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Author’s Note
It may surprise you to learn that I did not want to write this book. Moreover, I hope the premise and everything I forecast turn out to be dead wrong. Everyone including me will be much better off if that is true. The problem is that all the evidence shows I am right.
In early 2004, I published a book called The Oil Factor, which I intended to be an investment guide for the next few years. It was clear to me at the time that analysts had severely underestimated future demand for oil and overestimated potential supply. I felt this growing mismatch between supply and demand for oil, and natural gas as well, would lead to much higher energy prices.
Though I recommended a few alternative energy stocks, I wasn’t trying to proselytize for alternative energies. After all, The Oil Factor was primarily an investment book. I hoped readers would find the ideas valuable and make some money in oil while the rest of the world took action on the energy problem. I had an abiding faith that the markets and government would react appropriately once the crisis was recognized. In other words, it seemed clear all we needed was a wake-up call and either industry or, more likely, a consortium of industry and government would embark on a crash program to develop wind and other alternative energies.
In the two years since then, energy as I expected has performed extremely well. My prediction of oil at $100 a barrel, which many found so outlandish in 2004, now seems well within reach. So why shouldn’t I just take a bow and quit?
Because I have realized the oil situation is much more important than an investment theme. It is evolving into a civilization-threatening crisis. What made this clear to me was the one question I had the most trouble answering during interviews and discussions about The Oil Factor: “Why are you the only one—or at best one of a very small minority—who sees the oil crisis unfolding? After all, if it really is a crisis wouldn’t everyone be aware of it?”
Was it possible that only a few of us saw that today’s popular beliefs regarding oil were false, that in fact the emperor had no clothes? Was it possible that all those whom I had talked with—including Harvard professors, Wall Street analysts, government opinion makers, and oil company executives—were missing something so obvious?
Two books convinced me that our civilization was falling prey to colossal errors of judgment: Collapse, by Jared Diamond, and The Collapse of Complex Societies, by Joseph Tainter. These books graphically delineate how many past civilizations fell because their leaders did not prepare for a shortage of resources.
After reading these books, I realized that the fault did not lie in the peculiarities of the individual civilization but rather were grounded in universal human characteristics—characteristics revealed by the well-known Milgram and Asch experiments that we briefly describe in chapter 4. You don’t have to have a PhD in psychology (and I do) to realize that what happened to past civilizations could easily happen to us.
If I felt it was already too late to solve the energy problem, I would not have bothered writing this book. Make no mistake, the situation is dire. If you were one of the millions of investors caught in the bursting of the technology bubble in 2000, you should know that the coming energy crisis will be far more damaging.
However, as you will learn, the crisis can be avoided. Even though time is very short, solutions exist that can help us wean ourselves off our dependency on oil.
I am hopeful we will take the right steps in time, because I know that Americans, when faced with a crisis, excel at rolling up their sleeves and putting things right. But first we have to realize the problem exists.
Within our human tendency to defer to others lie the seeds of our own undoing. Our salvation must come from being willing to trust in and think for ourselves. This book is my best attempt to convince you.
Stephen Leeb, PhD

CHAPTER 1
The Bursting of the Tech
 Bubble: Did Our Most Recent
 Brush with Disaster 
Teach Us Anything?
An economic crisis is near at hand in America today, the kind of dramatic, earth-shattering crisis that periodically threatens the very survival of civilization. More specifically, it is an energy crisis brought about by the conflict between rising global demand for energy and our growing inability to increase energy production.
I first drew attention to this crisis in my 2004 book, The Oil Factor. The book was controversial, particularly because of its prediction that oil prices would reach $100 a barrel by the end of this decade. Since its publication, oil, gasoline, and natural gas prices have hit historic highs. Meanwhile, energy supply/demand fundamentals have worsened to the point that it now appears $200 a barrel by the end of the decade is entirely probable. Naturally, the negative impact this will have on our economy, not to mention your pocketbook, will be considerable.
