 
and "Anyone Can Do It!"  

There is no question that Las Vegas is a special city. 
It has a brand name second only to Google’s in 
recognition. And what other place could host the 
crowning of Kirsten Haglund as Miss America, Penny 
Flame as the Adult Video News’ Best Actress, Garrett 
Hood as the world’s best bricklayer, and Erika Jensen 
as the National Grocers Association USA’s Best 
Bagger, all during the few weeks since the first of this 
year. 

John Restrepo of RCG is optimistic for the future of 
Las Vegas, projecting that the Clark County 
population will grow by half a million people 
between now and 2012, with the number of new jobs 
growing by 200,000 over the next five years. This job 
and population growth will be driven by close to $67 
billion being invested in new projects on the Strip 
between now and 2012.  

But what happens between now and then? 

Marc Faber told the Barron’s roundtable: "At the 
moment, there is a war: The private sector is cutting 
credit and the central banks are cutting interest rates 
because they are desperate to revitalize credit growth. 
In the long run, the central banks will win, but in the 
next six to 12 months, relative credit contraction isn't 
going to be good for any asset class." 

Wells Fargo economist Scott Anderson echoes this 
view; "Large money-center banks have virtually 
frozen their balance sheets, reluctant to lend even to 
good credit."  

"Comptroller of the Currency John Dugan urged 
bankers [recently] to take proactive steps – or face 
harsh treatment from examiners," reports The 

American Banker.  

"For those of you in stressed markets," Dugan said "it 

will almost certainly require you to downgrade more 
of your assets, increase loan-loss provisions, and 
reassess the adequacy of bank capital." 

Former Comptroller Eugene Ludwig commented at a 
dinner in New York early this year that he expects 
serious damage to the banking sector this year and he 
considers today’s credit problems much worse than 
what was experienced in 1989 and 1990, with no 
bank immune. Even strong loan portfolios will suffer 
according to Ludwig.  

The ex-Comptroller expects a major credit 
contraction that will be further aggravated during the 
next bank examination cycle, with field examiners 
unrestrained, as was the case in 1989 and 1990. 

So while the terminally bullish Las Vegas real estate 
expert Richard Lee is glad last year is gone and that 
2007 was the worst real estate market he has ever 
seen, the worst of it may be ahead for Las Vegas 
bankers when examiners darken their doors this year.  

Lee was not the least bit optimistic during his 
presentation that closed Preview. He cautioned that, 
"my crystal ball is cloudy," and "we can’t outguess 
the market." Proving that there is nothing new going 
on in Las Vegas, Lee didn’t really have anything to 
report, and resorted to providing this one juicy bit of 
advice: "Sell low, buy low!"  

Of course Mr. Lee was talking about Las Vegas real 
estate. But maybe he should have been talking about 
bank and gold-mining stocks. Bank stock prices have 
been beaten up worse than home prices. In fact, short 
interest in bank stocks, especially those located in 
western states, continues to grow, despite the average 
bank share price being down 38 percent from a year 
ago.  

And anyone holding gold-mining stocks has noticed 
that mining shares have not kept pace with the price 
of the yellow metal. The Global Gold Index shows 
that gold shares, as a whole, have not yet traded 
above their May-2006 peak and the GGI is about 13% 
below that level, according to Steve Saville at 
speculative-investor.com.  
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David Galland, Managing Director of Casey Research 
asked one of the Casey researchers to review gold 
price and gold share price histories to determine at 
"what price level gold needs to reach before we 
would, based on historical precedence, start seeing 
serious movement in the gold stocks." Galland writes 
that nothing is definitive yet, but the initial guess is 
$1,000 per ounce gold is what it will take to get the 
mainstream investing public interested in gold stocks.  

But the dozens of high-rise cranes dotting the skyline 
reminds us that better days are ahead for Las Vegas – 
a city that sells hopes, dreams and fantasy. Up until 
now, it’s been the tourists that routinely got their 
wallets emptied, but had good times to show for it. 
Now, some of the locals are feeling the pain as lady 
luck, bad math and bad judgment are punishing them. 
Oh well, at least I have my health. 

