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Welcome to TRIGGER$ Free Public Edition of our February 201 6

publication.

While the purpose of the Public Edition is to showcase the

Subscribers Edition, the Public Edition is being built as a stand-

alone product. The primary difference betwen the two editions is the

amount of infomation included from Gordon T Long, Market Research & Analytics, as well as

HPTZmarket charts. Only a portion of this material is inclded in the Public Edition.

At Least one complete article from Gordon and previews of his other work can be found, as

well as a random selection of other charts and analysis from him are also included each month.

Goldenphi also includes some of his material that can be found throughout each issue. S&P – A

Closer Look & SIlverwil l always be shared.

The Public Edition is sti l l new and growing. We plan to continue to expand what we offer in this

edition, so make sure to keep checking back each month and see what we have done!
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WWeellccoommee ttoo TTRRIIGGGGEERR$$!! FFEEBBRRUUAARRYY 220011 66 VVooll..VVII,, IIssssuuee ##2

Welcome to TRIGGER$ - more than just another trading magazine, each
issue is a complete market report for your due dil igence.

Another Great Issue!

TTRRIIGGGGEERR$$ MMeedd ii aa PPuubbll ii ccaattii oonnss II nncc..

FFoorr aall ll ii nnqquu ii rrii eess ,, ccoommmmeenn ttss aanndd ccoonn ttaacctt ppll eeaassee ffeeeell ffrreeee ttoo eemmaaii ll uuss aatt::

MMaaii nn CCoonn ttrrii bbuu ttoorr :: GGoorrddoonn TT.. LLoonngg MMaarrkkeett RReesseeaarrcchh && AAnnaall yyttii ccss

PPuubbll ii sshheerr && EEdd ii ttoorr :: GGooll ddeennPPhh ii

TTeecchhnn ii ccaall AAnnaall yyss ii ss :: GGooll ddeennPPhh ii && GGoorrddoonn TT.. LLoonngg

ggoollddeennpphhii@@ttrriiggggeerrss..ccaa

Welcome Welcome

February 2016 - Public Edition

Thank-you &

Good Trading!

Andrew J.D. Long, MFTA

" GoldenPhi"

Gordon highl ights some of his themes from his new 2016 Thesis taking a look at a “Crises of

Trust” and a “Failure of Leadership”.

Massive Tax Grabs expected to come from all levels of government, Gordons first feature looks

at why.

Update to our recent article “FANG & NOSH” and “NIFTY 9”, Gordons second feature looks at

FANTAsy stocks.

Last month’s technicals panned out well , see what we are saying for February!

mailto:goldenphi@triggers.ca
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TRIGGER$ publications combine both Technical Analysis and Fundamental Analysis
together offering unique (and often correct) perspectives on the Global Markets. The
‘backbone’ of this research is done by “Gordon T. Long, Market Research & Analytics”
which is subscribed to by Professional Managers, Private Funds, Traders and Analysts
worldwide. Every month “Market Research & Analytics” publishes three reports totalling
more then 380 pages of detailed Technical Analysis and in depth Fundamentals. If you
don’t find our publication detailed enough, we recommend you consider theirs in addition
to this one.

For the rest of us, TRIGGER$ offers a ‘distil led’ version of the 380 pages in a readable
format for use in your daily due diligence. Read and understand what the professionals
are reading without having to be a Professional Analyst or Technician.

SSuucccceessssffuu ll ll yy nnaavviiggaattii nngg ttooddaayyss mmaarrkkeettss rreeqquu ii rreess iinnffoorrmmaattiioonn ffrroomm aa bbrrooaadd vvaarrii eettyy ooff
ssoouurrcceess.. TTrriiggggeerrss eexxaammiinneess ii tt aall ll .. FFrroomm MMaaccrroo GGeeoo PPooll ii ttii ccaall ttoo ddaaii ll yy eevveennttss;; yyeeaarrllyy ccyycclleess
ttoo bbrreeaakk oouutt ppooiinnttss oonn aa mmiinnuuttee cchhaarrtt:: wwee llooookk aatt ii tt aall ll aanndd aannaallyyzzee aass mmuucchh ooff tthhee
iinnffoorrmmaattiioonn aass ppoossssiibbllee,, ppuu ll ll ii nngg oouutt tthhee rreelleevvaanntt aanndd gg iivviinngg yyoouu wwhhaatt yyoouu nneeeedd ttoo kknnooww ttoo
mmaakkee tthhee rriigghhtt ddeecciissiioonnss oonn aa ddaaii ll yy bbaassiiss..

AAnn iinn ii ttii aall oorr ‘‘bbeegg iinnnn iinngg ’’ ppuubbll ii ccaattiioonn ooccccuurrss eevveerryy mmoonntthh ,, bbootthh iinn aa pprriinnttaabbllee ppddff aass wweell ll aass
oonn ll ii nnee.. FFrroomm tthheerree,, tthhee oonn ll ii nnee vveerrssiioonn iiss uuppddaatteedd ddaaii ll yy wwii tthh ccuurrrreenntt eevveennttss,, cchhaarrttss,, nneewwss
aanndd aannyy rreelleevvaanntt iinnffoorrmmaattiioonn ppeerrttaaiinn iinngg ttoo ttrraadd iinngg .. TThhee ccoommpplleetteedd vveerrssiioonn ooff tthhee
ppuubbll ii ccaattiioonn iissnn ’’ tt aaccttuuaall ll yy ddoonnee uunnttii ll tthhee llaasstt ddaayy ooff uuppddaatteess –– wwhhiicchh ooccccuurrss rriigghhtt uupp uunnttii ll
tthhee ppuubbll ii ccaattiioonn ooff tthhee nneexxtt ii ssssuuee..

AAss wweell ll aass tthhee TTrraadd ii ttiioonnaall MMeetthhooddss ccoommmmoonn llyy uusseedd ,, ““MMaarrkkeett RReesseeaarrcchh && AAnnaallyyttii ccss”” hhaass
ddeevveellooppeedd ““pprroopprrii eettaarryy aannaallyyttii ccss”” ffoorr bbootthh TTeecchhnn iiccaall aanndd FFuunnddaammeennttaall AAnnaallyyssii ss aanndd hhaass
ddeessiiggnneedd aa mmeetthhooddoollooggyy ttoo ccoommbbiinnee tthhee ttwwoo wwhheerreebbyy tthhee ssyynntthheessii ss ddeell ii vveerrss aa ttrruu llyy
uunn iiqquuee aanndd ffoorrwwaarrdd tthh iinnkkiinngg aannaallyyssii ss tthhaatt gg iivveess ccuuttttii nngg eeddggee iinnssiigghhtt..

“Techni-Fundamentalism”

Techni -
Fundamentalism

Techni -
Fundamentalism
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(cont pg.4)

Gordon T Long

Recent research released by both the Pew Research Center and Gallup warn of an

accelerating erosion in confidence in our government, pol iticians and the political process. I t is

clear to most that we have a growing “Crisis of Trust” which is signaling a “Failure of Leadership”

as governments steadily exert increasing power and authority over our l ives!

FOUR YEARS AGO WE BECAME SERIOUSLY ALARMED!

In the fal l of 201 2 having become seriously alarmed, we wrote our annual thesis paper entitled

“STATISM” and laid out the frightening direction of US political leadership. We had initial ly hoped

it was a cyclical pattern which had reached a cyclical bottom.

February 2016 - Public Edition

http://www.people-press.org/2015/11/23/beyond-distrust-how-americans-view-their-government/
http://www.gallup.com/poll/184556/congress-leaders-suffer-public-discontent.aspx?g_source=widespread-government-corruption&g_medium=search&g_campaign=tiles
http://www.gordontlong.com/reports/Subscribers-Sec2013.htm
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(cont pg.5)
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(cont pg.7)

WE FOCUSED, MAPPED & TRACKED IT

Our subsequent research efforts have resulted in a large supporting video library of expert

guest interviews at Macro Analytics embell ishing on each of the sequential ly emerging boxes in

the fol lowing road-map and additional ly the creation of the Financial Repression Authority to

understand how our sacred public freedoms were being unwittingly surrendered through

financial bondage.

The detai led research included a focus on the driving l inkages between the identified stages as

the developed economies (and the US in particular) accelerated towards more central ized

government control of almost al l facets of our l ives.
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https://www.youtube.com/user/GordonTLong/featured
http://www.gordontlong.com/Macro_Analytics.htm
http://financialrepressionauthority.com/
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http://tracking.bitgold.com/SHI
http://tracking.bitgold.com/SHI
http://tracking.bitgold.com/SHI
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(cont pg.8)
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88

(cont pg.9)

WHERE WE FIND OURSELVES TODAY

The facts are overwhelming and indisputable for anyone taking the time (which we did) to do

their ‘due dil igence’. Time and space which we don’t have here.

As we now agonizingly watch the US Presidential Primary Campaigns, cognoscente of what we

previously witnessed in the UK (Jeremy Corbyn), I taly (Beppo Bril lo), France (Marie Le Pen) and

a raft of other political hot areas, we see a now unquestionable deteriorating shift. A shift firmly

rooted in a Crisis of Trust and a direct result of a Failure of Leadership.

February 2016 - Public Edition
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(cont pg.10)

ONE CRISIS WAY FROM A MONUMENTAL “TOTALITARIAN” MISTAKE
The Financial Repression Authority is presently concerned that a Geo-political event, confl ict or
crisis could soon abruptly catapult the developed economies into a mistaken political direction
and a deeper cyclical low. A cycle which is presently already on a dangerous trajectory. Paul
Craig Roberts (a former US Assistant Treasury Secretary) just frustratingly penned “The Rule Of
Law No Longer Exists In Western Civi l ization” outl ining the seriousness of criminal and immoral
actions by the US government. He il lustrates that the dictatorial methods and unlegislated
executive orders by the current President to overturn the Second Amendment are now the
political leadership ‘order of the day’ and writes: “He (Obama) has the corrupt US Department of
Justice, a criminal organization, looking for ways for the dictator to overturn both Congressional
legislation and Supreme Court rul ings.”

CONCLUSION
Paul Craig Roberts and the Financial Repression Authority (FRA) sadly concludes – “Out of Evil
comes Dictatorship”
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http://www.paulcraigroberts.org/2016/01/05/the-rule-of-law-no-longer-exists-in-western-civilization-paul-craig-roberts/
http://www.paulcraigroberts.org/2016/01/05/the-rule-of-law-no-longer-exists-in-western-civilization-paul-craig-roberts/
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Gordon T Long
Publisher & Editor
general@GordonTLong.com

Gordon T Long is not a registered advisor and does not give investment advice. His comments are an
expression of opinion only and should not be construed in any manner whatsoever as recommendations
to buy or sel l a stock, option, future, bond, commodity or any other financial instrument at any time. While
he believes his statements to be true, they always depend on the rel iabi l ity of his own credible sources.
Of course, he recommends that you consult with a qualified investment advisor, one licensed by
appropriate regulatory agencies in your legal jurisdiction, before making any investment decisions, and
barring that you are encouraged to confirm the facts on your own before making important investment
commitments.

© Copyright 201 5 Gordon T Long. The information herein was obtained from sources which Mr. Long
believes rel iable, but he does not guarantee its accuracy. None of the information, advertisements,
website l inks, or any opinions expressed constitutes a solicitation of the purchase or sale of any
securities or commodities. Please note that Mr. Long may already have invested or may from time to time
invest in securities that are recommended or otherwise covered on this website. Mr. Long does not intend
to disclose the extent of any current holdings or future transactions with respect to any particular security.
You should consider this possibi l ity before investing in any security based upon statements and
information contained in any report, post, comment or suggestions you receive from him.

"Financial repression is not a conspiracy theory, it is rather a collective
set ofmacroprudential policies focused on controlling and reducing
excessive government debt through 4 pillars - negative interest rates,
inflation, ring-fencing regulations and obfuscation - to effectively
transfer purchasing power from private savings."
- The Financial Repression Authority

Go now!

As the insightful Canadian national anthem warns so well , we must al l “Stand on Guard for

Thee!”

Never more than today.

