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Doo-Doo Economics
The world is turning “green”—global warming
or not. Electric cars, free-range chickens, and
White House vegetable gardens are the wave of
the future, but the defining badge of environ-
mentalists may be none of those and might, in
fact, be colored blue, as opposed to green. Dog
owners would be the first to acknowledge it.
Having converted reluctantly to felines nearly
ten years ago, I myself am only forced to hum-
ble myself by emptying the litter box once or
twice a year when Sue is visiting the relatives.
But dogs? Well, Bowser has to be walked, and
Bowser owners these days are being forced to
subserviently follow in step, holding those little
blue “doo-doo” bags at the ready that keep the
neighbors’ grass green instead of brown and
minimize the number of summer flies to a bil-
lion per square mile. No longer will the current
generation be allowed to use pooper-scoopers;
they must in fact be pooper “stoopers,” bending
down, turning the bag inside out to form a
glove, and then—EEECH—making the grass
environmentally friendly again by picking it up,
reversing the bag and hurriedly looking for the
nearest neighbor’s garbage can who might con-
veniently be at church or shopping at the gro-
cery store. One can only hope that Fido is mildly
constipated, if you get my drift. I can recall the
diaper days with my three kids. It wasn’t a pleas-
ant experience, but those non-environmentally
friendly Pampers at least afforded one-stop
dropping—easy on, easy off—no touchy, no
feely. In those days, a doggie bag was something
you asked for in a fine restaurant to take home
the steak bones. Now it’s a blue plastic reminder
that the world is changing and in many respects
our daily routine is becoming a dog’s life.

A similar metaphor could be applied to the 45
million citizens of the State of California. Once
“golden” and the land of entrepreneurial oppor-
tunity, the state has turned from filet mignon 
to ground chuck and its residents are now on a
short leash as opposed to masters of their own
universe. Unemployment at 12.2% is near the
nation’s highest and its Baa bond rating is the
country’s lowest. Its schools are abysmal, com-
peting with Louisiana and Mississippi for the
lowest rating in the federal government’s
National Assessment of Educational Progress.
While the air is much cleaner than it was 20
years ago, the freeways are stereotypically
jammed and increasingly less free—the age 
of the toll road serving the exasperated (or 
simply the Mercedes owners) is upon us.

Our canine existence has many fathers. Perhaps
more than any other state, California has been
affected by its perverted form of government,
requiring a two-thirds vote by state legislators to
effectively pass a budget. In addition, the state’s
laws are almost tragically shaped by a form of
direct democracy more resemblant of the
Jacksonian era, where the White House furniture
was constantly at risk due to unruly citizens,
high on whisky, and low on morals and common
sense. Propositions from conservatives and lib-
erals alike have locked up much of the budget,
with Proposition 13 in 1978 reducing property 
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taxes by 57% and Prop. 98 in 1988 requiring 
40% of the general fund to be spent on schools.
Recently, much of any excess has been gobbled
not only by teachers, but unbelievably by a
prison lobby that would be the envy of any 
on Washington’s K Street.

The result has been a $26 billion deficit that was
supposedly “closed” in recent weeks, but which
largely was a “kick the can” accounting scheme
that postponed the pain, or better yet, pled for a
federal solution to self-inflicted wounds. State
budgets of course are required to be balanced
each year, but that has long been a fiction
throughout most of the country. Still, California’s
2009 fix was perhaps the longest kick of the 
can in history, refusing effectively to raise taxes,
superficially cutting expenses, and shaming its
fading image by refusing to disburse required
billions to local counties and communities, as
well as using accounting tricks that couldn’t fool
a grade-schooler. In the process, they managed
to reinvent the IOU, paying bills in virtual scrip
that then traded at substantial discounts on
eBay of all places. They have issued tax anticipa-
tion notes of all sorts with a multitude of let-
tered configurations that anagram aficionados
would revel in. Just last week the state extended
its begging bowl for $8 billion of “RANs”
(Revenue Anticipation Notes) at an onerous
money market rate of 1½%. Previously they had
issued “RAWs” (Revenue Anticipation Warrants).
“BAGs” might be next—blue BAGS, that is, full
of the doo-doo that California citizens have
grown used to picking up.

