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Introduction to
Stocks to Buy for the Coming Roaring Twenties
by John Thomas

Far and away the greatest impact on the performance of any
balanced investment portfolio is single stock selection.

' Get a few ten baggers in there and your overall annual profits
instantly jump from mediocre to eye-popping.

For that reason, the Diary of a Mad Hedge Fund Trader
devotes a disproportionate share of its resources to uncovering
these gems.

It accomplishes this through investing in the deep long term research essential to
identifying the handful of industries and companies that will lead the global economy
forward for decades to come.

Stocks to Buy for the Coming Roaring Twenties represents the cream of ten years
of such research efforts.

So far, our track record in discovering ten baggers has been pretty good.

In 2009, we recommended Baidu, the Chinese Internet search giant, which went on to
dominate the business in the Middle Kingdom. It took repeated visits to the company in
China for me to flesh out their long-term prospects. Its shares rocketed 20-fold from $12
to $240.

In 2010, we piled our followers in Tesla, foreseeing a revolution in automobile
technology, manufacturing, and marketing. The battery is almost an afterthought.

That conclusion was reached through a personal relationship with founder, Elon Musk,
and multiple visits to the Fremont, California factory.

| have been test-driving Tesla’s Model S-1 for the past four years, clocking some 50,000
miles, and one crash. The shares soared 18 times, from $16 to $292.

That year | also introduced readers to Cheniere Energy (LNG), a firm | knew well from
my long experience in the energy industry.

Quite simply, Cheniere is in the business of buying natural gas for $2 a BTU and selling
it in Asia for $16. It is the only firm with the technology, licenses, permits, and plant to
do so. The shares went ballistic, leaping 14 fold from $6 to $85.

| could go on and on.



The bottom line is that this is what | love doing. Having a half-century of experience
ferreting out these nuggets also helps a lot.

It also doesn’t hurt that | am based on the edge of Silicon Valley, where amazing
investment opportunities are being born on a daily basis.

To receive daily updates on these and other long-term investment themes across all
asset classes, please visit my website at www.madhedgefundtrader.com and subscribe
to my research and trade mentoring service.

Regards,

John Thomas

Publisher and CEO

The Diary of a Mad Hedge Fund Trader
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Biography of John Thomas-The Mad Hedge Fund Trader

John Thomas graduated from the University of California at Los Angeles (UCLA) with a
degree in Biochemistry and a minor in Mathematics in 1974.

He moved to Tokyo, Japan to join a Japanese securities house as a research analyst,
becoming fluent in Japanese.

In 1976 he was appointed the Tokyo correspondent for The Economist magazine and
the Financial Times.

For the next seven years he published thousands of articles about the economies,
companies, and leaders of every country in Asia. He was one of the first American
correspondents to cover China during the Cultural Revolution.

He reported on the American attempt to climb Mount Everest and guerilla wars
throughout Southeast Asia.

The major figures he interviewed included China’s Premier Deng Xiaoping, Ferdinand
Marcos of the Philippines, the UK’s Margaret Thatcher, the PLO’s Yassir Arafat, CIA
head William Colby, and of course, President Ronald Reagan.

In 1982 John Thomas moved to New York as the US editor of a major business
magazine. As a member of the White House Press Corps he covered the early years of
the Reagan administration.

In 1983 he was hired by a major investment bank to build a new division in international
equities. Later, he was promoted and transferred to London to head up the sales and
trading of Japanese equity derivatives in Europe and the Middle East.

In 1989 John Thomas was appointed a director of the Swiss Bank Corp responsible for
its then vast portfolio of Japanese equity derivatives.

A year later he left to set up the first ever dedicated international hedge fund, which
became a top performer in the industry.



In 1999 John Thomas sold his hedge fund to concentrate on managing his personal
investments. He focused on natural gas exploration and development in Texas and
Colorado, as well as other commodities.

This made him one of the early pioneers in the “fracking” technology which is now
dramatically reshaping America’s energy landscape. After catching a double in the price
of natural gas, John sold this business in 2005.

Seeing the incredible inefficiencies and severe mispricing offered by the popping of
multiple bubbles during the Great Crash of 2008, and missing the adrenaline of the
marketplace, he returned to active hedge fund management.

With The Diary of a Mad Hedge Fund Trader, his goal is to broaden public
understanding of the techniques and strategies employed by the most successful hedge
funds so that they may more profitably manage their own money.

In his free time, John Thomas climbs mountains, does long distance backpacks,
practices karate, performs aerobatics in antique aircraft, collects vintages wines, reads
the Japanese classics, and engages in a wide variety of public service and philanthropic
activities.

His career has taken him up to 20,000 feet on Mount Everest, to the edge of space at
90,000 feet in the Cockpit of a MIG-25, and to the depths of a sunken Japanese fleet in
the Truk Lagoon.

Why they call him "mad" he will never understand.
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Get Ready for the Coming Golden Age

| believe that the global economy is setting up for a new golden age reminiscent of the one the
United States enjoyed during the 1950’s, and which | still remember fondly.

This is not some pie in the sky prediction. It simply assumes a continuation of existing trends in
demographics, technology, politics, and economics. The implications for your investment
portfolio will be huge.

What | call “intergenerational arbitrage” will be the principal impetus. The main reason that we
are now enduring two “lost decades” of economic growth is that 80 million baby boomers are
retiring to be followed by only 65 million “Gen Xer’s”.

When the maijority of the population is in retirement mode, it means that there are fewer buyers
of real estate, home appliances, and “RISK ON” assets like equities, and more buyers of
assisted living facilities, health care, and “RISK OFF” assets like bonds.

The net result of this is slower economic growth, higher budget deficits, a weak currency, and
registered investment advisors who have distilled their practices down to only municipal bond
sales.