February 11, 2008 

Doug French [send him mail] is executive vice 

president of a Nevada bank and associate editor for 

Liberty Watch Magazine. He received the Murray N. 

Rothbard Award from the Center for Libertarian 

Studies. 

 

Here’s another good one from our friend, Eric.    - 

Nelson 

Buyback Blowback at Ambac 

and MBIA by Eric Englund 

Ambac and MBIA are world leaders in providing 
financial guarantees and credit enhancements for 
bond issuers (e.g., municipalities), asset managers, 
financial institutions, and insurance companies. Both 
companies are traded on the New York Stock 
Exchange. Holders of bonds and securities, "insured" 
by Ambac and MBIA, are provided irrevocable 
guarantees of timely payment of interest and principal 
should there be a default or other triggering event. 
Between the two companies, they guarantee more 
than $1 trillion in municipal, corporate, and mortgage 
debt. A critical aspect of such guarantees pertains to 

the fact that Ambac’s and MBIA’s triple-A credit 
ratings are bestowed upon the bonds and securities 
they are insuring. This highest credit rating, 
correspondingly, signals to the market that such 
insured bonds and securities are of the highest quality 
and safety. Underpinning this uppermost credit rating, 
enjoyed by both Ambac and MBIA, is each 
company’s capital strength. Consequently, it would 
be reasonable to assume that directors and officers, of 
both companies, would view financial strength as 
sacrosanct. The dirty-little-secret, you won’t hear 
from Wall Street analysts, is that Ambac’s and 
MBIA’s top managements were knowingly 
weakening their respective company’s balance sheets 
just as they were aggressively expanding into 
structured finance. It is a fundamental tenet for 
insurers, sureties, and financial guarantors to put the 
interests of policyowners, beneficiaries, and obligees 
(i.e., customers) before shareholders. At Ambac and 
MBIA, this tenet was grossly violated.  

These previously obscure companies are dominating 
the financial headlines as their names are now forever 
linked to the subprime-mortgage meltdown. These 
once staid municipal bond insurers aggressively 
expanded into guaranteeing collateralized debt 
obligations (CDOs), which repackage assets such as 
mortgage bonds and buyout loans into new securities 
with varying risk. For these specialists, in risk 
assessment, to bestow triple-A ratings on what has 
turned out to be toxic junk simply defies all credit-
underwriting principles. When the mortgage-lending 
industry was openly flaunting "liars loans," low-doc 
loans, Alt-A loans, etc., how couldn’t it have been 
clear, to the executives at Ambac and MBIA, that 
mortgage underwriting standards had gone into the 
gutter? To turn around and place triple-A ratings on 
this financial debris is nothing short of financial 
alchemy; in which these two companies believed they 
had discovered a means of turning lead into gold. To 
be so cavalier indicates corporate cultures imbued 
with arrogance and selfishness.  

Standard & Poor’s is reviewing $534 billion worth of 
subprime-mortgage securities and CDOs for possible 
ratings downgrades. This is a staggering figure. For 
Ambac, MBIA, and other mono-line insurers to be so 
wildly off the mark is mind-numbing. Of course, this 
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begs the question as to why anyone would ever again 
trust a triple-A-rated security insured by Ambac or 
MBIA? When a financial guarantor proves to be 
untrustworthy, it loses its franchise and cannot remain 
a viable business concern.  

To date, both Ambac and MBIA have experienced 
horrific financial results in structured finance. For 
fiscal-year 2007, Ambac suffered a net loss of a little 
over $3.2 billion while MBIA suffered a net loss of 
slightly over $1.9 billion. When combining enormous 
losses with significant stock buybacks, in fiscal-year 
2007, Ambac’s net worth declined by a whopping 
63% (down to $2,275,826,000) while MBIA’s 
declined by 49% (down to $3,649,305,000). Thus, it 
is no wonder that Standard & Poor’s and Moody’s are 
reviewing these weakened companies for possible 
ratings downgrades. Fitch Ratings has already 
dropped Ambac to double-A and may do the same to 
MBIA.  

