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High-Yield Corporate Bond Spread
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Source: Bloomberg.
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have enough memory 
to open the image, or  
the image may have  
been corrupted. 
Restart your  
computer, and then  
open the file again. If  
the red x still appears,  
you may have to 
delete the image and  
then insert it again.

The image cannot be  
displayed. Your computer  
may not have enough 
memory to open the 
image, or the image may  
have been corrupted. 
Restart your computer, 
and then open the file  
again. If the red x still  
appears, you may have to 
delete the image and  
then insert it again.
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Home prices don’t go up forever
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When Lenders Make Non-Recourse Loans
Heads they lose -- Tails they lose

When Lenders Make Non-Recourse Loans
Heads they lose -- Tails they lose

• If prices rise, the borrower keeps 
the gain

• If prices fall, the borrower can 

• If prices rise, the borrower keeps 
the gain

• If prices fall, the borrower can 
walk, sticking the lender with
a long-term depreciating asset

• If interest rates rise, the value of
the loan depreciates as the “real” average life of the asset is 
extended

• If interest rates fall, the borrower prepays

walk, sticking the lender with
a long-term depreciating asset

• If interest rates rise, the value of
the loan depreciates as the “real” average life of the asset is 
extended

• If interest rates fall, the borrower prepays

•• These loans were never worth what the government These loans were never worth what the government 

… the biggest problem was government… the biggest problem was government--
guaranteed mortgage loans.guaranteed mortgage loans.

said they were worth.said they were worth.

•• They were worth less the day they were issued.They were worth less the day they were issued.
•• Lack of call protectionLack of call protection
•• High transaction costHigh transaction cost

• An investor can sell 1,000 shares of IBM stock –
worth about $165,000 – in less than a second 
with a transaction cost under $10.

• An investor can sell 1,000 shares of IBM stock –
worth about $165,000 – in less than a second 
with a transaction cost under $10.

High Transaction CostsHigh Transaction Costs

• But a $165,000 house in foreclosure takes 
months to sell with fix-up costs, commissions 
and legal fees that can exceed $20,000.

• But a $165,000 house in foreclosure takes 
months to sell with fix-up costs, commissions 
and legal fees that can exceed $20,000.
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Current Home Ownership RatesCurrent Home Ownership Rates
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In the second quarter 2010, the U.S. 
home ownership rate was 66.9 
percent, the lowest since 1999.

In the second quarter 2010, the U.S. 
home ownership rate was 66.9 
percent, the lowest since 1999.

July 27, 2010
U.S. Census Bureau

July 27, 2010
U.S. Census Bureau
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Food 12.8%
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Apparel and services 4.1%
Cash contributions 3.6%
Education 2.0%
Personal care products 1.2%
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Healthcare 5.7%
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Cash contributions 3.6%
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Personal care products 1.2% Source: U.S. Bureau of Labor Statistics/CLSA
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Culture change is coming.
America’s priorities will change.

Culture change is coming.
America’s priorities will change.

• We’ll spend relatively less on housing, cars 
and consumables.

• We’ll spend relatively less on housing, cars 
and consumables.and consumables.

• A greater portion of household income will 
be allocated to education, medical research 
and savings.

and consumables.

• A greater portion of household income will 
be allocated to education, medical research 
and savings.

Toward a New American CenturyToward a New American Century
•• HousingHousing

•• EducationEducation

•• ImmigrationImmigration

•• EntitlementsEntitlements

•• EnergyEnergy

•• Health / Medical ResearchHealth / Medical Research

Between 1870 and 1950, Americans added 
almost one year of education each decade.

By 1960, the highest average grade level in 
the U.S. exceeded every other nation by two 

Between 1870 and 1950, Americans added 
almost one year of education each decade.

By 1960, the highest average grade level in 
the U.S. exceeded every other nation by two the U.S. exceeded every other nation by two 
years.

Since 1960, we have made no progress and 
several other nations have surpassed us.

the U.S. exceeded every other nation by two 
years.

Since 1960, we have made no progress and 
several other nations have surpassed us.

“If an unfriendly foreign 
power had attempted to 
impose on America the 
mediocre educational 

f  th t i t  

“If an unfriendly foreign 
power had attempted to 
impose on America the 
mediocre educational 

f  th t i t  performance that exists 
today, we might have 
viewed it as an act of 
war.”

- 1983

performance that exists 
today, we might have 
viewed it as an act of 
war.”

