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Is Global Stock Market Exuberance Rational?  

As stocks markets around the world rise to record highs, even 
former Fed Chairman Alan Greenspan could not refrain from raising 
concerns about surging Chinese stocks. Lest we forget, Greenspan 
is on record for declaring the impossibility of spotting a bubble 
before it bursts. But in the few times that he has violated his own 
credo, his vision has proven invariably faulty. Not only did he warn 
of irrational exuberance in the U.S. just before a five-fold increase 
in the NASDAQ, but he became one of the markets biggest boosters 
once the market peaked. Based on his track record, I interpret his 
statements as a screaming buy signal for Chinese stocks. 

However, the larger issue is whether the world's renewed love 
affair with stock investing is rational. From my perspective it 
certainly is, but not for the reasons most analysts believe. My guess 
is that common stocks have become the inflation hedge of choice. 
With the global growth in the money supply at record pace, 
reaching into annual double-digit growth in just about every 
nation, cash has indeed become trash. With so much cash sloshing 
around, pushing asset and commodity prices up everywhere they 
are accurately measured, preservation of purchasing power is now 
of primary concern. For most investors common stocks seem like 
the best way to achieve it. 

Nowhere is this dynamic more visible then in China. With annual 
money supply growing at close to 20% per year, it's no wonder that 
the Chinese do not want to hold any yuan! They would rather 
convert their yuan into something more tangible before their 
government prints any more. However, although it does not get as 
much press, the phenomenon is even more evident in Zimbabwe, 
where money supply growth and stock market performance are 
both the highest in the world. This despite the fact the Zimbabwe 
economy is world's weakest. The only practical alternative for 
Zimbabweans, who can't get out of the country, is to buy stocks as 
soon as they get any cash. 

The persistent weakness in bonds and corresponding recent rise in 
interest rates further supports my point. Investors are getting out 
of cash and bonds (which merely represent future payments of 
cash) in favor of tangible assets such as equities. The fact that 
rising interest rates are ultimately negative for stocks is 
conveniently ignored, as the race to get out of cash trumps all else. 
In the U.S., the yield on the 10-year Treasury has backed up 25 
basis points in the last three weeks. If yields rise above 5% on this 
move, which looks very likely, momentum should take yields to 
5.25% before the end of June. There will be some resistance there, 
but look for 10-year yields to breach 5.5% before the end of the 
summer. Once that level is taken out, I expect a move above 6% to 

happen very quickly, perhaps even before the year ends. Is it just 
me, or does this seem eerily familiar to the summer of 1987? 

Ultimately, rising interest rates will eventually exact a toll on 
stocks, especially here in the United States. As the world's largest 
debtor nation, America will suffer disproportionately from rising 
interest rates, as we are on the paying end of the transactions. 
Also, given the proliferation of short-term debt and adjustable-rate 
mortgages, this burden will become increasingly difficult to bear. 
As the U.S. economy falls into recession, with interest rates and 
consumer prices continuing their ascents, corporate earnings will 
suffer, causing stock market investors to seek out other inflation 
hedge alternatives, particularly gold. 

For those who are impressed by the recent global stock market 
rally, wait until you see what will happen to the price of gold. As 
the old saying goes, there is no rush like a gold rush, and this one 
will be a stampede.  

Jason’s comment:  Rental real estate is by far the best 
“inflation advantaged” investment! Historically, real 
estate appreciates faster than inflation and you, or 
actually, your tenant pays the mortgage off in depreciated 
future dollars.  No other asset affords you the opportunity 
for you to WIN BOTH WAYS!  Stocks, bonds, gold, etc. do 
not offer these advantages.  I won’t even mention the tax 
savings.  Got Rentals? 

Peter Schiff, May 25, 2007 -  Mr. Schiff is one of the few non-biased investment advisors (not 
committed solely to the short side of the market) to have correctly called the current bear 
market before it began and to have positioned his clients accordingly. As a result of his 
accurate forecasts on the U.S. stock market, commodities, gold and the dollar, he is becoming 
increasingly more renowned. He has been quoted in many of the nation's leading newspapers, 
including The Wall Street Journal, Barron's, Investor's Business Daily, The Financial Times, 
The New York Times, The Los Angeles Times, The Washington Post, The Chicago Tribune, 
The Dallas Morning News, The Miami Herald, The San Francisco Chronicle, The Atlanta 
Journal-Constitution, The Arizona Republic, The Philadelphia Inquirer, and the Christian 
Science Monitor, and has appeared on CNBC, CNNfn., and Bloomberg. In addition, his views 
are frequently quoted locally in the Orange County Register. 
 
Mr. Schiff began his investment career as a financial consultant with Shearson Lehman 
Brothers, after having earned a degree in finance and accounting from U.C. Berkley in 1987. A 
financial professional for seventeen years he joined Euro Pacific in 1996 and has served as its 
President since January 2000. An expert on money, economic theory, and international 
investing, he is a highly recommended broker by many of the nation's financial newsletters and 
advisory service 

 


