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Q&A

Jim Rogers on the Fed
and global economics

INTERVIEWED BY DANIEL P. COLLINS

im Rogers has made money as an investor over several decades by learning about and understanding

global long-term fundamental drivers. He has been an outspoken critic of our current Federal Reserve

Board policy and of government deficit spending. With the current bull market pushing six years and

the historic open ended quantitative easing policy nearly finished, we thought it would be a good time to

check in with Rogers, who now lives in Singapore, regarding the bull equity market, commodities and the

long-term effect of this extraordinary period of central bank activity. He shares his thoughts on the global

economy and offers some surprising views on potential economic and political changes.

FUTURES MAGAZINE: The current bull market, which
some people view as a creation of central bank policy,
has been going on for more than six years without a
serious correction. Is one due?

JIM ROGERS: [There is] a worldwide ocean of artificial
liquidity; the ocean is getting bigger all of the time. It’s
the first time in recorded history that all the major central
banks have been printing money. The Japanese said they
would print unlimited amounts of money, Europeans said
we will do whatever it takes, the English say “let us in too,”
the Americans—you know what they are doing. [The Fed]
says it is cutting back on its purchases but in the meantime
the money printing continues. The people who are getting
this money are having a wonderful time; and their friends
are having a wonderful time, unfortunately it is artificial
and it has got to end someday. I don’t know when “some-
day” is,I’'m terrible at market timing in the best of times [let
alone]| when [we are seeing something] that never happened
in world history. When it ends it is going to be a nightmare
for everyone concerned except the people that get it right.
Most of us will not get it right. We have had economic set-
backs in America every four to six years; we are going to
have them again. The one in 2008 was worse than the one
in 2002 because the debt was so much higher. The debt has
gone up a staggering amount since 2008. The next time it
is going to be worse. I hope we all survive it. If we somehow
survive the next one, then for the one after that: I doubt if
anyone could survive because the debt will be so high.

FM: Normally a bull market lasts about as long as the
post credit crisis boom, but no one would mistake the
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last six years as an economic boom. Can a downturn
hit right when we begin seeing a strong recovery?
JR: The people in Washington, the academics say [a stron-
ger recovery| is coming. Let’s say they are right, it still
doesn’t preclude somewhere along the line an economic
setback—and when it does hit, it is going to be staggering
because the situation is so much worse.

FM: You had been very critical of the performance of
Ben Bernanke and the Federal Reserve. Playing the
devil’s advocate one could say the Fed averted a disas-
ter or delayed it, and now we have to see if the Fed can
safely unwind from this extraordinary accommodation.
JR: They would say “yes” and their apologists would say
“yes, they saved the world.” My response to that is go
back to the early 1990s, the Japanese did the same thing.
They refused to let people fail and the Japanese had a lost
decade, and a second lost decade; even today the Japanese
stock market is still down 70% from where it was 24 years
ago. Yes, the Japanese central bank saved them in 1990 but
most people would prefer it not to have happened that
way. Scandinavia had the same problem in the early 1990s.
They let people fail. They had a wretched two or three years
but after they got over the pain they have had a prosperous
two decades in contrast to Japan. This way doesn’t work.

FM: What else could the Fed have done?

JR: [They could have done] exactly what the Scandinavians
did. In the early 1920s the Federal Reserve raised interest
rates. Washington balanced the budget. We had a hor-
rible year or two but then we had the greatest economic




“ We have gone in and

taken the assets away
from the competent
people, given them to the
incompetent people and
said to the incompetent
people, now you compete
with the competent
people with their money.
It’s absurd.”
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Q & A continued

decade in American history in the1920s. It ended badly because
of excesses. You bite the bullet, you take the pain. The way the
system is supposed to work is people get into trouble, they make
mistakes, somebody comes along, reorganizes, and they start over
from a stronger base. What the West has done is we have gone
in and taken the assets away from the competent people, given
them to the incompetent people and said to the incompetent
people, “now you compete with the competent people with their
money.” Itis absurd economics, it is absurd morality. It’s insane.
Central bankers will tell you it is great. They say don’t worry we
are going to withdraw from this slowly and gradually. In 2008
when they were contemplating this, [FOMC] minutes showed
that they didn’t know what they were doing but they didn’t know
any other choice. ...You asked how it is going to end, it is going
to end badly. Like Japan, if we are lucky. When the next problem
comes, because it is going to come, it is going to be a nightmare.

FM: Many people worried that QE would create extremely
high inflation, perhaps even hyperinflation. That has not
happened. Why? Where the critics wrong or is that still a
setrious threat?