February 2016 - Public Edition

mailto:general@gordontlong.com
http://www.gordontlong.com/Financial_Repression.htm
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TRIGGER$, in collaberation with "Gordon T. Long - Market Research & Analytics", have thier own

unique approach to Techni-Fundamental Analysis. The material found in TRIGGER$ are the

conclusions of a multi-perspective methodology boiled down to its final essence. This

methodology includes the following analytical approach:

Time Frame Duration Approach Key Tools

sshhoorrtt -- tteerrmm lleessss tthhaann 9900 ddaayyss TTeecchhnn iiccaall AAnnaallyyssii ss EEll ll ii ootttt WWaavvee PPrriinncciippaall ,,

WWDD GGaannnn ,, JJDD HHuurrsstt,,

BBrraadd lleeyy MMooddeell ,, PPrroopprrii eettaarryy

MMaannddeellbbrroott FFrraaccttaall GGeenn ..

ii nntteerrmmeeddiiaattee 11 22 mmoonntthhss RRiisskk AAnnaallyyssii ss GGlloobbaall --MMaaccrroo AAnnaallyyssii ss

TTiippppiinngg PPoonnttss -- PPiivvoottss

lloonnggeerr tteerrmm 11 88 mmoonntthhss ++ FFuunnddaammeennttaall AAnnaallyyssii ss FFiinnaanncciiaall MMeettrrii ccss

TThhee GGlloobbaall --MMaaccrroo AAnnaallyyssii ss wwhhiicchh iiss ssoo pprreevvaalleenntt iinn oouurr aarrttii ccll eess aanndd oonn oouurr TTiippppiinngg PPooiinnttss ssii ttee,,

ppllaayyss tthhee ccrrii ttii ccaall rroollee ooff bbrriiddgg iinngg oouurr hh iigghh llyy aannaallyyttii cc TTeecchhnn iiccaall AAnnaallyyssii ss wwii tthh oouurr ddeettaaii ll eedd

FFuunnddaammeennttaall AAnnaallyyssii ss..

WWee hhaavvee ffoouunndd tthhaatt iinn tthhee sshhoorrtt tteerrmm tthhee mmaarrkkeettss aarree ddrriivveenn bbyy eemmoottiioonn aanndd sseennttiimmeenntt.. IInn tthhee

lloonnggeerr tteerrmm,, tthheeyy aarree ddrriivveenn bbyy ffiinnaanncciiaall ffuunnddaammeennttaall ss.. AAss WWaarrrreenn BBuuffffeetttt ii ss oofftteenn qquuootteedd aass ssaayyiinngg::

““ IInn tthhee sshhoorrtt tteerrmm tthhee mmaarrkkeett ii ss aa sslloott mmaacchh iinnee bbuutt iinn tthhee lloonngg tteerrmm ii tt ii ss aa wweeiigghh iinngg mmaacchh iinnee.. ”” WWee

hhaavvee ffoouunndd tthhaatt tthhee ttrraannssii ttiioonn sshhoowwss aa llaagggg iinngg ccoorrrreellaattiioonn bbeettwweeeenn cchhaannggeess iinn tthhee GGlloobbaall MMaaccrroo,,

ffooll lloowweedd bbyy CCoorrppoorraattee EEaarrnn iinnggss,, tthheenn ffooll lloowweedd bbyy tthhee sseell ll ss iiddee aannaallyysstt ccoommmmuunn ii ttyy eessttiimmaatteess..

II ff yyoouu aarree llooookkiinngg ffoorr mmoorree ddeettaaii ll tthhaann iiss pprroovviiddeedd iinn TTRRIIGGGGEERR$$,, ccoonnssiiddeerr llooookkiinngg aatt oouurr pprriimmaarryy

iinnssppii rraattiioonn :: ""GGoorrddoonn TT.. LLoonngg RReesseeaarrcchh && AAnnaallyyttii ccss"" .. WWee ddoo oouurr bbeesstt ttoo ssuummmmaarrii zzee tthh ii ss iinnffoorrmmaattiioonn

aanndd ddeell ii vveerr ii tt ii nn aann eeaassyy ttoo rreeaadd ffoorrmmaatt.. TThh iiss bbyy ii ttss vveerryy nnaattuurree ddooeessnn '' tt aall llooww uuss ttoo iinncclluuddee aall ll tthhee

vveerryy ddeettaaii ll eedd aannaallyyssii ss tthhaatt ttaakkeess ppllaaccee iinn oorrddeerr ttoo ddeell ii vveerr uuss ii ttss ccoonncclluussiioonnss..

AAll ll ii nnffoorrmmaattiioonn aanndd ccoonncclluussiioonnss ddeell ii vveerreedd iinn TTRRIIGGGGEERR$$ aarrttii ccll eess aarree aa pprroodduucctt ooff tthhee mmeetthhooddoollooggyy

oouuttll ii nneedd aabboovvee..

Methodology Methodology
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OOnn MMaarrkkeett && EEccoonnoommii cc II nndd ii ccaattoorrss
WWAARRNNIINNGGSS

(cont pg.13)

WWAARRNNIINNGGSSWARNINGS
A Simple Warning

February 2016 - Public Edition

http://www.kesslercompanies.com/content/simple-warning
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(cont pg.14)

We like to consider the longest time periods available to find rel iable historical trends in data

series. Of these, the price/earnings ratio (p/e ratio) of the S&P 500 index is instructive to study.

Major bul l markets in equities tend to start from heavily disfavored markets; those with earnings

multiples (p/e ratios) in the single digits. In a sense, investors have to give up hope in the stock

market before it can regain popularity. In the chart below, you wil l see that price/earnings ratios

around 6 or 7 have preceded long equity bul l markets.Yet, for al l the upheaval in the markets

over the last 1 6 years, the US stock market has not yet fal len to single digit p/e ratios. The S&P

500 p/e ratio is currently about 1 6 and it has been 33 years since the index last traded with p/e

below ten. We maintain that this wil l l ikely fal l this low before the downside of the credit cycle is

finished. With earnings now, a single digit p/e would imply an S&P 500 below 11 09; a whopping

40% below current levels.

I t is important to note that these are glacial processes and we aren't predicting this to happen on

any particular schedule, but markets in 201 6 have returned to a sense of fear and we just want

to remind readers that there is a lot of space between 1 870 and 11 00 in the S&P 500.

THE FRAGILE FORTY: HOW THE WORLD LOST $1 7 TRILLION IN 6 MONTHS

I t's official . More than 50% of the "wealth" effect created from the 2011 lows to the 201 5 highs

has been destroyed (despite the world's central banks going into money-printing overdrive over

that period). Almost $1 7 tri l l ion of equity market capital ization has evaporated in just over 6

months with over 40 global stock indices in bear markets. . .

February 2016 - Public Edition
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(cont pg.15)

As Bloomberg adds,

The U.K. was the latest market to fall 20 percent from its peak, while India is less than 1

percent away from crossing the threshold that traders describe as the onset ofbear

market. Nineteen countries with $30 trillion have declined between 10 percent and 20 percent,

thereby entering a so-called correction, according to data compiled by Bloomberg from the 63

biggest markets on Wednesday.

February 2016 - Public Edition

As Bloomberg adds,

The U.K. was the latest market to fall 20 percent from its peak, while India is less than 1 percent away from crossing the threshold that traders describe as the onset of bear market.Nineteen countries with $30 trillion have declined between 10 percent and 20 percent, thereby entering a so-called correction, according to data compiled by Bloomberg from the 63 biggest markets on Wednesday.
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(cont pg.16)

Emerging nations bore the brunt of the meltdown, accounting for two out of every three bear

markets. Slowing Chinese growth, the 24 percent slump in oil this year and currency volatility

have driven developing-nation stocks to the worst start to a year on record.

Among equity indexes that are on the cusp ofentering bear territory are Australia, India

and the Czech Republic, each having fallen about 19 percent from their rally highs. New

Zealand and Hungary are putting up the best resistance to the turmoil, limiting their losses to

less than 7 percent.

So just before you (Jim Cramer et al. ) demand the central banks do more, just remember what

reality looks l ike - wil l you use any central ly-planned ral ly to buy more or sel l into as the smoke

and mirrors of yet another bubble is exposed with the business cycle inevitably beating the

rigging. . .

February 2016 - Public Edition
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(cont pg.17)

Watch out for this $1 trill ion stock bubble

As volati l i ty in the stock market grows, a handful of experts are raising an alarm about the rise of

index ETFs and mutual funds, which has never accounted for this much of the market before.

They warn that the unprecedented amount of index ETFs trading in the market — index ETFs

accounted for nearly 30 percent of the trading in the U.S. equities market last summer — could

magnify, or even cause, flash crashes.

In turn, that may put individual investors, who are increasingly invested in index funds, more at

risk. And many may not realize how exposed they are to the risks of a relatively small group of

stocks held in the major indexes, said experts.

Tim McCarthy, a former president of San Francisco-based Charles Schwab and Japan's Nikko

Asset Management, has been a longtime proponent of index investing. But he now advises that

investors diversify their investment styles as well as their asset classes.

He suggested investors move 25 percent to 50 percent of their equity portfol ios into actively

managed absolute return funds, preferably those with a 1 0-year track record and a relatively

small amount of assets of between $1 bil l ion to $2 bil l ion. (Research has shown over the years

that active managers stand their best chance of success before their assets under management

grows too high.)

As always, he said, investors should look for low fees.

A stock bubble in index funds

He said he has grown increasingly uneasy about the risks based on the hypergrowth of index

funds, and the price difference between stocks outside and inside index funds.

From 2007 through 201 4, index domestic equity mutual funds and ETFs received $1 tri l l ion in

net new cash and reinvested dividends, according to the Washington, D.C.-based Investment

Company Institute. In contrast, actively managed domestic equity mutual funds experienced a

net outflow of $659 bil l ion, including reinvested dividends, from 2007 to 201 4.

Meanwhile, the price of the underlying equities in index funds is rising, though no one is sure

exactly why. Research by S&P Capital IQ, as of Dec. 31 , found stocks that were in the Russell

2000 were trading at a 50 percent premium to stocks that were not, up from 1 2 percent in 2006.

The statistics are based on median price-to-book ratio.

That kind of price difference is seen by some as a kind of canary in the coal mine, indicating that

there is a bubble in the stocks of companies held in index funds — and that their prices could

come down further and faster than other stocks in a downturn. In turn, that could put pressure

on the share prices of the index mutual funds and ETFs themselves.
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(cont pg.18)

"I t's complicated, but it could be a very big problem," said David Pope, managing director of

quantamental research at S&P Capital IQ. He and colleague Frank Zhao studied the l iquidity in

the market for the S&P 500 last summer and identified the 1 0 stocks that had the biggest

difference in l iquidity at that time, compared with the index. They included ExxonMobil , Berkshire

Hathaway, Johnson & Johnson,Microsoft, General Electric, Wells Fargo, Procter & Gamble,

JPMorgan Chase, Pfizer and PepsiCo.

"A structural problem may arise when the liquidity demanded by the ETF exceeds the l iquidity

availabi l ity of some of the underlying holdings," they wrote.

Basical ly, if an investor wants to sell an index fund as the market declines, the managers of the

fund might have trouble sel l ing some of the stocks in the fund. An active manager could choose

to sell any stock in her fund and thus potential ly navigate a downturn better. But an index fund

manager has to sell exactly the shares held in the index in the same proportion as demanded by

the index. I f the fund manager doesn't find a buyer for, say, shares of ExxonMobil , the price of

ExxonMobil wil l fal l unti l a buyer is found.

February 2016 - Public Edition



1 81 8
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Assessing the risks

While market theorists have always recognized this as a potential problem for index investing, no

one has been sure exactly how it would play out or when problems might arise. As long as there

are enough buyers and sellers actively setting prices and trading, index funds and stocks should

pose no extra risk. I t's just that no one is sure exactly how many is enough.

Indeed, not everyone thinks McCarthy is right, and others point to different risks as bigger causes

for concern, including the unknown impact of the way that high-frequency traders place orders.

