
01. Introduction

This book is about what is, not what should be. Keep that in mind as
you read it. When done, you can decide whether these points should
be opposed, supported, or left as they are. In the meantime, review
the data and the conclusions. Decide which points and conclusions
you think are right, wrong, or just to be left as they stand.

My model is Peter Drucker who many believe was the best business
thinker and practical economist ever, a large statement that seems
worthy to many of us in business and economics. Drucker kept
politics, nationalism, and side taking out of his writing. Hence he was
and is admired by people of all political persuasions and
nationalities. So, please honor that approach in reading or listening.
Then decide what to do or not do about the points made herein.

People are learning once again in the lockdown that cash is king in
downturns as we are experiencing in 2020. Many economists talk
about the coming inflation because of government giveaways, the
Fed loosening interest rates, and flooding the market with money
and liquidity. But most people know that huge unemployment means
more competition for available jobs, hence less pressure for higher
wages, and more willingness for people to work for less pay. Also
many know skilled people who are trading down in pay for a job,
taking less desirable jobs, and delivering results at a lower cost. Few
things are as deflationary as these kinds of lower labor costs.

Instacart was able to hire 550,000 people in less than 60 days, about
the population of Boston proper. Walmart 200,000. Amazon 150,000.
All without incentives. This is further evidence of a slack labor market
with the attendant lower costs that accompanies it. All of this
contributes to Walmart’s long term efforts to lower costs and
corresponding retails as they did in 2019, by a 1.7% reduction in just
12 months.

The Media dines off of bad news because it inspires us to watch,
listen, and read, depending on the medium available. Hence we



should take a measured approach and consider the more
unsensational facts and conclusions presented here.

Shortages and out of stocks on a few items for a few weeks got lots
of media attention. But soon the items were back in stock after most
panicked hoarding had subsided. Now things have come back in
balance and the news stories about the shortages have evaporated
with them. Costco, as one example, reported that April sales were
flat with a year ago, Y/Y, a rarity for them in the last 12 years or so.

When I went to Costco in March the line was around the corner. The
panic was on. Three weeks later in April, there was no line and I had
the best and shortest Costco shopping trip ever since fewer people
were there, they had decluttered the aisles, and only yeast was out
of stock. Amazon remedied that problem in two days with a home
delivery.

In addition, the Costco people were happier with an uncluttered,
faster moving group of shoppers. We all seem to have adapted well
to the New Depression as human beings tend to do. Yuval Noah
Harari gives intellectual respectability to this idea in Sapiens: A Brief
History of Humankind. His primary thesis is that humankind has
survived and prospered through all kinds of turmoil because of our
adaptability. It is a worthy book to read in any event but possibly
more so now.

Where does all this leave us? With more goods and services at
lower costs, purely deflationary.

Bankruptcies are accelerating which eliminates much investment
wealth and money held by lenders as well as the money of the
owners themselves as their companies liquidate or are worth less
than before the New Depression started. This works to shrink the
money supply as the government and Fed pump money into the
economy to try to reliquify it.

Reduced corporate earnings are reducing money supply as well.
Reduced employment does the same thing with those earnings and



taxes not flowing into the economy. All of this means there is less
money available to buy goods and services from businesses,
purchase property and vehicles, and various other assets, leading to
lower asset values and less money available when assets can be
sold.

On a personal basis, my company has been able to buy almost
anything for less money than before the New Depression started.
This trend is accelerating as buyers become more aware of the cost
saving opportunities available to them and sellers become more
pressed to make sales with lower priced deals.

That's Main Street. That's what people and businesses are facing,
deflation with lower prices and slack in the economic system virtually
everywhere.



02. Fewer Dollars Available for Purchases

From 2017 until January 2020 companies created more dollars as
they earned increasingly higher cash profits and benefited from
lower costs due to the Internet savings from online everything,
corporate federal tax cuts, and automation such as retail self-
checkout, online ordering, and robots doing 24/7 work.

Even under these circumstances inflation was reported to be
subdued. In reality the economy was even then moderately
deflationary when counting in substitution, the economist’s term for
replacing higher cost items with lower priced ones that do the same
task such as bill paying online versus the cost of a check and mailing
it.

