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When You’re Crying You Should Be Buying…When You’re Yelling You Should Be Selling! 

We don’t know who said that but it is the absolute best piece of investment wisdom we have ever come 

across.  Sometimes it is easy to know what everyone else is thinking or ‘how things currently are’.  Other 

times we don’t know.  Panics are often easier to identify than overly optimistic times (when everything 

is fine until it isn’t).  Hindsight is 20/20 but how do we know right now how everything is doing? 

We must also always remember that no one knows what the economy (any economy) is going to do.  No 

one knows when bubbles will form (or pop).  No one knows what most economic indicators actually 

indicate or which way they are heading.  Sure, plenty of highly paid people fill the airwaves blabbing 

about it all day long every day.  Some know more than others but if anyone truly knew how to read the 

tealeaves they wouldn’t be telling the world their secret sauce.  They’d be busy making money hand 

over fist with all that knowledge that no one else has.   

At MyMoneyTrainer we believe everyone should know and understand the information and then use it 

to make the best decision possible for them.  So with that in mind we offer up our analysis on where 

some key macroeconomic indicators are in relation to history.  Because like our founder’s boyhood idol, 

GI Joe, says: “Knowing is half the battle!”  We’ll explain why we selected each indicator and why we 

think it is important to monitor then explain what we think it is currently indicating.  Of course, if you 

ask 10 people what any indicator means you will likely get 10 answers…so take our opinion for what it is 

worth.  Remember, opinions are like a$$holes…everybody has one and most of them stink!  We don’t 

know who said that either (but also very wise). 

The indicators we will learn about and review the current status of are: 

• Price / Earnings Ratio (PE Ratio) 

• Debt Levels (Debt To GDP) 

• Interest Rates 

• Fund Flows 

• VIX Index 
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Price / Earnings Ratio (PE Ratio) 

One of the most popular valuation indicators for stock investing is the stock price to per share earnings 

ratio, or PE Ratio.  Several studies indicate that this indicator is also one of the indicators that most closely 

correlates to future returns.  The S&P 500 Case/Shiller PE Ratio is particularly effective since it looks over 

10 years of history and is great at smoothing out short-term bumps.  In short, the higher the current PE 

Ratio the lower the future expected returns are likely to be and vice versa.  The following graphic is from 

a Vanguard analysis of how to forecast stock returns from 2012. 

 

So where is the S&P 500 Case/Shiller PE Ratio right now?  The following is from the website 

www.multpl.com.  Unfortunately (or is it fortunately), the current ratio is extremely high.  Only two 

times in history has it been higher: 1) Right before the stock market crash of 1929 and 2) During the 

2000 Internet Bubble.  Both of these times the valuation of the stock market was at historical highs (well 

above historical highs).  We know what happened next!  Since 2008 the S&P 500 Case/Shiller PE Ratio 

has doubled from 15 to over 30.  Given this information we should expect that the next 10 years will 

have real annualized returns of less than 5% for stocks (which is well below the historical average of 

11%+). 

 

http://www.multpl.com/


 Macroeconomic Outlook 
2nd Quarter 2017 

_____________________________________________________________________________________ 
 
MyMoneyTrainers Take: With stock valuations approaching near historic highs the likelihood of lower 

than average future returns (or even a full-blown market correction) is increased. 

Debt Levels (Debt to GDP) 

How much debt is there in the world?  The Institute for International Finance estimates that in 2017 the 

whole world’s debt totaled $217 trillion dollars.  Is that too much?  A common way people try to make 

sense of that is to figure out how much debt you have relative to GDP (Gross Domestic Product) which is 

the total output of an economy.  It is estimated that the current $217 trillion amount to around 325% of 

GDP.  Over the past few years the total dollars of debt have fallen from around $230 trillion in 2014.  But 

the % of GDP has actually risen from 313% in 2014.  We’ve supposed to been ‘de-levering’ since the 2008 

financial crisis but that has not happened.  Since the 2008 crisis we’ve actually added about $57 trillion in 

new debt (which has raised the debt to GDP ratio 17 points along the way).  Developed countries have 

accounted for half of this amount and most of the new debt has been government debt.  Central banks 

are still playing a huge role in the world’s economies with short term rates near zero and some bond yields 

at negative rates.  The world is awash with as much debt as it has ever had with many of the policies still 

in place a decade later that were designed to steer us out of the problematic time of crisis.  Many 

economists believe we are trapped in a ‘debt super cycle’ (and we at MyMoneyTrainer tend to agree). 

 

The $217 trillion total is made up of all the debt in the world for both developed countries and emerging 

economies.  It is generally divided into three categories: 

• Public / Government Debt – This is debt held by government agencies.  Roughly $60 trillion dollars 

of the $217 trillion is this type of debt with the US holding almost 30% of that amount (US Treasury 

debt is $17 trillion). 