To be sure, there are those who will argue that the 
aforementioned financial losses were not foreseeable. 
No management team willfully makes such flagrant 
strategic errors. In turn, the financial losses suffered 
by both companies most certainly should get the 
attention of shareholders but should not translate to a 
loss of trust in the marketplace. I have little doubt that 
Ambac’s and MBIA’s top executives are saying just 
that. Perhaps there is a smidgen of legitimacy to this 
argument. 

When it comes to a breach of trust, however, both 
Ambac’s and MBIA’s executives have been caught 
red-handed. First let’s discuss the sacrosanct nature of 
protecting an insurer’s/financial guarantor’s capital 
strength. Here is what A.M. Best Company – the 
world leader in providing financial-strength ratings 
for insurance companies – has to say about capital 
strength: 

The company’s capital and surplus are measured by 
the difference between its assets minus its liabilities. 
This value protects the interests of the company’s 
policyowners in the event it develops financial 
problems; the policyowners’ benefits are thus 
protected by the insurance company’s capital. 
Shareholders’ interest is second to that of 

policyowners. 

Beyond a shadow of a doubt, Ambac’s and MBIA’s 
executives subordinated the interests of the 
beneficiaries – who depend upon each respective 
company’s financial guarantees – to those of the 
shareholders. This is an outright breach of trust, a 
dereliction of duty, and here’s how they did it. 

From fiscal-year 2001 through the third quarter of 
2007, Ambac and MBIA have been engaged in what 
can only be described now as reckless stock-buyback 
programs. Over this period of time, Ambac has 
repurchased $1,015,036,000 worth of its common 
stock while MBIA has repurchased $1,843,044,000 of 
its common stock. Wall Street, of course, always 
cheers on a stock buyback because it reduces the 
number of shares outstanding; which analysts 
foolishly believe enhances shareholder value (as 
explained here). The opposite, in fact, is true. A stock 
buyback weakens a company’s balance sheet and I 
have never understood why a weaker financial 
condition is better for a company and its shareholders.  

So let’s put this into context for Ambac and MBIA. 
When a publicly-held company buys back its stock, 
such transactions can be easily tracked in the 
company’s financial statement. The first place to 
look, in the financial statement, is in the statement of 

cash flows. There you will see it as a use of cash 
categorized as a purchase of treasury stock. The next 
place to look is in the statement of changes in 

shareholders’ equity. There you will see treasury 

stock recorded as causing a decrease in total 

shareholders’ equity. So, in the name of enhancing 
shareholder value, Ambac and MBIA respectively 
spent $1,015,036,000 and $1,843,044,000 worth of 
cash for stock buybacks (over the past seven years). 
But, and now you know this, such cash expenditures 
reduced liquidity and net worth by those exact 
amounts. How can this be deemed responsible 
behavior when both companies are expressly in the 
business of insuring bonds and providing financial 
guarantees?  

To add some more fuel to the fire, let’s fantasize for a 
moment and assume that both companies had 
responsible management teams who never would 
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engage in stock buybacks. Well, Ambac’s net worth 
would be fully 44% higher than it is today while 
MBIA’s would be fully 50% higher. Accordingly, 
both companies would stand a better chance, of 
surviving the subprime meltdown, had their top 
executives been prudent financial managers. 
Shareholders, moreover, would certainly sleep better 
at night had such additional financial cushions existed 
in order to help their companies ride out these rough 
times. 

And now, the New York state insurance 
superintendent is begging money-center banks to 
rescue these two train-wrecked companies. In a 
separate article, it is stated that "A group of eight 
banks is already considering a plan to inject capital 
into Ambac, which needs at least $1bn. Several banks 
are also believed to be talking to MBIA, which needs 
at least $500m." What a mess.  

Ambac and MBIA, to say the least, are sorely missing 
the cash they used to repurchase their own shares. 
Indeed, this is the blowback management didn’t 
foresee when they put shareholders ahead of 
"policyowners." Such negligent behavior most 
certainly has opened the door for municipalities, 
regulators, and shareholders to file civil lawsuits 
against the directors and officers of Ambac and 
MBIA.  