Fast forward six years when the reverse happens and the baby boomers are out of the
economy, worried about whether their diapers get changed on time or if their favorite flavor of
Ensure is in stock at the nursing home. That is when you have 65 million Gen Xer’s being
chased by 85 million of the “millennial” generation trying to buy their assets.

By then we will not have built new homes in appreciable numbers for 20 years and a severe
scarcity of housing hits. Residential real estate prices will soar. Labor shortages will force wage
hikes. The middle class standard of living will reverse a then 40-year decline. Annual GDP
growth will return from the current subdued 2% rate to near the torrid 4% seen during the
1990’s.

The stock market rockets in this scenario. Share prices may rise very gradually for the rest of
the teens as long as tepid 2% growth persists. A 5% annual gain takes the Dow to 20,000 by
2020. After that, we could see the same fourfold return we saw during the Clinton
administration, taking the Dow to 100,000 by 2030. If I'm wrong, it will hit 200,000 instead.
Emerging stock markets (EEM) with much higher growth rates do far better.

This is not just a demographic story. The next 20 years should bring a fundamental restructuring
of our energy infrastructure as well. The 100-year supply of natural gas (UNG) we have recently
discovered through the new “fracking” technology will finally make it to end users, replacing coal
(KOL) and oil (USO). Fracking applied to oilfields is also unlocking vast new supplies.



Since 1995, the US Geological Survey estimate of recoverable reserves has ballooned from 150
million barrels to 8 billion. OPEC’s share of global reserves is collapsing. This is all happening
while automobile efficiencies are rapidly improving and the use of public transportation soars.

Mileage for the average US car has jumped from 23 to 24.7 miles per gallon in the last couple of

years, and the administration is targeting 50 mpg by 2025. Total gasoline consumption is now at
a five year low.

OPEC Share of World Crude Oil Reserves 2010

OFEC wroven crude ol resarees. . end 313
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Alternative energy technologies will also contribute in an important way in states like California,
accounting for 30% of total electric power generation by 2020. | now have an all-electric garage,
with a Nissan Leaf (NSANY) for local errands and a Tesla Model S-1 (TSLA) for longer trips,
allowing me to disappear from the gasoline market completely. Millions will follow. The net result
of all of this is lower energy prices for everyone.

It will also flip the US from a net importer to an exporter of energy, with hugely positive
implications for America’s balance of payments. Eliminating our largest import and adding an
important export is very dollar bullish for the long term. That sets up a multiyear short for the
world’s big energy consuming currencies, especially the Japanese yen (FXY) and the Euro
(FXE). A strong greenback further reinforces the bull case for stocks.

Accelerating technology will bring another continuing positive. Of course, it's great to have new
toys to play with on the weekends, send out Facebook photos to the family, and edit your own
home videos. But at the enterprise level this is enabling speedy improvements in productivity
that is filtering down to every business in the US, lower costs everywhere.

This is why corporate earnings have been outperforming the economy as a whole by a large
margin. Profit margins are at an all time high. Living near booming Silicon Valley, | can tell you



that there are thousands of new technologies and business models that you have never heard
of under development. When the winners emerge they will have a big cross-leveraged effect on
economy.

New health care breakthroughs will make serious disease a thing of the past, which are also
being spearheaded in the San Francisco Bay area. This is because the Golden State thumbed
its nose at the federal government ten years ago when the stem cell research ban was
implemented. It raised $3 billion through a bond issue to fund its own research, even though it
couldn’t afford it.

| tell my kids they will never be afflicted by my maladies. When they get cancer in 20 years they
will just go down to Wal-Mart and buy a bottle of cancer pills for $5, and it will be gone by
Friday. What is this worth to the global economy? Oh, about $2 trillion a year, or 4% of GDP.
Who is overwhelmingly in the driver’s seat on these innovations? The USA.

There is a political element to the new Golden Age as well. Gridlock in Washington can’t last
forever. Eventually, one side or another will prevail with a clear majority.

This will allow the government to push through needed long-term structural reforms, the solution
of which everyone agrees on now, but nobody wants to be blamed for. That means raising the
retirement age from 66 to 70 where it belongs, and means-testing recipients. Billionaires don’t
need the maximum $30,156 annual supplement. Nor do .

The ending of our foreign wars and the elimination of extravagant unneeded weapons systems
cuts defense spending from $800 billion a year to $400 billion, or back to the 2000, pre-9/11
level. Guess what happens when we cut defense spending? So does everyone else.

| can tell you from personal experience that staying friendly with someone is far cheaper than
blowing them up. A Pax Americana would ensue. That means China will have to defend its own
oil supply, instead of relying on us to do it for them. That's why they have recently bought a
second used aircraft carrier. The Middle East is now their headache.

The national debt then comes under control, and we don’t end up like Greece. The long awaited
Treasury bond (TLT) crash never happens. Fed governor Janet Yellen has already told us as
much by indicating that the Federal Reserve may never unwind its massive $3.9 trillion in bond
holdings, but run them to maturity instead.

Sure, this is all very long-term, over the horizon stuff. You can expect the financial markets to
start discounting a few years hence, even though the main drivers won'’t kick in for another
decade. But some individual industries and companies will start to discount this rosy scenario
now.

Perhaps this is what the nonstop rally in stocks since 2009 has been trying to tell us.
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Another American Golden Age is Coming



Making a Fortune in Real Estate - Part |

Real estate brokers are still reeling from the news that December existing home sales rocketed
by a blockbuster 14.7%, to an annualized 5.46 million units.

And now | hear that Apple (AAPL) is planning on building a second new research and
development campus that will need 20,000 new high tech workers. The housing crisis here in
the San Francisco Bay area just went from bad to worse.

It is all fresh fuel for a continuation in the bull market for US residential real estate, not just for
this year, but for another decade.

