
Rising asset prices, are not evidence of prosperity. Perversely they are an
ŝŶǀ ĞƌƐĞ�ĨƵŶĐƟŽŶ�ŽĨ�ƚŚĞ�ĐŽƐƚ�ŽĨ�ŵŽŶĞǇ�;10 year bonds to be discussed in our
next issue). That is, when interest rates are high, asset prices are low. Sav-
ers are rewarded with high returns/low risk. Borrowers pay high interest
ƌĂƚĞƐ�ĨƌŽŵ�ĨƵƚƵƌĞ�ŝŶĐŽŵĞ�ƚŽ�ŝŶǀ ĞƐƚ�ŝŶ�ƌŝƐŬ�ĂƐƐĞƚƐ�ǁ ŝƚŚ�ǀ ŽůĂƟůĞ�ƉƌŝĐĞƐ͘ �

ZĞŇĞĐƟŶŐ�ďĂĐŬ�ŽŶ�ŽƵƌ�ϯ�ƌŽŽƚ�ƉƌŽďůĞŵƐ͕ �ŝƚ�ŝƐ�ŶŽƚ�ŚĂƌĚ�ƚŽ�ƐĞĞ�ƚŚĂƚ�ǁ ŚĞŶ�
interest rates fall for decades and look like they will never rise, people re-
spond accordingly and roles are reversed. Savers are punished by low re-
turns and borrowers rewarded with lower costs and higher capital gains.
WƌĞĚŝĐƚĂďůǇ�ƚŚĞŶ͕ �Ğǀ Ğƌ�ƐŝŶĐĞ�ƚŚĞ�ĞĂƌůǇ�ϮϬϬϬƐ�ĂŌĞƌ�ϵ ͬ ϭϭ�ǁ ŚĞŶ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ�
falls were accelerated, most people have borrowed more and saved less.

You are looking at what
happens over 20 years
as interest rates fall.

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

How much lower can
rates go from ZERO?

Be alert INFLATION risks
ŵĂǇ�ƟƉ�ƚŚĞ�ĂƉƉůĞ�ĐĂƌƚ͘

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. �̂ ƵƉƉůǇ�ĐŚĂŝŶ�ĚŝƐƌƵƉƟŽŶ�ŝŶ�ŵĂŶƵĨĂĐͲ
tured goods adds to the problem. Rising prices result, especially property
ƉƌŝĐĞƐ�ĂŶĚ�ƐŚĂƌĞƐ͘ �ZĞƐŝƐƟŶŐ�ƚŚĞ�ůƵƌĞ�ŽĨ�ĞĂƐǇ�ŐĂŝŶƐ͕ �ĞƐƉĞĐŝĂůůǇ�ǁ ŚĞŶ�Ğǀ 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�/Ɛ�E Ž��ůƚĞƌŶĂƟǀ Ğ�but to withdraw the cash and in-
vest in risky assets to generate higher income. This behaviour, mostly taken
ďǇ�ĐŽŶƐĞƌǀ ĂƟǀ Ğ�ŝŶǀ ĞƐƚŽƌƐ�ĂŶĚ�ƚǇƉŝĐĂůůǇ�ƚŽǁ ĂƌĚƐ�ƚŚĞ�ĞŶĚ�ŽĨ�Ă�ĐǇĐůĞ͕�ŵĞĂŶƐ�
even more money is chasing the same assets driving prices even higher.

WƌŽƉĞƌƚǇ͕�ƐŚĂƌĞƐ͕ �ĐĂƌƐ͕ �ĐŽůůĞĐƟďůĞƐ�ĂŶĚ�Ğǀ ĞŶ�ďŝƚĐŽŝŶ�ĂƌĞ�ŽŶ�Ă�ůŝƋƵŝĚŝƚǇ�ǁ Ăǀ Ğ�
that appears to be unstoppable. For now, let’s all just enjoy the 2021 ride.

Be prepared for 2021 to be the boom of the decade,
for all the wrong reasons. What follows will be the first of a 

ĐŽŶƟŶƵŝŶŐ�ƐĞƌŝĞƐ�ŽĨ�ĂƌƟĐůĞƐ�ĞǆƉůŽƌŝŶŐ�ƚŚĞ�ďĂƐŝƐ�ŽĨ�ƚŚŝƐ�ďŽůĚ�ƐƚĂƚĞŵĞŶƚ͘

Running Out Of Road

ZĞĂĚĞƌƐ�ŽĨ�ƐƵĸ ĐŝĞŶƚ�ǇĞĂƌƐ�ŵĂǇ�ƌĞĐŽŐŶŝƐĞ�ƚŚĞ�ƟƚůĞ�
of this Investment Insight. It is a twist on the “It’s
The Economy, Stupid” slogan used by Bill Clinton in
ŚŝƐ�ƐƵĐĐĞƐƐĨƵů�ϭϵϵϮ�WƌĞƐŝĚĞŶƟĂů�ĐĂŵƉĂŝŐŶ͘ �

�ƚ�ƚŚĞ�ƟŵĞ͕�ƚŚĞ�h^�ǁ ĂƐ�ŝŶ�ƚŚĞ�ŐƌŝƉ�ŽĨ�Ă�ƐĞǀ ĞƌĞ�ƌĞĐĞƐƐŝŽŶ�ĚĞĂůŝŶŐ�ǁ ŝƚŚ�Ă�
ƉůĞƚŚŽƌĂ�ŽĨ�ĚŽŵĞƐƟĐ�ƉƌŽďůĞŵƐ�ĨŽůůŽǁ ŝŶŐ�ƚŚĞ�' ƵůĨ�t Ăƌ͘�' Žǀ ĞƌŶŵĞŶƚ�
deficits, tax policy, unemployment, falling house/share prices, rising 
healthcare costs and homelessness were the major issues of the day.

�ůŝŶƚŽŶ�ƵƐĞĚ�ŚŝƐ�ĐĂƚĐŚ�ĐƌǇ�ƚŽ�ĚŝƌĞĐƚ�ƚŚĞ�ĂƩ ĞŶƟŽŶ�ŽĨ�h^�ǀ ŽƚĞƌƐ�ŽŶ�ƚŚĞ�ŬĞǇ�
ƉůĂŶŬƐ�ŽĨ�ŚŝƐ�ƉůĂƞŽƌŵ͘ �, Ğ�ĂƐƚƵƚĞůǇ�ĂŶĚ�ƌĞƉĞĂƚĞĚůǇ�ĨŽĐƵƐƐĞĚ�ƚŚĞ�ŵŝŶĚƐ�ŽĨ�
ǀ ŽƚĞƌƐ�ŽŶ�ƚŚĞ�ŝƐƐƵĞƐ�ƚŚĂƚ�ŵŽƐƚ�ĐŽŶĐĞƌŶĞĚ�ƚŚĞŵ͘ �, Ğ�ŝĚĞŶƟĮ ĞĚ�ƚŚĞ�ŝůůƐ�ĂŶĚ�
forged a specific plan to address them, including raising taxes. For some 
reason, governments and people today lack that courage or will.

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 �ĨĂŬĞ�ŶĞǁ Ɛ�Θ�ĐĂŶĐĞů�ĐƵůƚƵƌĞ͕�ƌĞǀ ĞƌďĞƌĂƟŶŐ�ĞŶĚůĞƐƐůǇ�Ğǀ ĞƌǇǁ ŚĞƌĞ͘

ZĞƐŽůǀ ŝŶŐ�ƚŚĞ�ĞĂƌůǇ�ϭϵϵϬƐ�ƉƌŽďůĞŵƐ�ĚĞŵĂŶĚĞĚ�ƟŵĞ͕�ƉĂŝŶ͕ �ƌĞƐŝůŝĞŶĐĞ͕�
co-ŽƉĞƌĂƟŽŶ�ĂŶĚ�ƐŚĂƌĞĚ�ďƵƌĚĞŶƐ͘  It is difficult to imagine the current 
malaise can be tackled any differently. Is that even possible though, with 
ĨƌĞĞ�ƐƉĞĞĐŚ�ŵƵǌǌůĞĚ�ĂŶĚ�ŵĂŶǇ�ŶŽ�ůŽŶŐĞƌ�ůŝƐƚĞŶ�ƚŽ�ĂŶǇ�ĐŽŵƉĞƟŶŐ�ǀ ŝĞǁ Ɛ͍ �

At the root of the current Western economic disorder, lies three major
ĨĂĐƚŽƌƐ͗ �;ŝͿ�Ă�ůĂĐŬ�ŽĨ�ƐƚƌƵĐƚƵƌĂů�ĞĐŽŶŽŵŝĐ�ƌĞĨŽƌŵͬ ŝŶǀ ĞƐƚŵĞŶƚ�ƌĞƐƵůƟŶŐ�ŝŶ�
ĚŝŵŝŶŝƐŚŝŶŐ�ƉƌŽĚƵĐƟǀ ŝƚǇ͕�;ŝŝͿ�ŐůŽďĂůŝƐĂƟŽŶ�ĂŶĚ�ƚĞĐŚŶŽůŽŐŝĐĂů�ĚĞƐƚƌƵĐƟŽŶ�
of jobs and (iii) two decades of progressively declining interest rates
ƌĞƐƵůƟŶŐ�ŝŶ�Ă�ŐůŽďĂů�ĚĞďƚ�ĞǆƉůŽƐŝŽŶ�ƚŽ�ĨƵŶĚ�ƉƵďůŝĐ�ƐĞƌǀ 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 so-
cial problem—income inequality. The 21st century has evolved into a
world of haves and have nots. Those with income and/or capital bor-
row to increase wealth. Those without, borrow to survive. When one
was born now seriously impacts what life one can expect. Boomers did
ǁ Ğůů͕�ŽƚŚĞƌƐ�ŶŽƚ�ƐŽ�ŵƵĐŚ͘ �t Ğ�ĂƌĞ�ŝŶ�Ă�ƉŝĐŬůĞ͕�ƚŚĂƚ�ŶĞŝƚŚĞƌ�ƉŽůŝƟĐŝĂŶƐ�ŶŽƌ�
people seem prepared to confront. Content to kick the can down the
road, ǁ Ğ�ĂƌĞ�ƌƵŶŶŝŶŐ�ŽƵƚ�ŽĨ�ƌŽĂĚ͕ �ƌĞĚƵĐĞĚ�ƚŽ�ƐŝŵƉůǇ�ƉƌŝŶƟŶŐ�ŵŽŶĞǇ͘

Few affluent people want to give up what they have, much less pay high-
Ğƌ�ƚĂǆĞƐ͘ �t ŚŝůƐƚ�ĂŶ�Ğǀ Ğƌ�ŝŶĐƌĞĂƐŝŶŐ�ŶƵŵďĞƌ�ŽĨ�ŽŌĞŶ�ŝŶŶŽĐĞŶƚ�ůŽǁ �ŝŶĐŽŵĞ�
households rely on government services to retain their dignity.