However, what alarms us most about this crisis is the extent to which our nation’s leaders and experts remain in denial concerning it. Most authorities continue to reassure the public that today’s soaring energy prices are temporary, that oil reserves are virtually limitless, and that production will outpace demand for the remainder of our lives. This is an outright contradiction of the facts. The trends in place for the last thirty years show declining returns from oil exploration, peaking or declining oil production everywhere but in a few OPEC nations, and increasing demand for energy, especially among the world’s largest developing nations.
You may find it hard to believe the experts could be so wrong. Naturally, most of us are inclined to trust in the wisdom and honesty of our leaders. We ourselves are horrified that so few are raising the alarm. Why is such a serious threat not on the front pages of every newspaper? Why are government and industry not taking steps right now to prevent the crisis?
Unfortunately, this is not the first time in recent years that a major economic threat has gone unacknowledged by our leaders. In the most significant example, until the moment when the ax fell, everyone, including corporate executives, Wall Street analysts, and the media, portrayed the situation in glowingly optimistic terms. Rather than try to prevent a crisis, most authorities actually encouraged people to act in a way that brought them greater financial loss and made the economic impact worse. We are speaking of the rise and fall of the technology bubble.
In that brush with disaster, which came much closer to destroying our economy than most people realize, we see a mirror image of what is happening today with energy. If we are to weather the energy crisis successfully, both as investors and as a society, we need to understand why similar errors in judgment are occurring, and what we must do to correct them in time.
The Madness of the Herd
It is no exaggeration to say that in the late 1990s the investment world went mad. Millions upon millions of investors ignored time-honored principles for investing in stocks, such as due diligence and fundamental analysis, and began to buy and sell purely out of emotion. Believing in the wonders of technology, they rushed to buy technology and Internet stocks like rats following a Wall Street pied piper.
The result was a financial and economic crisis that destroyed the financial security of millions of investors. However, what few people realize is how close the technology crash came to destroying our economy and even our society as a whole.
I recall one client who phoned me near the height of the bubble, in 1999. I knew him personally. We had been managing his portfolio for some time, and it had been doing quite well by typical investment standards—gaining roughly 20 percent annually.
But on this day, he announced that he wanted to handle his own investments from then on. When I asked him why, he said he wanted more technology shares in his portfolio. Clearly, he had been bitten by the high-tech mania that was spreading through the markets at the time.
Of course, there is nothing wrong with someone making his own investment decisions. However, as a professional money manager, I can tell you that it is not an easy job, especially if you are trying to make returns that are well above average. Anyone can get lucky enough to beat the market for a short time. But most of the people who do so find their luck lasts only a brief while. To beat the long-term returns of the market, without taking on excessive risk of loss, and to do so consistently, is extremely difficult.
Like many firms, we have a full-time staff that studies the markets and the economies around the world, applying detailed analytic methods, in order to stay on top of trends and spot opportunities. The result is that our model portfolios have been able to outperform the market—which means outperforming not only the average investor, but also the average professional—much of the time. However, that is the result of in-depth knowledge, long hours of hard work, and a good deal of experience. It would be nearly impossible for someone with a full-time job to duplicate single-handedly the work we do.
Now, this man had a full-time job. He owned his own business. While he was highly educated and intelligent, he did not have time to gain more than a superficial knowledge of stocks. Instead, his method of managing his portfolio was literally to run over to a television set between clients and turn on CNBC to get the latest tech tip, which he would then follow. Over the next few months, he sold every stock in his portfolio that was not technology-related, and put all his retirement savings into tech stocks. Many of his new holdings were companies he knew nothing about. He just saw them on television.
I am certain you can guess the result. In a period of about nine to twelve months, this man lost roughly 70 percent of his retirement savings.
It is nearly impossible for an investor to recover from a loss like this. A 70 percent loss on, for instance, a $100,000 portfolio leaves its owner with only $30,000. Even if the owner manages to double his money before retirement, that still leaves him with $40,000 less than he had at the peak.
