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The i Opportuafiatty f et i meo?

We decl ared our first AOpportun i me o i
economic and investment research firm in 1978. At that time, our
firm was a little over one year old.

After the Fed chairman announce d not
money but would combat inflation through higher interest rates, we

wrote thatthiswasa fgreen | ight for infl 0

We predicted that rising interest rates would therefore cause a

punge in long term US Tred99%r v W 40 %

Street analysts called that for
Bert Dohmen, Founder
However, about two years later, T-bond prices had plunged 44%. Dohmen Capital Research
Bond yields were over 15%, hitting a 100-year high. Investors who
subscribed to our Wellington Letter and sold their bonds in 1978
saved themselves from devastating losses.

Dohmen Strategies

In fact, a few years later a man come to our office and introduced himself as a board member of a
smal | Mi dwe st bank and sai d, fi Biemg ,our jluasnk .wha nHe dr «
bond market calls.

Other experienced investors, who followed our suggestion of selling T-bonds short during that time,
accumulated great profits amid the bond calamity.

Currently,in 2022, we see t he #fnextalifeinpemethetfinancialtconditiorfs are very

similar to what we saw in 1978. With interest rates now soaring, T-bond prices have already plunged
28% from their year 2020 high. Those who sold short have made great profits while those with large

bond portfolios experienced big losses.

But the best opportunities for short-sellers is still ahead.

Our work suggests that this is only the beginning. We see historic record losses in bond portfolios

on the horizon. Whereas the losses in Treasury bond prices 40 years ago was around 44%, this time
they could be 50%-70% greater.

We expect that statement to be greeted the same way by Wall Street as it was in 1978.

The reason for this forecast is the fact that inflation is rising and therefore interest rates are on
their way higher.

The central banks always try to fight inflation by hiking interest rates. It seems that somewhere
analysts and economists were taught that more expensive money reduces the cost of doing business
and therefore gives the incentives to businesses to cut prices, thus lowering inflation.

This is totally false.

How do they think this is possible?

On the internet, this erroneous theory is explained:

NfAsS i nterest r aconsismers terd to save bezause eetbirns from
savings are higher. With less disposable income being spent, the economy slows
and inflation decreases. 0
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Wow! Do you see the false assumption? People will increase savings when interest rates rise?

But it says nothing about consumer spending increasing because of inflation; consumers
want to beat future priceincreases. No wonder economics is called fit

Such false theories are reminiscent of the college econ textbook by Samuelson, which was full of
false theories. But he got the Nobel Prize for it.

Years later he corrected those mistaken assumptions in revised editions. As a student, | had debates

with my econ professor about these theories. For example, Samuelson wrote that savings are bad for

the economy. I considered that ridiculous. I n At he
to make loans to businesses.

Rising interest rates only reduce growth when they result in tight money, i.e. the inability to get new
loans.

Borrowed money at todayds very | ow interest rates i
much cheaper money that has far less purchasing power.

This year we estimated that inflation was higher than 11% in January. But Dr. John Williams of

shadowstats.com calculates that the true inflation at the end of February hit 16.05%, the steepest
inflation rate since June 1947 (in 75 years).

| f you borrow moreeytatl |6 %,ayy al

i nflation, by 10 percentage poi
as |l ong as banks make tF
This is how millionaires b

As long as banks want to lend at those low rates, this in turn boosts borrowing and thus inflation
growth.

The Fed raised rates the expected 0.25% in March 2022. The FOMC said that at their next meeting in

May they would I ikely st ar dtieg. takihgmonay gutdfduefinafclad 6 s b al e
system. Our prediction is that this will not happen. Il nstead, they will just re
of the balance sheet and declare victory.

But that remedy is snake oil.

On March 22", 2022, Fed head Powell suggested
that there may be several meetings in which they
would hike rates by a big 0.50% points. They are
now realizing that they are far behind the curve,
just as we wrote last year. Therefore, the Fed must
catch up, although they never do.