In the recent boom times, most CEOs did not press for additional
cost reductions unlike what Walmart did. In this New Depression
these savings are more important to their companies hence more
CEOs are prioritizing them which accelerates deflation. This has also
led to more cost saving experiments such as closing physical bank
branches and letting ATMs and their websites do the work. This
immediately cut the costs of their daily operations of these branches.
Significantly, long term the banks can let their leases expire or sell
the property if they own it. This means more commercial property will
be on the real estate market driving those costs down. The
employees not needed will be added back into the labor market
putting more downward pressure on their area labor costs. Yes,
some branches will reopen; but many never will.



03. Bond Market Evidence

Long term developed country government bond rates have moved to
historic lows in 2020 which means investors do not expect inflation in
the next 30 years. Since large institutional investors are the primary
purchasers of long bonds, this is a serious educated prediction of at
least moderate deflation for the next three decades.

Similarly, price levels are already tumbling in most developed
countries as a result of rising availability of labor with high
unemployment and lower demand for goods and services due to
lower incomes, dividends, interest payments, stock buybacks, and
side gigs such as offered by AirBnb and Uber; and automation with
online branchless banking and with AWS and related products,
cutting IT costs for large businesses with Microsoft and smaller ones
such as mine with Amazon.



04. Inflation Fear Mongers

These lower bond prices don't deter the inflation fear mongers as
they go full steam ahead as did Captain Smith on the Titanic through
an iceberg filled Atlantic. They focus on the bond market being
wrong because governments may inflate their debt away. Then they
pile on saying developed countries may de-globalize and bring large
suppliers and factories back to their higher cost markets. Thus, they
conclude, domestic pricing pressures will pressure costs up versus
cheaper Asian sources.

They proclaim we are walking through an inflationary minefield. The
antidote for this conclusion is provided by a distinguished
macroeconomist, Oliver Blanchard, who has an excellent long term
record of being correct on major economic trends. As a tempered
thinker, Blanchard admits an outburst in inflation is possible but
highly unlikely.

He starts with the basic foundation of economic strength in
developed countries, the consumer, 70% of the US and Canadian
economies, for example.

As usual, he starts at the beginning with the foundation, the
consumer. He posits that demand for products and services is likely
to stay depressed for a long time because so many households are
already struggling to stabilize and later rebuild their financial life that
has been ravaged by lower employment, the trading down in hourly
pay to get jobs, mortgage principal harder to pay off with deflation,
and automation so rapidly filling many job requirements.

Businesses have little reason to invest in new stores, factories or
real estate since so much is available already and more soon. In fact
abandonment of small spaces is already rampantly accelerating as
many companies have already closed their branches with most
never opening again, on top of so many restaurants and small stores
disappearing long before a recovery might start to take place. Then



there are the bankruptcies unfolding daily such as Gold’s Gym,
Neiman Marcus, and J Crew, to name a few.

Three ingredients would have to take place together before inflation
would start again according to Blanchard, former IMF chief
economist and MIT Professor. The first would be a huge run up in
the ratio of government debt to GDP, something not expected even
with various stimulus programs contemplated. Then strong upward
pressure on interest rates which is not predicted and the bond
market doesn't believe based on low long term interest rates now
which should continue downward. And third, government pressure to
keep interest rates artificially low which current long term bond prices
make unnecessary.

Blanchard declares his expert friends say the odds of these three
things happening together are less than 3%, a remarkably low
percentage given estimates about any future long term trend.



05. Higher Savings Rates & Lower Investment Rates

People and businesses with liquid assets have already started to
save more and invest less. In March 2020, the personal savings rate
went up to an historic high of 13% of income. Even large profitable
growing companies such as Google, Microsoft, and Apple have
announced lower hiring and investment plans which has been
reinforced by pleased investors such as me.

These trends remind me of the Pearl Bailey quotation, “When the
rich get a cold the poor get pneumonia.”

