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Johnson Q&A
Sex is a three-letter word that has rarely appeared in an Investment Outlook until now. I may
be risqué and delve into the forbidden territory of politics and religion, but “SEX”? – Never.
But here goes! Actually, my own personal history of sexual edification was probably like many
of yours. My mother asked me at age 14 if I knew where little kittens came from and when
I answered “the pet store”, I never got an additional query or piece of information on the
subject. I suspect she had written me off as hopeless long before.
When it came time for me to be a father, I vowed never to repeat anything as stupid as that
kitten trick to my kids, and I wound up not saying anything at all about sex to my older ones,
Jeff & Jennifer, who are now in their 40s and safely beyond my parental foibles. The Nineties,
however, ushered in a new sensitivity and a requirement to come clean with your child at an
early age. And so, when Nick was born in 1988, Sue and I knew that we’d have to explain
his “conception” at some point before we turned over the car keys and started four-digit
checks for insurance. It’s not like Nick was adopted or anything, but he was, in fact, one of
California’s first “test tube babies” which made him sort of unique and special – at least to
us – and we felt he deserved knowing about it. Actually, it was a godsend as far as the sex
education goes. At 8 or 9, when he asked about “babies”, we both sat down and told him how
he had been conceived: a doctor took some of Dad’s sperm and a few of Mom’s eggs, mixed
em’ up in a test tube and “voila” – you’ve got a baby. He seemed to buy the story pretty well
and we got to avoid all of the gushy “male/female” stuff.

Our biggest challenge came years later when Nick got his hands on one of those trashy
“Victoria’s Secret” advertising mailers. As a service to me, Sue always does her best to
dispose of them in the garbage can as quickly as possible, but this time Nick had gotten
his hands on it and was intrigued not only by the pictures of those plain and unattractive
models, but by the name itself. “Dad”, he asked, “what is Victoria’s Secret?” Well now, I quickly
thought, does he mean what is Victoria’s Secret or what is Victoria’s Secret? If it was the
former, it could be just an innocent question about the mailer itself. If the latter, well, it was
a path down which I wasn’t willing to travel. “I am not sure”, I replied, taking the brochure
from his hands and depositing it in the trash, like Sue usually does. As a diversion though, I
answered his question with one of my own. “Do you know where kittens come from?” I asked.
“The pet store”, he said, and with that I breathed a sigh of relief, content in his normalcy and
satisfied I was fulfilling my role as a parent in the sensitive Nineties.
There are equally important questions in today’s economy and financial markets, so I thought
I’d condense a few of them to hopefully explain our current situation, perhaps a little more
honestly than my “kittens in a pet store” ruse or what “Victoria’s Secret” really was. They are
as follows:
1) When does our credit-based financial system sputter/break down?

If maintained for
too long, the real
economy itself is
affected as
expected income
fails to materialize
and investment
spending stagnates.

