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We are just 1 year into the post COVID-19 world. Profound changes to the way we live, work, travel, spend and socialise are obvious. If the globĂůĞĐŽŶŽŵǇǁ ĂƐĂďĂƩ ůĞƐŚŝƉ͕ ƚŚĞƐŚŝƉĂŶĚĐƌĞǁ ǁ ŽƵůĚďĞŽƉĞƌĂƟŶŐĂƚ͞ ƌĞĚĂůĞƌƚ͟ ƐƚĂƚƵƐ͘ dŚŝƐŝƐƚǇƉŝĐĂůŽĨĂǀ ĞƐƐĞůďĞŝŶŐĂƌŵĞĚĂŶĚƉƌĞƉĂƌĞĚĨŽƌ
any present risks that could threaten its safety. In a curious irony, every government and central bank has acted exactly as it should, at red alert.
^ƟŵƵůƵƐŵĞĂƐƵƌĞƐŚĂǀ ĞŐĞŶĞƌŽƵƐůǇĚĞƉŽƐŝƚĞĚŵŽŶĞǇŝŶƚŽƚŚĞďĂŶŬĂĐĐŽƵŶƚƐŽĨĐŝƟǌĞŶƐ;ďŽƚŚĐŽƌƉŽƌĂƚĞĂŶĚŝŶĚŝǀ ŝĚƵĂůƐͿĂŶĚŝŶƚĞƌĞƐƚƌĂƚĞƐƌĞͲ
ĚƵĐĞĚƚŽ͞ ĞŵĞƌŐĞŶĐǇ͟ ůĞǀ ĞůůŽǁ ƐŽĨ͘͘ ͘ ZK ͊ , Žǁ Ğǀ Ğƌ͕ ƚŚĞƐĞƐƵƉƉŽƌƟǀ ĞŵĞĂƐƵƌĞƐƚŽĂǀ Ğƌƚǁ ŝĚĞƐƉƌĞĂĚĐĂƚĂƐƚƌŽƉŚĞ͕ ĂƉƉĞĂƌƚŽŚĂǀ ĞďĞĞŶŐƌĞĂƚůǇ
ŵŝƐƵŶĚĞƌƐƚŽŽĚ͘ dŚĞĐƌĞǁ ͕ ŝŶƚŚŝƐĐĂƐĞŽƌĚŝŶĂƌǇƉĞŽƉůĞ͕ ƐĞĞŵƚŽďĞƌĞƐƉŽŶĚŝŶŐĂƐŝĨƚŚĞǇĂƌĞŽŶƌĞĐƌĞĂƟŽŶůĞĂǀ Ğ͘ ' ůŽďĂůƉƌŝǀ ĂƚĞďŽƌƌŽǁ ŝŶŐŚĂƐ
reached record levels propelling 2021 property prices and sharemarkets to record highs. Conﬁdence and post-lockdown “spending therapy” has
ďĞĞŶƵŶďƌŝĚůĞĚ͕ ĞǆĐĞĞĚŝŶŐĂůůĞǆƉĞĐƚĂƟŽŶƐ͘ WĞŽƉůĞŚĂǀ ĞŝŶĚƵůŐĞĚƚŚĞŵƐĞůǀ ĞƐƚŽĐŽŵƉĞŶƐĂƚĞĨŽƌƚŚĞŝƌƉĞƌŝŽĚŽĨĞŶĨŽƌĐĞĚĐŽŶĮ ŶĞŵĞŶƚ͘ A chilling
disconnect has arisen between a global economy on life support and booming markets. Spenders have succumbed to cheap/easy credit and
E W>͕ ǁ ŚŝůƐƚŝŶǀ ĞƐƚŽƌƐƐƵī ĞƌŝŶŐ&K D K ĨĞĂƌůĞƐƐůǇĐŚĂƐĞƚŚĞĞĂƐǇƌŝĐŚĞƐŽĨĞǀ ĞƌƌŝƐŝŶŐĂƐƐĞƚƉƌŝĐĞƐ͘ dŚĞĮ ŶĂůƐƚĂŐĞƐŽĨĞǀ ĞƌǇďƵůůŵĂƌŬĞƚŽŌĞŶůŽŽŬ
ůŝŬĞƚŚŝƐ͕ ŽŶůǇƚŽďĞƐŬŝƩ ůĞĚďǇƚŚĞƵŶĞǆƉĞĐƚĞĚ͘ t ŝůůŝƚďĞŝŶŇĂƟŽŶ͍  ŽŶ͛ ƚĨŽƌŐĞƚŚĂƉůŝŶ͛ ƐďĂŶĂŶĂƉĞĞůĂŶĚŵĂŶŚŽůĞƐŬŝƚ͘ Winter is coming.