Hence, we have the ultimate irony here. You can bet 
that Ambac’s and MBIA’s directors and officers are 
praying that their directors & officers liability 
insurance carriers have been prudently managed so as 
to put policyowners ahead of shareholders. What a 
novel idea. 

February 6, 2008 

Eric Englund who has an MBA from Boise State 

University lives in the state of Oregon. He is the 

publisher of The Hyperinflation Survival Guide by 

Dr. Gerald Swanson.  

 

As I explain in my seminars, “Everything in the 

human equation begins with understanding 

Parkinson’s Law.”  Tom Bulford gives us some 

good examples. - Nelson 

Parkinson’s Law by Tom Bulford 

An afternoon spent snooping around Oxford’s 
second-hand bookshops uncovered ‘a magnificent 
compendium of wit and humour’ entitled ‘Life and 
Laughter.’ As you can perhaps guess from the title 
this was published in the 1960s, and proved to be a 
good escape from these angst-ridden times. 

Anyway, amongst articles by such as John Betjeman, 
PG Wodehouse and long-time Punch editor, Bernard 
Hollowood, was an exposition of Parkinson’s Law by 
its author, C. Northcote Parkinson. 

In it he poses the following. In 1914 this country had 
62 warships in commission. By 1928 it only had 20. 
This 68% decrease in the size of the fleet was not 
matched by a similar decrease in the number of Royal 
Navy personnel. All the same this number did fall 
from 146,000 to 100,000 in this period. The number 
of dockyard workers, though, rose from 57,000 to 
62,400. Strange! But nothing like as strange as the 
40% rise, to 4,550, in the number of dockyard 
officials and clerks, or the extraordinary 78% rise to 
3,570 in the number of offices of the Admiralty. 

By 1954 the number of Admiralty staff had swelled to 
33,788, but at least that had the excuse of World War 
II. So perhaps a better example of the tendency of 
administrative offices to expand regardless of their 
sphere of responsibility is provided by the Colonial 
Office. 

In 1935 the Colonial Office employed 372 staff. As 
Parkinson explains ‘The colonial territories were not 
much altered in area or population between 1935 and 
1939. They were considerably diminished by 1943, 
certain areas being in enemy hands. They were 
increased again in 1947, but then shrunk steadily from 
year to year as successive colonies achieved self-
government.’ 

As the British Empire wound down one might assume 
that it needed less administration. Far from it. By 
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1954 the number of Colonial Office staff had gone 
from 372 to 1,661. And in fact by the time the 
Colonial Office was folded into the Foreign Office in 
1968 because of a lack of colonies to administer, it 
employed more people than ever before! 

Parkinson sums up the forces that swell the ranks of 
the civil service as follows. ‘An official wants to 
multiply subordinates, not rivals’ and ‘Officials want 
to make work for each other’. He gives an example of 
a civil servant, called A, who believes himself to be 
overworked. Under the circumstances he could resign 
– but won’t. He could ask to split his work load with 
one other, B. But B would be on his own level and 
would become a rival for promotion when his boss, 
W, retires. So, instead, he demands the assistance of 
subordinates, C and D, each being kept in order by 
fear of the other’s promotion. Thus set in competition 
C and D create work with great intensity until C 
complains to A of overwork. Happily A permits C to 
appoint two assistants, E and F, doing the same for D, 
who gets G and H, in order to avert internal friction. 

Thus, A finds himself sitting at the top of a 
department of seven. What does he do? Well, to start 
with he has to manage the other six. That means 
deciding whether G should go on leave even if he is 
not strictly entitled to it. It means listening to E’s 
application for a transfer to the Ministry of Pensions, 
and dealing with a ticklish situation that has arisen on 
account of D falling in love with a married typist. He 
has to read through the letters written by F, and delete 
the fussy paragraphs added by C and H. ‘He corrects 
the English – none of these young men can write 
grammatically – and finally produces the same letter 
that would have been sent out some time previously 
had C and H never been born.’ 