Friends in the industry tell me the eye popping numbers were due to the implementation of the
TILA-RESPA Integrated Disclosure (TRID) in October.

Dubbed the “Know before you owe” requirement, TRID is the inevitable outcome of the 2008
subprime housing crash.

If you weren’t born yet in 2008, or were living in a cave on a remote Pacific island back then, go
watch the movie fiThe Big Shorto for a further explanation of those dark days.

As a result, real estate closings now take at least a week longer, and sometimes more, thanks
to a new requirement for several three day “cooling off periods.”

When the new law kicked in, TRID nearly brought the industry to a halt, and firms were sent
scurrying to their attorneys to draw up the new disclosure forms to stay within the law.

TRID undoubtedly was responsible for the slowdown in the market in the run up to December.
Although prices seem high now, | am convinced that we are only at the beginning of a long term
secular bull market in housing. Anything you purchase now is going to make you look like a
genius ten years down the road.

The best is yet to come.
The big driver will be demographics, of course.
From 2022 onward, 65 million Gen Xer’s will be joined by 85 million late blooming Millennials in

bidding wars for the same houses. That will create a market of 150 million buyers,
unprecedented in the history of the American real estate market.



In the meantime, 80 million baby boomers, net sellers and downsizers of homes for the past
decade, will slowly die off and disappear from the scene as a negative influence. Only one third
are still working.

The first boomer, Kathleen Casey-Kirschling, born seconds after midnight on January 1, 1946,
will become 76 years old by then. A former school teacher, she took early retirement at 62.

The real fat on the fire here is that 5 million homes went missing in action this decade, thanks to
the financial crisis. They were never built.

This is the result of the bankruptcy of several homebuilders, and the new found ultra
conservatism of the survivors, like DR Horton (DHI), Lennar Homes (LEN), and Pulte Group
(PHM).

Did | mention that all of this makes this sector a screaming “BUY”, once the market moves into
“‘RISK ON” mode later in the year?

Talk to any real estate agent and they will complain about the shortage of inventory (except in
Chicago, the slowest growing market in the country).

Prices are so high already that flippers have been squeezed out of the market for good. Bottom
feeders, like hedge funds buying at the bankruptcy auctions, are a distant memory. Some now

own more than 20,000 homes.

Income taxes are certain to rise in coming years, and the generous deductions allowed
homeowners are looking more attractive by the day.

And let’s face it, ultra low interest rates aren’t going to be here forever. Borrow at 3% today
against a long term 3% inflation rate, and you are essentially getting you house for free.

The rising rents that are turning Millennials from renters to buyers may be the first sign of real
inflation beyond the increasingly dear healthcare and higher education that we're are already
seeing.

And Millennials are having kids that demand a bigger living space! Who knew?

| may become a grandfather yet!



DHI DR Horton Inc. MvSE + BATS ® StockCharts.com
8-Aug-2016 12:05pm Open 3237 High 3252 Low 3225 Last 32.36 Volume 55901 Chg +0.06 (+0.19%) &
MRSI(14) 45,51

an

alnvolume BE3,934

W OHI (Daily] 32.36
—MA(E0) 32,05 *,Tuﬁ' 24
— MA(Z00]) 3001 / e

28

27

26

25

15 22 Mar 7 14 21 2z Apr 11 12 25 May 9 16 23 Jungé 13 20 27 Jul 11 18 25 Aug =
— MACD(12,26,9) 0,025, 0,299, -0,274 1.0

-1.0

-1.4
16 22 Mar 7 14 21 22 Apr 11 18 25 May 2 16 23 Juns 13 20 27 Jul 11 18 25 Aug =

PHM PulteGroup, Inc. NvSE + BATS @StockCharts.com
8-Aug-2016 12:06pm Open 21.55 High 21.54 Low 21.44 Last 21.45 Volume 2.2M Chg -0.08 (-0.28%) +
MREI(14) 60,68

Wl PHM (Daily)] 21,42 22.5
—MA(SD) 19,92 HH' 220
—Ma(z00) 15.23 'i'

il olume 2,248,833

21.0
(et 20

1945
19.0
18.5
15.0
175
170

1645

] e I . A ISk d I Y = e B == L o LB R e R _:______-_,_...= AT EEE :
16 22 Mar 7 14 21 28 Apr 11 18 25 May 9 16 23 Jung 13 20 27 Jul 11 18 25 Aug &
=MACD(12,26,9) 0.444, 0,527, -0.0=4

08

it

0z

e

16 2z Mar 7 14 21 28 Apr 11 12 25 May 9 16 23 Jung 13 20 27 Jul 11 18 25 Aug &



Looks Like a iBUYO0 to Me



Making a Fortune in Real Estate - Part Il

A number of analysts, and even some of those in the real estate industry, thought that there
would never be a recovery in residential real estate.

Long time readers of this letter already know that, seeing the real estate crash coming a mile
off, | dumped all my properties in 2005, some $20 million worth.

However, | believe that “forever” may be on the extreme side. Personally, | believe there will be
great opportunities in real estate that run all the way until 2030.

Let’s back up for a second and review where the great bull market of 1950-2007 came from.
That’s when a mere 50 million members of the ‘greatest generation’, those born from 1920 to
1945, were chased by 80 million baby boomers born from 1946-1962.

There was a chronic shortage of housing, with the extra 30 million individuals never hesitating to
borrow more to pay higher prices.

When my parents got married in 1948, they were only able to land a dingy apartment in a
crummy Los Angeles neighborhood because my dad was an ex-Marine. This is where our
suburbs came from.

Since 2005, the tables have turned. There are now 80 million baby boomers attempting to
unload dwellings on 65 million generation Xer’'s who earn less than their parents, marking down
prices as fast as they can.

As a result, the Federal Reserve thinks that 20% of American homeowners still have either
negative equity, or less than 10% equity, which amounts to nearly zero after you take out sales
commissions and closing costs.