“It’s The Liquidity, Stupid”.....and TINA
Be prepared for 2021 to be the boom of the decade,
for all the wrong reasons. What follows will be the ﬁrst of a
ĐŽŶƟŶƵŝŶŐƐĞƌŝĞƐŽĨĂƌƟĐůĞƐĞǆƉůŽƌŝŶŐƚŚĞďĂƐŝƐŽĨƚŚŝƐďŽůĚƐƚĂƚĞŵĞŶƚ͘

Running Out Of Road
ZĞĂĚĞƌƐŽĨƐƵĸ ĐŝĞŶƚǇĞĂƌƐŵĂǇƌĞĐŽŐŶŝƐĞƚŚĞƟƚůĞ
of this Investment Insight. It is a twist on the “It’s
The Economy, Stupid” slogan used by Bill Clinton in
ŚŝƐƐƵĐĐĞƐƐĨƵůϭϵϵϮWƌĞƐŝĚĞŶƟĂůĐĂŵƉĂŝŐŶ͘ 
ƚƚŚĞƟŵĞ͕ ƚŚĞh ^ǁ ĂƐŝŶƚŚĞŐƌŝƉŽĨĂƐĞǀ ĞƌĞƌĞĐĞƐƐŝŽŶĚĞĂůŝŶŐǁ ŝƚŚĂ
ƉůĞƚŚŽƌĂŽĨĚŽŵĞƐƟĐƉƌŽďůĞŵƐĨŽůůŽǁ ŝŶŐƚŚĞ' ƵůĨt Ăƌ͘ ' Žǀ ĞƌŶŵĞŶƚ
deﬁcits, tax policy, unemployment, falling house/share prices, rising
healthcare costs and homelessness were the major issues of the day.

Rising asset prices, are not evidence of prosperity. Perversely they are an
ŝŶǀ ĞƌƐĞĨƵŶĐƟŽŶŽĨƚŚĞĐŽƐƚŽĨŵŽŶĞǇ;10 year bonds to be discussed in our
next issue). That is, when interest rates are high, asset prices are low. Savers are rewarded with high returns/low risk. Borrowers pay high interest
ƌĂƚĞƐĨƌŽŵĨƵƚƵƌĞŝŶĐŽŵĞƚŽŝŶǀ ĞƐƚŝŶƌŝƐŬĂƐƐĞƚƐǁ ŝƚŚǀ ŽůĂƟůĞƉƌŝĐĞƐ͘ 
ZĞŇĞĐƟŶŐďĂĐŬŽŶŽƵƌϯ ƌŽŽƚƉƌŽďůĞŵƐ͕ ŝƚŝƐŶŽƚŚĂƌĚƚŽƐĞĞƚŚĂƚǁ ŚĞŶ
interest rates fall for decades and look like they will never rise, people respond accordingly and roles are reversed. Savers are punished by low returns and borrowers rewarded with lower costs and higher capital gains.
WƌĞĚŝĐƚĂďůǇƚŚĞŶ͕ Ğǀ ĞƌƐŝŶĐĞƚŚĞĞĂƌůǇϮϬϬϬƐĂŌĞƌϵͬ ϭϭǁ ŚĞŶŝŶƚĞƌĞƐƚƌĂƚĞƐ
falls were accelerated, most people have borrowed more and saved less.
You are looking at what
happens over 20 years
as interest rates fall.