Once again it is pretense. If they were serious in
truly fighting inflation, why
this past January?
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Fed chair Powell expects inflation to come down | at
miracle would be achieved. Ofcour se, he is talking about fAthe rate
declining.

We ask, when have you ever seen inflation decline for a longer period without the Fed actually
tightening the availability of credit? Not since the Federal Reserve was established in 1913.

Inflation In The Real World

| remember when a Dairy Queen ice cream cone cost 5 cents. Now | hear it is close to $3. | remember
buying a new Cadillac for a little over $5000 in 1975. Now they go for over $60,000 and are a lot
smal l er . Have any of these price increases ever bece

Below is a chart that shows how the value of 1 US dollar has been completely eviscerated over the
past 109 years while the amount of currency in circulation has skyrocketed (green line).

Currently, $1 USD in 2022 is equal to over $29 back in 1913. Put another way, what would have cost
you $1 in 1913 would now cost you over $29 in 2022. In 1913, one can of corn cost $0.10, so $1
would buy 10 cans of corn. But now it would cost you over $29 for the same 10 cans of corn because
the current value of the US Dollar has plunged as a result of the soaring money creation by the Fed.
This is what creates inflation.

Does historical data over a century longgivey ou any confidence that the dol
increase, ii.e. that price increases are fitransitor)
chart), the lower the value of the dollar will decline.
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Price levels rarely decline. At best they stay flat for a while. Reportedly there are 2,200 Ph.D.
economists in the Federal government. We hope that at least a few of them know this. But the Fed
apparently doesndét know that when they mention inf/l
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What will make a business lower its prices? The only reason would be to boost miserable sales
declines. And for that we usually need a recession or worse. However, the forces driving prices
significantly higher are much more plentiful, especially now.

Just think about all the businesses that decreased their prices during 2020 in the midst of the
pandemic, especially hotels and travel-related businesses. Those low prices lasted for a while to
boost their incredible drop in sales. But now in 2022, with the pandemic and restrictions in the rear-
view mirror, prices have soared.

Supermarkets have boosted posted prices significantly, around 30%-50% on many items, and claim
t hat the much higher posted prices are t+30% #fAregul ar
discount, announcing proudly on the cash receiptiy our savi ngs. 0

Perhaps they are betting on future price controls to be imposed by the government, as was done
1974. That way, the supermarkets wil/ claim that hi
prices will be locked in, not the discounted price.

In fact, the government and politicians love inflation because it is a silent tax. The mountain of debt in
government is reduced in terms of actual value as i
of nature, 0 or caused by Putin or Russia orrby grec¢
taxes.

They never put the blame where it belongs: unprecedented spending programs, which must be
financed by the Fed creating trillions of dollars out of thin air to make the spending possible.

Throughout the rest of this report, we will explore what to expect for the markets and global
economies this year and into 2023 as inflation soars to ever greater heights.

We think that a new record higl
19. 6% hi gh Syeetarosveagoao,0 will

We will also introduce you to a tool we developed to reveal the true long-term trend of the
investment market and what controls these important major trend changes. It is not what you always
hear.

The 2021 Market Top

The market up-move since March 2020 was caused by massive credit and liquidity creation by the
Fed, not traditional fundamentals. In fact, it was the biggest money and credit creation of any
central bank in history.

It is amazing what 5-10 TRILLION artificial dollars can do for stocks. The crash of March 2020 turned
into a giant stock rally starting in April 2020. But all good things come to an end. In 2021, the rally
faltered as several stimuli programs ended. One sector after another started to weaken.

The small cap index of 2000 stocks, the Russell 2000, topped in March 2021, traded sideways until
November 2021, and then had a quick Afalseo0o breakol

At that time we said in our Wellington Letter that if it turned out to be a false upside breakout, as we
suspected, it would be an important market top and lead to a painful decline for the bulls.
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When the IWM, the ETF for the Russell 2000 Index, turned down in November 2021 and broke strong

support(t op hori zont al blue I'ine), we wrote that the A
clear to us that a bear market was ahead. =See the 2-day chart of the IWM below, which shows the

false upside breakout last November.
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The | ong A dericsl bf stockswftaimoshode ypar, when stocks go from the big, smart money

to the not-so smart money, tells us that the bear market will likely be long and deep.