In the 2020 Democratic primary, Bernie Sanders and Elizabeth
Warren both announced plans that would increase investment and
corporate taxes, limit mergers, and create an annual wealth tax on
people and companies. These programs have remained popular with
many Democrats with only modest objections by wealthy ones.

The 2017 $10,000 state and local tax deduction cap had already
started the deep Blue State and City evacuation for lower tax venues
such as to Florida and Texas which has created an outcry by the
deep Blue venues to banish the Cap and eliminate those substantial
decreases in federal income taxes for the wealthy.

All of this created a conversation among well off people, with the
New Depression being an accelerating factor, for pulling in their
horns, saving more, investing less, and trimming their stock
portfolios to those firms doing the same. This has since been
amplified by several deep Blue state Governors such as in New York
demanding the Red states support Blue State deficits because of the
accelerating tax flight of deep Blue venue millionaires to lower tax
states.

None of this discussion is about the right and wrong of these policies
and attitudes as initially stated. It is about what are the attitudes and
actions of the well off. The increasing mobility of the highest market



cap companies makes migration from high tax venues more possible
than ever before which is discussed in chapter 7.



06. Consumer Debt at an All Time High In early 2020

The reciprocal problem to those with money are those without it, who
have gotten along due to low interest rates on secured debt. Now
deflation adds a big additional expense and hurdle of paying down
debt that deflates and makes it harder to pay down and off year after
year. This is the opposite of our recent times of relatively high
inflation from the 1970s until about 2000 when the PC and Internet
converged to transform gradually and almost unnoticeably, the
economy from inflation to deflation as the railroads caused to
happen between 1865, after the American Civil War ended, until
1914 when World War 1 started in Europe.

The New Depression has radically accelerated this trend of deflation.
Economic history suggests this will be a long road down as it was
from 1865 to 1914 in America, when World War 1 started in Europe
to inflate the economy again with a huge jump in demand creating
scarcity and higher prices along with it.

The logical conclusion about this as it relates to now is to expect at
least a decade of deflation as a modest expectation when a much
longer period is probable as in other similar economic cycles. This
worrisome conclusion means a substantial part of the economy, the
consumer, will have far fewer financial resources to pay for goods
and services for decades which will extend the deflationary
economy.

In the post Civil War period less than 1% of consumers owned
houses, with condos unknown, so they benefited from the
deflationary pressures on rent since they had almost no mortgage
debt because even the small amount of property personally owned
then had been purchased by the rich with cash.

The small farms of the time had debt and accordingly many were
foreclosed upon in this period, just as small businesses started to
suffer recently with the rise of mega retailers such as Walmart, Home



Depot, and Amazon, and small restaurants by the mega restaurant
chains such as McDonalds, Dominos, and Starbucks. The New
Depression has accelerated these trends.



07. Increasing Capital, Corporate, and Personal Mobility

Increasing capital, corporate, and personal mobility means tax
authorities have increasingly less power to pin people and
companies down to physical location or venue to use the legal term.
When tech companies started to prosper in cash, profits, and assets
in the W Bush Presidential era, they were far less restrained by
physical location than older businesses due to their increasingly
existing in cyberspace with no required physical location for their
offices, factories, or farms. Material, products, and IP suppliers were
available all over the world to deliver to them anywhere.

To escape high corporate and personal US taxes in the Obama
years, many of these firms went offshore to lower tax venues such
as in Ireland. This was termed a tax inversion and vilified, rightly or
wrongly, by Bernie Sanders, Elizabeth Warren, and their followers.
Trump reversed this process by lowering corporate taxes to the
Developed world average and cut individual taxes as well. This
immediately caused tech companies to pivot, stop going offshore,
and return their headquarter domiciles to the US.

Hardly commented upon at the time was how fast they moved out
and then back again when their tax rates were cut. Elizabeth Warren
noticed and announced her plan to create an exit tax so if companies
and people tried to leave again to escape her planned higher assets
taxes, she would create a high exit tax price if she became
President. The concept is still alive and well in the Democratic Party.

Again whether right or wrong, these proposed policies had an
immediate impact on those targeted parties like the physics law,
“Every action has an equal and opposite reaction.”

