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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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Note to All Readers: FOR INFORMATIONAL PURPOSES ONLY. This material does not constitute and should not be construed as investment, legal or tax advice or a
recommendation, solicitation or opinion regarding the merits of any investments. Nothing in the material shall be deemed to be a direct or indirect provision of investment
management services or an offer for securities by Janus Capital Group and its subsidiaries (“Janus”) and is not considered specific to any client requirements. Anything
non-factual in nature is an opinion of the author(s), and opinions are meant as an illustration of broader themes, are not an indication of trading intent, and are subject to
change at any time due to changes in market or economic conditions. Janus is not responsible for any unlawful distribution of this material to any third parties, in whole
or in part, or for information reconstructed from this material and do not guarantee that the information supplied is accurate, complete, or timely, or make any warranties
with regards to the results obtained from its use. It is not intended to indicate or imply that current or past results are indicative of future profitability or expectations. As
with all investments, there are inherent risks that need to be addressed.
The distribution of this material or the information contained in it may be restricted by law and may not be used in any jurisdiction or any circumstances in which its use
would be unlawful. This presentation is being provided on a confidential basis solely for the information of those persons to whom it is given. Should the intermediary
wish to pass on this material or the information contained in it to any third party, it is the responsibility of the intermediary to investigate the extent to which this is
permissible under relevant law, and to comply with all such law.
Note to Hong Kong, Taiwan and Singapore Readers: Issued in: (a) Taiwan R.O.C independently operated by Janus Capital Taiwan Limited, licensed and regulated by
the Financial Supervisory Commission R.O.C, (b) Hong Kong by Janus Capital Asia Limited, licensed and regulated by the Securities and Futures Commission of Hong
Kong, and (c) Singapore by Janus Capital Singapore Pte. Limited (Company Registration No. 200617443N), which is regulated by the Monetary Authority of Singapore.
In Singapore, only available to accredited and institutional investors as defined under section 4A of the Securities and Futures Act (Cap.289), and may not otherwise be
distributed in Singapore.
Note to Australia and New Zealand Readers: Issued by Janus Capital Asia Limited (ARBN 122 997 317), which is incorporated in Hong Kong, is exempt from
the requirement to hold an Australian financial services licence and is licensed and regulated by the Securities and Futures Commission of Hong Kong under Hong
Kong laws which differ from Australian laws. In New Zealand, this document may only be distributed to ‘wholesale investors’ within the meaning of the Financial
Markets Conduct Act 2013. This includes (i) selected institutional clients whose primary business is the investment of money, or (ii) persons who meet the prescribed
investment activity criteria or who exceed certain prescribed asset and turnover thresholds, or (iii) a person who has completed a prescribed certificate attesting as to
their experience in buying or selling investment products, or (iv) investors who invest a minimum sum of NZ$ 750,000. This is not a registered prospectus or investment
statement or product disclosure statement under New Zealand law and does not constitute an offer of securities to the public for the purposes of the Securities Act
1978 or a regulated offer under the Financial Markets Conduct Act 2013. It should not be copied or distributed to any other person in New Zealand. In Australia and
New Zealand, for wholesale client use only.
In Australia, Janus Capital Management LLC, Enhanced Investment Technologies and Perkins Investment Management LLC are permitted to conduct financial services
pursuant to an exemption from the need to hold an Australian financial services licence under the Australian Corporations Act 2001. Janus Capital Management LLC,
Enhanced Investment Technologies and Perkins Investment Management LLC are regulated by the Securities Exchange Commission of the U.S. under U.S. laws, which
differ from Australian laws.
Note to China (PRC) Readers: Janus is not licensed, authorised or registered with the China Securities Regulatory Commission for investment management business
or otherwise approved by any PRC regulatory authorities to provide investment management services in the PRC. This material has not been reviewed by or filed with
any PRC regulatory bodies and the use of this material shall be limited to the extent permitted by applicable laws, regulations and relevant requirements. Nothing in this
material shall be deemed or construed as providing investment management services by Janus in the PRC, nor shall it be will viewed as investment advice in relation
to PRC capital markets, securities and mutual funds, which may require Janus to obtain or be subject to any approval, licensing, filing, registration, or other qualification
requirements of the relevant Chinese regulatory authorities. This material is being provided on a confidential basis solely for the information of those persons to whom
it is given.
Note to Europe Readers: Issued in Europe by Janus Capital International Limited (“JCIL”), authorised and regulated by the U.K. Financial Conduct Authority and also
issued by Janus Capital (Switzerland) LLC, authorised and regulated in Switzerland by FINMA.
Note to Middle East Readers: JCIL is regulated by the Dubai Financial Services Authority as a Representative Office. JCIL is authorised and regulated by the U.K.
Financial Conduct Authority. The contents of this presentation have not been approved by, licensed or registered with the Central Bank of Bahrain the Regulatory
Authority of Botswana, Qatar Central Bank Saudi Arabian Capital Market Authority, UAE Central Bank, the Securities and Commodities Authority, the Kuwaiti Capital
Markets Authority or any other relevant licensing authorities or governmental agencies in the Middle East. This presentation does not constitute a public offer of
securities in the Sultanate of Oman as contemplated by the Commercial Companies Law of Oman Royal Decree 4/74) or the Capital Market Law of Oman (Royal
Decree 80/98) or under Kazakhstani law. No transactions will be concluded in the Middle East and any enquiries should be made to JCIL.
Note to Africa Readers: JCIL is not authorised in South Africa for marketing. The contents of this presentation have not been approved by, licensed or registered with
the Regulatory Authority of Botswana.
Note to Colombia Readers: JCIL’s products and/or services may not be promoted or marketed in Colombia or to Colombian residents unless such promotion and
marketing is made in compliance with Decree 2555 of 2010 and other applicable rules and regulations related to the promotion of foreign financial and/or securitiesrelated products and/or services in Colombia or to Colombian residents. Neither JCIL nor any related person or entity has received authorisation or licensing from the
Financial Superintendence of Colombia or any other governmental authority in Colombia to market or sell its products and/or services within Colombia or to
Colombian residents.
Los productos y/o servicios de JCIL no podrán ser ofrecidos ni promocionados en Colombia o a residentes Colombianos a menos que dicha oferta y promoción se lleve
a cabo en cumplimiento del Decreto 2555 de 2010 y las otras reglas y regulaciones aplicables en materia de promoción de productos y/o servicios financieros y /o
del mercado de valores en Colombia o a residentes colombianos. Ni JCIL ni ninguna persona o entidad relacionada han recibido autorización o licencia por parte de la
Superintendencia Financiera de Colombia o cualquier otra autoridad en Colombia para ofrecer o vender sus productos y/o servicios en Colombia o a
residentes colombianos.
Note to Canada Readers: In Canada, Janus Capital Institutional products and services are offered through Janus Capital Management LLC which is registered as an
adviser in the category of portfolio manager and as a dealer in the category of exempt market dealer in each of the provinces of Alberta, British Columbia, Manitoba,
Ontario and Quebec. In these provinces, these services are offered only to “Accredited Investors” as defined in National Instrument 45-106 and “Permitted Clients” as
that term is defined in National Instrument 31-103.
Janus Capital Management LLC serves as investment adviser. Janus, INTECH and Perkins are registered trademarks of Janus International Holding LLC.© Janus
International Holding LLC. In Australia, INTECH is trading as EIT and INTECH is not its registered trade mark. For more information or to locate your country’s Janus
representative contact information, please visit www.janus.com.
Outside of U.S.: For institutional/ sophisticated investors / qualified distributors use only. Not for public viewing or distribution.
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