
A few weeks ago, my son asked me: “Dad, what do you think would happen if the sun exploded?” It 
was around sunset, and I had just said something along the lines of: “John, you know the sun has 
already set, don’t you? That light you see actually left the sun around 8 minutes ago or so.” So, his 
question to me wasn’t as bizarre as it might seem at first blush.  

Further, according to the good folks in They Might Be Giants, the band not the movie, who correctly 
pointed out in the song “Why Does The Sun Shine”: “the sun is a mass of incandescent gas / a gi-
gantic nuclear furnace / where hydrogen is built into helium / at a temperature of millions of de-
grees.” Is it really so hard to imagine the sun, a huge nuclear reactor, exploding? I mean one big co-
ordinated, cataclysmic nuclear chain reaction, as opposed to the infinite, constant smaller ones?   

So, I said: “Well, the earth would incinerate well before the 8 minutes it takes light to get from the 
sun.” Of course he wanted to know how many, so I postulated: “No more than 2, tops, as the rapidly 
advancing heat would start to scorch stuff before actually getting here.” But what would it sound 
like? “I guess no one will ever know, because there wouldn’t be any life left on Earth by the time the 
sound concussion got here.”  

Whether my answers were scientifically accurate is debatable, but they were close enough for a late 
afternoon conversations with a preteen. Succinctly, if the sun explodes, we won’t be able to do any-
thing about it, and we wouldn’t have to worry too long in any event.  

I had trouble falling asleep that night.  

Yesterday, the stock market fell apart a la 2008. At one point in the day, all 30 stocks in Dow Indus-
trials were negative, and something like 97% of the S&P 500 was as well. The worst part? The most 
oft-given reasons why the market took a bath yesterday had nothing to do with anything the average 
investor could control.  

That might seem pretty obvious, but it isn’t really. Clearly, investors can anticipate monetary policy 
changes to some degree, which they should currently be doing. They can also examine geopolitical 
events, and determine whether they want to take any ‘risk off the table.’ Everyone has access to 
broad market valuations, if they only want to look for them. In essence, while the flow of infor-
mation isn’t perfect, there is enough readily available data for the individual, retail investor to make 
some sense of things.  

However, yesterday, one of the things I read causing the uncomfortable sell-off was a rumor about 
some hedge fund being in trouble, as well as some sovereign entity supposedly selling securities. 
Whether these rumors were valid, accurate, or well-founded is almost irrelevant. Just as we saw in 
2008 and with Long-Term Capital Management in the late 1990s, the world’s markets are somewhat 
hostage, perhaps too strong a term, on a fistful of major players who have the capability and access 
to capital to make massive bets on sensitive sectors.  

Due to the use of leverage and the interconnected nature of the world’s financial markets, a few lev-
eraged stupid bets can have outsized consequences on the markets, and, therefore, your net worth.  
In essence, it doesn’t matter if you guessed right, or were intuitively accurate, as much as it matters 
if the overextended risk taker is right.  

Grant me the serenity to accept the things I cannot change, 
The courage to change the things I can, 

And the wisdom to know the difference. 
 

The Serenity Prayer 
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If I make a bet, using Dumb Bank as the broker, Peyton Manning is going to throw a touchdown pass in the next game, 
that would be smart. However, mental gymnast Jim at some firm somewhere thinks he won’t, and borrows the money 
from Dumb Bank to take the other side of the bet, again, through Dumb Bank. Peyton ends up throwing three, and I 
win the bet. However, Jim is so levered up he can’t satisfy, so Dumb Bank is out the money it has to pay to me.  

In essence, if someone uses someone else’s money to make a bad trade, someone has to eat it. If it is the bank or bro-
kerage firm who has to eat it, that eats into capital, which eats into the overall liquidity in the financial system.  

Consider this chart I copied from http://www.advisorperspectives.com/dshort/updates/NYSE-Margin-Debt-and-the-
SPX.php.  It is on the web for free, so I am simply passing it on along:  

I admit, that might be a little hard to read, 
but the columns tell the story: the markets 
are levered to the hilt. The reason? Because 
there is no reason for them not to be so. 
Why? Because the Federal Reserve has kept 
short-term borrowing rates below the ac-
cepted rate of inflation for an extended peri-
od of time, and brokerage firms are more 
than happy to lend good clients money at, 
say, 1% when they can borrow it (to lend 
out) at 0.25%...as much as they want, all 
day long.  

The brokerage firm makes a spread, and, as 
long as stocks are going up, every thing is 
hunky dory. Of course, when you have debt
-fueled anything, at some point everything 
becomes circular: prices go up as long as 
people are plowing money into whatever it 
is. As long as people can borrow below the 

true cost of funds, they will continue to plow money into, again, whatever it is. So, the price continues to go up.  

Frankly, this chart is a joke of the not so funny variety, and suggests the Federal Reserve has back the markets into a 
corner. Raise rates, and borrowing becomes more expensive. This slows the amount of money into the markets. Raise 
the reserve requirement, and this also slows the amount of money going into stocks.  

Now, you could argue the average investor has access to this information as well, and you would be right. However, I 
could very sensibly argue the average investor doesn’t really think about the historic levels of margin debt fueling this 
market rally when making their investor decisions. Further, whether others are borrowing money they won’t be able to 
pay back if & when the markets correct significantly is NOT something the average investor can control.  

As hard it might be to believe, this isn’t capricious. This is very rational behavior.  

Unfortunately, the more people borrow, the more they have to pay back. The more they have to pay back, the more 
they have to sell to cover. The more they have to sell to cover, the more prices go down. The more prices go down, the 
more they have to pay back….and so on.  

Even more unfortunately, this is also almost a self-fulfilling prophecy. The more they worry about things they can’t 
control, in this instance margin debt, the more they want out of the market. The more they want out of the market, the 
more everything unravels.  

Whew.  

In the end, this doesn’t mean the markets are going to fall apart; it doesn’t. A slow, predictable, and steady turning off 
of the liquidity valve might just produce a proverbial soft landing. However, the chart does scream something: the easy 
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money made off easy money has already been easily made. To have another strong leg up in the markets WILL require 
the true creation of wealth in the US economy, as opposed to paper pushing and financial engineering and the like. Peo-
ple will ALWAYS pay for real wealth, but they will GAMBLE with the house’s money as long as the house will let 
them.  

Given what we have seen recently, we seem to be playing with the house’s money. As a result, we would be wise to con-
tinue to reduce our risk exposure in the upcoming months, just as we have all year long. This isn’t panic, but it IS some-
thing we can control for ourselves and our clients., at least to some degree.  

 

...and that is a whole heckuva lot less troubling than worry about what would happen if the sun were to explode.   

 

As an aside, scientists don’t think the sun will explode anytime soon, if ever at all. First, some argue it simply doesn’t 
have enough mass at its core to become a supernova, which is when the core’s own gravitational pull causes it to col-
lapse on itself, releasing potential gravitational energy in the process. Second, lesser stars, like our sun, typically expand 
well before they explode. This happens as the helium and hydrogen at its core deplete, and remaining fusion spread outs 
around the surface area. Regardless, while our sun would cool, relatively, it would still be very hot, massive, and detri-
mentally impact our orbit around it…..more than likely pulling us into it well before the lights went out.  Simply put, as it 
expands, life on earth would cease to exist.  

At least that is what they think.   
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