“It’s The Liquidity, Stupid”.....and TINA

Investment Insight

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 glob-
Ăů�ĞĐŽŶŽŵǇ�ǁ ĂƐ�Ă�ďĂƩ ůĞƐŚŝƉ͕ �ƚŚĞ�ƐŚŝƉ�ĂŶĚ�ĐƌĞǁ �ǁ ŽƵůĚ�ďĞ�ŽƉĞƌĂƟŶŐ�Ăƚ�͞ ƌĞĚ�ĂůĞƌƚ͟ �ƐƚĂƚƵƐ͘ �dŚŝƐ�ŝƐ�ƚǇƉŝĐĂů�ŽĨ�Ă�ǀ ĞƐƐĞů�ďĞŝŶŐ�ĂƌŵĞĚ�ĂŶĚ�ƉƌĞƉĂƌĞĚ�ĨŽƌ�
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.
^ƟŵƵůƵƐ�ŵĞĂƐƵƌĞƐ�ŚĂǀ Ğ�ŐĞŶĞƌŽƵƐůǇ�ĚĞƉŽƐŝƚĞĚ�ŵŽŶĞǇ�ŝŶƚŽ�ƚŚĞ�ďĂŶŬ�ĂĐĐŽƵŶƚƐ�ŽĨ�ĐŝƟǌĞŶƐ�;ďŽƚŚ�ĐŽƌƉŽƌĂƚĞ�ĂŶĚ�ŝŶĚŝǀ ŝĚƵĂůƐͿ�ĂŶĚ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ�ƌĞͲ
ĚƵĐĞĚ�ƚŽ�͞ ĞŵĞƌŐĞŶĐǇ͟�ůĞǀ Ğů�ůŽǁ Ɛ�ŽĨ�͘͘ ͘ ��ZK ͊ �, Žǁ Ğǀ Ğƌ͕�ƚŚĞƐĞ�ƐƵƉƉŽƌƟǀ Ğ�ŵĞĂƐƵƌĞƐ�ƚŽ�Ăǀ Ğƌƚ�ǁ ŝĚĞƐƉƌĞĂĚ�ĐĂƚĂƐƚƌŽƉŚĞ͕�ĂƉƉĞĂƌ�ƚŽ�ŚĂǀ Ğ�ďĞĞŶ�ŐƌĞĂƚůǇ�
ŵŝƐƵŶĚĞƌƐƚŽŽĚ͘ �dŚĞ�ĐƌĞǁ ͕ �ŝŶ�ƚŚŝƐ�ĐĂƐĞ�ŽƌĚŝŶĂƌǇ�ƉĞŽƉůĞ͕�ƐĞĞŵ�ƚŽ�ďĞ�ƌĞƐƉŽŶĚŝŶŐ�ĂƐ�ŝĨ�ƚŚĞǇ�ĂƌĞ�ŽŶ�ƌĞĐƌĞĂƟŽŶ�ůĞĂǀ Ğ͘�' ůŽďĂů�Ɖƌŝǀ ĂƚĞ�ďŽƌƌŽǁ ŝŶŐ�ŚĂƐ�
reached record levels propelling 2021 property prices and sharemarkets to record highs. Confidence and post-lockdown “spending therapy” has
ďĞĞŶ�ƵŶďƌŝĚůĞĚ͕ �ĞǆĐĞĞĚŝŶŐ�Ăůů�ĞǆƉĞĐƚĂƟŽŶƐ͘ �WĞŽƉůĞ�ŚĂǀ Ğ�ŝŶĚƵůŐĞĚ�ƚŚĞŵƐĞůǀ ĞƐ�ƚŽ�ĐŽŵƉĞŶƐĂƚĞ�ĨŽƌ�ƚŚĞŝƌ�ƉĞƌŝŽĚ�ŽĨ�ĞŶĨŽƌĐĞĚ�ĐŽŶĮ ŶĞŵĞŶƚ͘ �A chilling
disconnect has arisen between a global economy on life support and booming markets. Spenders have succumbed to cheap/easy credit and
�EW>͕ �ǁ ŚŝůƐƚ�ŝŶǀ ĞƐƚŽƌƐ�ƐƵī ĞƌŝŶŐ�&KD K�ĨĞĂƌůĞƐƐůǇ�ĐŚĂƐĞ�ƚŚĞ�ĞĂƐǇ�ƌŝĐŚĞƐ�ŽĨ�Ğǀ Ğƌ�ƌŝƐŝŶŐ�ĂƐƐĞƚ�ƉƌŝĐĞƐ͘ �dŚĞ�Į ŶĂů�ƐƚĂŐĞƐ�ŽĨ�Ğǀ ĞƌǇ�ďƵůů�ŵĂƌŬĞƚ�ŽŌĞŶ�ůŽŽŬ�
ůŝŬĞ�ƚŚŝƐ͕ �ŽŶůǇ�ƚŽ�ďĞ�ƐŬŝƩ ůĞĚ�ďǇ�ƚŚĞ�ƵŶĞǆƉĞĐƚĞĚ͘ �t ŝůů�ŝƚ�ďĞ�ŝŶŇĂƟŽŶ͍ ��ŽŶ͛ ƚ�ĨŽƌŐĞƚ��ŚĂƉůŝŶ͛ Ɛ�ďĂŶĂŶĂ�ƉĞĞů�ĂŶĚ�ŵĂŶŚŽůĞ�ƐŬŝƚ͘ �Winter is coming.
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DISCLAIMER/WARNING
The information, comments and projections contained herein are believed to be accurate, but represent general advice. They are supplied for your interest only, without

considering your objectives or financial situation. You are cautioned not to proceed with any investment action until you have sought personal advice regarding its suita-
bility to your own personal needs & objectives from a licensed financial adviser & where appropriate after consideration of any relevant Product Disclosure Statement.
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Meet Carlo “Charles” Ponzi (1882-1949)

, Ăǀ ŝŶŐ�ƌĞĂĚ�Ă�ůŝƩ ůĞ�ĂďŽƵƚ�ƚŚĞ�WŽŶǌŝ�ƐĐŚĞŵĞ�ƉƌŽĐĞƐƐ͕ �ůĞƚ͛ Ɛ�ƚĂŬĞ�Ă�ĚĞĞƉ�Ěŝǀ Ğ�
ŝŶƚŽ�ƚŚĞ�ŵĂŶ�ĂŌĞƌ�ǁ ŚŽŵ�ŝƚ�ǁ ĂƐ�ŶĂŵĞĚ�;ďƵƚ�ŶŽƚ�ŝŶǀ ĞŶƚĞĚͿ͘ �/ƚ�ŝƐ�ϭϵϭϵ ͕ �ŝŶ�ƚŚĞ�
ƉŽƐƚ�t t ϭͬ �̂ ƉĂŶŝƐŚ�&ůƵ�h^�ĞƵƉŚŽƌŝĂ͘ ���ƟŵĞ�ŽĨ�ĐŽŶĮ ĚĞŶĐĞ�ĂŶĚ�ƌĂƉŝĚ�ĐŚĂŶŐĞ͕�
ŝŶĚƵƐƚƌǇ�ǁ ĂƐ�ŐĞƫ ŶŐ�ďĂĐŬ�ƚŽ�ǁ ŽƌŬ͕�ĞǆĐŝƟŶŐ�ŝŶŶŽǀ ĂƟŽŶƐ�ŝŶ�ƐĐŝĞŶĐĞ�ĂŶĚ�ŵĂͲ
ĐŚŝŶĞƐ�ĂŶĚ�ŵĂŶǇ�ŝŵŵŝŐƌĂŶƚƐ�ĂŶĚ�ŶĞǁ �ŝĚĞĂƐ�ǁ ĞƌĞ�ĐŽŵŝŶŐ�ƚŽ��ŵĞƌŝĐĂ͘ ���ƟŵĞ�
when people saw money being made all around them and a cavalier ap-
ƉƌŽĂĐŚ�ǁ ĂƐ�ƚĂŬĞŶ�ƚŽ�ďŽƚŚ�ƌŝƐŬƐ�ĂŶĚ�ƌĞƚƵƌŶƐ͘ ���ƟŵĞ�ŶŽƚ�ĚŝƐƐŝŵŝůĂƌ�ƚŽ�ƚŽĚĂǇ͘