There are signs that California voters are ready 
to make some tough choices, having recently
refused to pass five propositions that would have
extended tax hikes and failed to address spend-
ing. Whether or not Governor Schwarzenegger
and legislators will agree to a constitutional 
convention to address the poisonous proposition
plebiscite itself is a larger question that will likely
be affirmatively answered only if the state econo-
my continues to remain in the tank, which it likely
will. But California’s problems, while somewhat
unique and self-inflicted, are really America’s
problems, and not just because the California
economy is 15% of national GDP. While
California’s $26 billion deficit is not directly 
comparable to the federal gap of $1 trillion-plus,
they both reflect a lack of discipline and indeed
vision to perceive that the strong growth in rev-
enues was driven by the same excess leverage
and the same delusionary asset appreciation that
was bound to approach cliff’s edge. California’s
property taxes, income taxes, and sales taxes
were all artificially elevated by national and
indeed global imbalances as the U.S. manufac-
tured paper, and Asia manufactured things in
mercantilistic exchange. Total tax revenues have
actually fallen 14% over the past 12 months in
California and substantially more in other states.
At some point, that Fantasyland merry-go-round
had to stop and whether the defining moment
was marked by Bear Stearns, Lehman Brothers, or
the tumultuous week that followed in September
of 2008 is really not the point.
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What is critical to recognize is that both
California and the U.S., as well as numerous
global lookalikes such as the U.K., Spain, and
Eastern European invalids, are in a poor position
to compete in a global economy where capital-
ism is morphing from its decades-long empha-
sis on finance and levered risk taking to a more
conservative, regulated, production-oriented
system advantaged by countries focusing on
thrift and deferred gratification. The term “capi-
talism” itself speaks to “capital”—the accumula-
tion of it and the eventual efficient employment
of it—for growth in profits and real wages alike.

What California once had and is losing rapidly 
is its “capital”: unquestionably in its ongoing
double-digit billion dollar deficits, but also in 
its crown jewel educational system that led to
Silicon Valley miracles such as Hewlett Packard,
Apple, Google, and countless other new age
innovators. In addition, its human capital is
beginning to exit as more people move out of
the state than in. While the United States as a
whole has yet to suffer that emigration indignity,
the same cannot be said for foreign-born and
U.S.-educated scientists and engineers who now
choose to return to their homelands to seek
opportunity. Lady Liberty’s extended hand offer-
ing sanctuary to other nations’ “tired, poor and
huddled masses” may be limited to just that.
The invigorated wind up elsewhere.

Now that our financial system has been stabi-
lized, one wonders whether California’s
“Governator” and indeed the Obama
Administration has the capital, the vision, and
indeed the discipline of its citizenry to turn things
around. Our future doggie bags can hold steak
bones or doo-doo of an increasingly familiar
smell. For now investors should be holding their
noses, their risk orientation, as well as their blue
bags, until proven otherwise. Specifically that
continues to dictate a focus on high quality
bonds and steady dividend paying stocks that
can survive, if not thrive, in our journey to a 
“new normal” economy of slower growth, 
muted profit gains, and potential capital 
destruction via default, abrogation of 
property rights, and dollar devaluation.
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Past performance is no guarantee of future results and current and future holdings are subject to risk. This is not an offer or solicitation for the purchase or sale of any finan-
cial instrument. It is presented only to provide information on investment strategies and opportunities. The material contains the current opinions of the author, which are sub-
ject to change without notice. Statements concerning financial market trends are based on current market conditions, which will fluctuate. Forecasts are inherently limited and
should not be relied upon as an indicator of future results. References to specific securities and issuers are for illustrative purposes only and are not intended to be, and should
not be interpreted as, recommendations to purchase or sell such securities.

Investing in the bond market is subject to certain risks including market, interest-rate, issuer, credit, and inflation risk; investments may be worth more or less than the original
cost when redeemed. Equities have tended to be volatile, involve risk to principal and, unlike bonds, do not offer a fixed rate of return. There is no guarantee that dividend-pay-
ing stocks will continue to pay dividends.

The letter ratings are provided to indicate the creditworthiness of bonds and in the case of Moodys range from Aaa (highest) to C (lowest). 

Allianz Global Investors Distributors LLC, 1345 Avenue of the Americas, New York, NY 10105-4800, www.allianzinvestors.com, 1-888-877-4626. 
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As a reminder, an audio file of this Investment Outlook will be available on www.allianzinvestors.com.
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