There will be rallies, as there always are in bear markets. We had several brief market rallies already
this year, but none were able to propel the major indices to new highs. Bear market rallies are usually
short but sharp to get the attention of the bulls who make their decisions with emotions.

There were the ralliemsgatafrithlue elkd momtighismipag Bve®eho p e n i
inflation being perhaps Atransitory, 0 COVID cases
Ukraine and Russia.

But now the markets face a return to reality. The Russia-Ukraine crisis forced the acceleration of the
big selling that actually started in November of last year. The Ukrainian crisis made it easy to make all
the heavy selling look like it was emotional and due to the war.

The actual reason fogathepmapgk

But that is now also being blamed on Putinimnd his
this phase of the inflation cycle, stock sectors of inflation beneficiaries will rise very nicely,
while those that suffer from inflation will plunge.

I n November of | ast year we wrote that the selling
and persistent that we couldno6ét recall ever seeing
forecasting a very bad market and economy for 2022. Did the big, well-connected investors know

about the planned war for Ukraine? It makes you wonder.
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Soaring Inflation At 40 -Year High 1
IsA10 5-Year High Ahead?

Starting in March of this year, the Fed started hiking interest rates with their 0.25% increase, the first
rate hike since December 2018. Contrary to popular opinion,t hat i s not Ati ghteni ngo:¢
although for economists that seems synonymous. Without tight money, inflation rises.

In fact, if the Fed does not sufficiently reduce its balance sheet by taking money out of the system,
then higher interest rates will actually increase inflation as it increases the cost of doing business.

Currently, the Fed is still adding billions of dollars of
stimuli every month. They never say why. It is a
mystery until much higher governmental spending
and deficits are anticipated. The Fed is far behind
the curve of market and inflation forces.

o
.

o)

|
After their March 16, 2022 meeting, the Fed did not e S~
announce the start of reducing its balance sheet.
They instead said they would leave it for the meeting
in May. That confirms how timid their inflation

fighting is.

As we wrote above, only reducing its balance sheet, or some kind of credit tightening, will

reduce inflation.But t he current Fed wouldndét dare do that ¢
jeopardize the mid-term election results this year.

It would also jeopardize the career of the head of the Fed.

Therefore, as we forecast in our Wellington Letter, inflation will continue to rise, alarmingly. By

not wanting to cause Atight moneyd, t heestatoper nment
prices from rising. Everyone will be bl amed, such ¢
war mingo, and perhaps aliens from outer space. But

When rents soar, as is happening now, we get rent control. It is usually local. However, is there
anything to stop Congress for mandating them? Count on it. Then we may get gasoline price
controls, and then price controls on food.

Price controls were tried by President Nixon in 1971. He announced on August 15, 1971fil am t oday
ordering a freeze on all prices and wagest hr oughout the United States. 0

Nixon won the 1972 election against a candidate who promised big tax hikes. Americans don ot | i k
people who want to raise their taxes. Some people may find that out in 2022.

Ni xonds price and wageafmastmtr ol s eventually were

We met the Secretary of Interior under Nixon several years later and he told us that they started with

a short list of items for price controls, which soon became a super long list. He gave this example of

how they didnét work: they i mposed price control o
potato chips, which had no price controls. There was a shortage of potatoes, but plenty of potato

chips.

The free mar ket always tries to adjust. When i1t car
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After the Nixon resignation, and a recession and market crash in 1974, a recovery started, fueled by
the Fed.

In 1978, one year after we started our research business, we predicted double-digit inflation, which
would lead to a 20% prime rate in 1980.

But Wall Street laughed at our young firm, Dohmen Capital Research, at the time. However, the prime

rate hit 20% in early 1980.
1980:
I * Prime rate reaches record
|\ high of 21.5%

L| L « Inflation Rate Peaks at 14.8%

FRED -/ — sank prime Loan ate

1978:
“Double-digit inflation
ahead, prime rate will \
soar to 20% in 1980!" |

— Bert Dohmen |‘ M' \

Late last year we predicted that inflation would soar in 2022 and first go back to the high of 1980, 40
some years ago. It happened!