ůŝŶƚŽŶƵƐĞĚŚŝƐĐĂƚĐŚĐƌǇƚŽĚŝƌĞĐƚƚŚĞĂƩ ĞŶƟŽŶŽĨh ^ǀ ŽƚĞƌƐŽŶƚŚĞŬĞǇ
ƉůĂŶŬƐŽĨŚŝƐƉůĂƞŽƌŵ͘ , ĞĂƐƚƵƚĞůǇĂŶĚƌĞƉĞĂƚĞĚůǇĨŽĐƵƐƐĞĚƚŚĞŵŝŶĚƐŽĨ
ǀ ŽƚĞƌƐŽŶƚŚĞŝƐƐƵĞƐƚŚĂƚŵŽƐƚĐŽŶĐĞƌŶĞĚƚŚĞŵ͘ , ĞŝĚĞŶƟĮ ĞĚƚŚĞŝůůƐĂŶĚ
forged a speciﬁc plan to address them, including raising taxes. For some
reason, governments and people today lack that courage or will.

Debt doubled before
COVID and interest
costs halved. Asset prices have followed debt.
COVID has extended
both to extreme levels.

The challenges of 2021 resemble those of the early 1990s. As well as the
pandemic, our current day world is dealing with the repercussions of US/
China trade tensions, crippling debt burdens, aged care issues, rising
income inequality, youth unemployment, unaﬀordable housing, social
ƵŶƌĞƐƚ͕ ĨĂŬĞŶĞǁ ƐΘĐĂŶĐĞůĐƵůƚƵƌĞ͕ ƌĞǀ ĞƌďĞƌĂƟŶŐĞŶĚůĞƐƐůǇĞǀ ĞƌǇǁ ŚĞƌĞ͘
ZĞƐŽůǀ ŝŶŐƚŚĞĞĂƌůǇϭϵϵϬƐƉƌŽďůĞŵƐĚĞŵĂŶĚĞĚƟŵĞ͕ ƉĂŝŶ͕ ƌĞƐŝůŝĞŶĐĞ͕ 
co-ŽƉĞƌĂƟŽŶĂŶĚƐŚĂƌĞĚďƵƌĚĞŶƐ͘ It is diﬃcult to imagine the current
malaise can be tackled any diﬀerently. Is that even possible though, with
ĨƌĞĞƐƉĞĞĐŚŵƵǌǌůĞĚĂŶĚŵĂŶǇŶŽůŽŶŐĞƌůŝƐƚĞŶƚŽĂŶǇĐŽŵƉĞƟŶŐǀ ŝĞǁ Ɛ͍ 
At the root of the current Western economic disorder, lies three major
ĨĂĐƚŽƌƐ͗ ;ŝͿĂůĂĐŬŽĨƐƚƌƵĐƚƵƌĂůĞĐŽŶŽŵŝĐƌĞĨŽƌŵͬ ŝŶǀ ĞƐƚŵĞŶƚƌĞƐƵůƟŶŐŝŶ
ĚŝŵŝŶŝƐŚŝŶŐƉƌŽĚƵĐƟǀ ŝƚǇ͕;ŝŝͿŐůŽďĂůŝƐĂƟŽŶĂŶĚƚĞĐŚŶŽůŽŐŝĐĂůĚĞƐƚƌƵĐƟŽŶ
of jobs and (iii) two decades of progressively declining interest rates
ƌĞƐƵůƟŶŐŝŶĂŐůŽďĂůĚĞďƚĞǆƉůŽƐŝŽŶƚŽĨƵŶĚƉƵďůŝĐƐĞƌǀ ŝĐĞƐ͕ Ɖƌŝǀ ĂƚĞ
spending, GDP, asset prices and the illusion of economic good health.
These factors have combined to mutate into a wide-spread divisive social problem—income inequality. The 21st century has evolved into a
world of haves and have nots. Those with income and/or capital borrow to increase wealth. Those without, borrow to survive. When one
was born now seriously impacts what life one can expect. Boomers did
ǁ Ğůů͕ŽƚŚĞƌƐŶŽƚƐŽŵƵĐŚ͘ t ĞĂƌĞŝŶĂƉŝĐŬůĞ͕ ƚŚĂƚŶĞŝƚŚĞƌƉŽůŝƟĐŝĂŶƐŶŽƌ
people seem prepared to confront. Content to kick the can down the
road, ǁ ĞĂƌĞƌƵŶŶŝŶŐŽƵƚŽĨƌŽĂĚ͕ ƌĞĚƵĐĞĚƚŽƐŝŵƉůǇƉƌŝŶƟŶŐŵŽŶĞǇ͘
Few aﬄuent people want to give up what they have, much less pay highĞƌƚĂǆĞƐ͘ t ŚŝůƐƚĂŶĞǀ ĞƌŝŶĐƌĞĂƐŝŶŐŶƵŵďĞƌŽĨŽŌĞŶŝŶŶŽĐĞŶƚůŽǁ ŝŶĐŽŵĞ
households rely on government services to retain their dignity.
