The Coming Crash! 
When is the next stock market crash? The person who knows this answer can become very wealthy, indeed. Let’s review some facts that show that we are in for a long term bear market.

We are in a Credit Bubble
As housing prices have soared to nosebleed heights, homeowners have flocked to home equity credit lines. Basically, this allows you to use your house as an ATM machine. Consumers have been maxing out on credit and spending it on things like large SUV’s, vacations and big screen TVs. Living above your means has never been easier, or as widespread! Of course this money is borrowed, and must be paid back.

To make matters worse, consumers aren’t the only ones in debt up to their eyeballs. The Federal debt is valued at $7.2 trillion and growing by $1.71 billion per day! Much of this is fueled by deficit spending, which is in vogue in Washington. 

The total national debt (combined government, business and household borrowing) has grown by $13 trillion, from 1990 to 2001, to $32 trillion! This type of massive debt growth is extremely risky and most government officials have no idea how to pay it off.
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How will this affect the stock market?

As interest rates move higher and higher, debtors will find it increasingly harder to pay interest. Many debtors will simply default or become bankrupt. The entire economy will be hit hard as many are unable to pay their debts. This in turn affects the stock market in a multitude of ways. Consumers and businesses will diminish their spending and banks will become insolvent from bad loans. The credit bubble can pop in any number of ways, but each one will set up a chain reaction that will reverberate throughout the stock AND bond markets.

We're in a Housing Bubble
Housing prices have escalated at a breakneck pace in the last several years. The bull market in housing is fueled by mortgage rates that are hovering around 35 year lows. What is problematic is how interest rates are destined to rise to their normal levels. Rising interest rates are notoriously bearish for housing prices because monthly mortgage payments will rise. 
The housing market needs a steady stream of hungry home buyers in order to maintain its lofty prices. When mortgage rates rise, prospective home buyers will be discouraged and housing prices will implode on their own weight. Additionally, housing prices have become unaffordable to many prospective house hunters, as housing prices have been rising at a vastly higher rate than incomes.

How will this affect the stock market?

Approximately 25 percent of the US economy has its roots in the housing sector. This is put into perspective by the fact that a house is the biggest investment that most individuals will ever make. Housing prices are absolutely critical to the success of companies such as Loews, Home Depot and Sears. The success of most banks is also closely tied to the health of the housing market. 

As further evidence, several studies have shown that housing prices exercise twice the effect on consumer spending as comparable declines in stock prices. So, if housing crashes a modest 20 percent the economic onslaught will be as if the stock market crashed 40 percent! Based on today’s overvalued housing prices, a 20 percent crash is certainly in the cards. 

Stocks will Fall as Baby Boomers Cash Out 
More than 76.1 million Americans were born between 1946 and 1964. Sociologists have defined those born during that period as “Baby Boomers.” Boomers are now between 40 and 58 years old. The vast numbers of Baby Boomers flooded the job market in the 1970’s. Throughout the 80’s and 90’s, Boomers have had an insatiable appetite for investments and the stock market benefited from massive capital inflows. 
In the next few years, scores of Baby Boomers will be retiring, which means retirement portfolios and 401ks will be liquidated. This generation certainly can’t rely on Social Security, so stocks will be sold for cash and invested in bonds. 

The danger lies in the fact that Baby Boomers are the largest and wealthiest population group. Stocks will fall for many years as the Boomers cash in their chips. Think about it: They provided the fuel for the long bull market and by pulling their capital out, the market will fall. 

Won’t the next generation buy the stocks Baby Boomers are selling? 

Unfortunately, Generation X is a much smaller generation than the Boomers. Plus, Generation X’s buying power is no match for the large portfolios that will be sold off in droves. This is expected because older people simply have more money. To top it off, X’ers have less money for investing because of the increasing cost of living. Just being able to afford a house and paying large college debts leaves very little money to invest. 

Outsourcing: Will it hurt our supremacy? 
The outsourcing of jobs is a thought that sends chills through spines of many white collar professionals. Outsourcing is when a company hires workers in a foreign area to replace domestic workers. Currently, the tech industry is swapping workers who earn about $100k+ per year for workers in India for $20k per year. The companies that outsource cut their costs dramatically and the educated Indian workers become wealthy. In India, earning $20k gives you very high standard of living. 
Obviously it is the American professional that loses out. So far 40% of the Fortune 500 firms have outsourced by the end of 2003. According to Cynthia Kroll, senior economist at UC Berkeley’s Haas School of Business, “14 million jobs are vulnerable in some way to offshoring”. 

Unfortunately, having the best credentials offers no protection against offshoring. This is what happens when you can hire a PH.D in India for a fifth of the salary of an American with a “mere” Masters. In order to keep jobs, many workers will have to take a tremendous cut in pay. The employment market is based on supply and demand-and there is an abundant supply of highly educated professionals who would do anything to work for $20,000 per year!

How the Crash May Occur
Because our nation’s consumers are deeply in debt, losing jobs to outsourcing will cause many to go bankrupt. This, in turn, will cause housing prices to drop because foreclosures will become more frequent. Increased bankruptcies and falling housing prices has negative effect on stocks, which will also be sold by retiring Baby Boomers. Basically, a vicious circle will occur as the economy snowballs into a long bear market. 
Based on the evidence, we’ve seen that the economy is on very shaky ground. If even just one of these aforementioned scenarios comes true, the stock market will drop considerably. Most likely, these unfortunate events will trigger each other and topple our house of cards economy.