- 1983

• Hong Kong 542
• Canada 534
• Japan 531

Estonia 531

• Hong Kong 542
• Canada 534
• Japan 531

Estonia 531

How 15-Year-Olds Score in SchoolHow 15-Year-Olds Score in School
ScienceScience

• Hong Kong 547
• South Korea 547
• Canada 527

Japan 523

• Hong Kong 547
• South Korea 547
• Canada 527

Japan 523

MathMath

Source: OECD Programme for International Student Assessment 2006
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• Poland 498
• United States 489
• Russian Federation 479
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• Japan 523
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• Japan 523
• Estonia 515
• Germany 504
• OECD average 498
• Poland 495
• United Kingdom 495
• Russian Federation 476
• United States 474

The Jobs Problem
(It Isn’t Jobs – It’s Trained Workers)

The Jobs Problem
(It Isn’t Jobs – It’s Trained Workers)

125125

100100 123,000,000 123,000,000 

Millions

Source: Edward Gordon, “Winning the Global Talent Showdown”

7575

5050

2525

high-skilled U.S. 
jobs will be

available in 2020

high-skilled U.S. 
jobs will be

available in 2020 50,000,000 
Americans will qualify 

for those jobs

50,000,000 
Americans will qualify 

for those jobs
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Five times more people 

are learning English in 

China than there are 

l  i  E l d ”

Five times more people 

are learning English in 

China than there are 

l  i  E l d ”people in England.”

- HSBC Bank

people in England.”

- HSBC Bank

India… India… 
• Extracurricular activities 

consisted of academic 
coaching in 95% of the 
households

• Extracurricular activities 
consisted of academic 
coaching in 95% of the 
householdshouseholds.

• 43% of parents want their 
children to get a Master’s 
degree;  29% want them to 
get a PhD.

households.

• 43% of parents want their 
children to get a Master’s 
degree;  29% want them to 
get a PhD.

South KoreaSouth Korea
•Spend more on education 

(22%) than housing (13%)

•70% of Korean parents 

•Spend more on education 
(22%) than housing (13%)

•70% of Korean parents p
expect their children to 
work overseas, of which 
more than half expect 
their children to work in 
the US.

p
expect their children to 
work overseas, of which 
more than half expect 
their children to work in 
the US.

Knowledge Universe
Early Childhood Education
Knowledge Universe
Early Childhood Education

Knowledge Universe
Primary and Secondary Education

Knowledge Universe
Primary and Secondary Education

We must not be afraid of 
competition.  

We must not be afraid of 
competition.  

We must be ready to 
compete.

We must be ready to 
compete.
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Eddie “The Eagle” EdwardsEddie “The Eagle” Edwards

• 1988 Calgary Olympics

• Britain’s first (and last!) ski 
jumper

• 1988 Calgary Olympics

• Britain’s first (and last!) ski 
jumper

• Last place finish with a jump 
of 253 feet

• Last place finish with a jump 
of 253 feet

Matti Nykanen of Finland wins the gold 
with a jump of 412 feet. 

Eddie “The Eagle” EdwardsEddie “The Eagle” Edwards

• 1988 Calgary Olympics

• Britain’s first (and last!) ski 
jumper

• 1988 Calgary Olympics

• Britain’s first (and last!) ski 
jumper

• Last place finish with a jump 
of 253 feet

• Last place finish with a jump 
of 253 feet

Eddie “The Eagle” Rule:
Olympic qualifiers must compete in international events and place 
in the Top 30 percent or Top 50 competitors.

Eddie “The Eagle” Rule:
Olympic qualifiers must compete in international events and place 
in the Top 30 percent or Top 50 competitors.

Toward a New American CenturyToward a New American Century
•• HousingHousing

•• EducationEducation

•• ImmigrationImmigration

•• EntitlementsEntitlements

•• EnergyEnergy

•• Health / Medical ResearchHealth / Medical Research

Highly skilled, entrepreneurial 

and educated immigrants are 

Highly skilled, entrepreneurial 

and educated immigrants are g

crucial to the United States’ 

prosperity. 

g

crucial to the United States’ 

prosperity. 

Doctorates Awarded in the U.S.Doctorates Awarded in the U.S.

• 1/3 of all doctoral students in the U.S. 
are  foreign born, up from one in ten 30 
years ago

• 1/3 of all doctoral students in the U.S. 
are  foreign born, up from one in ten 30 
years ago

Sources: National Science Foundation/Div of Science Resource Statistics

years ago.