That comes to 30 million homes. Don’t count on selling your house to your kids, especially if
they are still living rent-free in the basement.

The good news is that the next real bull market in housing started.
85 million Millennials, those born from 1988 to yesterday, have started competing to buy homes
from only 65 million upwardly mobile Gen Xer’s. Add these two generations together, and you

have a staggering 150 buyers competing for the same housing at the same time!

Fannie Mae and Freddie Mac will soon be gone, meaning that the 30-year conventional
mortgage will cease to exist. All future home purchases will be financed with adjustable rate



mortgages, forcing homebuyers to assume interest rate risk, as they already do in most of the
developed world.

For you Millennials just graduating from college now, this is a best-case scenario. People will,
no doubt, tell you that you are crazy, that renting is the only safe thing to do, and that home
ownership is for suckers.

That's what people told me when | bought my first New York co op in 1982 at one-tenth its
current market price.

Just remember to sell by 2035, because that's when the next intergenerational residential real
estate collapse is expected to ensue. That will leave the next, yet to be named generation,
holding the bag, as your parents are now.
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Time to Buy?



Making a Fortune in Real Estate - Part Il

Is gold your best performing asset for the next five years? Is it high growth technology stocks?
Energy stocks? Or maybe biotech shares?

How about French collectible postage stamps or vintage racing cars?
Nope, you’re not even close. I'll give you a hint: you’re probabily sitting in it.

Yes, the best performing investment you will own for the next five years will most likely be the
home you live in.

Psshaww you may say. Perhaps even balderdash! However, if you look at the crucial data that
drives this long ignored sector, my conclusions are unassailable.

If fact, you can pretty much count on your home to appreciate at a 3%-4% annual rate until well
into the next decade, and more if you are fortunate enough to live on the red hot west coast.
Net out the copious tax breaks that come with homeownership, and your take home will be even
higher than that.

This beats the daylights out of stocks (SPY) (2.2% yield), ten-year Treasury bonds (TLT)
(1.78%) and approaches junk bonds (HYG) (6.61%) in terms of the potential returns.

For a start, the Federal Reserve’s go slow policy on interest rate rises is hugely pro housing.
The conventional 30 year fixed home mortgage can now be had for a bargain 3.5%. And many
finance their properties with the 5/1 ARM’s that | have been recommending which are currently
going for only 2.75%.

Worried about what happens in five years when the interest rate is reset? Just refinance during
the next recession, which will almost certainly happen before then, and you'll probably get a
lower rate than you can get now.

That is, assuming you still have a job.

Any hopes that rates will rise sooner were sorely dashed by the April nonfarm payroll report of
160,000 announced on Friday.

The good news for those homeowners who rely on the floating rates of an adjustable rate
mortgage is that this is not a low interest rate decade, but a low interest rate century.



Another positive is weekly jobless claims of 246,000 at 40 years low, and a decade low
unemployment rate of 5.0%, meaning that a lot more people have the income with which to
purchase homes, far more than only a couple of years ago.

And how about those energy prices? Even after this year’s prolific rally, gasoline prices are still
50% lower than they were two years ago. My eyes almost popped out of my head when | saw
gas for sale in South Carolina at $1.39 a gallon two weeks ago.

Cheap fuel means that consumers have more money in their pockets with which to qualify for
loans, buy houses, and meet their mortgage payments.

Not only will this be a low interest rate century, it will be a low energy cost century as well. If
solar energy costs continue their dramatic rate of improvement, around 50% every four years, it
will nearly be free by 2030.

Not only will free energy provide a big underpinning under home values. It will also increase the
value of suburban homes where commuting is a major factor.

It gets better.

You know that Millennial of yours who'’s been living in your basement since he graduated from
college?

Go downstairs and take a look. Chances are he probably moved out when you weren’t looking,
turning his prodigious gaming skills into a high paying coding job.

What’s more, he’s now dating a girl. You know, the one with the nose ring, the streak of purple
hair, and tattoos up and down both arms?

That leads to family formation. And you know what? The most important trend affecting the
economy that no one knows about is that THE UNITED STATES IS ABOUT TO ENJOY
ANOTHER BABY BOOM!

That’'s why new household formations are likely to jump from the current 1.2 to 1.5 million a year
in the coming decade.

However, only 1 million homes a year are being built, thanks to the halving of construction
capacity in the aftermath of the Great Recession. Subtract from that 250,000 houses a year that

get demolished.

Does anyone hear the words “short squeeze”?



That means 85 million Millennials will be chasing the homes of only 65 Gen Xer’s. Here in the
San Francisco Bay area they are showing up at weekend open houses and paying cash for
beautiful $3 million homes with great views, writing the check right on the spot.

Americans aren’t the only ones buying homes. Some 8% of all the real estate sold in the US in
2015 was to foreign investors, largely Chinese and Hispanics, according to the National
Association of Realtors. That is an all time high. They view US real estate as a great asset
protection strategy.

It is not entirely a bed of roses for housing. A new president Hillary is likely to cut the
deductibility of interest on mortgages of $1 million down to only $500,000. All other tax
increases will be aimed at the 1%.

Are you convinced now? Are you ready to jump into the real estate boom and participate more
than just through your residence?

Fortunately, there are a number of ways you can achieve this.

Residential Real Estate Investment Trusts (REIT’s) offer the opportunities of both a high yield
and capital appreciation.

Better yet is that all of these trade at deep discounts to book values because of fears about
future interest rate rises.

They include Avalon Bay Communities, (AVB) (2.92% yield), Post Properties (PPS) (3.15%
yield), and Camden Property Trust (CPT) (3.60%).

You can also go into traditional new homebuilders, such as KB Homes (KBH), Pulte Homes
(PHM), and DH Horton (DHI). Another option is to take a basket approach by picking up the
iShares US Home Construction ETF (ITB).