"So we have two new factors when it comes to a potential market situation," said John

Rekenthaler, vice president of research for Chicago-based Morningstar. "There are always new

factors. Most of the time, new factors don't play out according to expectations."

He pointed out that two decades ago, people worried about what the impact of 401 (k)s would be

in the market and whether non-professional investors would be apt to sel l more quickly in a

downturn. The opposite turned out to be the case.

Even if the risk posed by index investing is rising, the growth in index funds doesn't necessari ly

pose a huge system risk, pointed out Sean Coll ins, senior director of industry and financial

analysis for the Washington, D.C.-based Investment Company Institute. "The share of assets

going into index funds is rising. Does that necessari ly cause markets to be dysfunctional? The

answer is no," he said.

He pointed out how much more diversity there is now in index investing. Much of the money

flowing into index funds has been going into markets in which there hasn't been much indexing

before, including emerging markets equities and bond markets.

McCarthy said investors would be wise to look at their portfol ios with the emerging risk of index

funds in mind. There's not much an individual investor can do to guard against the risks posed by

high-frequency trading, short of bowing out of the market entirely.

What investors should do

But there are some steps investors could take to manage the risks posed by an index fund-

dominated market.

In addition to investing some of their stock portfol ios in actively managed funds, McCarthy

suggests investors take a hard look at how diversified they are.

First, he said, an investor could make sure he or she isn't double-exposed to the same stocks.

He cited the case of a friend of his, a doctor, who had invested in blue-chip stocks, some mutual

funds and in an S&P 500 fund that turned out to hold — guess what — many of the same blue

chips and tech stocks. In the downturn in 2000–2001 , he lost 50 percent of his portfol io.
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Every market is different, McCarthy said. But in part because of the flow of money into index

funds, the U.S. equities market has become more dominated by a handful of big technology

stocks. That's something that index fund investors, l ike his doctor friend, may not easily

recognize now.

As someone who has managed the back end of trading systems, McCarthy said he is

increasingly uneasy about the level of index investing and has begun to give speeches about

the potential dangers of a market in which a growing number of managers are hamstrung by the

requirement that they match their indexes.

But he knows that he's at the leading edge of people talking about it — and that many think he

is warning too hard and too fast. "This is unfamil iar territory for me," he acknowledged. "But

index investing has so much power, and it's derivative-priced.

"Sometimes it's better to be vaguely right than exactly wrong," he said.

— By Elizabeth MacBride, special to CNBC.com

Profit, Multiple & Margin Trouble Are In Store For Global Equities In 201 6

The U.S. dol lar has recently been negatively correlated both with the MSCI All-Country World

Index (ACWI) and deep cyclical sectors. Given that the U.S. comprises over 50% of the MSCI

ACWI, a firming in the U.S. dol lar eats into U.S. corporate sector profitabil ity via negative

translation effects and the importing of global deflation. In fact, global EPS have been

contracting for three consecutive quarters and according to our model wil l remain under

pressure in 201 6. Now P/E multiples are under pressure. Since the late 1 970’s the forward P/E

multiple for the S&P 500 has compressed at the onset of fresh Fed tightening cycles.

Consequently, global equity markets are unlikely to make any significant headway in 201 6,

especial ly as margin pressures intensify. Instead, the risks are heavily titled to the downside,

making a capital preservation portfol io mindset a necessity.

For additional information on Global Alpha Sector Strategy’s Quarterly Review & Outlook please

visit the website at gss.bcaresearch.com.

(cont pg.20)

February 2016 - Public Edition

http://gss.bcaresearch.com/


2020

(cont pg.21)

February 2016 - Public Edition



2121

Global Earnings Downgrades Haven't Been This Bad in Seven Years

Hopes fading for global profits, once seen as equity catalyst

Forecasts are sti l l too high for 201 6, market watchers say

Stocks are losing their last l ine of defense.

Amid a selloff that erased more than two years of gains -- about $1 4 tri l l ion -- from global stocks

now on the brink of a bear market, at least earnings stood as a potential bright spot. Those

hopes are fading: analyst profit downgrades outnumbered upgrades by the most since 2009 last

week, according to monthly data from a Citigroup Inc. index that tracks such changes.

Declines in oil and and other commodities, the withdrawal of Federal Reserve support, Europe’s

fragile recovery and China slowdown fears are combining to jeopardize one of the few remaining

stock catalysts after a global ral ly of as much as 1 56 percent since 2009. And profit growth

estimates are sti l l too high for this year and 201 7, says Bankhaus Lampe’s Ralf Zimmermann.

“The momentum in the global economy is slowing down to such an extent that people are

seriously talking about recession,” said Zimmermann, a strategist at Bankhaus Lampe in

Dusseldorf. “This is not just China, it’s far more widespread. There are few places to hide. Even

defensives wil l feel the pain.”

(cont pg.22)
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Investors are running for the door -- they pulled about $1 2 bil l ion from global stock funds last
week, and the MSCI All-Country World Index is near its lowest level since August 201 3.

Economists’ projections for worldwide expansion in 201 6 have dropped steadily in the past
months to just 3.3 percent, with estimates for China and the U.S. fal l ing since the summer. The
biggest bears are getting more bearish -- DoubleLine Capital ’s Jeffrey Gundlach sees global
growth slowing to just 1 .9 percent in 201 6, making it the worst year since the aftermath of the
financial crisis in 2009.

This earnings season may not provide much reassurance, say strategists at JPMorgan Chase &
Co. Analysts project a 6.7 percent contraction in fourth-quarter profits for Standard & Poor’s 500
Index members. For peers in Europe, estimates call for growth of just 2.7 percent for al l of 201 5,
about half the pace predicted four months ago.

There are some pockets of optimism: lower energy prices may encourage consumers to spend
more, Europe’s recovery has been exceeding expectations and the Fed has given itself the
flexibi l ity to delay further rate hikes. The earnings bar is so low that the scope for positive
surprises is great, says ETF Securities’ James Butterfi l l .

“Fundamentals in the U.S. and Europe sti l l look pretty good,” said Butterfi l l , head of research
and investment in London. “Markets seem to be overly focused on the poor state of global
manufacturing, and losing their view of the consumer. Confidence is rising, people have more
money in their pockets, and company earnings should reflect that. Now is a good opportunity to
buy because everyone is so bearish.”

For others, the outlook is gloomy. Europe’s resil ient recovery is threatened by companies heavily
rel iant on American and Asian demand.

“Even without a recession, profit forecasts for the ful l year are too optimistic, ” said Stewart
Richardson, chief investment officer at RMG Wealth Management in London. “I t’s not just a
China problem, U.S. growth is slowing on its own right. I t looks l ike Europe is not slowing, but
give it six or 1 2 months and maybe it wil l be.”
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AA ppuurreellyy TTeecchhnn iiccaall TTrraadd iinngg MMeetthhooddoollooggyy ((nnoo bbiiaass)) tthhaatt ccaann bbee uusseedd aass tthhee
bbaacckkbboonnee ffoorr aannyy ttrraadd iinngg ppllaann oorr ssttrraatteeggyy,, ffoorr aall ll ssttyylleess ooff ttrraadd iinngg aanndd iinnvveessttmmeenntt
oobbjjeeccttiivveess..

MMUULLTTIIPPLLEE TTEECCHHNN IICCAALL AANNAALLYYSSIISS TTEECCHHNN IIQQUUEESS aarree oovveerrll aappppeedd aanndd iinntteeggrraatteedd ..
WWhheerree tthheeyy tteell ll aa ssiimmii ll aarr ssttoorryy ((ccoonnfflluueennccee)) ii ss wwhheerree wwee iiddeennttii ffyy ppllaacceess ooff iinntteerreesstt
((ttaarrggeettss)) tthhaatt tthhee mmaarrkkeett ii ss ll ii kkeellyy ttoo mmoovvee ttoo..

SSEEVVEERRAALL TTAARRGGEETTSS aarree uussuuaall ll yy iiddeennttii ffii eedd ,, aabboovvee aanndd bbeellooww tthhee mmaarrkkeett..
IIddeennttii ffyyiinngg ttaarrggeettss aabboovvee aanndd bbeellooww tthhee mmaarrkkeett gg iivveess ttaarrggeettss ffoorr aa mmoovvee iinn eeii tthheerr
dd ii rreeccttiioonn .. NNoo bbiiaass..

TTHHEE TTEECCHHNN IICCAALL TTOOOOLLSS uusseedd ttoo llooccaattee tthhee ttaarrggeett aarreeaass aarree nnooww tthhee ttrriiggggeerr
ccoonnssiiddeerraattiioonnss aass tthhee mmaarrkkeett mmoovveess tthhrroouugghh tthheemm,, ttoowwaarrddss aa ttaarrggeett..

UUSSIINNGG TTHHEE TTEECCHHNN IICCAALL TTRRIIGGGGEERRSS nnoo bbiiaass ii ss eessttaabbll ii sshheedd aanndd tthhee ppaarrttii cciippaanntt ccaann
ffooll llooww aalloonngg wwii tthh wwhhaatt tthhee mmaarrkkeett aaccttuuaall ll yy ddooeess,, aass ooppppoosseedd ttoo gguueessssiinngg wwhhaatt ii tt
mmiigghhtt ddoo..

IINN IITTIIAALL SSEETT--UUPP of the tools to find HPTZ’s establishes the significant market
levels, trends, and supports & resistances. They give a road map of the market:
the next likely destination and any stops along the way. This can be followed as
the market moves from one technical to the next, on its way to a HPTZ.
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TTEECCHHNNIICCAALL AANNAALLYYSSIISS PPEERRFFOORRMMAANNCCEE OOVVEERRVVIIEEWW

A quick overview to compare what was published for last month's analysis with what
actually occurred. The left hand chart shows the daily analysis given, and the right hand
chart is an updated image.

These are given here to offer a consolidated review and to get a general overall sense of
success or failure for the analysis across several markets. You be the judge.

Current analysis for each market can be found in their respective sections as usual.

SS&&PP

Published in January Issue as ofFriday January 29th , 2016

Market moving within blue channel – watching for break

(cont pg.25)

HHIIGGHH PPRROOBBAABBIILLIITTYYTTAARRGGEETT ZZOONNEESS TTRRAADDIINNGG

January 2016 Issue (previous months calls).

S&P drops through HPTZ’s(50,51,52,53,54,55)

HHPPTTZZ TTAARRGGEETTSS
Several technical tools, techniques and methods are integrated and overlapped; where these tel l a
similar story, or places of technical confluence, through both passive and active analysis, is where we
have areas of interest or High Probability Target Zones.

GGrreeeenn ttaarrggeettss aarree
ffrroomm tthhee DDaaiillyy

ttiimmee ffrraammee

BBlluuee ttaarrggeettss aarree
ffrroomm tthhee WWeeeekkllyy
ttiimmee ffrraammee..

Charts below are all Daily time frames. Blue targets
appear larger as they have been carried down from
the weekly time frame. (Red are older targets)
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GOLD

Gold has dropped, starting to follow a curved ellipse
pattern.

Published in January Issue as ofJanuary 29th, 2016

(cont pg.26)

HPTZ Trading (cont)

Support found at ellipse, market moves through
HPTZ(35,36), long term HPTZ(37).

VIX

Expanding wedge, lifting from HPTZ(47).

Published in January Issue as ofFriday January 29th, 2016

VIX lifts to HPTZ’s (48,49,50,51,52) before falling off
from significant resistance (blue s/r zone)
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HPTZ Trading (cont)

(cont pg.27)

SILVER

Silver has dropped to long term support, consolidating
within blue s/r zone, similar curve as in Gold can be
seen.

Published in January Issue as ofFriday January 29th, 2016

Market moves sideways within blue s/r zone; failed lift
attempt to HPTZ(31).

US$

Sideways consolidation, potential channel.

Published in January Issue as ofFriday January 29th, 2016

Market continues sideways within channel, hitting
HPTZ’s (40, 41, 42, 43)
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HPTZ Trading (cont)

END

EUR/US$

Sideways consolidation started

Published in January Issue as ofFriday January 29th, 2016

Consolidation continues, moving sideways through
HPTZ(32), just beside HPTZ(33) and through HPTZ(34).