All of this got relatively little press publicity though it was potentially
powerfully important. What did get noticed was AOC objecting to
New York subsidies to Amazon for moving into Queens for their



second headquarters. The fuss was substantial and was the hourly
diet of many media outlets for some time.

Amazon pivoted from the attack and moved their second
headquarter’s startup to Virginia and Tennessee. This was not just
political since Virginia had a Democrat governor and Tennessee a
Republican one, it was economically ideological. New York had
already suffered from millionaire tax migration to lower tax states
such as Florida and Texas that resulted in a 10% year over year tax
collection drop while their government expenses were growing.

Governor Cuomo, a Democrat, had made an economic incentive
deal with Amazon because he knew the financial advantage directly
and indirectly with Amazon suppliers and other tech companies if
Amazon moved into New York State. AOC counted on Amazon
being stuck; Cuoma knew better; they weren't. That was a poignant
lesson for wealthy people and companies. They weren't stuck either.

Now the die was cast. The New Depression just amped it up.



08. Real Estate Deflation: Rental Housing

The aging population and delay in Millennials starting families had
already accelerated the trend pre Depression to smaller housing
units and less acquiring of large suburban houses. Job losses and
downsizing has accelerated this trend as it impacts people’s ability to
pay for middle and higher priced rental property.

This in turn reduces the value of these housing units as landlords’
cash flow declines. With the New Depression adding to this trend,
April 2020 saw one third of renters not paying their monthly rent, and
not getting evicted either, a devastating and unprecedented event in
American life.



09. Real Estate: Home Ownership & Increasing Real Cost of
Mortgage Debt

Our deflationary age with higher unemployment and lower earnings
puts downward pressure on home prices and people’s ability and
willingness to take on long term debt in these deflationary times
when the value of a dollar continually rises making paying off debt
principal progressively harder to do year by year, the opposite of the
previous inflationary period that inflated the impact of debt away.

This new trend will inevitably lead to more personal bankruptcies as
consumers find it increasingly harder to meet these ownership costs
which in turn will cancel more of the money supply with these loans
being reduced or eliminated. This expected long term trend is why
banks have already started to tighten credit requirements to get new
loans, limiting many home equity loan credit lines now, and
tightening consumer credit standards in general.

Solvent home buyers will become more prized by lenders since they
will be more apt to be able to ride out and pay off deflationary debt.
But these same people are more apt to shift to rentals to ride the
lowering costs of rentals down due to these deflationary trends. This
fits the old asset rule: own assets that appreciate; rent assets that
depreciate. This standard economic rule applies to this huge asset
area of home ownership.

This trend has been quietly going on for some time as big suburban
houses had become increasingly harder to sell and many required
deep discounts to move. This trend is accelerating now in the New
Depression. Increasing property taxes and energy costs pre
Depression had motivated boomers to down size and Millennials to
remain renters and not upsize to them. This new deflationary age
has accelerated these trends.

I sold my big house in Massachusetts in 2007, invested the nest egg
in the market, and my first rental saved me lots of money. My second



move to a more compact house was nicer and saved us even more.
From my new lower cost basis, my rent went up only 1% per year as
property taxes and other costs went up much faster. Now it has
already flattened for some time and I recently upped for 2 more
years. I have not been alone in benefitting from selling property and
becoming a mobile renter. More people are joining me now to avoid
the higher costs and depreciating value of most housing real estate.



10. Real Estate: Commercial Offices

Most owners have seen an upturn in productive activity when their
employees and contractors work from home. Jeffries investment
company in New York was one of the first companies to announce
they did not plan to go back to their offices again. Daily reports
indicate many other companies are joining them.

My backlog in customer processing of our new titles accelerated as
three months of backlog pre Depression disappeared in four weeks
of lockdown except for one retailer with a cumbersome processing
system. Owners get the benefit of more worker efficiency and lower
costs without offices even when having to pay for them until their
leases expire or sell the property if they own it.