See you at the next open house!



DHI DR Horton Inc. NwSE + BATS ® StockCharts.com
2-Aug-2016 12:12pm Open 3227 High 3252 Low 32 25 Last 32.32 Volume 67321 Chg +0.02 (+0.06%) +
MESI(L4] 44,94

Wl OHI (Daily) 32,32

=4[50 32,08 wﬁ 34
—MAEzn%J 30,01 +|]“+ W‘l 33

iy olurme BF3,278

28
27
1004

26

25

16 22 Mar 7 14 21 25 Apr 11 18 25 May 9 416 23 Jung 13 20 27 Jul 11 18 25 Aug &
—MACD(12,26,9) 0.022, 0,298, -0,277 1.0

-1.0
-1.8
16 22 Mar 7 414 21 22 Apr 11 18 25 May 2 416 23 Jung 13 20 27 Jul 411 42 25 Aug =
AVB Avalonbay Communities, Inc. NYSE + BATS @ StockCharts.com
2-Aug-2016 12:13pm Open 12200 High 12528 Low 122.21 Last 12552 Volume 232.91 Chg +2.90 (+1.53%) &
MRSI(14) 56,92
an
/f#rﬂ-/_" Nﬂ- \—-’-}\/_\.L s
T a0
10
2B (Daily) 185,52
—MALS0) 178 53 190.0
—PMALZ00]) 17706
il olurne 238,925 250
dA85.52)
122.5
1200
178.0
1725
1700
167 5
165.0
162.5
—MACD[12,26,9) 1,062, 1,375, -0, 310 4

16 22 Mar 7 14 21 2z Apr 11 18 25 May 5 16 23 Jung 13 20 27 Jul 11 415 25 Aug =



ITB iShares U.S. Home Construction ETF NYSE + BATS @ StockCharts.com

8-Aug-2016 12:14pm Open 2286 High 2017 Low 2356 Last 25,02 Volume 1.:3M Chg -0.02 (0.07%)
[MRSI(14) 52.61

o ITE (Daily) 28.92 — — ] 1 E— - lzoo
—ME(50) 28.21

—MAL200] 26,67 0.5
il olorne 1,340,979 I:r ‘:’Lm

1 __I i 5 _ N o L el I 285
mﬂhl ]HF|TFFTH’|H1”H|.LNT i ER ]’Hq-}” F‘rﬁ_ﬂ%kﬁﬁ"@
22 Mar 7 14 21 23 Apr_11 18 25 May @ 1z 20 27 Jul 11 13 25 Aug &
_MACD(12,26,9J 0,186, 0,320, -0,133

0.50

R
exea

-0.50

074G
22 Mar 7 14 21 2z Apr 11 18 25 May 9 16 23 Juns 13 20 27 Jul 41 18 25 Aug &

Figure 1: Households’ home equity wealth has nearly recovered to its
8 quit) )
peak, while they now also save money at the gas pump

Gasoline Equity
(trillion)
400 14000
=0 12000
300
10000
250
8000
200
150

100 -90 ‘92 ‘94 ‘96 ‘98 ‘00 ‘02 ‘04 ‘06 ‘08 ‘10 ‘12 ‘14 ‘16 4000
== Gasoline cents/gal == Owners’ equity in real state

Source: Federal Reserve, Energy Information Administration



Figure 4: Construction typically runs above household formation
due to the need for demolitions, but now households are forming
faster than homes are being built
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Figure 3: Home prices have fallen in Miami’s top tier, but other tiers
and the national index are unaffected
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Figure 2: Foreign homebuyers are approximately 8% of U.S.
transaction volume
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The Second Industrial Revolution

Circulating among Europe's top global strategists this spring, visiting their corner offices,
camping out in their vacation villas, or cruising on their yachts, | am increasingly hearing about a
new investment theme that will lead markets for the next 20 years: The Second American
Industrial Revolution.

It goes something like this.

You remember the first Industrial Revolution, don't you? | remember it like it was yesterday.
It started in 1775 when a Scottish instrument maker named James Watt invented the modern
steam engine. Originally employed for pumping water out of a deep Shropshire coal mine,
within 32 years it was powering Robert Fulton's first commercially successful steamship, the
Clermont, up the Hudson River.

The first Industrial Revolution enabled a massive increase in standards of living, kept inflation
near zero for a century, and allowed the planet's population to soar from 1 billion to 7 billion. We
are still reaping its immeasurable benefits.

The Second Industrial Revolution is centering on my own neighborhood of San Francisco. It
seems like almost every garage in the city is now devoted to a start up.

The cars have been flushed out onto the streets, making urban parking here a total nightmare.
These are turbo charging the rate of technological advancement.

Successes go public rapidly and rake in billions of dollars for the founders overnight.
Thirty-year-old billionaires are becoming commonplace.

However, unlike with past winners, these newly minted titans of industry don’t lock their wealth
up in mega mansions, private jets, or the Treasury bond market.

They buy a Tesla Model S-1 (TSLA), and then reinvest the rest of their windfall in a dozen other
startups, seeking to repeat a winning formula.

Many do it.
Thus, the amount of capital available for new ideas is growing by leaps and bounds. As a result,
the economy will benefit from the creation of more new technology in the next ten years than it

has seen in the past 200.

Computing power is doubling every year. That means your iPhone will have a billion times more
computing power in a decade. 3-D printing is jumping from the hobby world into large-scale



manufacturing. In fact, Elon Musk's Space X is already making rocket engine parts on such
machines.

Drones came out of nowhere, and are now popping up everywhere.

And don’t get me started on virtual reality. Ever wanted to date Cybill Shepherd or Nicole
Kidman? How about both, at the same time? The possibilities boggle the mind.