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How much lower can
rates go from ZERO?
Be alert INFLATION risks
ŵĂǇƟƉƚŚĞĂƉƉůĞĐĂƌƚ͘
Moving forward, let’s acknowledge that PRIOR to COVID-19, most of the
world and most people were deeply in debt. Then, COVID hits with jobs
and incomes suddenly at risk. RED ALERT. In Australia, luckily being 5,000
kms from anywhere, Scomo hands out 100s of billions, Daniel Andrews
steps up with 10s of billions. ALL BORROWED. Josh Frydenberg relaxes the
“responsible lending” rules and tells banks to get out there and lend to
home buyers to save the economy. Meanwhile the RBA reduces interest
rates to 0.1% announcing it is not afraid of asset bubbles forming. Wow!
This perfect storm creates an economy sloshing in too much money, with
too much liquidity seeking a home. ^ƵƉƉůǇĐŚĂŝŶĚŝƐƌƵƉƟŽŶŝŶŵĂŶƵĨĂĐͲ
tured goods adds to the problem. Rising prices result, especially property
ƉƌŝĐĞƐĂŶĚƐŚĂƌĞƐ͘ ZĞƐŝƐƟŶŐƚŚĞůƵƌĞŽĨĞĂƐǇŐĂŝŶƐ͕ ĞƐƉĞĐŝĂůůǇǁ ŚĞŶĞǀ ĞƌǇͲ
one is on board is always going to trigger a buying frenzy. So we have one.
What is TINA you ask? Well when money earns NOTHING in a bank account
or term deposit, dŚĞƌĞ/ƐE ŽůƚĞƌŶĂƟǀ Ğbut to withdraw the cash and invest in risky assets to generate higher income. This behaviour, mostly taken
ďǇĐŽŶƐĞƌǀ ĂƟǀ ĞŝŶǀ ĞƐƚŽƌƐĂŶĚƚǇƉŝĐĂůůǇƚŽǁ ĂƌĚƐƚŚĞĞŶĚŽĨĂĐǇĐůĞ͕ ŵĞĂŶƐ
even more money is chasing the same assets driving prices even higher.
WƌŽƉĞƌƚǇ͕ƐŚĂƌĞƐ͕ ĐĂƌƐ͕ ĐŽůůĞĐƟďůĞƐĂŶĚĞǀ ĞŶďŝƚĐŽŝŶĂƌĞŽŶĂůŝƋƵŝĚŝƚǇǁ Ăǀ Ğ
that appears to be unstoppable. For now, let’s all just enjoy the 2021 ride.
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Pyramids And Ponzi Schemes

Meet Carlo “Charles” Ponzi (1882-1949)

We hope readers ﬁnd this next piece lighter in content, yet no less inĨŽƌŵĂƟǀ Ğ͘ /ŶŬĞĞƉŝŶŐǁ ŝƚŚƚŚĞĐƵƌƌĞŶƚƉŽƐƚK s / -ϭϵƐƉĞĐƵůĂƟǀ ĞŝŶǀ ĞƐƚͲ
ŵĞŶƚƚŚĞŵĞ͕ ǁ ĞĞǆƉůŽƌĞƚǁ ŽƚƌĂĚŝƟŽŶĂů͞ ŐĞƚƌŝĐŚƋƵŝĐŬ͟ ƐĐŚĞŵĞƐŽŌĞŶ
conﬂated in every day speech: pyramid schemes and Ponzi schemes.