EUR/JPY

Market falling off, watching for support at s/r’s and
zones.

Published in January Issue as of January 29th, 2016

M

L

Sell off continues, moving through HPTZ(25), finds
support at blue s/r zone and HPTZ(26), lifts beside
HPTZ(27), spikes in to HPTZ(28).
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(cont pg.29)

FFEEAATTUURREE AARRTTIICCLLEE

FFRRAA PPrreeddiiccttss MMaassssiivvee TTaaxx GGrraabb CCoommiinngg iinn
22001166 aatt AAllll LLeevveellss ooff GGoovveerrnnmmeenntt

A MASSIVE ‘TAX GRAB’ MUST BE EXPECTED

The Financial Repression Authority sees the massive government tax grab already quietly

underway accelerating in 201 6 in most of the developed economies.

This ‘grab’ wil l be a desperate political act driven by underfunded, and in a significant number of

cases, unfunded public pension which wil l unfold at al l three levels of government, Federal,

State and City /Local government. I t wil l be disguised by different focal emphasis and appear to

evolve in an uncoordinated manner – but it wil l occur!
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(cont pg.30)

To spot its tel ltale fingerprints we should expect the fol lowing words to become much more

prevalent in the “public narrative” throughout 201 6 and to see EACH of these which we explore

in this article to increasingly and significantly extract money from taxpayer wallets:

Capital Gains Tax,

Property Tax

Global Wealth Tax (PFIC, FATCA, GATCA),

Civil Forfeiture Fines,

Means Testing,

Licensing Fees,

Usage, Tolls & Emergency Services Fees,

Inspection Fees,

Processing Fees,

Fines (Police and Agency)

Ticketing,

School Activity, Equipment & Supply Fees,

Inheritance Tax,

Social Security Taxation Rate

The Wealth Effect is believed by the government to have pushed up taxpayer US Household Net

Worth by $30 Tri l l ion or 55% from the Financial Crisis low.

The US government is coming after that money! They see it as a “Honey Pot” that can’t be

resisted.
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(cont pg.31)

The fol lowing is how the Financial Repression Authority expects the government to undertake

this ‘grab’. However, never under estimate the government’s abil ities to come up with new

schemes to finance its insatiable largesse.

Let’s start at the bottom of the political machine by examining what City and Local governments

are doing and planning and work ourselves up to the head of this gluttonous and uncontrol lable

monster.

City & Local Taxation – Property Tax, Fees & Fines

City and Local government have massive problems with underfunded Pension obligations. Costs

for road and water services which have not received adequate financing are also coming due.

Administrative, pol ice, fire and teachers’ salaries are all relentlessly cl imbing along with generous

benefits which have long ago been jettisoned by the private sector.

Unlike the Federal government, city and local government cannot “print money” but must cover

their costs by primari ly Property Taxes or by issuing more debt in the form of muni bonds. The

problems have gotten so bad that cities l ike Chicago have recently been brought to court for

inappropriately using bond issues to pay operating costs associated with meeting public pension

obligations versus badly needed infrastructure repair. These desperate actions are symptomatic

of the pressures forcing the fol lowing actions:

PROPERTY TAXES wil l increase dramatical ly. Chicago and New Jersey property taxes have

reached the point where people are being forced to relocate. Pensioners on fixed income are

being forced to take out reverse mortgages to pay property taxes and keep their homes.

Residential property taxes in many areas are routinely $1 5-22,000 on what would be considered

the standard home in the area.

FINES are on the rise as Police departments for example are increasingly expected to achieve

income to match expenses where cities such as New York employ “revenue generating ticketing’

or where Virginia issued 6996 traffic tickets in one weekend in an effort to raise revenues for the

state government.

Now even a minor violation as reported by our FRA guest Michael Snyder can put a massive

hole in your wallet. For instance, driving as l ittle as 1 5 miles an hour over the speed limit in

Virginia can get you a reckless driving charge that can carry a fine of up to $2500. So why the

hefty fines? Well , the law increasing the traffic fines in Virginia clearly admitted why they are so

high. “The purpose of the civi l remedial fees imposed in this section is to generate revenue.”

(Virginia Code 46.2-206.1 )”
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(cont pg.32)

Now even a minor violation as reported by our FRA guest Michael Snyder can put a massive

hole in your wallet. For instance, driving as l ittle as 1 5 miles an hour over the speed limit in

Virginia can get you a reckless driving charge that can carry a fine of up to $2500. So why the

hefty fines? Well , the law increasing the traffic fines in Virginia clearly admitted why they are so

high. “The purpose of the civi l remedial fees imposed in this section is to generate revenue.”

(Virginia Code 46.2-206.1 )”

The Investigative Reporting Program at UC Berkeley with California Watch discovered that

impounds at “sobriety” checkpoints in 2009 alone generat01 -05-1 6-Tax_Grab-2ed approximately

40 mil l ion dollars in towing fees and police fines. “Red-Light cameras” have become huge

revenue raising tools in many areas of the country. In Los Angeles, revenue from red-l ight

cameras has doubled from $200,000 a month in 2007 to $400,000 a month at the end of 2009.

Expenses are accelerating due to Federal expectations of preparedness for the War on Terror

and the epidemic levels of horrific Public Shootings. The police and first responders have an

increasing fiduciary responsibi l ity, however the funding is not coming with it.

The Daily Bell (Local Government Larceny) & NY Times (‘Black Lives Matter’) recently both

explored the l ink between the need for local municipal ities to generate revenue in the face of

rising pension fund needs & budgetary pressures, with the increase in numbers of interactions

creating frictions & “Ferguson Missouri” type outcomes.

“The intense spotlight placed on Ferguson, Missouri in the last year exposed a small-town

government engaged in petty larceny on a grand scale. Duly elected officials supervised a

police force that regularly shook down visitors and residents to generate municipal revenue. The

area’s demographics ensured the victims were mostly poor and black, but similar official theft

occurs in white-majority towns all over the nation . . Local governments all over the U.S. are not

nearly as accountable to voters as they want us all to believe. They serve as the training ground

for politicians who rise to higher office. That’s why higher levels of government are certainly no

better and often much worse. People who run for local offices often start with noble ideals. Their

ideals rarely survive once elected. A little power creates a little corruption – and usually leads to

more.”

Martin Armstrong reports the extent to which this is now reaching as police are going after

teenagers who just want to make some pocket money shoveling snow and it isn’t just an

isolated incident. “The police even in Philadelphia are targeting kids as they are in New Jersey.

Many towns demand a license with paperwork and fees of $50+ to be paid to shovel snow!”
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EMERGENCY SERVICES are on the rise in a major way. An ambulance call to a private

residence can easily be $4-5K. These costs are often not covered by medical insurance as they

are seen as public services or matters of policy deductibles. The tax payer is caught between

the two and the squabble results in crippl ing costs to the unprepared tax payer.

USAGES FEES in schools are nothing new to already financial ly strapped parents, but worse is

to come. Fees for extracurricular activities and equipment has been in place for awhile now but

are rising significantly. Parents are forced to take out loans when their young student makes the

regional, state or national levels of competition because of the costs the parent are expected to

saddle. There is nothing any longer in the school system that is not being bil led to the parent for

and this wil l only increase. Parents have no choice.

INSPECTION FEES are yet another example of how public services are being bil led. From

Building inspectors to almost any form of government compliance officer is now bil l ing some or

all of their activity to the public. These fees seem like “token amounts’ but are becoming areas of

new found revenue. Police, and EMS’ “detai l ’ availabi l ity for construction activity and special

events are all now routinely bil led to the organizations involved and are becoming major

construction expenses. These costs must obviously be passed on and are nothing more than a

“stealth taxes” to the unsuspecting public.

The list is much more extensive than we are showing here and would take up too much space to

show the forms that “new taxation” techniques are taking. In New England for example many

towns are now offering nominal tax rebates for seniors and unemployed who volunteer to do

community service work that was previously provided by town workers. Some would suggest

this is a tax savings but in reality it is taxpayers doing work for the town for free when previously

it was part of their local tax (which has only increased even with the rebate). Is this not in real ly

just another form of taxation?

State Taxation – Usage Fees, Licenses & Ticketing

The taxation problem only gets worse as government budget shortfal ls get worse. Many of the

methods used at the City and Local government carry over to the State level (i .e. Ticketing,

Inspection and Fines). The States have additional methods:

SALES TAX is the purview of state government and it has been increasing in most states.

I l l inois recently moved the Sales Tax to 6.25% but the real total can be an extraordinary 9.75%.

I l l inois is not unique and more states can be expected to soon fol low their lead.
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LICENSING is on the rise for almost anything that involves a government approval. With 88,000

pages of Federal bi l ls in 201 5 alone, many of these pages require new license fees to be paid.

As an example of the degree it has reached, a dog being transported across state l ines now

requires quarantine and inspection. All of course bil lable for those even aware of such a law.

Mandatory veterinary services (i.e vaccinations) government reporting can result in a new

unsuspecting dog owner receiving a fine notification from the state for not having quarantined or

had the dog inspected.

TOLLS are on the rise to fund badly needed Infrastructure. At first glance this does not seem

unreasonable or unexpected. Uproar in Rhode Island recently brought to l ight the taxation game

going on. Monies from the AmericanRecovery and Reinvestment Act of 2009 were given to the

state to build a major state bridge. The state then placed a tol l on the new bridge. The people

fought it in court as “double dipping” and the state was final ly forced to back off. As increasingly

US public infrastructure is moved to private corporations this is nothing more than taxation in a

different fashion as state taxes are not reduced for the gains on the private sales but rather the

tax payers only see tol ls or fees arise from what was formally covered by their state tax.

Federal Taxation – Global Wealth Taxation

GLOBAL WEALTH TAX is presently having the mechanics for its implementation being put in

place. In their October 201 3 Fiscal Monitor Report to kick this off, the IMF painted a dire picture

for advanced economies with high debt that fai l to balance their budgets. The report builds a

case for draconian measures including the direct confiscation of assets. On page 49 of the IMF’s

report they state: “The sharp deterioration of the public finances in many countries has revived

interest in a ‘capital levy’— a one-off tax on private wealth – as an exceptional measure to

restore debt sustainabil ity. The appeal is that such a tax, if it is implemented before avoidance is

possible and there is a belief that it wil l never be repeated, does not distort behavior (and may

be seen by some as fair) . . The conditions for success are strong, but also need to be weighed

against the risks of the alternatives, which include repudiating public debt or inflating it away

(these, in turn, are a particular form of wealth tax—on bondholders—that also fal ls on

nonresidents) . . reducing debt ratios to end-2007 levels would require (for a sample of 1 5 euro

area countries) a tax rate of about 1 0 percent on households with positive net wealth.”

Forbes in their report “The International Monetary Fund Lays The Groundwork For Global
Wealth Confiscation” point out some of the IMF taxation guidance: “”IMF economists know there
are not enough rich people to fund today’s governments even if 100% of the assets of the 1%
were expropriated. That means that all households with positive net wealth—everyone with
retirement savings or home equity—would have their assets plundered under the IMF’s
formulation.” This is where the bankruptcy of the debt-mired western world is taking us – “capital
controls and exit restrictions so the proverbial four wolves and a lamb can vote on what’s for
dinner.”
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The IMF report says “There is a surprisingly large amount of experience to draw on, as such

levies were widely adopted in Europe after World War I.” The Forbes essay: “And we all know

how well that worked out.”

For those who want to know more they need to study PFIC, FATCA and GATCA, all explained in

Financial Repression Authority videos by those in the know.

INHERITANCE TAX can be expected to return with a vengeance. With inequality in America so

blatant that both Democrat and Republican parties are presently talking about it in their primary

campaign rhetoric. The public wil l l ikely accept this tax of the “rich”. However the rich wil l find

clever ways around it while the public wil l simply surrender its greatly reduced life savings which

they were hoping their chi ldren could use to get themselves out of debt.

MEANS TESTING is already gaining significant public “narrative” and so we should ful ly be

prepared for means testing for Medicare and Social Security as the Baby Boomer bulge ful ly

arrives over the next two years.