It is not just new things that are being invented. Fantastic new ways to analyze and store data,
known as “big data” are being created.

Unheard of new means of social organization are appearing at breakneck speed, leading to a
sharing economy. Much of the new economy is not about invention, but organization.

The Uber taxi service has created $65 billion in market capitalization in only five years, and is
poised to replace UPS, FedEx, and the US Postal Service with “same hour” intra city deliveries.
Now they are offering “Uber Eats” in my neighborhood, which will deliver you anything you want
to eat, hot, in ten minutes!

Airbnb is arranging accommodation for 1 million guests a month, including 120,000 in Brazil for
last year’'s World Cup. They even had 189 German guests staying with Brazilians. | bet those
were interesting living rooms on the final day! (Germany won).

As for me, | am planning my own all Airbnb trip to Europe next summer. It should be interesting.
And you are going to spend a lot of Saturday nights at home alone if you haven’t heard of
Match.com, eHarmony.com, or Badoo.com.

Biotechnology (IBB), an also-ran for the past half-century, is sprinting to make up for lost time.
The field has grown from a dozen scientists in my day 40 years ago, to several hundred
thousand today.

The payoff will be the cure of every major disease, like cancer, Parkinson’s, heart disease,
AIDS, and diabetes, within ten years. Some of the harder cases, such as arthritis, may take a
little longer. Soon, we will be able to manipulate our own DNA at will.

The upshot will be the creation of a massive global market for these cures, generating immense
profits. American firms will dominate this area, as well.

Energy is the third leg of the innovation powerhouse. Into this basket you can throw in solar,
wind, batteries, biodiesel, and even “new” nuclear. The new Tesla home battery will be a game
changer. Visionary, Elon Musk, is ramping up to to make tens of millions of these things.



The message to big oil is that Elon sold 400,000 of his new Tesla 3’s in just two weeks, and that
is for a car that won’t be delivered for two more years.

Use of existing carbon based fuel sources, such as oil and natural gas, will become vastly more
efficient. Fracking is unleashing unlimited new domestic supplies at costs that are falling at an
incredible rate.

Welcome to “Saudi America.”

The government has ordered Detroit to boost vehicle mileages to an average 55 miles per
gallon by 2025. The big firms have all told me they plan to beat that deadline, not litigate it, a
complete reversal of philosophy.

Coal will be burned in impoverished emerging markets only, before it disappears completely.
Energy costs will drop to a fraction of today’s levels, further boosting corporate profits.

If you thought the Internet was big, free energy will have a far greater impact on the global
economy.

Coal will die, not because of some environmental panacea, but because it is too expensive to
rip out of the ground and transport around the world when all of the costs are factored in.

Seven years ago, | used to get two pitches for venture capital investments a quarter, if any.
Now, | am getting two a day. | can understand only half of them (those that deal with energy and
biotech, and some tech, where | have a background).

My friends at Google Venture Capital are getting inundated with 20 a day each! How they
keep all of these stories straight is beyond me. | guess that’'s why they work for Google
(GOOGL).

The rate of change for technology, our economy, and for the financial markets will accelerate to
more than exponential.

It took 32 years to make the leap from steam engine powered pumps to ships, and was a result
of a chance transatlantic trip by Robert Fulton to England, where he stumbled across a huffing
and puffing steam engine.

Such a generational change is likely to occur in 32 minutes in today’s hyper connected world,
and much shorter if you work on antivirus software (or write the viruses themselves!).

The demographic outlook is about to dramatically improve, flipping from a headwind to a
tailwind in 2022. That’'s when the population starts producing more big spending Gen Xer’s and



fewer oversaving and under producing baby boomers. This alone should add at least 1-2% a
year to GDP growth.

China is disappearing as a drag on the US economy. During the nineties and the naughts, they
probably sucked 25 million jobs out of the US.

With an “onshoring” trend now in full swing, the jobs ledger has swung into America’s favor. This
is one reason that unemployment is steadily falling. Joblessness is becoming China’s problem,

not ours.

The consequences for the financial markets will be nothing less than mind boggling. The short
answer is higher for everything. Skyrocketing earnings take equity markets to the moon.

Multiples blast off through the top end of historic ranges. The US returns to a steady 4% a year
GDP growth in the 2020's.

What am | bid for the Dow Average (INDU), (SPY), (QQQ) in 20307 Did | hear 300,000, a
17-fold pop from today’s level? Or more?

Don’t think | have been smoking the local agricultural products in arriving at these numbers.
That is exactly the gain that | saw during 1982 to 2000, when the stock average also
appreciated 17 fold, from 600 to 10,000.

They’re playing the same movie all over again. Except this time, it's on triple fast forward.

There will also be commodities (DBA) and real estate booms. Even gold (GLD) gets bid up by
emerging central banks bent on increasing their holdings to western levels.

| tell my kids to save their money, not to fritter it away day trading now, because anything they
buy in 2020 will increase in value tenfold by 2030. They’ll all look like geniuses, like | did during
the eighties.

After that, | will be 78, and it will be up to them to figure out what is going to happen next.
What are my strategists friends doing about this forecast? They are throwing money into US
stocks with both bands, especially in technology (XLK), biotech (IBB), and energy (XLE).
That’s why the market bounced back so hard from the 10% correct in Q1.

This could go on for decades.

Just thought you’d like to know.



Itis Amazing What You Pick Up on These Things!



The Quantum Computer in Your Future

When | was a kid, radios were built with vacuum tubes.

I remember my dad taking me to the supermarket, where a large display case sporting dozens
of sockets identified the tube you needed.

All you had to do then was install it without electrocuting yourself.

Then transistors were invented, and everything changed overnight. Suddenly, solid-state
electronics took over the market. Everything was lighter, cheaper, and much faster.