JR: The government has always said there is no inflation and
when inflation comes up they change their accounting methods
to show no inflation. For those of us who shop, we know that
prices are up. Just look at your food bills, your education bills,
your transportation bills, any bills. Prices are up. The govern-
ment says they’re not. I have more confidence in John Williams’
(founder of shadowstats.com) numbers that the (Bureau of Labor
Statistics). They both can’t be right but I know from my personal
life and from people who write to me that the BLS is not right. If
you look at how the BLS does its numbers, something like 22%
is rental income. Now when [housing] prices were going through
the roof, they said, “well rental prices aren’t going up because
people are buying houses so there is no inflation,” then when
housing prices collapsed they said rental prices are down. When
22% of your prices are based on rent, or rental equivalents, which
they can jiggle with, their whole methodology [is questionable].
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FM: We (and much of the world) have been in a zero interest
rate environment for six years. What will be the impact?
JR: A lot of people are being ruined. Anybody who saved and
invested for the future is being destroyed because they are earning
nothing on their savings. Any pension plans, endowments, etc., are
suffering because they invest for the futures and are finding that
their situation has gotten worse. We are doing this at the expense
of people who save and invest. We are doing it to bail out the people
who borrowed huge amounts of money. The consequences are
already being felt. History shows that when you destroy your sav-
ings and investing class, it leads to gigantic social problems down
the road. More and more people are unhappy in the U.S. and the
world, the mood is not great, at least when I am there. We know
something is wrong; we may not know it is because the savings
and investing class is being destroyed or that the endowments and
insurance policies are coming under duress but everybody knows
something is wrong. It is leading to more and more social unrest,
more disillusionment and it is going to get worse. Turn on any TV,
open any newspaper. It is getting worse.

FM: It has been six years since the credit markets imploded.
Analysts point to a period of anger that generally occurs
seven years after such an event. Is that what we are seeing?
JR: Of course that is what is happening. One reason it is hap-
pening is because there is inflation in the world despite what the
BLS says. You have so much social unrest in much of the world
because food prices are going higher . If you are a lady who goes
to the shop every day you know that the price of sugar is going
up or wheat or bread. A lot of these people are finding they can-
not survive the cost of living. In America we don’t have inflation
but in the rest of the world they do and you are seeing more and
more social unrest. People who are fat and contented don’t really
care whether the Christians or the Jews or the Muslims are saying
X,Y or Z; they are too busy having fun and making money but
when things go wrong they look for someone to blame. Right
now things are going wrong in many parts of the world even
though the Dow Jones is at an all-time high.

FM: Is the dollar’s status as the world’s reserve currency
in jeopardy?

JR: There is no question that the U.S. dollar is a terribly flawed
currency. I own U.S. dollars, have for a while but that is because
there’s going to be more turmoil and when turmoil comes people
have always fled to the U.S. dollar. It is not a safe haven but it is
perceived as a safe haven so when the next bout of turmoil comes
people will move there again. But many people in the world are
looking for a replacement. A lot of people are terrified of the dol-
lar, not just for economic reasons but for political reasons. [People
who] are obeying laws in their own country suddenly find them-
selves paying staggering fines to U.S. (regulators). America says ‘we
don’t care if it is not illegal [there]; we think it is bad, you have to
pay.’ I am not the only person who knows the [United States] is
the largest debtor nation in history, others know it. In recent years,
the guys in Washington if they don’t like you they will block your
assets and there is not a lot people can do about it, but they are
trying to figure out ways to get away from the dollar and they will.



FM: What is your opinion of Bitcoin? Is it an example of
people looking for an alternative to the dollar?

JR: 'm not knowledgeable about Bitcoin; I know there are at
least a dozen imitators now. It is back to what I said before, the
world knows we have a problem and many people are looking
for a solution. It could be something like Bitcoin. Maybe people
are not going to buy gold and come up with something new.
Gold has been out of favor; I don’t expect [it] to stay out of favor.
Right now the whole world has to have U.S. dollars and have to
go through the American banking system. That is proving to be
a bad situation for many people and they are going to do some-
thing about this whether America likes it or not.

FM: Is this reversible?

JR: Yes. We can balance the budget. We can open our borders, our
financial markets, we can cut out the gigantic litigation and we
can stop blaming all our problems on foreigners. We can change
a lot of things. Is any of that going to happen? No. Not until a
crisis. Many countries have gotten in this situation in the past
and none have done anything until there is a crisis and then they
usually make it worse like Japan in the early 1990s.