CIVIL FORFEITURE is a major new tax device which allows the government to take people’s

property, even if a person has not been charged with a crime. What does it take for law

enforcement to take property? Nothing more than a “preponderance of evidence” that the

property was connected with criminal activity. Jared Meyer of Economics21 explains: while most

people think about forfeiture as taking the property of drug dealers or other criminals, the

government has used civi l forfeiture to take vast amounts of property from entirely innocent

individuals.

The use of the civil forfeiture power has exploded in recent years:

In 2001, $407 million was seized under civil forfeiture laws; in 2012, a whopping $4.3 billion was

seized.

From 2001 to 2012, law enforcement has taken $2.5 billion in cash from 62,000 Americans, all

without warrants or indictments.

Meyer offers examples of forfeiture victims:

When Roderick Daniels was pulled over for going two miles over the speed limit in 2007, police

seized $8,500 in cash that he was carrying. Daniels had planned to purchase a car with the

money.

George Reby was pulled over in Tennessee for speeding and had $22,000 taken from him by a

police officer. Again, Reby intended to purchase a car with the money.

(cont pg.35)
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When small business owner Carole Hinders made multiple cash deposits of less than $1 0,000

into her bank account, the government suspected money laundering and took $33,000 from her.

What happens to the seized property, be it cash, cars, jewelry or something else entirely? When

the federal government does the seizing, Meyer writes that the funds go to the Department of

Justice (DOJ). The DOJ has an Asset Forfeiture Fund, which then distributes the proceeds for

various law enforcement needs.

In the past few years, Washington DC police officers have made more than 1 2000 civi l asset

seizures under city & federal laws. In a “Stop and Seize” investigative series by the Washington

Post in November 201 4 they cover the fact in their sixth instal lment that “D.C. police plan for

future seizure proceeds years in advance in city budget documents V D.C. police have made

plans for mil l ions of dol lars in anticipated proceeds from future civi l seizures of cash and

property, even though federal guidel ines say ‘agencies may not commit’ to such spending in

advance”.

VIDEO

(cont pg.36)
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Martin Armstrong cites: “Worse yet, cities need money desperately. They are now including civil

asset forfeitures as part of their budget. In other words, police are under orders to confiscate your

money for any excuse possible. This was the end phase of the Roman Empire. The army began

sacking Roman cities on the pretense they stood against whoever the proclaimed to be emperor.

Rome weakened itself and cannibalized its own civilization. This is what government is doing

now in the USA.” He strongly warns: “never pick up a hick-hiker in trouble for if they have any

drugs, even marijuana, there goes YOUR assets!”

The law lets the I.R.S.seize accounts on suspicion, no crime required! A NY Times article

frighteningly highlights the growing phenomenon in the U.S. of civil asset forfeitures . . “Using a

law designed to catch drug traffickers, racketeers and terrorists by tracking their cash, the

government has gone after run-of-the-mill business owners and wage earners without so much

as an allegation that they have committed serious crimes. The government can take the money

without ever filing a criminal complaint, and the owners are left to prove they are innocent. Many

give up.”

This is happening across America but especially in Texas, Tennessee, Michigan where it was

reported that “a town of 150 people called Estelline Texas earns more than 89% of its gross

revenues from traffic fines and forfeitures.

CAPITAL GAINS TAX has become a strong political talking point after 6 years of unprecedented

financial market performance. Political strategists know this must occur before we have the next

market draw down. Taxes are 1 00% payable on Capital gains when they are earned but there is

only a $3000 per year cap on write-offs on losses. Effectively the governments only wins and you

can only lose on market investments.

SOCIAL SECURITY TAXATION is something the Baby Boomer generation wil l soon learn about.

They are under the impression they wil l pay minimal tax on their Social Security. What they don’t

know is that over $33,000 in taxable income makes your Social Security payments el igible for a

50% tax. Over $44,000 and your Social Security tax payments become 85%. This has been

quietly sl ipped into the tax code and no doubt wil l increase going forward. With Social Security

indexed by a fictitious CPI , more and more Baby Boomers are required to work. This “extra

money wil l only push them into this increasingly predatory tax position. To have a livable income

baby boomers who are be pressured to stay working in greater numbers, may be forced to pay

nearly al l their Social Security to tax to survive.

(cont pg.37)
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To put al l the above in perspective regarding the degree of taxation we should ful ly expect, my

friend and Macro Analytics Co-Host Charles Hugh Smith wrote this “template letter”. I t

somewhat cynical ly outl ines what we should soon expect from the government to help fulfi l l i ts

escalating pension & healthcare promises to current & to retired government employees:

Dear Resident:

As you may have read, the costs of fulfilling our pension and healthcare promises to our retired

and current employees have soared. As a result, pensions, healthcare and the annual interest

due on city bonds (money we borrowed in the past) now consume all tax revenues.

Without additional funding, we will have to lay off all current employees and close City Hall, the

libraries, the fire and police departments, parks and recreation, and the rest of the city

departments.

To avoid this, we are asking you to approve increases in fees for use and the sale of new bonds

to raise desperately needed funding.

The proposed fees for use:

1. A 50% annual increase in city garbage collection fees for the next decade, after which we

anticipate an annual increase of45% until 2096.

(cont pg.38)
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2. Building permits for any project under $5,000 will cost a minimum of$5,000. Fees for larger

projects will start at $10,000 and rise on a sliding scale based on the value of the project.

3. Homeowners and contractors caught attempting to evade the building permit process will be

fined a minimum of$5,000 or 200% of the estimated cost of their project, whichever is higher.

4. All street parking in the city will require an annual parking permit of$1,200 per vehicle per

year.

5. Day use ofall city parks will now cost $10 per family per day. Reserving BBQ grills and tables

will cost $100.

6. Internet and wifi service in the city will be taxed $1,000 annually per household.

7. Residents will be taxed $100 each annually, payable on the first of January, for consuming the

city’s air.

8. Parking violations will be increased from $35 per violation to $500 per violation.

9. Asking city staff for information about city regulations will cost $10, payable before the

question is asked.

10. All residents will pay a sidewalk usage fee of$100 annually.

11. A hotel tax of 100% of the cost the room will be imposed from January 1, 2016, including

private AirBnB rentals of rooms and apartments.

12. Every home-based business must obtain a city business license annually for a sliding-scale

fee that starts at $1,000. Anyone caught evading this tax will be jailed as a financial terrorist bent

on depriving city employees of their livelihoods.

Residents who cannot afford the new fees can deed their homes to the city, and pay rent to live

in the home they once owned.

Unfortunately, the new fees for use will only pay a fraction of the salaries ofour employees and

managers, and so we also need your approval of new bonds:

BOND A: $30 million to keep the libraries open for two years.

BOND B: $30 million to keep City Hall open for two years.

BOND C: $30 million to fill the gargantuan potholes in city streets for two years.

BOND D: $30 million to keep the city parks open for two years.

BOND E: $30 million to keep the city Public Affairs department funded for two years, so they can

continue explaining why the city is broke and why it’s such a great place to live.

BOND F: $30 million to hire retired employees pulling down $8,000 a month in pensions and

benefits for $100,000 per year salaries as “consultants.”

(cont pg.39)
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BOND G: $30 million to fund a public-relations campaign for two years extolling the city’s “green

initiatives” and selling the city’s potential to global corporations.

BOND H: $30 million to fund tax breaks for global corporations that open an office in the city.

BOND I: $30 million to fund studies on how to raise more revenues from fees for use.

BOND J: $30 million to fund more appeals like this for increased fees for use and the issuance

ofmore bonds to fund everyday city functions.

BOND K: $30 million to purchase a surplus M1 Abrams tank for crowd control and to root out

financial terrorists depriving the city of the revenue it deserves.

With your support, the city managers expect revenues to cover expenses by 2096, assuming

the city’s functions have been fully automated and there are only 12 employees left managing

the servers. Until then, please support our efforts to grow the city out of its budgetary hole.

Don’t say you weren’t warned!

Gordon T Long
Publisher & Editor
general@GordonTLong.com

Gordon T Long is not a registered advisor and does not give investment advice. His comments are an
expression of opinion only and should not be construed in any manner whatsoever as recommendations
to buy or sel l a stock, option, future, bond, commodity or any other financial instrument at any time. While
he believes his statements to be true, they always depend on the rel iabi l ity of his own credible sources.
Of course, he recommends that you consult with a qualified investment advisor, one licensed by
appropriate regulatory agencies in your legal jurisdiction, before making any investment decisions, and
barring that you are encouraged to confirm the facts on your own before making important investment
commitments.

© Copyright 201 5 Gordon T Long. The information herein was obtained from sources which Mr. Long
believes rel iable, but he does not guarantee its accuracy. None of the information, advertisements,
website l inks, or any opinions expressed constitutes a solicitation of the purchase or sale of any
securities or commodities. Please note that Mr. Long may already have invested or may from time to time
invest in securities that are recommended or otherwise covered on this website. Mr. Long does not intend
to disclose the extent of any current holdings or future transactions with respect to any particular security.
You should consider this possibi l ity before investing in any security based upon statements and
information contained in any report, post, comment or suggestions you receive from him.
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TradingVie.com

TTeecchhnn ii ccaall AAnnaall yyssii ss

SS&&PP LLoonngg TTeerrmm VViieewwss;;
TTaarrggeettss;; AA CClloosseerr LLooookk;;
MMAATTAA TTRRIIGGGGEERR$$ && DDRRIIVVEERR$$

SS&&PP LLoonnggTTeerrmm VViieeww :: CCoonnttrroolllliinngg CChhaannnneellss && SS//RR''ss

C1 = 1 925.00

C2 = 1 840.00

C3 = 1 780.00

C4 = 1 630.00

5A: 21 25.00

5B: 21 85.00

5C: 2275.00

5D: 2325.00

Green channel / expanding wedge

currently holds the market. Potential

targets above and below the pattern can

be seen when it breaks.

BBrreeaakk ooff GGrreeeenn SS//RR''ss

Positive Negative

What We Published Last Month
What Occurred &
Current Analysis

CC11

CC22

CC33

TradingVie.com
CC44

DD11

DD22

Market broke down from green support, spiked in to
HPTZ(C2) and bounced back to the previous purple
s/r beside HPTZ(C1 ).

Retest of green s/r would be normal market
movement; a break up through this could see a move
back to D1 ; pattern al lows for a l ift al l the way back to
D2 and sti l l be intact. Breaking above D2 would
indicate a new wave is l ikely occurring that is now just
starting to bottom from C2.

There is still potential for further drop, and we
could expect resistance to come at any of the
significant s/r’s. A large expanding wedge pattern can
be seen and this al lows for another rol lover and drop
to C4.

The purple s/r that runs through C3 is significant
support and we will be watching it for market
reaction (ie. support, consolidation, reversal) if we
see another move down.

SSUUBBSSCCRRIIBBEERRSS OONNLLYY
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SS&&PP LLoonnggTTeerrmm VViieeww :: BBoouunnddaarryy CCoonnddiittiioonnss

S&P Target Levels: FIB Extensions

SS&&PP LLoonnggTTeerrmm VViieeww :: CClloosseerr LLooookk

ggoo ttoo TTRRIIGGGGEERR$$ ssuubbssccrrii ppttii oonn wweebbppaaggee
SSUUBBSSCCRRIIBBEE

Subscribe to TRIGGER$ and read the full analysis

MMoorree tthhaann jjuusstt aannootthheerr ttrraadd iinngg//ii nnvveessttii nngg mmaaggaazziinnee –– eeaacchh iissssuuee gg iivveess yyoouu aa
ffuu ll ll mmaarrkkeett rreeppoorrtt.. FFrroomm tthhee GGlloobbaall MMaaccrroo ttoo TTeecchhnn iiccaall ,, wwee bbrriinngg yyoouu uupp ttoo
ssppeeeedd oonn tthhee ccuurrrreenntt ccoonndd ii ttiioonnss aanndd wwhheerree wwee aarree hheeaaddeedd nneexxtt.. PPLLUUSS
aarrttii ccll eess,, eedduuccaattiioonn ,, IInntteerr--II ssssuuee UUppddaatteess aanndd HHiigghh PPrroobbaabbiilliittyy TTaarrggeett ZZoonneess..
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S&P  A Closer Look Daily View

Most immediate is the purple s/r the market is now coming back up to – watching for market
reaction. Above this we can see the 34ma and then the previous blue resistance. There is a
chance to see the market drop off significantly once again from these resistances.
Lifting though these would place the market back in the previous blue channel with the top blue
channel s/r the next potential l ift target. Note also the blue pattern resistance from previous
highs that cuts through the channel.
Lowest purple s/r is the next potential level we are watching if the market should continue it’s
previous sell-off.
The W%R is l ifting and suggests positive pressure to continue in the immediate future. Note
however that it is coming up on previous resistance and should be watched for a rol lover.