• Private / Household / Corporate Debt – This is debt held by consumers or private companies (not 

financial companies).  This is the largest slice of the world’s debt.  For households, it includes loans 

for mortgages, vehicles, credit cards, etc.  For corporations, it can include loans from banks or 

corporate bonds issued.  This type of debt is also the one that always seems to bring about the 

nastiest problems (housing bubble of 2008, Japanese boom in the 80s, the roaring 20s). 

• Financial-Sector Debt – This is debt held by financial institutions (Financial companies include 

commercial and investment banks, insurance companies, finance companies, mortgage lenders 
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and investment firms.).  During the 2008 financial crisis governments stepped in to make loans to 

the financial sector in order to help them de-lever (they bolstered their balance sheets with loans 

and extremely low interest rates).  This helped the financial sector de-lever but the balances 

remain with the government (who now has to figure out how to pull the money back as the 

economy heals). 

Of the $217 trillion the US accounts for around $60 trillion of the debt (around 28% of the entire world’s 

debt). 

 

As you can see in the blue line in this chart the US’s $60 trillion has grown quickly and almost non-stop 

since the 1950’s.  This same trend can be seen across the globe.  Of course, not all countries are the 

same.  Some are better off than the US and many are worse. 

The charts on the following pages pull data through 2016 from The World Bank and will show how the 

world’s debt to GDP breaks down across the three categories over time (worldwide and for the largest 

economies in the world): 

• Public / Government Debt = Around 24% Debt to GDP 

• Private / Household / Corporate Debt = Around 132% Debt to GDP 

• Financial-Sector Debt = Around 174% Debt to GDP 

• Grand Total Debt to GDP = Around 330% Debt to GDP 
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Public / Government Debt to GDP 
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Private / Household / Corporate Debt to GDP 
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Financial-Sector Debt to GDP 
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MyMoneyTrainers Take: We are drowning in debt!  With so much debt in the system and with key debt 

to GDP ratios being pushed so high the risks created by all this worldwide debt is substantial.  There is 

more debt in the system today than there was during the 2008 financial crisis.  A new debt crisis could 

emerge at any time.  So, we believe individuals should work towards getting out of debt and staying out 

of debt to decrease the risks associated with this environment.  That and to stop paying 

interest…compound interest…one of the most powerful forces on earth.  So that too!  

Interest Rates 

Interest Rate are the biggest scariest nightmare of our time!  What?!?!  But they are low?!?!  What 

gives?!?! 

Let’s look at what being in debt looks like.  As a US citizen we are all in debt!  The US Gov’t has $20 trillion 

in debt.  The US Gov’t pays around 2.2% interest on its debt (using the popular 10 Year Treasury).  It takes 

around $400+ billion per year to pay the interest on the debt.  If interest rates go back to around where 

they ‘normally’ are at 5% it will now take over $1+ trillion each year to pay the interest on that debt.  The 

US only takes in around $3 trillion a year.  So interest rates moving can make a big difference in our 

success.  By the way, the US Gov’t is not the only entity on earth with this problem!  The US Gov’t has one 

added problem…they have an additional $110 trillion in unfunded liabilities that they are constitutionally 

obligated to pay over time.  But let’s act like Congress and just move on to the next item!?!? 

First, we will look at that very important 10 Year Treasury rate we just discussed.  This indicator is widely 

used to track interest rates and for many is the most important indicator they track.  You can see that 

interest rates have been trending downward over the past few decades and are currently at all-time lows 

after spiking above 15% back in the mid 80’s. 

 

Since this indicator is so important let’s look at it from another source with much more historical data.  

The following chart goes back to around 1870.  You can see that even by these historical standards interest 

rates are near all-time lows (recently coming off real all-time lows).  The only other time interest rates 

were this low was during WW2. 
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In general, most all other interest rates follow this very important interest rate.  For example, 15 year 

mortgages follow this rate.  Other debt rates will move with it (but different maturity lengths react 

differently).  The current low rates are good for borrowers but not so good for investors.  In general, when 

rates are this low it will force investors to seek out higher yields / higher returns in riskier assets. 

In a nutshell, here is MyMoneyTrainer’s analysis of where we have recently been and where we could be 

headed.  Rates were lowered during the early 2000s to stave off “bad times” (from the recession following 

the collapse of the internet stock market bubble).  The lowering of rates was a part of the Federal 

Reserve’s QE program.  QE, Quantitative Easing, is increasing debt to add money to the system and also 

lowering interest rates (they lower the Fed Funds Rate and lend to financial institutions at this lower rate).  