As Parkinson carries on to explain: ‘Far more people 
have taken far longer to produce the same result. No 
one has been idle. All have done their best. And it is 
late in the evening before A finally quits his office 
and begins the return journey to Ealing. The last of 
the lights are turned off in the gathering dusk that 
marks the end of another day’s administrative toil. 
Among the last to leave, A reflects with bowed 
shoulders and a wry smile that late hours, like grey 

hairs, are among the penalties of success.’ 

Sounds all too familiar, don’t you think? Fifty years 
after Professor Cyril Northcote Parkinson expounded 
his law, has anything changed..? 

Regards, 

Tom Bulford  
For The Daily Reckoning  

 

Wouldn’t it be good if the American public 

understood this story by David? - Nelson 

Bar Stool Economics by David R. 

Kamerschen, Ph.D. 

 Suppose that every day, ten men go out for beer and 
the bill for all ten comes to $100. If they paid their 
bill the way we pay our taxes, it would go something 
like this:   
 

The first four men (the poorest) would pay nothing.  
The fifth would pay $1.  
 The sixth would pay $3.  
 The seventh would pay $7.  
 The eighth would pay $12.  
 The ninth would pay $18.  
 The tenth man (the richest) would pay $59.  
 

So, that's what they decided to do.  The ten men drank 
in the bar every day and seemed quite happy with the 
arrangement, until one day, the owner threw them a 
curve.  'Since you are all such good customers, he 
said, 'I'm going to reduce the cost of your daily beer 
by $20. Drinks for the ten now cost just $80.   
 

The group still wanted to pay their bill the way we 
pay our taxes so the first four men were unaffected. 
They would still drink for free. But what about the 
other six men - the paying customers? How could 
they divide the $20 windfall so that everyone would 
get his 'fair share?' They realized that $20 divided by 
six is $3.33.  But if they subtracted that from 
everybody's share, then the fifth man and the sixth 
man would each end up being paid to drink his beer. 
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So, the bar owner suggested that it would be fair to 
reduce each man's bill by roughly the same amount, 
and he proceeded to work out the amounts each 
should pay. 
 

And so:   
 

The fifth man, like the first four, now paid nothing 
(100% savings).   
The sixth now paid $2 instead of $3 (33% savings).  
 The seventh now pay $5 instead of $7 (28% savings).  
 The eighth now paid $9 instead of $12 (25% 
savings).  
 The ninth now paid $14 instead of $18 (22% 
savings).  
 The tenth now paid $49 instead of $59 (16% 
savings).  
 

Each of the six was better off than before. And the 
first four continued to drink for free.  But once 
outside the restaurant, the men began to compare their 
savings.   
  
'I only got a dollar out of the $20,'declared the sixth 
man. He pointed to the tenth man,' but he got $10!'  
 

 'Yeah, that's right,' exclaimed the fifth man. 'I only 
saved a dollar, too. It's unfair that he got ten times 
more than I!'  
 

 'That's true!!' shouted the seventh man. 'Why should 
he get $10 back when I got only two? The wealthy get 
all the breaks!'  
 

 'Wait a minute,' yelled the first four men in unison. 
'We didn't get anything at all. The system exploits the 
poor!'  
 

The nine men surrounded the tenth and beat him up.  
 

The next night the tenth man didn't show up for 
drinks, so the nine sat down and had beers without 
him. But when it came time to pay the bill, they 
discovered something important. They didn't have 
enough money between all of them for even half of 
the bill!  
 

 And that, boys and girls, journalists and college 

professors, is how our tax system works. The people 

who pay the highest taxes get the most benefit from 

a tax reduction. Tax them too much, attack them for 

being wealthy, and they just may not show up 

anymore. In fact, they might start drinking overseas 

where the atmosphere is somewhat friendlier.  
 

 David R.  Kamerschen, Ph.D.  
 Professor of Economics, University of Georgia  
 

For those who understand no explanation is needed.  
For those who do not understand, no explanation is 
possible. 

 

Drip, Drip, Drip: Then the Dam  

Collapses by Gary North 

So do stock markets.  