And this man’s case was far from unusual. I knew many bright, well-educated people during that period who were convinced that “this time it is different”—that the tech bubble was not a false mania, like the South Sea Bubble or the late 1920s. It was the real thing. A new paradigm had taken hold. A new world was dawning in which a company’s present earnings, assets, and debt levels did not matter. As long as a company had innovative technology, or could sell products from a Web site, its stock was sure to make investors rich. Hordes of people believed they could not go wrong buying tech stocks, and feared nothing except missing the opportunity. Many risked more money than they had by buying stocks on margin or with other forms of borrowed cash.
What the majority of investors had forgotten, or perhaps never stopped to think about, was that the victims of past speculative manias had been just as certain of becoming rich.
But that is the nature of speculative manias: people en masse forsake reason and objective thinking and succumb to a primordial instinct to run with the herd. Hundreds of years ago, when a herd of buffalo was stampeded toward a cliff by Native American hunters, no buffalo poked his head above the crowd to look where they were going. Each creature simply accepted his neighbors’ belief that there was an urgent need to run. From then on, they were driven by pure adrenaline, each buffalo’s panic and excitement reinforcing his neighbors’. So it was with investors in the tech bubble. Greed, and a fear of being left behind, triggered the same instinctive state of excitement and panic that kept everyone’s eyes glued to the financial media, their fingers hovering over the trigger buttons of their stock trading programs.
When the bubble burst, the result was financial suffering and loss on a scale bigger than anything since the Great Depression. The NASDAQ fell from 5,000 points to just over 1,000. Many of the technology and Internet companies to which average people had hitched their future went bankrupt, or were forced to downsize. We were left with a massively overbuilt tech industry and a much poorer consumer. Trillions of dollars of wealth were lost that could have financed the retirement plans, the college funds, and the other hopes and dreams of millions of investors.
Even worse, the popping of the technology bubble put the U.S. economy in an extremely perilous situation. The very fabric of our civilization came close to disintegrating.
What saved us from disaster was the rapid response from our leaders. The Federal Reserve stabilized our economy by quickly lowering interest rates to nearly zero, and in real terms to less than zero. The federal government cut taxes aggressively. Manufacturers offered zero percent financing on cars—actually less than zero, when you subtract inflation. Consumers were virtually spoon-fed money.
Low interest rates also provided a free lunch for those who refinanced their mortgages. In effect, the surge in home refinancing and the perception that home values would rise faster than mortgage rates gave the consumer a double boost. More money became available to spend, and the value of homes increased.
Without that quick response, the results could have been catastrophic. Consumers would have had far less money to spend. With the resulting decline in consumer spending, it would be hard to exaggerate how severe the recession might have become.
Remarkably, in the wake of September 11, 2001, Americans still kept their faith in the future. Yet that faith could have been shaken to the core if the number of jobs started to dry up, if home values began to fall, and if consumers suddenly found themselves without the means to pay off their huge debt loads.
Clearly, there would have been a drastic change in the consumer psyche. Fear would have replaced faith. Income levels could have fallen so far that future tax cuts would have had little positive effect (there would have been much less income on which to cut taxes). The same would have been true for cuts in interest rates. If the Fed had waited until after home prices had started falling to lower interest rates, the huge financial windfall that came from home refinancing would never have occurred.
Economic weakness would have led to increased consumer fears, which in turn would have led to greater weakness. The banks, which hold the debt of our highly leveraged society, could have been severely stressed. New lending would have been curtailed, and no doubt all but the strongest banks would have been tottering. It would have been a vicious circle of consumer fears, less spending, weakening banks, falling home and asset prices, ever greater consumer fears, further declines in spending, threats to even the strongest banks, and crashing home and stock values. Once this vicious circle took hold it would have been extremely difficult, if not impossible, to save the economy.
Fortunately, our leaders did the right thing. The unprecedented amount of liquidity rescued our economy, and society as a whole. The collapse of many tech companies led to less capacity. Stocks began to rally. Eventually, the all-too-real threat of a vicious circle became something of a virtuous circle.