, Ăǀ ŝŶŐƌĞĂĚĂůŝƩ ůĞĂďŽƵƚƚŚĞWŽŶǌŝƐĐŚĞŵĞƉƌŽĐĞƐƐ͕ ůĞƚ͛ ƐƚĂŬĞĂĚĞĞƉĚŝǀ Ğ
ŝŶƚŽƚŚĞŵĂŶĂŌĞƌǁ ŚŽŵŝƚǁ ĂƐŶĂŵĞĚ;ďƵƚŶŽƚŝŶǀ ĞŶƚĞĚͿ͘ /ƚŝƐϭϵϭϵ͕ ŝŶƚŚĞ
ƉŽƐƚt t ϭͬ ^ƉĂŶŝƐŚ&ůƵh ^ĞƵƉŚŽƌŝĂ͘ ƟŵĞŽĨĐŽŶĮ ĚĞŶĐĞĂŶĚƌĂƉŝĚĐŚĂŶŐĞ͕ 
ŝŶĚƵƐƚƌǇǁ ĂƐŐĞƫ ŶŐďĂĐŬƚŽǁ ŽƌŬ͕ ĞǆĐŝƟŶŐŝŶŶŽǀ ĂƟŽŶƐŝŶƐĐŝĞŶĐĞĂŶĚŵĂͲ
ĐŚŝŶĞƐĂŶĚŵĂŶǇŝŵŵŝŐƌĂŶƚƐĂŶĚŶĞǁ ŝĚĞĂƐǁ ĞƌĞĐŽŵŝŶŐƚŽŵĞƌŝĐĂ͘ ƟŵĞ
when people saw money being made all around them and a cavalier apƉƌŽĂĐŚǁ ĂƐƚĂŬĞŶƚŽďŽƚŚƌŝƐŬƐĂŶĚƌĞƚƵƌŶƐ͘ ƟŵĞŶŽƚĚŝƐƐŝŵŝůĂƌƚŽƚŽĚĂǇ͘

Every industry is built on understanding human nature. How people make
decisions and why. When it comes to money, most people have a form of
ŐƵĂƌĚŝĂŶĂŶŐĞůŽŶŽŶĞƐŚŽƵůĚĞƌƚŚĂƚŚĞůƉƐƚŚĞŵƚŽŝĚĞŶƟĨǇƚŚĂƚǁ ŚĞŶ
something is too good to be true, don’t do it. On the other shoulder is a
devil that sees the same oﬀer as too good to miss. Occasionally, all it
ƚĂŬĞƐŝƐƚŚĞƌŝŐŚƚǁ ŽƌĚƐĨƌŽŵƚŚĞƌŝŐŚƚƉĞƌƐŽŶĂƚƚŚĞƌŝŐŚƚƟŵĞĂŶĚďŝŶŐŽ͊ 
t ĞĂƌĞŝƌƌĞƐŝƐƟďůǇĚƌĂǁ ŶƚŽĚŽƐŽŵĞƚŚŝŶŐwe just know we will regret.
Pyramid schemes are built on a network
principle where a person at the top of the
pyramid promotes a product or service to
recruits for a fee, who are themselves
required to sign up more recruits for a
fee, and so on, and so on. The growing
money pie is shared at each level, but
always leads to the top.

ŚĂƌůĞƐWŽŶǌŝǁ ĂƐďŽƌŶŝŶ/ƚĂůǇǁ ŝƚŚĂŶĂƌŝƐƚŽĐƌĂƟĐŚĞƌŝƚĂŐĞǁ ŚŽƐĞĨĂŵŝůǇ
ǁ ĞĂůƚŚǁ ĂƐůŽŶŐŐŽŶĞ͘ , Ğǁ ĂƐĚĞǀ ŽƚĞĚƚŽŚŝƐŵŽƚŚĞƌǁ ŚŽĂƐĂĐŚŝůĚŝŶƐƟůůĞĚ
ŝŶŚŝŵŚŝŐŚĞǆƉĞĐƚĂƟŽŶƐƚŽƌĞĚĞĞŵƚŚĞĨĂŵŝůǇŶĂŵĞ͘ , ĞŶĞǀ ĞƌĨŽƌŐŽƚƚŚŝƐ͘ 
, ĞĂƩ ĞŶĚĞĚƵŶŝǀ ĞƌƐŝƚǇĂƚĂƟŵĞǁ ŚĞŶĨĞǁ ĐŽƵůĚĂŶĚŵŝǆĞĚǁ ŝƚŚƚŚĞĞůŝƚĞ͘
, Ğǁ ĂƐĂĐŽŵƉůĞǆĐŚĂƌĂĐƚĞƌ͕ ĂĐŚĂƌŝƐŵĂƟĐĐŚĂƌŵĞƌǁ ŝƚŚĂĚĞĐŝĚĞĚƚĂƐƚĞĨŽƌ
the good life. He was entrepreneurial to the core with big dreams. Leaving
Rome on a ship bound for Boston, Ponzi had $200 to start a new life. By the
ƟŵĞƚŚĞƐŚŝƉůĂŶĚĞĚ͕ ŚĞŚĂĚŐĂŵďůĞĚĂŶĚƐƉĞŶƚĂůůďƵƚΨϮ͘ ϱϬ͘

The schemes usually fail because it becomes increasingly diﬃcult to ﬁnd new