• 84% of their doctorates are in 
engineering and the sciences.

years ago.

• 84% of their doctorates are in 
engineering and the sciences.

A 3-Point Plan to Invest in AmericaA 3-Point Plan to Invest in America

• Encourage skilled non-citizen workers and their 
families to live legally in the U.S.

• Encourage skilled non-citizen workers and their 
families to live legally in the U.S.

• Retain the students we train.

• Induce entrepreneurs to invest in the American 
dream.

• Retain the students we train.

• Induce entrepreneurs to invest in the American 
dream.
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It’s time to level the playing field.It’s time to level the playing field.

• Canada, the United Kingdom and Australia 
encourage immigrant investors

• Canada, the United Kingdom and Australia 
encourage immigrant investors

• Singapore entices leading researchers and 
technologists to its $2 billion Biopolis
biomedical center.

• Singapore entices leading researchers and 
technologists to its $2 billion Biopolis
biomedical center.

Albert EinsteinAlbert Einstein

Building Human Capital Through ImmigrationBuilding Human Capital Through Immigration

Jerry YangJerry Yang Madeleine AlbrightMadeleine Albright
(Germany)(Germany) (Taiwan)(Taiwan)

Sergey Brin
(Russia)

Sergey Brin
(Russia)

Alex. Graham Bell
(Scotland)

Alex. Graham Bell
(Scotland)

(Czechoslovakia)(Czechoslovakia)

Gustavo Dudamel
(Venezuela)

Gustavo Dudamel
(Venezuela)

Toward a New American CenturyToward a New American Century
•• HousingHousing

•• EducationEducation

•• ImmigrationImmigration

•• EntitlementsEntitlements

•• EnergyEnergy

•• Health / Medical ResearchHealth / Medical Research

• Unrealistic assumptions about rates of return on 
assets

• Unrealistic assumptions about rates of return on 
assets

Entitlements Entitlements –– The Math Doesn’t Add UpThe Math Doesn’t Add Up

• Falling ratios of current workers to retirees
• Workers who pay in to the system for too few years
• Pensioners who live longer than the original system 

planners assumed.

• Falling ratios of current workers to retirees
• Workers who pay in to the system for too few years
• Pensioners who live longer than the original system 

planners assumed.

When Social Security was introduced in When Social Security was introduced in 
1935, the average life span in the U.S. was 1935, the average life span in the U.S. was 
61.7 years.61.7 years.

In 2009, life expectancy in the U.S. In 2009, life expectancy in the U.S. 
reached 78.1 years. reached 78.1 years. 

Sources: National Center for Health Statistics, National Vital Statistics Reports, vol. 54, no. 19, June 28, 2006.
U.S. Census Bureau, International Database.
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In many countries, people have come to believe that 
they could – were entitled to – retire in their fifties.

R f    liti ll  i ibl

In many countries, people have come to believe that 
they could – were entitled to – retire in their fifties.

R f    liti ll  i ibl

Restoring Economic GrowthRestoring Economic Growth

Reform can seem politically impossible.

The U.S. has an opportunity to fix its entitlements 
dilemma before it reaches an economic tipping 
point. 

Reform can seem politically impossible.

The U.S. has an opportunity to fix its entitlements 
dilemma before it reaches an economic tipping 
point. 
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Longer Life Expectancy; Longer Retirements
France

Longer Life Expectancy; Longer Retirements
France

Life Expectancy 
at age 65
Life Expectancy 
at age 65

WomenWomen
MenMen

28.628.6 32.932.9
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Retirement AgeRetirement Age
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26.226.2 30.830.8

Source: OECD Ageing and Employment Policies, France 2005

Redefining Retirement in the U.S.Redefining Retirement in the U.S. Nationwide Protests in FranceNationwide Protests in France

“Retired at last!”“Retired at last!”

Toward a New American CenturyToward a New American Century
•• HousingHousing

•• EducationEducation

•• ImmigrationImmigration

•• EntitlementsEntitlements

•• EnergyEnergy

•• Health / Medical ResearchHealth / Medical Research

What we pay vs. the true cost
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• Uncertainty faced by investors and 
producers because of price volatility.

• Uncertainty faced by investors and 
producers because of price volatility.

Energy ChallengesEnergy Challenges

• The rise in atmospheric greenhouse gases.

• Loss of energy technology leadership.

• The potential for political instability in oil-
exporting nations. 