FM: We are near a turning point of sorts. QE will most likely
end in October and the economy (and market) that has been
growing grudgingly will need to stand on its own. Can it?
JR: Somewhere along the line the economy is going to suffer and
then, as the pain sets in people will be calling Washington scream-
ing, you will have to save civilization, and the central bank thatis
made up of academics and bureaucrats will panic and do some-
thing. The money will flow whether it is called QE4 or something
else, which will mean ‘don’t worry guys, we will save you’ and then
we will be off to the races again and I suspect somewhere around
2015 or 2016 we will have a gigantic bubble in many markets and
that will be seven or eight years after the low. Timing wise we are
long overdue. And the next one will be worse than the last one.

FM: Would a market correction of 10% to 20% be bad?

JR: No. We haven’t had even a 10% correction for three years.
Normally the market has a 10% correction every year or two and it is
good. It certainly wouldn’t be a bad thing. A bear market wouldn’t
be a bad thing. There is a lot of complacency. A lot of exuberance
that usually leads to a misallocation of resources. I do know that
those guys in Washington don’t have the courage of their con-
victions. Second, they have no knowledge or experience so when
things start going wrong they will panic, and all they know how to
do is print more money and that is what they will do in their panic.

FM: Should they have done nothing in 2008?

JR: Yeah. Just like Scandinavia in the early 1990s; America in the
1920s. Competent people reorganize the assets and start over from
a sounder base. We have propped up the incompetents. It is hor-
rible economics. 'm not suggesting this would have been fun but
instead of having a lost decade or two when the day of reckoning
comes—the Fed’s balance sheet has quadrupled in six years—it will
be a gigantic mess. Had they let [the banks] fail, it would have
cleaned out the system and we would be on a big roll by now.

B Go to futuresmag.com/rogers
& for an unabridged version of this interview.

FM: You still believe we are in the midst of the commodity
bull market. How do you see that evolving?

JR: I would remind you that in the [equity] bull market from
1982-2000 we had many huge setbacks. In 1987 stocks went
down 40% to 80% worldwide; 1989, 1990, 1994, 1997; staggering
consolidation and setbacks and every time people though the
bull market was over. It wasn’t. It ended in excess and a bubble
like most bull markets end. In my view we are having that sort
of period in many commodities. Gold, which I am not buying
[right now], I suspect will turn into a gigantic bubble before this
is over. Many other things as well. And that will be the end of
the bull market. I don’t see enough huge permanent supply in
most commodities to end the bull market. Look out the window,
there is an artificial ocean of liquidity climbing all over the world,
rising as we speak. It has never been like this in recorded history
where all major central banks are doing it.

FM: Is there a risk of a major event in October?

JR: I am the world’s worst short-term trader. I don’t expect a
collapse any time soon. Even if we start to have a normal setback
Yellen is going to panic. If the market is down 12% she is going
to be getting a lot of phone calls, much less if it’s down 22%. The
market hasn’t been down at all. If some collapse comes —which I
don’t expect—it is going to be panic, hysteria and Yellen is going
to run those printing presses even faster.

FM: You are traveling to North Korea. Why? How difficult
is it to get in?

JR: It is getting much easier. If I could put all of my money in
North Korea I would. It is the most exciting investment desti-
nation right now. I can’t put anything in North Korea, I am an
American, I would go to jail. But I can see the changes. Where
China was in 1980, where Myanmar was in 2011, is happening
[now in North Korea]. America again will be the last to know
but it is happening,.

FM: | thought North Korea was still a closed society. Are
they making reforms?

JR: The problem is that everyone is looking to American pro-
paganda. [Kim Jong-un] has been there less than three years,
he grew up in Europe, he knows there is a different world. His
generals — more importantly — when they were lieutenants and
captains, used to go to Shanghai and Beijing. They’ve come back
and say you can’t believe what happened in Beijing the last 30
years and see nothing has happened [in North Korea]. There are
14 free trade zones this year in North Korea; you can take bicy-
cle tours, they have international marathons, they just opened
an international ski resort. All this is happening now, it is not
something that is going to happen, these are things that have
happened and are happening now. Unfortunately, [Americans]
are not allowed to do anything but the Russians and the Chinese
and a lot of other people are allowed to do things and they’re
rushing in and doing a lot of things in North Korea.

[We initially spoke to Jim Rogers before he visited North Korea: See “Off
Topic,” to find out what be learned on his trip].

See page 18 for Off Topic with Jim Rogers »
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