In late 2021, we also predicted that eventually inflation might hit a new US record high, exceeding

that of 1917 when the CPlwas 19.6%. The #fAnew of ficial o CPI may
manipulations in how it is calculated. However, actual inflation should get over 20%.

What makes us think that? The stimulus the past two years was much greater than that of the years
preceding 1917, which is when the balance sheet tracking began at the Fed, at atime when
inflation reached its historic high. Before 1917, the Fed was not even creating any money and

credit.
Interestingly, 1917 was also the year ofthel ast t r ue , fop a rhcek Fiipuichiissaid to

have cost 100 millionlives. The | ast two years of Covid was a naf
politicians and their puppets in the governmental medical agencies. It had different goals.

The next few years will not be pleasant for uninformed investors and money managers who practice
the Abuy and hold forevero approach. I n the mar ket ¢

The big money wil!| be made on
but that wil/l requir e itdhmen cmea
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Inflation & A Bear Market

For a recession you need a credit squeeze. And that produces a bear market in stocks because
stocks become a source of cash.

In a bear market, it is futile to try to find the few stocks that will buck the downtrend. Therefore, it
makes more sense to sell short the overvalued stocks. Currently, that includes the majority of
stocks. Only sectors that benefit from inflation will rise.

How low can stock prices eventually go? The P/E ratio of the
most popular market indices is around 18. But that is a result of
the ultra-low interest rate environment we have had for several
years because of low inflation.

The Fed has kept short-term rates at 0% to 0.25% for the past

two years and just now hiked it by 0.25 percentage points. With
Aofficialo inflation at around 7.9
current interest rates are much too low.

Interest rates must rise towards the inflation rate, which inevitably means double-digit inflation is
around the corner.

As rates rise, we wi || see AP/ E ratio compressi on. (
perhaps single digits such as 8. That alone would suggest around a 50% decline in stock prices.

Why dondot any of the analysts in the media talk abc
This is why short selling the vulnerable sectors in a bear market can be extremely profitable,

since stocks decline faster than they rise. We can see this in the long-term (monthly) chart of the S&P

500 below, showing the major bear markets of the ec¢

Take a look at the longer-term calls we made in our Wellington Letter at the tops and bottoms.
These moves were extremely profitable for our members.

T2 DOHMEN CAPITAL RESEARCH
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This chart shows howbadofan i dea it is to say fiwe s-l0ygartimavest ec
horizon, 6 which is what you hear from most anal yst:

If your portfolio declines 50% in value, you will need a 100% gain just to get backtoeven.| sno6t bett e
to sell earlier and minimize the damage? The technical indicators we utilize can enable investors to
do that.

Oh, I forgot. Wall Streettellsyouthat fino one can time the markets. 0 We
experienced analysts have done it for decades. We even wrote an entire report on it in 2021,
i Poving Wall Street Wrong i_How You Can Catch the Next Major Bull Market Topo

However, in a bear market, market participants should not indiscriminately sell short, especially with
high leverage. Short selling should only be done in overvalued stocks that do not benefit from
inflation.

Using our proprietary theory, developed in 1976, you too can get pretty close to catching the major
mar ket trends, whet her up or down. You donot have t
excellent performance.

It is important to note that there are a number of sectors that benefit from rising inflation. The
early phase of the inflation cycle is marked by increased purchases of commodities and energy; first
to beat price increases, and secondly to profit from price rises.

Buying those sectors in the r
shoseéelling the weak sectors th
i nflation, can make you pr «

In 1978-1980, the rising inflation phase of the cycle lasted about 2 years. Then, Paul Volcker came in
as the new Fed Chair and seriously tightened money and credit. That was the time to sell just
about all assets short. It meant the end of the inflation cycle and a rush into cash.