TradingView.com
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Red and Green arrows offer a Potential path for
the next monthV follow the technicals, path
unrel iable, only a suggested possibi l ity. W%R at
lower extremes indicates negative pressure and
more down potential in the immediate future.
Needs to l ift back over -80 for a trend reversal.

VVIIXX  WWeeeekkllyy && DDaaiillyy

Weekly

Daily

aass ooff FFrriiddaayy JJaannuuaarryy 2299tthh ,, 220011 66

Potential sti l l exists for an extreme lift. Note
support on W%R – holding or fai l ing gives
clues for next move.

TradingView.com

TradingView.com
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The current Market Drivers are show to the right.

They are shown in order of importance, top down, and are
what we believe to be currently driving market
movements.

Note that the SPX is the tail on the dog. As shown on the
graph, a move in the US$ will currently cause an opposite
reaction in the SPX.

Please note that these relationships are not 'tick for tick'
but show a general relationship between markets.

MATA TRIGGER$ ZONES

Market Drivers (Macro)

MACRO TRIGGER$ Zones
are supplied to better give
subscribers a clearer
warning of potential
MACROECONOMIC shifts
by large Institutional
money.

The Zones represent times
when a reversal may occur
in the BIA$ towards
institutional players
placing margin & leverage
(RISK-ON) or reducing
their margin and leverage
(RISK-OFF). Additionally it
reflects their potential Bia$
towards cross-market /
multi-market hedging.

These flow changes are
often correlated across
markets globally and are
most easily recognized
from the weekly charts
which institutions focus on

KKeeyy DDaatteess ttoo WWaattcchh

SSUUBBSSCCRRIIBBEERRSS OONNLLYY
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MATA DRIVER$ & BIA$

MACRO TRIGGER$ ZONE$
Macro Trigger$ Zone$ identify transitions in risk behavior often labeled Risk-On, Risk-Off. Like water
turning to ice or steam, this action is slow at first then abrupt. The exact timing appears random. Global
interconnected market relationships adjust at various speeds often leaving the low capital ization, low
volume equity markets as the last to shift compared to the massive debt market and even larger currency
markets.

Macro Trigger$ Zone$ attempt to capture these potential macro shifts in trading bands or zones. I t must be
understood that equity markets are influenced in the short term by sentiment, in the intermediate term by
risk and only in the longer term by the macro and valuation fundamentals.

However, Macro Trigger$ Zone$ transitions are often: 1 .The largest moves, 2.Most predictable, 3. Identified
on Weekly and Monthly technical chart, 4. Institutional and Fund adjustments, 5.The most profitable.

SSUUBBSSCCRRIIBBEERRSS OONNLLYY
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FFEEAATTUURREE AARRTTIICCLLEE

““NNIIFFTTYY NNIINNEE”” FFIINNAALLLLYY BBEECCAAMMEE JJUUSSTT ““FFAANNTTAAssyy””!!

In the November Issue of Triggers we discussed “FANG & NOSH” . In December we further

discussed the mutation of this group to the “NIFTY9” . This month as markets fal l we need to

discuss how the “NIFTY9” final ly became just “FANTAsy” and the potential $1 T seriousness of

what this means.

The rise of index ETFs and mutual funds which all depend on these FANTAsy stocks, has never

accounted for this much of the market before. The rapid emergence of Index ETFs accounted for

nearly 30 percent of the trading in the U.S. equities market last summer. FANTAsy weakness wil l

magnify, or even potential ly cause flash crashes if they break critical support levels. This is an

untested $1 tri l l ion stock bubble problem! Let’s examine the problems and where FANTAsy may

be headed.

FANG & NOSH

As we entered Q4 earnings season and the economic news continued to deteriorate, it was

clearly evident that we had eight stocks called “FANG & NOSH” holding up the US equity

markets. Market breadth had collapsed but not the indexes – yet!

“FANG” STOCKS

1 . Facebook,

2. Amazon,

3. Netfl ix and

4. Google

(cont pg.47)
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THESE EIGHT BECAME THE “NIFTY NINE”

While the S&P languishes unchanged in 201 5, these small groups of overwhelmingly

propagandized stocks were up on average over 60%, but with a collective P/E of 45, they were

not cheap.

Ned Davis Research identified the NIFTY NINE in December, which added the fol lowing to the

four FANGs:

5. Pricel ine,

6. Ebay,

7. Starbucks,

8. Microsoft and

9. Salesforce. (Note that Apple appears on neither l ist which unti l recently was THE MARKET

and accounted for 20% of the underlying Margin Expansion since 201 0.)

(cont pg.48)
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WE HAD FALSE EUPHORIA

CENTERED ON 9 STOCKS

This was very similar to what

we have witnessed at al l

bubble tops.

Only the names change (the 4

Horsemen in the Dotcom

Bubble run-up: Cisco, Intel,

Microsoft & Qualcomm) and

the rationalization hype (2000:

“new economic paradigm”)

(cont pg.49)
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“NIFTY9” HID THE FACT THAT INSTITUTIONS HAD LEFT THE PARTY

Institutions were seeing the fol lowing

1 -Sales Growth was no longer there,

2- Earnings were steadily fal l ing,

3- Companies were spending more on Buybacks and Dividends than they were actaul ly earning:

• Almost 60 percent of the 3,297 publicly traded non-financial U.S. have bought back their

shares since 201 0.

• In fiscal 201 4, spending on buybacks and dividends surpassed the companies’ combined net

income for the first time outside of a recessionary period, and continued to cl imb for the 61 3

companies that have already reported for fiscal 201 5.

• In the most recent reporting year, share purchases reached a record $520 bil l ion. Throw in the

most recent year’s $365 bil l ion in dividends, and the total amount returned to shareholders

reaches $885 bil l ion, more than the companies’ combined net income of $847 bil l ion.

(cont pg.50)
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• Spending on buybacks and dividends has surged relative to investment in the business.

Among the 1 ,900 companies that have repurchased their shares since 201 0, buybacks and

dividends amounted to 11 3 percent of their capital spending, compared with 60 percent in 2000

and 38 percent in 1 990.

• Among approximately 1 ,000 firms that buy back shares and report R&D spending, the

proportion of net income spent on innovation has averaged less than 50 percent since 2009,

increasing to 56 percent only in the most recent year as net income fel l . I t had been over 60

percent during the 1 990s.

FANTAsy – FAN + Tesla + Alphabet

At the end just before the markets began collapsing at year beginning 201 6, we had the

FANTAsy stocks. This included the core FAN plus Tesla and Alphabet (Google).

By considering an Equal-Weighted Stock Index which removes the FANTAsy distortions from

the market many technicians were able to identify clearly what was occurring.

(cont pg.51)

February 2016 - Public Edition



5151

“FAN” HAS BROKEN DOWN – Possible Near Term Support and Then Another Drop??

Facebook

Daily

TradingView.com

SSUUPPPPOORRTT??

(cont pg.52)
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Amazon

Daily

TradingView.com

TradingView.com

Netflix

Daily

SSUUPPPPOORRTT??

SSUUPPPPOORRTT??

(cont pg.53)

February 2016 - Public Edition



5353

CONCLUSIONS

A technical view of the equal-weighted US stock index may help resolve the support question.

I t appears to suggest the market has further to fal l in Q1 201 6!

Caution is advised, as it has been since we first identified the FANGs in the market,

which could really bite the unsuspecting!

Gordon T Long
Publisher & Editor
general@GordonTLong.com

Gordon T Long is not a registered advisor and does not give investment advice. His comments are an expression of
opinion only and should not be construed in any manner whatsoever as recommendations to buy or sel l a stock,
option, future, bond, commodity or any other financial instrument at any time. While he believes his statements to be
true, they always depend on the rel iabi l ity of his own credible sources. Of course, he recommends that you consult
with a qualified investment advisor, one licensed by appropriate regulatory agencies in your legal jurisdiction, before
making any investment decisions, and barring that you are encouraged to confirm the facts on your own before
making important investment commitments.
© Copyright 201 5Gordon T Long. The information herein was obtained from sources which Mr. Long believes
rel iable, but he does not guarantee its accuracy. None of the information, advertisements, website l inks, or any
opinions expressed constitutes a solicitation of the purchase or sale of any securities or commodities. Please note
that Mr. Long may already have invested or may from time to time invest in securities that are recommended or
otherwise covered on this website. Mr. Long does not intend to disclose the extent of any current holdings or future
transactions with respect to any particular security. You should consider this possibi l ity before investing in any
security based upon statements and information contained in any report, post, comment or suggestions you receive
from him.
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Why oil under $30 per barrel is a major problem
Gail Tverberg

A person often reads that low oil prices–for example, $30 per barrel oi l prices–wil l stimulate the

economy, and the economy wil l soon bounce back. What is wrong with this story? A lot of things,

as I see it:

1 . Oil producers can’t really produce oil for $30 per barrel.

A few countries can get oil out of the ground for $30 per barrel. Figure 1 gives an approximation

to technical extraction costs for various countries. Even on this basis, there aren’t many

countries extracting oil for under $30 per barrel–only Saudi Arabia, I ran, and Iraq. We wouldn’t

have much crude oil if only these countries produced oil .

Figure 1. Global breakeven prices (considering only technical extraction costs) versus

production. Source: Alliance Bernstein, October 2014

2. Oil producers really need prices that are higher than the technical extraction costs

shown in Figure 1 , making the situation even worse.

Oil can only be extracted within a broader system. Companies need to pay taxes. These can be

very high. Including these costs has historical ly brought total costs for many OPEC countries to

over $1 00 per barrel.

Independent oi l companies in non-OPEC countries also have costs other than technical

extraction costs, including taxes and dividends to stockholders. Also, if companies are to avoid

borrowing a huge amount of money, they need to have higher prices than simply the technical

extraction costs. I f they need to borrow, interest costs need to be considered as well .
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3. When oil prices drop very low, producers generally don’t stop producing.

There are built-in delays in the oil production system. I t takes several years to put a new oil

extraction project in place. I f companies have been working on a project, they general ly won’t

stop just because prices happen to be low. One reason for continuing on a project is the

existence of debt that must be repaid with interest, whether or not the project continues.

Also, once an oil well is dri l led, it can continue to produce for several years. Ongoing costs after

the initial dri l l ing are general ly very low. These previously dri l led wells wil l general ly be kept

operating, regardless of the current sel l ing price for oil . In theory, these wells can be stopped and

restarted, but the costs involved tend to deter this action.

Oil exporters wil l continue to dri l l new wells because their governments badly need tax revenue

from oil sales to fund government programs. These countries tend to have low extraction costs;

nearly the entire difference between the market price of oil and the price required to operate the

oil company ends up being paid in taxes. Thus, there is an incentive to raise production to help

generate additional tax revenue, if prices drop. This is the issue for Saudi Arabia and many other

OPEC nations.

Very often, oi l companies wil l purchase derivative contracts that protect themselves from the

impact of a drop in market prices for a specified time period (typical ly a year or two). These

companies wil l tend to ignore price drops for as long as these contracts are in place.

There is also the issue of employee retention. In a sense, a company’s greatest assets are its

employees. Once these employees are lost, it wil l be hard to hire and retrain new employees. So

employees are kept on as long as possible.

