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On this Thanksgiving Day we have much to be thankful for: A world largely at peace and, despite 
the economic slowdown, never has a greater portion of our world’s population enjoyed the basic 
human needs of food and shelter.

But for us in the capital markets, the situation in Europe has become severe enough to warrant a red 
fl ag for equities. The poor bond auction in Germany highlights the fact that no country in Europe is 
immune to the current crisis in confi dence. The ten-year German bund soared to 2.19%, more than 
30 bps above the 10-year U.S. note. The last time there was a gap this big was during the heat of the 
fi nancial crisis in 2008 when everyone fl ed to the dollar as a safe haven.

Everyone knows that I am a long-run bull on the stock market, and nothing happening in Europe has 
changed my mind that equities will be the best performing asset class in the next 3 to 5 years. But 
the failure of the ECB to come up big for euro countries means that the liquidity crisis is going to be 
severe and throw Europe into a major recession. I have little doubt that the ECB will eventually be 
forced to act, liquefying the market much as Bernanke did after the fi nancial crisis struck in September 
2008. But unless that action occurs very soon, rising interest rates and restrictions on credit fl ows will 
have devastating impact. As has been widely reported, banking is more important to the credit markets 
in Europe than in the U.S., which relies more on the capital markets. Furthermore, much of the credit in 
the emerging markets is also supplied by European banking, and this too will become restricted.

I would like to emphasize that although I see downside risk to the equity markets in the short run, 
I also see more upside potential for stocks in the long run. The ECB will be forced to act, lowering 
short term rates to near zero, engaging in QE, and bringing the euro down to $1.00 to $1.20. As the 
dollar rises, this will lower the dollar cost of tradable commodities, easing infl ation in the U.S. and 
boosting real disposable income. When the ECB acts, the equity market will rise signifi cantly, setting 
up double digit returns for many years to come.
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