�ŚĂƌůĞƐ�WŽŶǌŝ�ǁ ĂƐ�ďŽƌŶ�ŝŶ�/ƚĂůǇ�ǁ ŝƚŚ�ĂŶ�ĂƌŝƐƚŽĐƌĂƟĐ�ŚĞƌŝƚĂŐĞ�ǁ ŚŽƐĞ�ĨĂŵŝůǇ�
ǁ ĞĂůƚŚ�ǁ ĂƐ�ůŽŶŐ�ŐŽŶĞ͘�, Ğ�ǁ ĂƐ�ĚĞǀ ŽƚĞĚ�ƚŽ�ŚŝƐ�ŵŽƚŚĞƌ�ǁ ŚŽ�ĂƐ�Ă�ĐŚŝůĚ�ŝŶƐƟůůĞĚ�
ŝŶ�Śŝŵ�ŚŝŐŚ�ĞǆƉĞĐƚĂƟŽŶƐ�ƚŽ�ƌĞĚĞĞŵ�ƚŚĞ�ĨĂŵŝůǇ�ŶĂŵĞ͘�, Ğ�ŶĞǀ Ğƌ�ĨŽƌŐŽƚ�ƚŚŝƐ͘ �
, Ğ�ĂƩ ĞŶĚĞĚ�ƵŶŝǀ ĞƌƐŝƚǇ�Ăƚ�Ă�ƟŵĞ�ǁ ŚĞŶ�ĨĞǁ �ĐŽƵůĚ�ĂŶĚ�ŵŝǆĞĚ�ǁ ŝƚŚ�ƚŚĞ�ĞůŝƚĞ͘

, Ğ�ǁ ĂƐ�Ă�ĐŽŵƉůĞǆ�ĐŚĂƌĂĐƚĞƌ͕�Ă�ĐŚĂƌŝƐŵĂƟĐ�ĐŚĂƌŵĞƌ�ǁ ŝƚŚ�Ă�ĚĞĐŝĚĞĚ�ƚĂƐƚĞ�ĨŽƌ�
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
ƟŵĞ�ƚŚĞ�ƐŚŝƉ�ůĂŶĚĞĚ͕ �ŚĞ�ŚĂĚ�ŐĂŵďůĞĚ�ĂŶĚ�ƐƉĞŶƚ�Ăůů�ďƵƚ�ΨϮ͘ ϱϬ͘

Undeterred, he quickly learned English while working as a waiter and soon
moved to Canada being introduced to banking. Imprisoned for forging a
ĐŚĞƋƵĞ͕�ƚŚĞŶ�ĂŐĂŝŶ�ĨŽƌ�ŝůůĞŐĂůůǇ�ĂƐƐŝƐƟŶŐ�/ƚĂůŝĂŶƐ�ƚŽ�ĐƌŽƐƐ�ƚŚĞ�ďŽƌĚĞƌ͕�ŚĞ�ƌĞͲ
ƚƵƌŶĞĚ�ƚŽ��ŽƐƚŽŶ�ĂŶĚ�ĂŌĞƌ�ƐŽŵĞ�ǇĞĂƌƐ�ŵĂƌƌŝĞĚ͕ �ZŽƐĞ͕�ƚŚĞ�ůŽǀ Ğ�ŽĨ�ŚŝƐ�ůŝĨĞ͘�

Seeking that elusive get rich idea, he rented an office and there received a 
ůĞƩ Ğƌ�ǁ ŝƚŚ�ĂŶ�/ŶƚĞƌŶĂƟŽŶĂů�ZĞƉůǇ��ŽƵƉŽŶ�;/Z�Ϳ͘ 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 ĞĚ�ƚŚĞŵ�ĂƐ�ĂŶ�ŝŶƚĞƌŶĂƟŽŶĂů�ĐƵƌƌĞŶĐǇ͘�t ŝƚŚ��ƵƌŽƉĞĂŶ�ĐƵƌƌĞŶĐŝĞƐ�
decimated, it was possible to buy $US5 of IRCs in Europe with only $US1.
dŚŝƐ�ůƵĐƌĂƟǀ Ğ�ƌŝƐŬ�ĨƌĞĞ�ĂƌďŝƚƌĂŐĞ�ǁ ĂƐ�ƚŚĞ�ƉůĂƵƐŝďůĞ�ďĂƐŝƐ�ŽĨ�WŽŶǌŝ͛Ɛ�ƉůĂŶ͘ �

ZĞĨƵƐĞĚ�ůŽĂŶƐ�ďǇ�ďĂŶŬƐ͕ ��ŚĂƌůĞƐ�ďĞůŝĞǀ ĞĚ�ŚĞ�ŚĂĚ�Ă�ůĞŐŝƟŵĂƚĞ�ǁ ĂǇ�ƚŽ�ŵĂŬĞ�
big money. He just needed the capital. To raise it, he offered his a 50% re-
turn in 45 days or 100% return in 90 days. A week prior to maturity, Ponzi
ĐŽƵƌƚĞŽƵƐůǇ�ǁ ƌŽƚĞ�ƚŽ�ŝŶǀ ĞƐƚŽƌƐ�ƚŽ�ĂƌƌĂŶŐĞ�Ă�ƟŵĞ�ĨŽƌ�ƚŚĞŵ�ƚŽ�ƌĞĚĞĞŵ�ƚŚĞŝƌ�
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.

�ŚĂƌůĞƐ�WŽŶǌŝ�ŚĂĚ�ĨƵůĮ ůůĞĚ�ŚŝƐ�ůŝĨĞ͛ Ɛ�ĂŵďŝƟŽŶ͘ �, Ğ�ĞŶũŽǇĞĚ�Ăůů�ƚŚĞ�ƚƌĂƉƉŝŶŐƐ�ŽĨ�
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 genuine-
ůǇ�ŝŶƚĞŶĚĞĚ�ƚŽ�ĐŽŶǀ Ğƌƚ�ŚŝƐ�ǁ ĞĂůƚŚ�ŝŶƚŽ�Ă�ůĞŐŝƟŵĂƚĞ�ďƵƐŝŶĞƐƐ�ŵĂŬŝŶŐ�ŐŽŽĚ�
every promise to every investor . He donated large sums to charity and was
ĞǆĐĞƉƟŽŶĂůůǇ�ŐĞŶĞƌŽƵƐ�ƚŽ�Ăůů�ĂƌŽƵŶĚ�Śŝŵ�ŝŶĐůƵĚŝŶŐ�ŚŝƐ�ůŽĐĂů�ĐŽŵŵƵŶŝƚǇ͘��

^ƵƐƉĞĐƟŶŐ�ĨŽƵů�ƉůĂǇ͕�ƚŚĞ��ŽƐƚŽŶ�WŽƐƚ�ƉƵƚ�ĂŶ�ĞŶĚ�ƚŽ�ƚŚĞ�ĚƌĞĂŵ�ŝŶ��ƵŐƵƐƚ�
ϭϵϮϬ͘���ĨƌŽŶƚ�ƉĂŐĞ�ƐƚŽƌǇ�ƉƵďůŝƐŚĞĚ�ĂŌĞƌ�ĂŶ�ŝŶƚĞƌǀ ŝĞǁ �ǁ ŝƚŚ�WŽŶǌŝ͛Ɛ�ƉƵďůŝĐ�
ƌĞůĂƟŽŶƐ�ŵĂŶĂŐĞƌ�ƐĂǁ �Ă�ƌƵŶ�ŽŶ�Ăůů�ƚŚĞ�WŽŶǌŝ�Žĸ ĐĞƐ�ĞǆƉŽƐŝŶŐ�ƚŚĞ�ƐĐŚĞŵĞ�
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.