recruits/members to pay money and join the system. Failed schemes
ŝŶĐůƵĚĞƚŚĞĂŝƌƉůĂŶĞŐĂŵĞĂŶĚŵĂŶǇĐŚĂŝŶůĞƩ Ğƌǀ ĂƌŝĂŶƚƐ͘
Not every pyramid scheme is a ﬁnancial fraud.D ƵůƟ-ůĞǀ ĞůŵĂƌŬĞƟŶŐ
companies such as Amway, Younique and Herbalife amongst many, use a
ƉǇƌĂŵŝĚĚŝƐƚƌŝďƵƟŽŶŵŽĚĞů͘, Žǁ Ğǀ ĞƌƚŚĞǇĂƌĞďĂƐĞĚŽŶŐĞŶƵŝŶĞƉƌŽĚƵĐƚ
oﬀerings designed to fulﬁl a customer need or want, not just sign up fees.
dŚĞůƵƌĞŽĨƚŚĞƐĞďƵƐŝŶĞƐƐŵŽĚĞůƐŝƐƚŚĂƚĚŝƐƚƌŝďƵƚŽƌƐĂƌĞĂƩ ƌĂĐƚĞĚďǇƚŚĞ
ŶŽƟŽŶŽĨďĞŝŶŐ͞ ďƵƐŝŶĞƐƐŽǁ ŶĞƌƐ͟ ǁ ŚŽƐĞŝŶĐŽŵĞŝƐŶŽƚĚĞƚĞƌŵŝŶĞĚďǇ
ƟŵĞůŝŬĞĞŵƉůŽǇĞĞƐ͘ h ŶĨŽƌƚƵŶĂƚĞůǇ͕ĨŽƌŵŽƐƚ͕ ƚŚĞŽƵƚĐŽŵĞŝƐƉƌĞĚŝĐƚĂďůĞ͘
WŽŶǌŝƐĐŚĞŵĞƐĂƌĞĂƌƌĂŶŐĞŵĞŶƚƐĞŶƟƌĞůǇĚŝī ĞƌĞŶƚĨƌŽŵƉǇƌĂŵŝĚ
schemes. They are based on the “robbing Peter to pay Paul” principle.
ƐƐĞŶƟĂůůǇ͕ĂƉƌŽŵŽƚĞƌƉƌŽŵŝƐĞƐƌĞƚƵƌŶƐƚŽŝŶǀ ĞƐƚŽƌƐ͕ ĞŝƚŚĞƌĚŝǀ ŝĚĞŶĚƐŽƌ
interest, that are unusually high (e.g. 10% per month). There will usually
ďĞĂƐŽŵĞǁ ŚĂƚƉůĂƵƐŝďůĞĞǆƉůĂŶĂƟŽŶũƵƐƟĨǇŝŶŐƚŚĞŚŝŐŚƌĞƚƵƌŶƐǁ ŚŝĐŚǁ ŝůů
ĂůůĂǇƚŚĞĐŽŶĐĞƌŶƐŽĨĂŶǇƐĐĞƉƟĐĂůŝŶǀ ĞƐƚŽƌ͘ 
In reality, the returns payable to prior investors are funded from the principal contributed by new investors, as there is no underlying business.
dǇƉŝĐĂůůǇ͕ŽŶĐĞĂƐĐŚĞŵĞŝƐƐĞĞĚĞĚĂŶĚŝŶŝƟĂůƉƌŽŵŝƐĞƐĂŶĚƉĂǇŽƵƚƐĂƌĞ
fulﬁlled, it is human nature for the early investors to spread the word
about their investment savvy to family and friends. With evidence in place
that the cash payouts are real, it is mechanically predictable that many
new investors will be drawn into the arrangement in a manner that resembles a pyramid scheme. The only genuine similarity in the two
schemes is that ƚŚĞƉĂƌƟĐŝƉĂŶƚƐŽĨďŽƚŚĂƌĞďůŝŶĚĞĚďǇĞĂƐǇŵŽŶĞǇ͘
ĞĨŽƌĞƌĞĂĚĞƌƐĐŽŶǀ ŝŶĐĞƚŚĞŵƐĞůǀ ĞƐƚŚĞǇĂƌĞƵŶůŝŬĞůǇƚŽĨĂůůǀ ŝĐƟŵƚŽƐƵĐŚ
transparent schemes, one would do well to be aware that modern well
structured packaging of an old idea can be extremely convincing.