Day after day, there is bad news from the banking 
sector in Europe and America. There is bad news 
from the housing markets all over the world. There is 
bad news from the Institute for Supply Management, 
which reports on the state of suppliers. The service 
sector in January fell to 41.9%, with 50% as the 
borderline between contraction and expansion. In 
December, it was 54.4%. This is a very sharp decline.  

The drip, drip, drip of bad news has a cumulative 
effect. It undermines investors' confidence in the 
economy. This calls the stock market into question.  

PANIC SELLING  

Panic selling does not hit a market without warning, 
smashing it into a meltdown that lasts for years. It hits 
after years of nagging doubts, followed by months of 
bad news in relentless sound bites, and then one 
unpredictable event that triggers a massive one-day 
sell-off, which is followed by more days of sell-offs.  

Woe unto the investor who is caught fully invested in 
that initial sell-off. He will look in horror, paralyzed, 
denying the obvious. The market keeps going down, 
day after day. Tout TV commentators (age 30) 
interview fund managers, who deny that it's a 
meltdown, recommend "buying sector stocks," and 
say, "Buy on the dips." Dips? The market is 
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collapsing. Then the poor soul who bought and held 
finally calls his broker or sends a message to his 
retirement fund: "Sell!"  

Too late.  

Once smashed, a market can take years to recover. 
Gold and silver did not recover for 21 years, 1980–
2001.  

We have seen this kind of sell-off more recently. It 
began on March 24, 2000. On that day, the NASDAQ 
peaked, intra-day, at 5132.52. It closed at 5048. This 
marked the end of the dot-com bubble. You need to 
see a graph of that collapse, just to remind yourself of 
just how bad it can be next time.  

It bottomed on October 9, 2002 at 1114.  

On January 2, 2002, it closed at 2059. That was down 
60% from the peak. The chart of that decline looked 
bad. But wasn't good news straight ahead? Hadn't the 
bad news been discounted? No. The NASDAQ fell 
another 46% over the next ten months. Look at the 
chart.  

Today, it is in the range of 2300.  

The consumer price index has risen by over 20%, 
2000 to 2008. (www.bls.gov). It rose by 15%, 2002–
2008. So, discounting for price inflation, the 
NASDAQ is lower today than it was in early January, 
2002. Plus, the person who bought and held in 2002 
suffered a 46% loss of capital in 2002. Had he sold in 
January and repurchased in October in a tax-deferred 
IRA or other retirement fund, he would have avoided 
this loss.  

I know people who told me in January, 2000, that the 
NASDAQ's price/earnings ratio of 206 was 
reasonable. I thought it wasn't, and I warned my 
readers to sell in February and March.  

No one on Tout TV ever mentions this. No one says, 
"This can easily happen again." No one says, "The 
NASDAQ has been in a bear market ever since March 
24, 2000. The recovery after October 2002 is a bear 

market rally. That rally is fading."  

VOLATILITY  

Day after day, the Dow is up or down 100 points or 
more, sometimes 200, sometimes more. Why? If the 
best forecasting minds on earth agree on the value of 
shares, shouldn't the Dow rise or fall by under 50 
points? Shouldn't there be a trend, one way or the 
other?  

We are seeing massive moves in and out of shares. 
The experts are not only not agreed, they are not 
agreed in a fundamental way. These are not random 
moves, in the sense of movements in response to 
unknown changes in perception at the margin. These 
are clashes between fundamental views of the future 
of this stock market and the international economy.  

Yes, these views are at the margin. All economic 
change is at the margin. But these are much larger 
moves than normal. The investors at the margin are 
much more aggressive, and they do not agree on what 
is coming.  

The investor with money in his pension fund looks at 
these swings, and he has to wonder: "What's going 
on? Why is the stock market so volatile? Why are 
downward moves so big? Why does the market 
rebound briefly, then fall again?"  

He sees volatility, and he senses confusion at the top. 
The big boys who allocate enormous pools of money 
just cannot get their act together. Yes, there are 
always bulls and bears, but the bears rarely are in a 
position to swing the market this widely. When they 
are in this position, this indicates that the stock 
market is at a crossroads.  