The US keeps raising its biofuel mandate, regardless of the price of oil . No one stops to realize

that in the current over-supplied situation, the mandate adds to low price pressures.

One brake on the system should be the financial pain induced by low oil prices, but this braking

effect doesn’t necessari ly happen quickly. Oil exporters often have sovereign wealth funds that

they can tap to offset low tax revenue. Because of the availabi l ity of these funds, some exporters

can continue to finance governmental services for two or more years, even with very low oil

prices.

Defaults on loans to oil companies should also act as a brake on the system. We know that

during the Great Recession, regulators al lowed commercial real estate loans to be extended,

even when property valuations fel l , thus keeping the problem hidden. There is atemptation for

regulators to al low similar leniency regarding oil company loans. I f this happens, the “braking

effect” on the system is reduced, al lowing the default problem to grow unti l i t becomes very large

and can no longer be hidden.
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4. Oil demand doesn’t increase very rapidly after prices drop from a high level.

People often think that going from a low price to a high price is the opposite of going from a high

price to a low price, in terms of the effect on the economy. This is not real ly the case.

4a. When oil prices rise from a low price to a high price, this general ly means that production

has been inadequate, with only the production that could be obtained at the prior lower price. The

price must rise to a higher level in order to encourage additional production.

The reason that the cost of oi l production tends to rise is because the cheapest-to-extract oi l is

removed first. Oil producers must thus keep adding production that is ever-more expensive for

one reason or another: harder to reach location, more advanced technology, or needing

additional steps that require additional human labor and more physical resources. Growing

efficiencies can somewhat offset this trend, but the overal l trend in the cost of oi l production has

been sharply upward since about 1 999.

The rising price of oil has an adverse impact on affordabil ity. The usual pattern is that after a rise

in the price of oil , economies of oil importing nations go into recession. This happens because

workers’ wages do not rise at the same time as oil prices. As a result, workers find that they

cannot buy as many discretionary items and must cut back. These cutbacks in purchases create

problems for businesses, because businesses general ly have high fixed costs including

mortgages and other debt payments. I f these businesses are to continue to operate, they are

forced to cut costs in one way or another. Cost reduction occurs in many ways, including

reducing wages for workers, layoffs, automation, and outsourcing of manufacturing to cheaper

locations.

For both employers and employees, the impact of these rapid changes often feels l ike a rug has

been pulled out from under foot. I t is very unpleasant and disconcerting.

4b. When prices fall , the situation that occurs is not the opposite of 4a. Employers find that

thanks to lower oil prices, their costs are a little lower. Very often, they wil l try to keep some of

these savings as higher profits. Governments may choose to raise tax rates on oil products when

oil prices fal l , because consumers wil l be less sensitive to such a change than otherwise would

be the case. Businesses have no motivation to give up cost-saving techniques they have

adopted, such as automation or outsourcing to a cheaper location.

Few businesses wil l construct new factories with the expectation that low oil prices wil l be

available for a long time, because they realize that low prices are only temporary. They know that

if oi l prices don’t go back up in a fairly short period of time (months or a few years), the quantity

of oi l available is l ikely to drop precipitously. I f sufficient oi l is to be available in the future, oi l

prices wil l need to be high enough to cover the true cost of production. Thus, current low prices

are at most a temporary benefit–something l ike the eye of a hurricane.
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Shifting Confidence & Sentiment (cont. )

Since the impact of low prices is only temporary, businesses wil l want to adopt only changes

that can take place quickly and can be easily reversed. A restaurant or bar might add more

waiters and waitresses. A car sales business might add a few more salesmen because car sales

might be better. A factory making cars might schedule more shifts of workers, so as to keep the

number of cars produced very high. Airl ines might add more fl ights, if they can do so without

purchasing additional planes.

Because of these issues, the jobs that are added to the economy are likely to be mostly in the

service sector. The shift toward outsourcing to lower-cost countries and automation can be

expected to continue. Citizens wil l get some benefit from the lower oil prices, but not as much as

if governments and businesses weren’t first in l ine to get their share of the savings. The benefit

to citizens wil l be much less than if al l of the people who were laid off in the last recession got

their jobs back.

5. The sharp drop in oil prices in the last 1 8 months has little to do with the cost of

production.

Instead, recent oi l prices represent an attempt by the market to find a balance between supply

and demand. Since supply doesn’t come down quickly in response to lower prices, and demand

doesn’t rise quickly in response to lower prices, prices can drop very low–far below the cost of

production.

As noted in Section 4, high oil prices tend to be recessionary. The primary way of offsetting

recessionary forces is by directly or indirectly adding debt at low interest rates. With this

increased debt, more

homes and factories can

be built, and more cars

can be purchased. The

economy can be forced

to act in a more “normal”

manner because the low

interest rates and the

additional debt in some

sense counteract the

adverse impact of high oil

prices.

(cont.pg.61)
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Oil prices dropped very low in 2008, as a result of the recessionary influences that take place
when oil prices are high. I t was only with the benefit of considerable debt-based stimulation that
oi l prices were gradually pumped back up to the $1 00+ per barrel level. This stimulation included
US deficit spending, Quantitative Easing (QE) starting in December 2008, and a considerable
increase in debt by the Chinese.

Commodity prices tend to be very volati le because we use such large quantities of them and
because storage is quite l imited. Supply and demand have to balance almost exactly, or prices
spike higher or lower. We are now back to an “out of balance” situation, similar to where we
were in late 2008. Our options for fixing the situation are more limited this time. Interest rates are
already very low, and governments general ly feel that they have as much debt as they can
safely handle.

6. One contributing factor to today’s low oil prices is a drop-off in the stimulus efforts of
2008.

As noted in Section 4, high oil prices tend to be recessionary. As noted in Section 5, this
recessionary impact can, at least to some extent, be offset by stimulus in the form of increased
debt and lower interest rates. Unfortunately, this stimulus has tended to have adverse
consequences. I t encouraged overbuilding of both homes and factories in China. I t encouraged
a speculative rise in asset prices. I t encouraged investments in enterprises of questionable
profitabil ity, including many investments in oil from US shale formations.

In response to these problems, the amount of stimulus is being reduced. The US discontinued
its QE program and cut back its deficit spending. I t even began raising interest rates in
December 201 5. China is also cutting back on the quantity of new debt it is adding.

Unfortunately, without the high level of past stimulus, it is difficult for the world economy to grow
rapidly enough to keep the prices of al l commodities, including oil , high. This is a major
contributing factor to current low prices.

7. The danger with very low oil prices is that we will lose the energy products upon which
our economy depends.

There are a number of different ways that oi l production can be lost if low oil prices continue for
an extended period.

In oi l exporting countries, there can be revolutions and political unrest leading to a loss of oil
production.

In almost any country, there can be a sharp reduction in production because oil companies
cannot obtain debt financing to pay for more services. In some cases, companies may go
bankrupt, and the new owners may choose not to extract oi l at low prices.

There can also be systemwide financial problems that indirectly lead to much lower oil
production. For example, if banks cannot be depended upon for payrol l services, or to guarantee
payment for international shipments, such problems would affect al l oi l companies, not just ones
in financial difficulty.

(cont.pg.62)
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Oil is not unique in its problems. Coal and natural gas are also experiencing low prices. They
could experience disruptions indirectly because of continued low prices.

8. The economy cannot get along without an adequate supply of oil and other fossil fuel
products.

We often read articles in the press that seem to suggest that the economy could get along
without fossil fuels. For example, the impression is given that renewables are “just around the
corner, ” and their existence wil l el iminate the need for fossil fuels. Unfortunately, at this point in
time, we are nowhere being able to get along without fossil fuels.

Food is grown and transported using oil products. Roads are made and maintained using oil and
other energy products. Oil is our single largest energy product.

Experience over a very long period shows a close tie between energy use and GDP growth
(Figure 3). Nearly al l technology is made using fossil fuel products, so even energy growth
ascribed to technology improvements could be considered to be available to a significant extent
because of fossil fuels.

Figure 3. World GDP growth compared to world energy consumption growth for selected time periods

since 1820. World real GDP trends from 1975 to present are based on USDA real GDP data in 2010$ for

1975 and subsequent. (Estimated by the author for 2015. ) GDP estimates for prior to 1975 are based on

Maddison project updates as of2013. Growth in the use ofenergy products is based on a combination of

data from Appendix A data from Vaclav Smil’s Energy Transitions: History, Requirements and Prospects

together with BP Statistical Review ofWorld Energy 2015 for 1965 and subsequent.

(cont.pg.63)
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While renewables are being added, they sti l l represent only a tiny share of the world’s energy

consumption.

Figure 4. World energy consumption by part of the world, based on
BP Statistical Review ofWorld Energy 2015.

Thus, we are nowhere near a point where the world economy could continue to function without

an adequate supply of oil , coal and natural gas.

9. Many people believe that oil prices will bounce back up again, and everything will be

fine. This seems unlikely.

The growing cost of oi l extraction that we have been encountering in the last 1 5 years

represents one form of diminishing returns. Once the cost of making energy products becomes

high, an economy is permanently handicapped. Prices higher than those maintained in the 2011 -

201 4 period are really needed if extraction is to continue and grow. Unfortunately, such high

prices tend to be recessionary. As a result, high prices tend to push demand down. When

demand fal ls too low, prices tend to fal l very low.

There are several ways to improve demand for commodities, and thus raise prices again. These

include (a) increasing wages of non-el ite workers (b) increasing the proportion of the population

with jobs, and (c) increasing the amount of debt. None of these are moving in the “right”

direction.

Joseph Tainter in The Collapse of Complex Societies points out that once diminishing returns set

in, the response is more “complexity” to solve these problems. Government programs become

more important, and taxes are often higher. Education of el ite workers becomes more important.

Businesses become larger. This increased complexity leads to more of the output of the

economy being funneled to sectors of the economy other than the wages of non-el ite workers.

Because there are so many of these non-el ite workers, their lack of buying power adversely

affects demand for goods that use commodities, such as homes, cars, and motorcycles.1

(cont.pg.64)
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Another force tending to hold down demand is a smaller proportion of the population in the labor

force. There are many factors contributing to this: Young people are in school longer. The bulge

of workers born after World War I I is now reaching retirement age. Lagging wages make it

increasingly difficult for young parents to afford childcare so that both can work.

As noted in Section 5, debt growth is no longer rising as rapidly as in the past. In fact, we are

seeing the beginning of interest rate increases.

When we add to these problems the slowdown in growth in the Chinese economy and the new

oil that Iran wil l be adding to the world oil supply, it is hard to see how the oil imbalance wil l be

fixed in any reasonable time period. Instead, the imbalance seems likely to remain at a high

level, or even get worse. With l imited storage available, prices wil l tend to continue to fal l .

1 0. The rapid run up in US oil production after 2008 has been a significant contributor to

the mismatch between oil supply and demand that has taken place since mid-201 4.

Without US production, world oil production (broadly defined, including biofuels and natural gas

l iquids) is close to flat.

Figure 5. Total liquids oil production for the world as a whole and for the world excluding the US,

based on EIA International Petroleum Monthly data.

(cont.pg.65)
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Viewed separately, US oil production has risen very rapidly. Total production rose by about six

mil l ion barrels per day between 2008 and 201 5.

Figure 6. US Liquids production, based on EIA data (International Petroleum Monthly, through

June 2015; supplemented by December Monthly Energy Review for most recent data).

US oil supply was able to rise very rapidly partly because QE led to the availabi l ity of debt at

very low interest rates. In addition, investors found yields on debt so low that they purchased

almost any equity investment that appeared to have a chance of long-term value. The

combination of these factors, plus the belief that oi l prices would always increase because

extraction costs tend to rise over time, funneled large amounts of investment funds into the

l iquid fuels sector.

As a result, US oil production (broadly defined), increased rapidly, increasing nearly 1 .0 mil l ion

barrels per day in 201 2, 1 .2 mil l ion barrels per day in 201 3, 1 .7 mil l ion barrels per day in 201 4.