All in all, we were very lucky to survive the tech bubble. We were lucky to handle the aftermath in a short space of time. We were lucky we had the ability to flood the economy with liquidity so quickly. The crisis we face today in oil cannot be solved as easily. We may not be so fortunate this time.
The Inescapable Truth About Technology
As individual investors, there is little we can do to prevent mass hysteria from occurring, let alone the imbalances in society that can provoke a major economic crisis such as the tech bubble or the growing oil squeeze. We can, however, learn to avoid such ill-founded hysteria ourselves. Moreover, as the energy crisis unfolds, we must acquire the ability to protect ourselves financially, and grow wealthier, despite the resulting turmoil.
The most important question raised by the technology crash is why so many intelligent people—professionals and nonprofessionals alike—did not see the bubble for what it was. What fooled them into pursuing such a mad course of action that inflicted so much damage to their own future?
Because, of course, it was a kind of madness. It was a madness based on the false belief that technological progress would continue to rise exponentially, solve all of the world’s problems, and make every investor a multimillionaire within a few short years.
In reality, technology could do none of those things. In my 1999 book, Defying the Market, I pointed out that, contrary to popular belief, the rate of technological progress has begun to decline. For example, in the early part of the twentieth century, science made major breakthroughs at a rate of five or more per decade. However, since the 1960s, the rate of breakthroughs has decreased. There were only three in the 1970s (quantum cosmology, chaos theory and fractals, and antiviral drugs), one in the 1980s (DNA replication), and none since.
Improvements in computer technology have also slowed, with the latest generation of computer chips only slightly faster than their predecessors, and the most popular software packages little changed from five years ago. There have been no big medical discoveries since antiviral drugs in 1978. And in recent years, high tech has not helped us increase the world’s supply of food or freshwater, or solved our pressing need for new energy sources.
The slowdown in technology follows the general pattern of human progress. Every time civilization undertakes a new profitable endeavor, the biggest gains are made in the beginning. There is no mystery to this. We naturally pursue the biggest and easiest gains first, just as, when we pick apples from a tree, we start with the best apples that are easiest to reach. Eventually, when these run out, we turn to the smaller, harder-to-reach fruit. Consequently, every endeavor—from agriculture to technology to oil production—eventually must suffer diminishing returns.
One reason for the slower pace in electronics and computer development is that we are reaching certain physical limits, such as bus speeds, and the wavelength of light used to etch silicon chips. As a result, it is increasingly difficult and expensive to make even minor gains.
It was obvious in the late 1990s that the technology industry was maturing and that the best technology stocks were not the ones developing new technology. They were companies like Dell that were making money through sound management and excellent marketing strategies to achieve a dominant position.
Yet for some reason, people’s expectations for technology seemed to balloon just as the industry began to peak. Only in 2000 did investors realize the high-tech industry was not living up to their exaggerated expectations. The massive demand, sales, and profits that had been projected failed to materialize.
Of course, I was not the only person who predicted the technology bubble would end in disappointment. Others expressed similar concerns. Warren Buffett, arguably the world’s most successful investor, stayed away from high-tech companies altogether.
And of course, the truth about the technology industry was available to anyone who took the time to study the matter deeply. But those of us who contradicted the herd were decried by the so-called experts at the time as over the hill, our voices drowned out by the enthusiastic ravings of the other side.
The Ubiquitous Lies
Clearly, much of what the experts said about technology stocks was inaccurate. However, while it might be tempting to create a conspiracy theory to account for what happened, the falsehoods were so widespread that it is impossible to blame a deliberate effort by any one group.
On the one hand, journalism and the media have a traditional obligation to provide accurate and unbiased reporting. For that reason, most people are inclined to trust what they see on television and in the newspapers. During the tech bubble, however, the media appeared to abandon their integrity, as they presented endlessly bullish reports that seemed expressly intended to encourage people to buy stocks. CNBC, for instance, had a birthday cake every time the NASDAQ index went up another thousand points. Thomas Friedman, the well-respected New York Times columnist, unquestioningly accepted the claim by John Chambers, CEO of Cisco Systems, that Cisco would be front and center in solving the country’s educational problems.