A decade later, Intel took over the computer market, launching its revolutionary 4004
microprocessor.

It looks like | am going to live long enough to see another great leap forward in computing
power.

Imagine a single computer that was so powerful that its processing power exceeded that of all
the other computers in the world combined.

Applied to the stock market, such a machine would be able to algorithmically extract hundreds
of billions of profits in without anyone noticing.

It would be able to break any code in the world in seconds, rendering all security programs
useless.

It would also act as an adrenaline shot for all of the artificial intelligence efforts currently out
there.

Oh, and to understand how to interpret its output we will have to invent a new form of advanced
high mathematics.

You may be forgiven for thinking | spent my weekend reading science fiction.
But you would be wrong.

| actually got to see a working prototype for such a machine known as a quantum computer at
the NASA Ames Research Center in nearby Mountain View California.

Dominated by an enormous wooden airship hangar once owned by the Navy, the facility is
home to a joint venture between NASA and Google to develop the next generation of
supercomputers.

The machine was build by D-Wave, a small Canadian start up in Burnaby, a suburb of
Vancouver, Canada. It was founded in 1999 by former wrestler, Geordie Rose, and Haig Ferris.



To understand how such a breakthrough is possible, it is necessary for me to explain some
basic particle physics.

Classical computers operate through a system of silicon gates that allow electrons to pass
through or not. This is expressed in computer code as a 0, a 1, or nothing at all, known as “bits”.

And yes, | am old enough to have programmed simple computers with only 0’s and 1’s.

The problem is that this technology, launched during the 1960’s, is reaching its theoretical limits.
According to the Moore’s Law, the number of circuits squeezed on a microprocessor doubles
every two years until 2015. A few ingenious tweaks and modifications by manufacturers have

extended that deadline by five years to 2020.

After that, a Great Depression was supposed to hit, as all progress in technology ground to a
halt.

Enter quantum computing.

Instead of only two possible choices in each code entry, the number of possible solutions
becomes infinite for quantum computing.

It does this by changing the physical statue of electrons for each piece of code. Some electrons
spin clockwise, others counter clockwise, while other still spin on a Northeast-Southwest axis,

and so on.

As a result, the number of calculations that can be performed by a quantum algorithm increased
exponentially, as does its speed.

The computational unit of a quantum computer is called a “quantum bit,” or “qubit”

The machine | saw has 1,000 qubits, powered by two chips containing 500 niobium loops each,
and was code named “Washington.”

The quantum computer | saw doesn’t look anything like a computer. Instead, it looks like a small
walk in freezer.

That is essentially what it is, as 90% of the hardware is devoted to dissipating heat and
shielding it from electromagnetic and magnetic interference.

The there is no silicon involved in this computer. Instead, the chips are made of hundreds of 2
micron wide threads of Niobium, a rare earth, cooled at close to absolute zero.

The machine | saw had 1,000 qubits, powered by two chips containing 500 niobium loops each,
and was code named “Washington.”

Gold plated copper disks are used as heat sinks.



The next generation quantum computer is expected to have chips made out of aluminum.

The quantum code is now so fragile that the mere presence of matter can erase it and convert it
into a useless classical computer.

Its speed is measured through a process known by “entanglement” whereby distant atoms
display the mirror image of nearby ones.

And know we’re over my pay grade, and probably yours too.

For that reason, its output can only be transmitted through fiber optic cable.

D-Wave is not alone in its efforts at quantum computing. Do any search on the term, and the
numbers of research institutions involved runs into the hundreds. And who know what is going

on in China and Russia?

D-Wave is a private company. Its largest investors include venture capital firm Draper, Fisher,
Jurvetson, Amazon’s Jeff Bezos, and In-Q-Tel, the venture capital arm of the CIA.

It is possible that D-Wave may never see the light of day as a public company in which you and
| can invest. Instead, its total production may be reserved for its original investors.

However, you can invest directly into those shareholders most likely to benefit, including
amazon (AMZN) and Alphabet (GOOG).

There are other models for advanced supercomputing underway that may also reach economic
viability, such as DNA based computing. I'll be covering those in a future letter.

One of the many goals of the Diary of a Mad Hedge Fund Trader is to discover advanced
technologies early, and then get out in front of them with trading recommendations.

Ever wonder shares why Amazon have tripled this year?
This might be the reason.

To learn more about D-Wave and their amazing technology, please click here at
http://www.dwavesys.com
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The Great Artificial Intelligence Stock Play
Youoive Never Heard Of

| have been covering Silicon Valley since it was a verdant, sun kissed peach orchard in
Northern California.

When Apple cofounder Steve Wozniak was president of the Homestead High Radio Club, |
used to polish my Morse code skills communicating with him at night on my own homebuilt, tube

powered radio.

After Apple (AAPL) went public in 1980, it was my job at Morgan Stanley to take a young, blue
jean clad Steve Jobs around to visit the big New York institutional investors.

After all, | was one of only three Californians then working at that prestigious private investment
bank.

It was the worst day of my life. Steve was not exactly “Mr. Congeniality.”

And whenever | had time to kill at Morgan Stanley, | would walk down a floor to the fixed income
research department and debate long tail mathematics with some geek named Jeff Bezos.

A book store, Jeff, really? You've got to be kidding me!

| have to say that in the half century that | have followed the technology industry, | have never
seen the principals, gurus, and visionaries so excited about a major new trend.

That would be artificial intelligence, or Al.

Asking if Al is relevant now is like pondering the future of Thomas Edison’s new electricity in
1890.

If you think that Al still belongs in the realm of science fiction, you obviously didn’t get the
memo. It is all around us all the time, 24/7. You just don’t know it yet.

Al passed out of the world of i2001: A Space Odysseyiso HAL 9000, Fritz Lang’s Metropolis,
and the Arnold Schwarzenegger portrayed Terminators a long time ago.