As recently as 2008, Bernie L Madoﬀ a former Chairman of the NASDAQ
ǁ ĂƐĞǆƉŽƐĞĚĨŽƌĐŽŶĚƵĐƟŶŐĂWŽŶǌŝďĂƐĞĚĨƌĂƵĚĨŽƌŽǀ ĞƌϮϱǇĞĂƌƐ
ĂŵŽƵŶƟŶŐƚŽh ^ΨϲϰďŝůůŝŽŶ͊ D ĂĚŽī ǁ ĂƐƌĞŶŽǁ ŶĞĚĨŽƌŚŝƐĐŽŶƐŝƐƚĞŶƚ
investment returns over decades. Using undisclosed “strategies” his funds
ƌĞƉŽƌƚĞĚƌĞƚƵƌŶƐĂǀ ĞƌĂŐŝŶŐϭϬ͘ ϰй ƉĂǁ ŝƚŚƐƵƌƉƌŝƐŝŶŐůǇůŝƩ ůĞǀ ŽůĂƟůŝƚǇ͘
Investors received monthly printed investment and performance statements. A feature of Madoﬀ’s scheme was its “exclusivity” to wealthy or
prominent individuals such as Zsa Zsa Gabor, Kevin Bacon and John
D ĂůŬŽǀ ŝĐŚ͕ ďĂŶŬƐĂŶĚĐŚĂƌŝƟĞƐ;^ƚĞƉŚĞŶ^ƉŝĞůďĞƌŐ͛ Ɛt ƵŶĚĞƌŬŝŶĚĞƌ&ŽƵŶͲ
ĚĂƟŽŶͿ͘ ǆƉŽƐĞĚŽŶůǇĂƐĂƌĞƐƵůƚŽĨƚŚĞ' &ďĂŶŬŝŶŐĐƌŝƐŝƐǁ ŚŝĐŚĨƌŽǌĞŚŝƐ
funds, Madoﬀ, unremorseful was sentenced to 150 years jail in 2009. His
ŝŶŶŽĐĞŶƚƐŽŶĐŽŵŵŝƩ ĞĚƐƵŝĐŝĚĞϮǇĞĂƌƐůĂƚĞƌ͘ Į ŶĂŶĐŝĂůƐŽĐŝŽƉĂƚŚ͕
D ĂĚŽī ͛ ƐŝŶǀ ĞƐƚŵĞŶƚĨƵŶĚƐŶĞǀ ĞƌƚƌĂĚĞĚŝŶƐŚĂƌĞƐŽƌƐĞĐƵƌŝƟĞƐ͘

Undeterred, he quickly learned English while working as a waiter and soon
moved to Canada being introduced to banking. Imprisoned for forging a
ĐŚĞƋƵĞ͕ ƚŚĞŶĂŐĂŝŶĨŽƌŝůůĞŐĂůůǇĂƐƐŝƐƟŶŐ/ƚĂůŝĂŶƐƚŽĐƌŽƐƐƚŚĞďŽƌĚĞƌ͕ ŚĞƌĞͲ
ƚƵƌŶĞĚƚŽŽƐƚŽŶĂŶĚĂŌĞƌƐŽŵĞǇĞĂƌƐŵĂƌƌŝĞĚ͕ ZŽƐĞ͕ ƚŚĞůŽǀ ĞŽĨŚŝƐůŝĨĞ͘ 
Seeking that elusive get rich idea, he rented an oﬃce and there received a
ůĞƩ Ğƌǁ ŝƚŚĂŶ/ŶƚĞƌŶĂƟŽŶĂůZĞƉůǇŽƵƉŽŶ;/ZͿ͘ It was a eureka moment.