Warren Buffett has weighed in on this issue as he sees a permanent
change taking place regarding office space and related travel. He
also announced he had sold all of his airline stocks because he
didn't see corporate travel coming back to anything like pre
Depression levels due to the cost and inefficiency of it as with much
office space.

In the preJet era, companies wrote letters. Now they write texts,
emails, and add PDFs. Back to the Future in fact with huge cost
savings and eliminating wear and tear on traveling business people.
In my company I hadn't had to take a business trip since 2017. The
cancellation of the annual London Book Fair in 2020 meant my
customer people had to stay home and do work, from processing
titles to creating promotions. This was a big boost to their sales and
profits as well as our own.

With home workers having to report doing something every day, I
find my customer people getting more creative about increasing their
sales and mine as a supplier by doing more consumer promotions,
distributor people acquiring new customers, and almost all of them
simplifying more things since attending meetings and travel no



longer counts as work. I have noticed an uplift in their enthusiasm
and morale as they find their suppliers like us at Simply Media are
delighted with their accomplishments that benefit their employer and
us financially, as well as eliminating long, tiresome, and expensive
commuting for them.

In short, being home means their outside contacts have become
more important to them than their inside office people in the past. I
saw a similar thing happen when UPS drivers went on strike in the
late 1990s. Many UPS drivers then realized their daily contacts and
business friends were their customers who welcomed their deliveries
and shipping, not their own inside office people. Our driver stopped
by when on strike to share some coffee and say, “Never again.” They
quickly called off their strike due to unionized driver pressure. The
most effective workers at home seem to feel the same way as they
get tighter with their contacts and praise from them for their
effectiveness as our UPS driver did back then.



11. Real Estate: Branch Offices

In the New Depression, many companies have already started
eliminating some of their branch offices and are experimenting with
eliminating more of them.

Banks are a prominent example of the branch closing phenomenon.
Their customers had already increasingly migrated over to online
banking, especially their wealthy and better educated ones who are
the major profit centers for banks. Most of these people already have
savings and investment accounts. The fall out from this New
Depression will be the creation of fewer new wealthy people, and
therefore those interested in creating those types of accounts. Most
of those who do become well off will be tech savvy younger people
used to doing everything online already, including opening new
accounts and expanding their services from them. So the banks are
anticipating this and now have decided to close some branches
permanently and experiment with closing others on a temporary
basis because the cost savings outweigh increases from new
prospects who will not sign up online.

In Eastern Massachusetts, Bank of America, Santander, and some
smaller banks have already started doing this in March 2020. A quick
Googling of Bank America Waltham branches will show 50% closed
in the area on a permanent or temporary basis. This trend is
reverberating through the economy with depeopled branches, no
cleaning or other servicing required anymore at these closed
facilities, lower utility and insurance costs, and more savings in
phones, faxes, equipment, printers, and other such things.

The same can be seen with other financial service branches such as
stock investment companies, tax preparers, and others, all of which
hollow out physical customer traffic as they move more online.

In 2018 there were 77,000 bank branches in the US, about the same
as the number of dollar stores. The average bank branch size had



been decreasing from 4,000 to 6,000 square feet to 2,500, more
typical of modern dollar stores as well. If 50% of bank branches
close, that would be approximately 9.5 million square feet
abandoned, more than the combined square footage of Dollar
General, Dollar Tree, and Family Dollar. In short, a huge amount.

Tax Preparation offices exceed 125,000. They are physically smaller
but still disappearing at a similar rate. Stock brokerages are in a
similar decline.

To put the cost savings in perspective, each online deposit costs the
banks 3 cents each versus 68 cents for a teller transaction. This is
an overwhelming 95.6% savings per transaction for the banks, while
being much faster for the consumer.



12. Malls: Downsizing & Becoming Entertainment Centers

Strip malls will largely disappear as the remaining malls that are
losing stores will become more predominantly entertainment centers
with restaurants, theaters, and other such things. This trend has
already been in place in some locations so it will start expanding
soon. These malls are similar to parks where people wander around
and enjoy their time there. This trend will decimate traditional mall
retailers except for those who can afford to display merchandise as
in a museum for prospective buyers to look at before buying online,
which trend had already started pre Depression.