The final numbers are not in, but it looks l ike US oil production wil l sti l l increase by another

700,000 barrels a day in 201 5. The 700,000 extra barrels of oi l added by the US in 201 5 is l ikely

greater than the amount added by either Saudi Arabia or Iraq.

World oil consumption does not increase rapidly when oil prices are high. World oil

consumption increased by 871 ,000 barrels a day in 201 2, 1 ,397,000 barrels a day in 201 3, and

843,000 barrels a day in 201 4, according to BP. Thus, in 201 4, the US by itself added

approximately twice as much oil production as the increase in world oil demand. This mismatch

l ikely contributed to collapsing oil prices in 201 4.

(cont.pg.66)
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Given the apparent role of the US in creating the mismatch between oil supply and demand, it

shouldn’t be too surprising that Saudi Arabia is unwil l ing to try to fix the problem.

Conclusion

Things aren’t working out the way we had hoped. We can’t seem to get oil supply and demand

in balance. I f prices are high, oi l companies can extract a lot of oi l , but consumers can’t afford

the products that use it, such as homes and cars; if oi l prices are low, oi l companies try to

continue to extract oi l , but soon develop financial problems.

Complicating the problem is the economy’s continued need for stimulus in order to keep the

prices of oil and other commodities high enough to encourage production. Stimulus seems to

takes the form of ever-rising debt at ever-lower interest rates. Such a program isn’t sustainable,

partly because it leads to mal-investment and partly because it leads to a debt bubble that is

subject to collapse.

Stimulus seems to be needed because of today’s high extraction cost for oil . I f the cost of

extraction were sti l l very low, this stimulus wouldn’t be needed because products made using oil

would be more affordable.

Decision makers thought that peak oil could be fixed simply by producing more oil and more oil

substitutes. I t is becoming increasingly clear that the problem is more complicated than this. We

need to find a way to make the whole system operate correctly. We need to produce exactly the

correct amount of oil that buyers can afford. Prices need to be high enough for oil producers, but

not too high for purchasers of goods using oil . The amount of debt should not spiral out of

control. There doesn’t seem to be a way to produce the desired outcome, now that oi l extraction

costs are high.

Rigidities built into the oil price-supply system (as described in Sections 3 and 4) tend to hide

problems, letting them grow bigger and bigger. This is why we could suddenly find ourselves

with a major financial problem that few have anticipated.

Unfortunately, what we are facing now is a predicament, rather than a problem. There is quite

l ikely no good solution. This is a worry.

Note:

[1 ] For example, more dividend and interest payments are paid, tending to benefit the financial

industry and the elite classes. More of the output of the economy goes to workers in supervisory

positions or having advanced education. Other workers–those with more “ordinary”

responsibi l ities–find their wages fal l ing behind the general rise in the cost of l iving. As a result,

they find it increasingly difficult to buy cars, homes, motorcycles, and other goods that use

commodities.
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ooff tthhee iinnffoorrmmaattiioonn ,, aaddvveerrttii sseemmeennttss,, wweebbssii ttee ll ii nnkkss,, oorr aannyy ooppiinn iioonnss eexxpprreesssseedd ccoonnssttii ttuutteess aa

ssooll ii ccii ttaattiioonn ooff tthhee ppuurrcchhaassee oorr ssaallee ooff aannyy sseeccuurrii ttii eess oorr ccoommmmooddii ttii eess.. PPlleeaassee nnoottee tthhaatt

TTRRIIGGGGEERR$$ ccoonnttrriibbuuttoorrss mmaayy aall rreeaaddyy hhaavvee iinnvveesstteedd oorr mmaayy ffrroomm ttiimmee ttoo ttiimmee iinnvveesstt ii nn

sseeccuurrii ttii eess tthhaatt aarree rreeccoommmmeennddeedd oorr ootthheerrwwiissee ccoovveerreedd iinn tthh ii ss ppuubbll ii ccaattiioonn .. TTRRIIGGGGEERR$$

ddooeess nnoott iinntteenndd ttoo dd iisscclloossee tthhee eexxtteenntt ooff aannyy ccuurrrreenntt hhoolldd iinnggss oorr ffuuttuurree ttrraannssaaccttiioonnss wwii tthh

rreessppeecctt ttoo aannyy ppaarrttii ccuu llaarr sseeccuurrii ttyy aannyy ooff tthhee ccoonnttrriibbuuttoorrss mmaayy oorr mmaayy nnoott bbee ppaarrtt ooff.. YYoouu

sshhoouu lldd ccoonnssiiddeerr tthh ii ss ppoossssiibbii ll ii ttyy bbeeffoorree iinnvveessttii nngg iinn aannyy sseeccuurrii ttyy bbaasseedd uuppoonn ssttaatteemmeennttss

aanndd iinnffoorrmmaattiioonn ccoonnttaaiinneedd iinn aannyy rreeppoorrtt,, ppoosstt,, ccoommmmeenntt oorr ssuuggggeessttiioonnss yyoouu rreecceeiivvee ffrroomm

tthh iiss oorr aannyy ootthheerr iinnffoorrmmaattiioonn ssoouurrccee..

Disclaimer Disclaimer

www.triggers.ca
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GGLLOOBBAALL SSTTAABBIILLIITTYY
&& RRIISSKK

PPRROOPPRRIIEETTAARRYY
AANNAALLYYTTIICCSS

GGLLOOBBAALL CCRROOSSSSMMAARRKKEETT
PPEERRSSPPEECCTTIIVVEE

MMAACCRROO EECCOONNOOMMIICC
AANNAALLYYSSIISS

AADDVVAANNCCEEDD
TTEECCHHNNIICCAALL AANNAALLYYSSIISS

DAY TRADING SWING TRADING TECHNICAL ANALYSIS EDUCATION FUTURES & COMMODITIES OPTIONS

CURRENCIES /FX STOCK TRADING STRATEGY GLOBAL MARKET ANALYSIS CURRENT & FUTURE ECONOMIC REALITY

MMAATTAA DDrriivveerr$$

MAINSTREAM
MEDIA

ALTERNATIVE MEDIA
& SOURCES

MARKET ANALYTICS &
TECHNICAL ANALYSIS
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LLeetttteerrss ttoo tthhee EEdd ii ttoorr
RReeaaddeerrss CCoommmmeenn ttss
DDii ssccuussssii oonnss

TRIGGERS MEDIA PUBLICATIONS INC.

www.triggers.cawww.triggers.ca

GoldenPhiGoldenPhi
a.k.a

Andrew J. D. Long

MMaarrkkeett iinntteerreesstt ssttaarrtteedd aatt aann eeaarrllyy aaggee,, aanndd II ccaann rreeccaall ll hhaavviinngg PP//EE rraattiiooss
eexxppllaaiinneedd ttoo mmee aatt 11 44.. IInntteerreesstt ii nn TTeecchhnn iiccaall AAnnaallyyssii ss ssttaarrttii nngg ttaakkiinngg sshhaappee iinn
uunn iivveerrssii ttyy aanndd ffoorr tthhee ppaasstt 2200 yyeeaarrss ii tt hhaass bbeeeenn mmyy pprriimmaarryy ffooccuuss.. MMyy
eexxppeerrii eenncceess vvaarryy aanndd iinncclluuddee wwoorrkkiinngg ffoorr aa pprriivvaattee ffuunndd rreesseeaarrcchh iinngg aanndd
ddeevveellooppiinngg pprroopprrii eettaarryy tteecchhnn iiccaall aannaallyyssii ss mmeetthhooddss.. RReesseeaarrcchh iinngg aanndd ttrryyiinngg
ttoo uunnddeerrssttaanndd tthhee mmaarrkkeettss hhaass bbeeeenn aa ll ii ffee--lloonngg ppuurrssuu ii tt && jjoouurrnneeyy..

EEccoonnoommiicc && TTeecchhnn iiccaall AAnnaallyyssii ss ffoorr tthhee AAccttiivvee TTrraaddeerr

CCaannaaddiiaann
SSoocciieettyy ooff
TTeecchhnniiccaall
AAnnaallyyssttss

ggoollddeennpphhii@@ttrriiggggeerrss..ccaa

member of:

Coming SOON!

Currently Under Development!

Portfolios & Watch Lists!

- actionable technical trading plans!

NEW Website! Gordon T Long Market Research & Analytics and TRIGGER$ are merging...

more to come....

Take Care

& Good Trading

Andrew J.D. Long, MFTA

UUnnddeerr DDeevveellooppmmeenntt

February 2016 - Public Edition

http://www.csta.org/
mailto:goldenphi@triggers.ca
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Gordon T Long Market Research &
Analytics. Professional global market
analysis. Know whats going on.
www.gordontlong.com

CLASSIFIEDS
Have something to say? TRIGGER$ is read by all levels of market participants: investors, traders, brokers,
managers etc. Get your message out to those who are serious about their market involvement. Contact
goldenphi@triggers.ca to place yours.

WANTED

Advertisement space available.
TRIGGER$ website and publications are
available for advertising opportunities. Contact
goldenphi@triggers.ca to place yours.

YOUR MESSAGE HERE

Advertise with TRIGGER$ classifieds for

$1 5/month.

MARKET RESEARCH & SERVICES

CLASSIFIEDS CLASSIFIEDS

Contributors wanted : TRIGGER$ Magazine:
Market & Technical Analysis articles. Some
compensation offered. Go to TRIGGER$
Submissions page for more information.

AFFILIATE PROGRAM
Have a market or economy related site? Sell
TRIGGER$ from your website and earn a
recurring monthly income. goldenphi@triggers.ca
for detai ls.

TTRRIIGGGGEERR$$ PPRROOFFEESSSSIIOONNAALL SSEERRVVIICCEESS

TRIGGER$ offers Custom Services for Market
Professionals and Businesses. Incorporate our
HARDCORE analysis with your own ventures.

Custom Charting, Education & White Papers

Contact GoldenPhi for more information.

February 2016 - Subscribers Edition

http://www.triggers.ca/advertise/
http://www.triggers.ca/mag/submissions.php
http://www.triggers.ca/mag/submissions.php
http://www.gordontlong.com/
mailto:goldenphi@triggers.ca
mailto:goldenphi@triggers.ca
mailto:goldenphi@triggers.ca
mailto:goldenphi@triggers.ca
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Gordon T. Long is a graduate Engineer, University of

Waterloo (Canada) in Thermodynamics-Fluid

Mechanics (Aerodynamics). On graduation from an

intensive 5 year special ized Co-operative Engineering

program he pursued graduate business studies at the

prestigious Ivy Business School, University of Western

Ontario (Canada) on a Northern & Central Gas

Corporation Scholarship. He was subsequently

selected to attend advanced one year training with the

IBM Corporation in New York prior to starting his

career with IBM.

Gordon T. Long has been publical ly offering his financial and economic writing since 201 0,

fol lowing a career international ly in technology, senior management & investment finance. He

brings a unique perspective to macroeconomic analysis because of his broad background, which

is not typical ly found or available to the public.

Mr. Long was a senior group executive with IBM and Motorola for over 20 years. Earl ier in his

career he was involved in Sales, Marketing & Service of computing and network communications

solutions across an extensive array of industries. He subsequently held senior positions, which

included: VP & General Manager, Four Phase (Canada); Vice President Operations, Motorola

(MISL - Canada); Vice President Engineering & Officer, Motorola (Codex - USA).

After a career with Fortune 500 corporations, he became a senior officer of Cambex, a highly

successful high tech start-up and public company (Nasdaq: CBEX), where he spearheaded

global expansion as Executive VP & General Manager.

In 1 995, he founded the LCM Groupe in Paris, France to special ize in the rapidly emerging

Internet Venture Capital and Private Equity industry. A focus in the technology research field of

Chaos Theory and Mandelbrot Generators lead in the early 2000's to the development of

advanced Technical Analysis and Market Analytics platforms. The LCM Groupe is a recognized

source for the most advanced technical analysis techniques employed in market trading pattern

recognition.

Mr. Long presently resides in Boston, Massachusetts, continuing the expansion of the LCM

Groupe's International Private Equity opportunities in addition to their core financial market

trading platforms expertise. GordonTLong.com is a wholly owned operating unit of the LCM

Groupe.