QE is an artificial process that creates artificial money and artificial set interest rates to create a desired 

result.  As you can see in ‘normal times’ the Fed Fund rate will fairly closely track normal 10 Year Treasury 

Rates.  But in times of crisis or recessions the Fed will lower rates as a part of their QE program.  You can 

see in the following chart how the Fed Fund Rate has been at close to 0% since the 2008 financial crisis 

and has only recently begun to be revised upward. 
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Then in 2008 “really bad times” hit with the financial crisis (fueled by the low rates/debt bubble from 

those early 2000s low rate environment).  QE was ratcheted up again (to the tune of $2.1 trillion dollars 

in total).  Now we have had below 3% rates (and QE Fed Funds rates of near 0%) for over a decade (since 

the financial crisis)?!?!  A decade after the financial crisis and we are still not back to ‘normal rates’…and 

have just as much debt (actually more) than we did back then.  No lessons seem to have been learned.  So 

what happens when the next recession occurs and more QE (increase in debt and lower rates) is 

needed…what then?  If this happens soon we really have no way to solve it as we have not gotten back to 

normal yet.  Assets will deflate because demand for them will collapse (no access to new debt to buy and 

no will to buy during hard times).  People will now be “upside down” owing more money on the value of 

an asset that is worth less.  The US Dollar will get murdered for another more powerful currency…if there 

is one (since all economies are seemingly in a similar mess).  When the currency (or all the currencies) gets 

destroyed all the commodity prices will rise and inflation will rise.  To combat inflation, you need to raise 

rates.  Unfortunately, you can’t raise rates to slow down inflation because the economy will collapse if 

you do (markets will get destroyed, jobs will get destroyed, people won’t be able to pay the higher rates 

on their already deflated assets).  As you can see all the debt we have along with all the artificially low 

rates we have has us in a real pickle! 

Finally, we will look at the interest rate that impacts the largest number of borrowers the most since it is 

related to what is likely their largest debt (and likely largest asset).  The 30 Year Mortgage rate generally 

follows interest rate movements in general.  As you can see in the following chart these rates are at mutli-

decade lows as well.  If you own a home and have a mortgage we hope you have refinanced if it was 

appropriate to do so. 
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MyMoneyTrainers Take: Interest rates are artificially low…way artificially low!  Like never been this low 

for this long low!  Fact:  They will go up!  If you are a saver this will be good since you have not really 

earned much of anything on your savings for around a decade.  If you are a borrower we hope you have 

all your debt locked in at these historically low rates…or better yet don’t have any debt to pay interest on!  

Yeah…do that! 

Fund Flows 

The Investment Company Institute tracks Long-Term Mutual Fund and Exchange-Traded Fund (ETF) Flows 

are reports this weekly.  This tracks how much money is being added to equity, hybrid, bond and 

commodity mutual funds and ETFs.   
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• 2015 saw $108 billion flow into these assets. 

• 2016 was a bit more cautious with only $84 billion flowing into these assets in total.  The 

difference is much of it flowed into bonds and out of equities. 

• 2017 (through August) has been “risk on” with $391 billion flowing into these assets.  Every single 

month has seen net inflows to these assets.  We are on track to seeing ½ trillion flow into these 

assets in 2017. 

We use this as an indicator that goes alongside the current prices of these markets.  In general, we humans 

have a tendency to flow money into assets that are going up and to flow money out of assets that are 

going down.  This of course is exactly NOT what you are supposed to do.  Nonetheless as you can see in 

the chart that is almost exactly what has happened.  You can see that right now the equity markets are all 

generally hitting all-time highs and money is flowing into them with great speed!  Equities have just now 

slowed down in the past two months just as they are literally hitting all-time highs.  Buy High!  Buy High!  

WAIT?!?!?! 
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MyMoneyTrainers Take: What can we say?  We are not sure us humans will ever learn.  We will put on 

our Nostradamus hat and project that when markets start doing anything except go up almost every single 

day that…gasp…people will start selling the assets they felt so good about buying no so long ago.  Shake 

our head! 

VIX Index 

The Chicago Board Options Exchange (CBOE) tracks a ‘volatility index’ called the VIX.  It is a forward looking 

index that tracks expected market risk over the coming 30 days (from a wide variety of S&P 500 options).  

It is often called the “investor fear gauge”.  Values over 30 are considered ‘stressful times’ filled with 

investor fear and uncertainty.  Values below 20 are considered less stressful and even complacent.  We 

don’t think the VIX really predicts anything but it is a good indicator to watch to get a feel for how investors 

‘feel’ about the market. 

This chart shows the VIX Index from 1996 until today.  The giant spike in the middle shows the 2008 

financial crisis (you remember when everyone thought the world was going to end).  That was a ‘volatile’ 

time so the VIX was literally off the charts (at around 90ish). 

These days money is flowing into the markets with each and every new high and the VIX is registering all-

time lows as we go.  It is currently just below 10…so full steam ahead and no worries!  All aboard!?!?!  

Come on in the water is fine!?!?! 

 

MyMoneyTrainers Take: Think of everything we’ve looked at in our mid-year macroeconomic review.  PE 

ratios at all-time highs, debt levels at all-time highs, interest rates at all-time lows, and lots of money 

flowing into risk based assets with absolutely no stress involved.  In order for everything to remain on 

track and ‘low stress’ everything has to be just about perfect.  Everything has been pretty perfect for a 

while now.  Our bet is we will see the VIX telling us a different story someday soon.  We just hope all the 
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wheels don’t come off all these carts at one time.  Regardless, make sure you have a plan for whatever 

happens and you are prepared to weather whatever comes. 