However, keep in mind that short-sellers have one big enemy: their emotions. Decades of
market experience will help you determine the major market trend, which may help you overcome
those emotions.

Of course, this is exactly what our research services aim to do while helping to guide our members
with a successful trading and/or investing strategy.
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The Secret To Bull & Bear Markets That

Wa | | Street Doesnot Want You
The best tool for determining t hrheompafjLiguiditynsar ket tr et
Credit, 60 which we developed in 1976. |t says d¢grdwtht a cft

is the most important factor for determining the major market trend.

When those two factors expand, the market trend will rise; when they contract, they will bring
a bear market. Once you have determined the major trend, it is easier to shut off your emotions and

ignore Wall Streetds fadvice. o

Liquidity and credit soared starting in April 2020
the gl obal economies. Thatdés when the mar ket <crash
response.

Sometime later this year we will see liquidity and credit expansion topping and perhaps reversing.
When they contract, you have to be short or in cash.

The Fed will hesitate to start contraction ahead of the mid-term elections later this year in November.
That means that inflation has a bright green light for the rest of the year.

Remember, wednhit hkes I nteres
It does not mgan ti ght

You see, they never differentiate between Ati ght mc
know if that is intentional.

Eventually, after the election, in early 2023, the Fed will have to catch up with fighting inflation by
actually tightening money. The ensuing bear market will be painful.

Erasing The Last Bull Market

Our advanced technical analysis suggests that at minimum the entire market up-move from March
2020 may eventually be erased. That bull market was a creation of record Fed stimuli and therefore
could be undone when the fight against inflation demands it. That would mean at least a 50% decline
in an index like the DJI from its peak.

However, that wonodt htheeeeion. t hi s year ahead of

Here is the weekly chart of the very broad NYSE COMPOSITE INDEX (NYSE) going back to 2018.
Look at the fantastic rise since the bottom in March 2020.

That was folowedbya one year Adistributionodo per ikodhosernf 2021
you who are not current mstocksggo som thedig,smartimbneyto ono i s
the less experienced investors.


mailto:research@dohmencapital.com?subject=Inquiry%20on%20Surviving%20Soaring%20Inflation%20(Special%20Report%202022)
https://dohmencapital.com/

research@dohmencapital.com | dohmencapital.com-

Our 3 point divergence usually 19.000.0(
marks a bull market top

T DOHMEN CAPITAL RESEARCH
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At the bottom of the chart is the Chaikin Money Flow indicator. It shows that money was flowing out
of stockssincel at e | ast year .-223Whpeoni nth edieversgencield bet ween
the index, point 3 is the last chance to go from bull to bear to maximize returns.

Save this chart. You will not find it easily elsewhere. This is just one example of the advanced
technical analysis we use in our research services to help keep our members on the correct side of
the market.

As we pointed out above, the 2020 stock market low was followed by massive Fed stimuli, expanding
p/e ratios, an improving economy, and a bull market in stocks.

However, now in 2022 we have exactly the opposite. Our Theory of Liquidity & Credit shows us that
the major trend in many market sectors has turned down, although not all sectors will decline at the
same time nor at the same rate. In fact, inflation beneficiaries should continue to do very well.

Unless there is some unexpected bullish event, such as renewed massive money creation by the Fed,
we expect that some other indices, such as the small cap index, will decline as much as 80% over
the next two years. That is the normal bear market decline for at least one index in a true bear
market.

The NASDAQ Golden Dragon China Index already plunged 76% from its 2021 high to the low in
March 2022. We even wrote late last year that China would lead the world markets down.

However, that doesndt mean investors need to sell e
great opportunities for informed investors and the bears. Some sectors will be able to avoid the
initial decline and may even rise, justas webd v e & energy and commodities so far this year.

In our two trading services for active traders, our members were able to amass great gains both on
the long side and the short/bearish side so far this year, despite all the volatility.

Take a look at our how our Smarter Stock Trader and Fearless ETF Trader members profited
greatly from just a few of our top recommendations (not using options). These are gains for short-term
trades within the first 3 months of the year:
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