When my pre-teen girls got iPhones for Christmas, the first question they asked the built in Al
assistant, Siri, was “Do you have a boyfriend?”

(Answer: “Why, so we can get ice cream together, listen to music, and travel across galaxies,
only to have it end in slammed doors, heartbreak, and loneliness? Sure, where do | sign up?”)

Apparently, Siri has had some unhappy experiences with men.



Ask Siri the same question today, and you get a different answer. Siri is learning.
If you really want to be impressed by Al, jump into my new self driving Tesla Model X SUV.
| have been driving cars for 50 years, and the Model X is far more skilled than I.

It stays perfectly centered in a lane at all times. If someone pulls in front of you, it automatically
slows down to a regulation safe distance.

Touch the turn signal, and it will perfectly move into the adjacent lane, but only when it is
prudent to do so.

So far, Tesla’s have driven 100 million miles on autopilot, resulting in only one death.

That amounts to a 50% reduction in the fatality rate for driving cars. Translate that nationally,
and it would cut the US automotive death rate by half, saving 15,000 lives a year.

And we are still in the very early days of this technology. Ultimately, the death rate should be
zero. Emergency rooms would go out of business.

It helps that Al driven cars don’t drink, do drugs, have bad moods, want to race each other, or in
my case, suffer from the failing eyesight and slowing reflexes that come with age.

And here’s the scary part.

Friends of mine in senior management at Tesla (TSLA) who have been using the self-driving
cars for two years tell me that since each vehicle has a unique learning experience, they are
developing different personalities.

In other words, they are becoming human!

Recently, Tesla announced that its revolutionary full autopilot will be installed in all of its new
cars. In December, the company plans to allow a Model S-1 to drive from Los Angeles to New

York, BY ITSELF.

Expect the move to be accompanied by a lot of promotion and hoopla. It could also spark a new
investment boom in Al stocks.

And here’s the rub.
It is impossible to invest purely in Al.

All new Al startups comprise small teams of experts from labs and universities financed by big
venture capital firms like Sequoia Capital, Kleiner Perkins, and Andreessen Horowitz.

After developing software for a year or two, they are sold on to major technology firms at huge
premiums. They never see the light of day in the form of a public listing.



Alphabet (GOOG) acquired Britain based, Deep Mind, in 2014. Later that year, Google’s
AlphaGo program defeated the world’s top ranked Go player.

Last year, Microsoft (MSFT) purchased Equivio, a small firm that applies Al to advanced
document searches on the Internet.

Amazon (AMZN) recently bought out Orbeus, a startup known for machine learning tools for
image recognition.

Amazon’s Jeff Bezos now says that his Amazon Fresh home food delivery service is using Al
to grade strawberries.

Really!
We’'re not talking small potatoes here.

The global artificial intelligence market is expected to grow at an annual rate of 44.3% a year to
$23.5 billion by 2025.

Nearly half of all applications now use some form of Al that by 2020 will earn businesses an
extra $60 billion a year in profits.

And from what | have learned from speaking to the major players over the last few weeks, | am
convinced that these are low numbers by an order of magnitude.

I have been following developments in artificial intelligence since the 1960’s.

There were those feeble computer dating attempts in the early seventies where we all had to
prepare IBM punch cards.

| was matched with an annoyingly aggressive real estate agent. (Really?). Her only real
qualification was that she was female.

It took decades and tens of thousands of programming man-hours before IBM’s Deep Blue
could become a chess grandmaster in 1996, defeating Garry Kasparov.

Big Blue’s latest effort came to us with Watson in 2007, an 85,000-watt behemoth, with 90
servers and 15 terabytes of data, or three quarters of the content of the entire Library of
Congress.

The machine can read a staggering 1 million books a second. IBM has so far poured $15
billion into the project.

In 2011, Watson defeated the top rated Jeopardy game show contestant by answering the
question “What city’s national museum lost the “Lion of Nimrod.” The answer was “What is
Baghdad” (I knew that!).

Today, Watson is on loan to the University of North Carolina at Chapel Hill, where it has been



deployed to cure cancer.

It took scientists a week to teach Watson how to read medical literature. In the second week, it
read every paper published on cancer, some 25 million.

By the third week it was proposing customized cures for advanced cancer patients, which
achieved a 33% success rate.

After all, it can read all of the 8,000 cancer papers that are published every day from around the
world IN SECONDS!

Scientists say that Watson has so far reached only 1% of its true potential.

It gets better than that.

A clinic can now biopsy your tumor, sequence its DNA, design a custom protein that will target
and destroy your personal tumor, mass produce it, inject it in your tumor, and cure you of cancer
in a month.

This is being done with human volunteers in clinical trials NOW.

Expect this procedure to go retail in about ten years. And by that | mean cheap, locally
available, and covered by your health insurance policy.

Only recently, we learned that cancer occurs at the cellular level decades before tumors can be
discovered with our current primitive devices.

By the 2020’s news toilets will come equipped with sensors and chips loaded with every cancer
genome known to man.

When your toilet discovers a known fragment of DNA, it will email you a warning that’s time to
visit the doctor and include the entire genetic code of the cancer that has to be dealt with.

| believe that Watson, and its future offspring, will cure the major human maladies within a
decade. My generation will probably be the last to suffer serious disease.

It isn’t just Watson that will take us the great leap forward in computing. By 2020, you will be
able to buy a low-end laptop for $500 that can hold ALL KNOWLEDGE ACCUMULATED IN
HUMAN HISTORY!

They better hurry. That body of knowledge is doubling every 18 months!

It is a key part of my argument that the US will enjoy a Golden Age and see a return of the
“‘Roaring Twenties” during the 2020’s.

Al is now deciding the outcome of political campaigns.

The party that figured out that a iDonate Now and Receive a Free Giftd button on a