George Gilder, a would-be prophet for the new religion of technology, predicted that Internet traffic would “soar a thousandfold every three to five years, more than a millionfold in a decade.”1
 Certainly, Internet use will increase as computers spread throughout the developing world. But Gilder makes no mention of the fact that Internet expansion will eventually run into some very fixed limits—such as the number of people in the world, the availability of resources, and the amount of time the average person will want to spend online.
However, the media were not solely to blame. Wall Street analysts are supposed to make objective assessments of companies for the aid of investors. Yet they abandoned their objectivity as well. Analysts presented an unending stream of bullish forecasts to the public through television appearances, newspaper interviews, and other media. For major technology stocks, growth rates of 30 percent or more were considered sustainable, even though they defied rational analysis. And Wall Street continued issuing bullish forecasts right up until the bubble popped.
For instance, as late as July 2000, many Wall Street firms still rated Nortel Networks a “strong buy.” Canadian Imperial Bank of Commerce (CIBC) estimated Nortel’s earnings would grow by 30-35 percent in 2001, and that its stock would reach $110 a share. In the months that followed, as many investors know painfully well, Nortel shares went into free fall. Today, they trade at just over $3.
In September 2000, Salomon Smith Barney raised its target price on shares in Juniper Networks to $310. Less than a year later, they were trading at $25, and they have not budged much since.
There were predictions that Cisco, then a company with about $12 billion in revenues, would reach a market capitalization of a trillion dollars, and that it could support a price/earnings ratio of 105 (at present, its P/E ratio is just over 20, and its share price has fallen from $70 to less than $18).
Our favorite was a projection that Qualcomm stock would reach $1,000. For that to happen, the company would have to sell more cell phones—indeed, many more cell phones—each year by the beginning of the next decade than there were men, women, and children on the planet. It was an outrageous prediction, and even more outrageous was that investors bought it hook, line, and sinker.
Even more astonishing, if technology had inspired mass delusion and religious fervor among Wall Street analysts and the media, the executives who ran technology companies—who had firsthand knowledge of the industry—were as unrealistically bullish as the rest. As a result, massive amounts of capital expenditure went into everything from telephone lines to fabrication plants to server farms. Underlying these enormous building programs was the undying belief that demand for tech would grow by 30 percent a year for an indefinite period.
Over ten years, a compound growth rate of 30 percent would have meant the technology industry would experience a nearly fourteen-fold gain. It implied the NASDAQ would reach a level of 70,000. Exciting, if it were true. But certainly not realistic.
Of course, there was some degree of outright dishonesty. With so much money pouring into technology and the stock market in general, the temptations for morally indifferent people in positions of power were too great to resist. A prime example of such corruption is the Enron debacle, which epitomized the false promises that were rampant.
In the tech bubble, most so-called experts bought into the delusion that technology stocks would soar to unprecedented heights. That attitude nearly destroyed the economy. Today, an equally false attitude states that oil prices will stay perpetually low. Just as, in the tech bubble, the experts kept reinforcing the delusion even as stock prices were falling, so today, as energy prices are hitting new highs, experts continue to reiterate the false claim that prices will soon return to “normal” (meaning the low level that prevailed in the 1990s).
The oil delusion is a mirror image of the technology delusion. While almost everyone in 1999 believed the bull market in technology would endure, almost everyone today believes the bull market in oil is temporary. Yet the consequence of today’s delusion may be a far greater disaster than the tech crash. For, as we will see, history is littered with the ashes of societies that refused to cope with similar shortfalls in vital resources. If we wish to avoid their fate, we must understand what causes both crises and the preceding climate of denial. As both investors and citizens, we must resist herd mentality, face the growing energy crisis squarely, and form a plan to deal with it in time.
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