IRCs were a form of reply paid postage enabling people to write to family
and receive a reply even where the recipient could not aﬀord postage. Ponzi
ŝĚĞŶƟĮ ĞĚƚŚĞŵĂƐĂŶŝŶƚĞƌŶĂƟŽŶĂůĐƵƌƌĞŶĐǇ͘t ŝƚŚƵƌŽƉĞĂŶĐƵƌƌĞŶĐŝĞƐ
decimated, it was possible to buy $US5 of IRCs in Europe with only $US1.
dŚŝƐůƵĐƌĂƟǀ ĞƌŝƐŬĨƌĞĞĂƌďŝƚƌĂŐĞǁ ĂƐƚŚĞƉůĂƵƐŝďůĞďĂƐŝƐŽĨWŽŶǌŝ͛ ƐƉůĂŶ͘ 
ZĞĨƵƐĞĚůŽĂŶƐďǇďĂŶŬƐ͕ ŚĂƌůĞƐďĞůŝĞǀ ĞĚŚĞŚĂĚĂůĞŐŝƟŵĂƚĞǁ ĂǇƚŽŵĂŬĞ
big money. He just needed the capital. To raise it, he oﬀered his a 50% return in 45 days or 100% return in 90 days. A week prior to maturity, Ponzi
ĐŽƵƌƚĞŽƵƐůǇǁ ƌŽƚĞƚŽŝŶǀ ĞƐƚŽƌƐƚŽĂƌƌĂŶŐĞĂƟŵĞĨŽƌƚŚĞŵƚŽƌĞĚĞĞŵƚŚĞŝƌ
cash. Most reinvested and added more. Word of this deal spread quickly
and within weeks, the Italian community, the wider community and even
people interstate sent him thousands of dollars. Within 6 months, the cash
inﬂows became millions with Ponzi opening 20 oﬃces throughout the US.
ŚĂƌůĞƐWŽŶǌŝŚĂĚĨƵůĮ ůůĞĚŚŝƐůŝĨĞ͛ ƐĂŵďŝƟŽŶ͘ , ĞĞŶũŽǇĞĚĂůůƚŚĞƚƌĂƉƉŝŶŐƐŽĨ
his success: the fame, the money, the house and the car. He paid passage
for his mother to travel to Boston, ﬁrst-class. It is considered Ponzi genuineůǇŝŶƚĞŶĚĞĚƚŽĐŽŶǀ ĞƌƚŚŝƐǁ ĞĂůƚŚŝŶƚŽĂůĞŐŝƟŵĂƚĞďƵƐŝŶĞƐƐŵĂŬŝŶŐŐŽŽĚ
every promise to every investor . He donated large sums to charity and was
ĞǆĐĞƉƟŽŶĂůůǇŐĞŶĞƌŽƵƐƚŽĂůůĂƌŽƵŶĚŚŝŵŝŶĐůƵĚŝŶŐŚŝƐůŽĐĂůĐŽŵŵƵŶŝƚǇ͘
^ƵƐƉĞĐƟŶŐĨŽƵůƉůĂǇ͕ƚŚĞŽƐƚŽŶWŽƐƚƉƵƚĂŶĞŶĚƚŽƚŚĞĚƌĞĂŵŝŶƵŐƵƐƚ
ϭϵϮϬ͘ ĨƌŽŶƚƉĂŐĞƐƚŽƌǇƉƵďůŝƐŚĞĚĂŌĞƌĂŶŝŶƚĞƌǀ ŝĞǁ ǁ ŝƚŚWŽŶǌŝ͛ ƐƉƵďůŝĐ
ƌĞůĂƟŽŶƐŵĂŶĂŐĞƌƐĂǁ ĂƌƵŶŽŶĂůůƚŚĞWŽŶǌŝŽĸ ĐĞƐĞǆƉŽƐŝŶŐƚŚĞƐĐŚĞŵĞ
and its hopeless insolvency. Investors lost $20m and Ponzi was jailed for
mail fraud. Consumed by success, he had not purchased any IRCs.
Following his release from prison, Ponzi headed a land swindle in Florida. He
was later deported, then divorced, though neither he or Rose remarried.
Moving to Brazil he worked with an airline, then later taught English and
French. In 1949, he died in a charity hospital in Rio. At his bedside was an
unpublished manuscript “The Rise and Fall of Charles Ponzi” - he had $75.
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