13. Retail: Pickup & Home Delivery.

This trend is accelerating now as mentioned earlier with Instacart
needing to hire 550,000 people in less than 60 days, Walmart
200,000 to bolster their curbside pickup and home delivery, and
Amazon 150,000 for their warehouses. Walmart and Amazon also
bolstered their third party contractor hires for home delivery. All of
this will reduce impulse Instore buying, the lifeline of many retailers
with these products having higher margins, and has increased the
proportion of their sales of lower margin basics. Among other
retailers' first quarter 2020 earnings reports, Amazon and Target
have already reported lower margins which reduced their profits and
cash flow.



14. Vehicles Extended Life Reducing New Purchases & Making
Uber More Attractive

Vehicle insurance companies have already started to rebate money
with less driving and clearer roads leading to fewer accidents. Today
I received my first $50 rebate from Liberty Mutual for this reason. My
family didn't refill a vehicle gas tank for 2 months due to no
commuting and working from home.

This trend has extended vehicle life as well as reducing
maintenance, insurance, and fuel costs. Since vehicles are the
second largest consumer expenditure, this will have a profound
deflationary impact on the economy. When people feel it is time to
buy a new vehicle, many will instead use Uber, Lyft, or other such
services as a more attractive option with no down payment and
lower monthly costs. This trend will be especially true for those with
more than one vehicle in their household.



15. Automation

Automation started in about 1700 in the beginning of the Industrial
Age. Before then, farming, the main source of employment in the
world, and making goods, the second, were done about the same
way as centuries before. The Wealth of Nations published in 1776 by
Adam Smith, considered the Father of Economics, described the
beginning of automation in the 18th Century and its deflationary
impact on costs using a pin factory as an example.

Canals were the first major automation innovation in transportation
as memorialized in Wedding of the Waters: The Erie Canal and the
Making of a Great Nation by Peter Bernstein. Then came the
railroads, followed by the airplane. Then the container, and finally the
PC and Internet that are driving deflation today.



16. How to Benefit & Not Lose

First and foremost do not buy any depreciating asset which has
always been true but now includes a wider swath of things in today’s
economy with real estate, retailers, suppliers, vehicles, energy, and
other things all under deflationary pressure.

Remember that in a deflationary era any asset that doesn't go down
in value proportionally goes up with more buying power associated
with it.

Therefore, a safe move is to rent and not buy until the deflationary
dust clears which may be three decades away. No need to try to
predict the unpredictable bottom. Warren Buffett, Peter Lynch, and
other great investors say wait until trends are clear because it is
never too late to buy a good stock or other asset.

As an example, Buffett waited until 2015 to buy Apple and Amazon.
He still doubled his money in a short period of time with the stocks
still going up.



17. Where to Invest

For passive investors, seek a growth and dividend fund from a low
cost investment company fund such as the Vanguard Growth and
Dividend fund because they sell stocks they think will reduce their
dividends or do so, protecting you from the downside. This
commitment provides a hard stop before large stock losses occur.
For stock pickers there are few safe choices except for the FAANG
stocks, Microsoft, and possibly Visa and Walmart.

In this disruptive era, political turmoil is inevitable which will lead to
many political attacks against business, wealth, more demands for
higher taxes, more regulations, and other negative challenges for
owners and investors.

Your best antidote is to invest in portable businesses such as those
named above, and those centered in cyberspace that can pivot to
anywhere to avoid these costs when they erupt in a local or national
venue.

The second best antidote is to invest in royalty or network based
companies which also have high brand value. These are Warren
Buffett’s favorites because they earn money off the top due to royalty
or network profits as Apple does with its App Store and Apple Pay,
Visa with its debit and credit cards, and Facebook with over 2 billion
members in its network. Facebook, Amazon, Apple, Google, Visa,
and Walmart seem to be the best in this group.

Or buy long government bonds to preserve your capital. Consider
reading or listening also to our 2020 Investment Guide on Kindle,
Audible, Google, Walmart, iTunes, Apple books, or elsewhere. See
simplymedia.com for our customer list. Thank you from Simply.