Volatility is great for about 3% of commodity futures 
speculators. These are the people who make money. 
But volatility is not good for stock market investors. 
It points to major changes in both the economy and 
the market.  

Most stock investors do not want volatility. They 
want steady capital gains, year after year. They have 
not gotten this since March, 2000. What they have 
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gotten is a nearly flat Dow Jones and S&P 500, and a 
much lower NASDAQ, accompanied by steady price 
inflation. They are getting poor slowly. They have not 
yet lost hope in the stock brokers' mantra, "The U.S. 
stock market has risen by 7% per annum." Not in 
1966–1982. Not since 2000.  

The victims who invest in a broad index of stocks 
have lost money for eight years. They refuse to 
change. They refuse to call their fund managers and 
say: "Sell my stocks and move the money into a 
money market fund."  

Yet they watch what is happening, and they get 
nervous. They refuse to sell. The smart ones who 
have automatic investing each paycheck have most of 
this money go into stocks. But they don't like what 
they hear about subprime loans. They don't like what 
they see in the stock market charts.  

We are now entering the doubt stage. It has taken 
eight years of negative returns in stocks. These years 
can never be recovered.  

Meanwhile, gold went from under $300 to over $900.  

The stock market touts who never told you to buy 
gold now tell you it's too risky. The "Wall Street 
Journal" ran a story, "How to Survive The New Gold 
Rush" on January 29. What was the advice? Don't buy 
gold. Why not? (1) Gold can be "extremely volatile." 
(2) Gold "hasn't always kept up with inflation." (3) 
Better to invest in a commodities funds, "advisers 
say." What advisors? The blind boneheads who didn't 
put gold in their portfolios or recommend gold, from 
$257 to $900. Instead, they said "buy an index fund of 
U.S. stocks." And what did that do for investors after 
March, 2000? Nothing, at best. Capital losses at worst 
(NASDAQ).  

In short, these unnamed advisors are losers until 
proven innocent. Losers deeply resent winners. They 
deeply resent gold because gold's rising price 
announces: "The policies of the Federal Reserve 
System, the U.S. Treasury, and Wall Street have 
produced losses for eight years."  

THE PSYCHOLOGY OF FEAR  

Some of my subscribers have read my warnings about 
real estate, Federal spending, and the tight-money 
policies of Bernanke's FED for two years.  

Others have refused to read my reports.  

A few people have taken me seriously and have 
reallocated their portfolios. They got out of stocks and 
into other asset classes, such as gold.  

But most readers have just sat there. They have 
nodded in agreement, but they have not picked up the 
phone to call their broker or pension fund manager to 
tell them to sell their shares.  

The average investor doesn't read information sources 
like mine. They prefer to rely on the mainstream 
financial press, which is advertising-supported. They 
prefer to read articles that are favorable to stocks, 
which is what mainstream financial press advertisers 
are paying editorial departments to publish.  

But doubts are growing. Day after day, the news from 
the banks, from the American auto industry, and from 
the housing sector is depressing. The drip-drip-drip 
factor is eroding the foundation of confidence that is 
necessary to sustain rising stock markets.  

We are seeing the undermining of the foundation of 
the bulls: investor optimism. There is no way that the 
news coming out of the financial sector can be 
interpreted as optimistic. The good news relates to 
specific companies. The bad news applies to entire 
sectors of the economy, and two of the biggest, 
housing and autos, are in trouble. General Motors lost 
$39 billion in 2007. How does any company lose that 
much money and still stay in business? Yet the 
recession has not hit yet.  

THE NEXT SUBPRIME LOAN CRISIS  

In the February 13 issue of "USA Today," on the 
front page of the Moneyline section, we read this 
headline: "Car loans stretch to 7 years or longer." The 
subhead is accurate: "Down the road, risky practice 
could hurt sales." But it was not sufficiently scary. 
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Here is what is should have read:  

Auto industry adopts subprime loans. Owners will 
walk away when their cars' equity is gone.  