Pyramids And Ponzi Schemes

We hope readers find this next piece lighter in content, yet no less in-
ĨŽƌŵĂƟǀ Ğ͘�/Ŷ�ŬĞĞƉŝŶŐ�ǁ ŝƚŚ�ƚŚĞ�ĐƵƌƌĞŶƚ�ƉŽƐƚ��K s /� -ϭϵ�ƐƉĞĐƵůĂƟǀ Ğ�ŝŶǀ ĞƐƚͲ
ŵĞŶƚ�ƚŚĞŵĞ͕�ǁ Ğ�ĞǆƉůŽƌĞ�ƚǁ Ž�ƚƌĂĚŝƟŽŶĂů�͞ŐĞƚ�ƌŝĐŚ�ƋƵŝĐŬ͟ �ƐĐŚĞŵĞƐ�ŽŌĞŶ�
conflated in every day speech: pyramid schemes and Ponzi schemes.

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
ŐƵĂƌĚŝĂŶ�ĂŶŐĞů�ŽŶ�ŽŶĞ�ƐŚŽƵůĚĞƌ�ƚŚĂƚ�ŚĞůƉƐ�ƚŚĞŵ�ƚŽ�ŝĚĞŶƟĨǇ�ƚŚĂƚ�ǁ 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
ƚĂŬĞƐ�ŝƐ�ƚŚĞ�ƌŝŐŚƚ�ǁ ŽƌĚƐ�ĨƌŽŵ�ƚŚĞ�ƌŝŐŚƚ�ƉĞƌƐŽŶ�Ăƚ�ƚŚĞ�ƌŝŐŚƚ�ƟŵĞ�ĂŶĚ�ďŝŶŐŽ͊ �
t Ğ�ĂƌĞ�ŝƌƌĞƐŝƐƟďůǇ�ĚƌĂǁ Ŷ�ƚŽ�ĚŽ�ƐŽŵĞƚŚŝŶŐ�we 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.

The schemes usually fail because it be-
comes increasingly difficult to find new 

recruits/members to pay money and join the system. Failed schemes
ŝŶĐůƵĚĞ�ƚŚĞ�ĂŝƌƉůĂŶĞ�ŐĂŵĞ�ĂŶĚ�ŵĂŶǇ�ĐŚĂŝŶ�ůĞƩ Ğƌ�ǀ ĂƌŝĂŶƚƐ͘

Not every pyramid scheme is a financial fraud.�D ƵůƟ-ůĞǀ Ğů�ŵĂƌŬĞƟŶŐ�
companies such as Amway, Younique and Herbalife amongst many, use a
ƉǇƌĂŵŝĚ�ĚŝƐƚƌŝďƵƟŽŶ�ŵŽĚĞů͘�, Žǁ Ğǀ Ğƌ�ƚŚĞǇ�ĂƌĞ�ďĂƐĞĚ�ŽŶ�ŐĞŶƵŝŶĞ�ƉƌŽĚƵĐƚ�
offerings designed to fulfil a customer need or want, not just sign up fees. 
dŚĞ�ůƵƌĞ�ŽĨ�ƚŚĞƐĞ�ďƵƐŝŶĞƐƐ�ŵŽĚĞůƐ�ŝƐ�ƚŚĂƚ�ĚŝƐƚƌŝďƵƚŽƌƐ�ĂƌĞ�ĂƩ ƌĂĐƚĞĚ�ďǇ�ƚŚĞ�
ŶŽƟŽŶ�ŽĨ�ďĞŝŶŐ�͞ďƵƐŝŶĞƐƐ�Žǁ ŶĞƌƐ͟ �ǁ ŚŽƐĞ�ŝŶĐŽŵĞ�ŝƐ�ŶŽƚ�ĚĞƚĞƌŵŝŶĞĚ�ďǇ�
ƟŵĞ�ůŝŬĞ�ĞŵƉůŽǇĞĞƐ͘ �hŶĨŽƌƚƵŶĂƚĞůǇ͕�ĨŽƌ�ŵŽƐƚ͕ �ƚŚĞ�ŽƵƚĐŽŵĞ�ŝƐ�ƉƌĞĚŝĐƚĂďůĞ͘

WŽŶǌŝ�ƐĐŚĞŵĞƐ�ĂƌĞ�ĂƌƌĂŶŐĞŵĞŶƚƐ�ĞŶƟƌĞůǇ�Ěŝī ĞƌĞŶƚ�ĨƌŽŵ�ƉǇƌĂŵŝĚ�
schemes. They are based on the “robbing Peter to pay Paul” principle.
�ƐƐĞŶƟĂůůǇ͕�Ă�ƉƌŽŵŽƚĞƌ�ƉƌŽŵŝƐĞƐ�ƌĞƚƵƌŶƐ�ƚŽ�ŝŶǀ ĞƐƚŽƌƐ͕ �ĞŝƚŚĞƌ�Ěŝǀ ŝĚĞŶĚƐ�Žƌ�
interest, that are unusually high (e.g. 10% per month). There will usually
ďĞ�Ă�ƐŽŵĞǁ ŚĂƚ�ƉůĂƵƐŝďůĞ�ĞǆƉůĂŶĂƟŽŶ�ũƵƐƟĨǇŝŶŐ�ƚŚĞ�ŚŝŐŚ�ƌĞƚƵƌŶƐ�ǁ ŚŝĐŚ�ǁ ŝůů�
ĂůůĂǇ�ƚŚĞ�ĐŽŶĐĞƌŶƐ�ŽĨ�ĂŶǇ�ƐĐĞƉƟĐĂů�ŝŶǀ ĞƐƚŽƌ͘�

In reality, the returns payable to prior investors are funded from the prin-
cipal contributed by new investors, as there is no underlying business.

dǇƉŝĐĂůůǇ͕�ŽŶĐĞ�Ă�ƐĐŚĞŵĞ�ŝƐ�ƐĞĞĚĞĚ�ĂŶĚ�ŝŶŝƟĂů�ƉƌŽŵŝƐĞƐ�ĂŶĚ�ƉĂǇŽƵƚƐ�ĂƌĞ�
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 re-
sembles a pyramid scheme. The only genuine similarity in the two
schemes is that ƚŚĞ�ƉĂƌƟĐŝƉĂŶƚƐ�ŽĨ�ďŽƚŚ�ĂƌĞ�ďůŝŶĚĞĚ�ďǇ�ĞĂƐǇ�ŵŽŶĞǇ͘

�ĞĨŽƌĞ�ƌĞĂĚĞƌƐ�ĐŽŶǀ ŝŶĐĞ�ƚŚĞŵƐĞůǀ ĞƐ�ƚŚĞǇ�ĂƌĞ�ƵŶůŝŬĞůǇ�ƚŽ�ĨĂůů�ǀ ŝĐƟŵ�ƚŽ�ƐƵĐŚ�
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 ĂƐ�ĞǆƉŽƐĞĚ�ĨŽƌ�ĐŽŶĚƵĐƟŶŐ�Ă�WŽŶǌŝ�ďĂƐĞĚ�ĨƌĂƵĚ�ĨŽƌ�Žǀ Ğƌ�Ϯϱ�ǇĞĂƌƐ�
ĂŵŽƵŶƟŶŐ�ƚŽ�h^Ψϲϰ�ďŝůůŝŽŶ͊ �D ĂĚŽī �ǁ ĂƐ�ƌĞŶŽǁ ŶĞĚ�ĨŽƌ�ŚŝƐ�ĐŽŶƐŝƐƚĞŶƚ�
investment returns over decades. Using undisclosed “strategies” his funds
ƌĞƉŽƌƚĞĚ�ƌĞƚƵƌŶƐ�Ăǀ ĞƌĂŐŝŶŐ�ϭϬ͘ϰй �ƉĂ�ǁ ŝƚŚ�ƐƵƌƉƌŝƐŝŶŐůǇ�ůŝƩ ůĞ�ǀ ŽůĂƟůŝƚǇ͘�
Investors received monthly printed investment and performance state-
ments. 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 �ďĂŶŬƐ�ĂŶĚ�ĐŚĂƌŝƟĞƐ�;^ƚĞƉŚĞŶ�̂ ƉŝĞůďĞƌŐ͛Ɛ�t ƵŶĚĞƌŬŝŶĚĞƌ�&ŽƵŶͲ
ĚĂƟŽŶͿ͘ ��ǆƉŽƐĞĚ�ŽŶůǇ�ĂƐ�Ă�ƌĞƐƵůƚ�ŽĨ�ƚŚĞ�' &��ďĂŶŬŝŶŐ�ĐƌŝƐŝƐ�ǁ ŚŝĐŚ�ĨƌŽǌĞ�ŚŝƐ�
funds, Madoff, unremorseful was sentenced to 150 years jail in 2009. His 
ŝŶŶŽĐĞŶƚ�ƐŽŶ�ĐŽŵŵŝƩ ĞĚ�ƐƵŝĐŝĚĞ�Ϯ�ǇĞĂƌƐ�ůĂƚĞƌ͘���Į ŶĂŶĐŝĂů�ƐŽĐŝŽƉĂƚŚ͕
D ĂĚŽī ͛ Ɛ�ŝŶǀ ĞƐƚŵĞŶƚ�ĨƵŶĚƐ�ŶĞǀ Ğƌ�ƚƌĂĚĞĚ�ŝŶ�ƐŚĂƌĞƐ�Žƌ�ƐĞĐƵƌŝƟĞƐ͘