When investable assets pose too much risk for too little return. Not immediately, but at the
margin, low/negative yielding credit is exchanged for figurative and sometimes literal gold or
cash in a mattress. When it does, the system delevers as cash at the core, or real assets like
gold at the risk exterior, become the more desirable assets. Central banks can create bank
reserves, but banks are not necessarily obliged to lend it if there is too much risk for too little
return. The secular fertilization of credit creation may cease to work its wonders at the zero
bound, if such conditions persist.
2) Can capitalism function efficiently at the zero bound?
No. Low interest rates may raise asset prices, but they destroy savings and liability based
business models in the process. Banks, insurance companies, pension funds and Mom and
Pop on Main Street are stripped of their ability to pay for future debts and retirement benefits.
Central banks seem oblivious to this dark side of low interest rates. If maintained for too long,
the real economy itself is affected as expected income fails to materialize and investment
spending stagnates.
3) Can $180 billion of monthly quantitative easing by the ECB, BOJ, and the BOE keep on
going? How might it end?
Yes, it can, although the supply of high quality assets eventually shrinks and causes
significant technical problems involving repo, and of course negative interest rates.
Remarkably, central banks rebate almost all interest payments to their respective treasuries,
creating a situation of money for nothing – issuing debt for free. Central bank “promises” of
eventually selling the debt back into the private market are just that – promises/promises that
can never be kept. The ultimate end for QE is a maturity extension or perpetual rolling of debt.
The Fed is doing that now but the BOJ will be the petri dish example for others to follow, if/
when they extend maturities to perhaps 50 years.
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4) When will investors know if current global monetary policies will succeed?
Almost all assets are a bet on growth and inflation (hopefully real growth) but in its absence
at least nominal growth with some inflation. The reason nominal growth is critical is that
it allows a country, company or individual to service their debts with increasing income,
allocating a portion to interest expense and another portion to theoretical or practical
principal repayment via a sinking fund. Without the latter, a credit-based economy ultimately
devolves into Ponzi finance, and at some point implodes. Watch nominal GDP growth. In the
U.S. 4-5% is necessary, in Euroland 3-4%, in Japan 2-3%.
5) What should an investor do?
In this high risk/low return world, the obvious answer is to reduce risk and accept lower
than historical returns. But don’t you have to put your money somewhere? Yes, of course,
except markets offer little in the way of double digit returns. Negative returns and principal
losses in many asset categories are increasingly possible unless nominal growth rates
reach acceptable levels. I don’t like bonds; I don’t like most stocks; I don’t like private equity.
Real assets such as land, gold, and tangible plant and equipment at a discount are favored
asset categories. But those are hard for an individual to buy because wealth has been
“financialized”. How about Janus Global Unconstrained strategies? Much of my money
is there.
Have a great summer. Hit the beach. Don’t worry, be happy. Visit a pet store.
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About Janus Fixed Income
Janus has been helping fixed income investors reach their financial goals for more than
25 years. Our team of investment experts is committed to delivering the stability our clients
expect, with an unwavering focus on risk-adjusted returns and capital preservation. Today,
we serve investors across a variety of markets by offering a diverse suite of fixed income
strategies with highly complementary and distinctly separate investment approaches: a
bottom-up, fundamental suite of strategies, and a top-down, global macro process.

Follow Bill Gross on Twitter for his latest global macro insights: Twitter.com/JanusCapital
Investing involves risk, including the possible loss of principal and fluctuation of value.
Returns quoted are past performance and do not guarantee future results; current performance may be lower or higher.
The views expressed are those of the author, Bill Gross, and do not necessarily reflect the views of Janus. They are subject to change, and no forecasts can
be guaranteed. The comments may not be relied upon as recommendations, investment advice or an indication of trading intent.
There is no assurance that the investment process will consistently lead to successful investing.
In preparing this document, Janus has relied upon and assumed, without independent verification, the accuracy and completeness of all information available
from public sources.
Fixed income securities are subject to interest rate, inflation, credit and default risk. The bond market is volatile. As interest rates rise, bond prices usually fall,
and vice versa. The return of principal is not guaranteed, and prices may decline if an issuer fails to make timely payments or its credit strength weakens.
Investing in derivatives entails specific risks relating to liquidity, leverage and credit and may reduce returns and/or increase volatility.
Statements in this piece that reflect projections or expectations of future financial or economic performance of the markets in general are forward-looking
statements. Actual results or events may differ materially from those projected, estimated, assumed or anticipated in any such forward-looking statements.
Important factors that could result in such differences, in addition to the other factors noted with such forward-looking statements, include general economic
conditions such as inflation, recession and interest rates.
Janus makes no representation as to whether any illustration/example mentioned in this document is now or was ever held in any Janus portfolio. Illustrations
are only for the limited purpose of analyzing general market or economic conditions and demonstrating the Janus research process. References to specific
securities should not be construed as recommendations to buy or sell a security, or as an indication of holdings.
This material may not be reproduced in whole or in part in any form, or referred to in any other publication, without express written permission. Send email
requests to mediarequests@csg-pr.com. Janus is a registered trademark and New Natural is a trademark of Janus International Holding LLC.
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