The depreciation effect in autos is constant and 
unrelenting. Unlike houses, which used to appreciate 
– if owners put enough maintenance money into them 
– cars depreciate from the moment the new owner 
drives off the lot. Seven years out, nobody but poor 
people and me will buy that car.  

Here is some car buyer who doesn't understand 
compound interest, equity, and upside-down loans. 
He just wants a new car. He cannot afford to buy one 
for cash. He has no savings. But he wants that new 
car. So, he signs his name on a $25,000 car loan that 
he will be paying for when the car is worth $2,500.  

Using an amortization calculator, we find that a 
$25,000 loan at 6.5% for 7 years requires a monthly 
payment of $371.24. That means $4,455 a year. What 
will the car be worth in year 7? Probably less than 
$4,455.  

Then there is the question of falling demand for cars. 
In years five through seven, he will not buy a new car. 
Why not? Because his old car, which he will still owe 
money for, will have no equity. He will still be in 
debt. The debt will exceed the re-sale price of the car. 
The only way that he will get enough money to pay 
off the loan is for the new car company to offer to buy 
it at a trade-in price large enough to pay off his debt: 
above market value.  

Alternatively, the car company will re-finance his old 
loan and apply it to a new loan. But then the new loan 
is really upside-down.  

The entire auto industry will be forced to extend 
subprime loans to buyers who are ever deeper in debt. 
These are subprime buyers of depreciating assets. 
They are the people who will default on their home 
loans and walk away. They will walk away from auto 
loans, too.  

America's two consumer industries, housing and 
autos, are now utterly dependent on long-term debt. 

They cannot survive without massive permanent debt. 
The public accepts this, and therefore submits to 
lifetime debt. They do not intend to pay it off. They 
intend to roll it over.  

This is also the assumption of the U.S. Treasury. Its 
debt is perpetual. It is for consumption – the purchase 
of votes – and not production. The voters have 
accepted lifelong debt, at an ever-expanding rate, as 
basic to all politics. This attitude is universal in the 
West. It is not confined to the United States.  

"Deficits don't matter." This is what politicians 
proclaim to voters, and economists then affirm as the 
well-paid court prophets of the modern world. Debt is 
forever. The pious Christian in the pew prays, 
"Forgive us our debts, as we forgive our debtors" 
(Matthew 6:12). But when the ultimate debtors – the 
banks and the governments – decide to inflate away 
their debts, the pious souls who prayed that prayer 
and voted for the politics of debt will at last 
understand that God is not mocked. "For they have 
sown the wind, and they shall reap the whirlwind" 
(Hosea 8:7a).  

CONCLUSION  

The volatility of stocks point to economic conditions 
that are not understood. The economic fools in high 
places who approved the subprime loans that are now 
going bad did not see what was coming until July, 
2007. These fools committed their firms and their 
clients to debt packages that were toxic. They did not 
understand their credit portfolios any more than the 
subprime borrowers understood the adjustable rate 
loan contracts that they signed.  

Governments and central banks are now bailing out 
the dim-witted bankers to the tune of billions of low-
interest loans and direct funding. Governments are 
also offering band aids – or proposals for band aids – 
to postpone the debtors' day of reckoning. But 
politicians know whose bread must be buttered: the 
multinational bankers' bread. They will be bailed out. 
The home owners, busted, will return from whence 
they came: the land of the renters.  

No one really cares. They don't care that large banks 
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are too big to fail. They don't care that small home 
owners are too small to be worth saving. As long as 
the government intervenes to keep the debt structure 
alive, voters don't care whose money gets used to do 
the bailing.  

We are addicted to debt. But as the addiction grows, it 
becomes too big not to fail. It will fail. The question 
is: In what way? Outright default or mass inflation? I 
predict mass inflation.  

But not yet. Not this year. The downward pressure of 
the contracting housing sector and autos will keep 
downward pressure on prices.  

The drip, drip, drip of bad economic news will 
eventually break the average mutual fund investor's 
will to resist this downward pressure.  

"Sell!"  

"To whom? At what price?"  

March 18, 2008 
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