• The rise in atmospheric greenhouse gases.

• Loss of energy technology leadership.

• The potential for political instability in oil-
exporting nations. 
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Source: Richard Newell, Resources for the Future

Crude OilCrude Oil

“This difficult effort will be “This difficult effort will be 
the ‘moral equivalent of war’ the ‘moral equivalent of war’ 

President Jimmy Carter on the energy crisisPresident Jimmy Carter on the energy crisis
and proposed energy legislationand proposed energy legislation

---- except that we will be except that we will be 
uniting our efforts to build uniting our efforts to build 
and not destroy.”and not destroy.”

40.5%

43.6%Reagan

Carter

36.1%

37.1%Ford

Nixon

Percentage Percentage 
of Oil from of Oil from 
F ig  F ig  

65.5%

66.2%Obama
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47.2%

49.8%Clinton
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g
Foreign Foreign 
SourcesSources

Toward a New American CenturyToward a New American Century
•• HousingHousing

•• EducationEducation

•• ImmigrationImmigration

•• EntitlementsEntitlements

•• EnergyEnergy

•• Health / Medical ResearchHealth / Medical Research
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Half of all economic growth in the 
last two centuries can be traced 
to medical research advances.

Half of all economic growth in the 
last two centuries can be traced 
to medical research advances.to medical research advances.to medical research advances.

Company Value Comparison
U.S. $ billions

Company Value Comparison
U.S. $ billions

Average: Consumer $131.6 19.2
(P&G  Estée Lauder  Coca Cola  Pepsi  Kraft)

Average: Consumer $131.6 19.2
(P&G  Estée Lauder  Coca Cola  Pepsi  Kraft)

Enterprise
Value

Enterprise
Value

Est.
P/E Ratio

Est.
P/E Ratio

(P&G, Estée Lauder, Coca Cola, Pepsi, Kraft)

Average: Pharma $105.3 11.2
(Pfizer, J&J,  Roche, Norvartis, Merck, GSK, SanofiAventis,
Abbott Labs, AstraZeneca, Amgen, BMS and Eli Lilly)

(P&G, Estée Lauder, Coca Cola, Pepsi, Kraft)

Average: Pharma $105.3 11.2
(Pfizer, J&J,  Roche, Norvartis, Merck, GSK, SanofiAventis,
Abbott Labs, AstraZeneca, Amgen, BMS and Eli Lilly)

Source: Bloomberg 1/26/2011

• Invention of the wheel

• Development of agriculture

• Invention of the wheel

• Development of agriculture

Some Great Achievements in HistorySome Great Achievements in History

• The printing press

• Copernican revolution

• Industrial and technology revolutions

• Extension of life expectancy

• The printing press

• Copernican revolution

• Industrial and technology revolutions

• Extension of life expectancy

67
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55

+18+18

+18+18
+36+36

Worldwide Life Expectancy GrowthWorldwide Life Expectancy Growth
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Source: United Nations Development Program
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Half of all economic growth in the 
last two centuries can be traced 
to medical research advances.

Half of all economic growth in the 
last two centuries can be traced 
to medical research advances.to medical research advances.to medical research advances.

Company Value ComparisonCompany Value Comparison

Average: Consumer 20.8
(P&G, Estée Lauder, Coca Cola, Pepsi, Kraft)

Average: Consumer 20.8
(P&G, Estée Lauder, Coca Cola, Pepsi, Kraft)

Est. P/E RatioEst. P/E Ratio

(P&G, Estée Lauder, Coca Cola, Pepsi, Kraft)

Average: Pharma 12.8
(Pfizer, J&J,  Roche, Norvartis, Merck, GSK, SanofiAventis, Medtronic

Abbott Labs, AstraZeneca, Teva, Amgen, BMS and Eli Lilly, UnitedHealth)

(P&G, Estée Lauder, Coca Cola, Pepsi, Kraft)

Average: Pharma 12.8
(Pfizer, J&J,  Roche, Norvartis, Merck, GSK, SanofiAventis, Medtronic

Abbott Labs, AstraZeneca, Teva, Amgen, BMS and Eli Lilly, UnitedHealth)

Source: Bloomberg 3/4/2011
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Top Causes of DeathTop Causes of Death

1. Pneumonia/flu
2. Tuberculosis
1. Pneumonia/flu
2. Tuberculosis

1. Heart disease
2. Cancer
1. Heart disease
2. Cancer

19071907 20102010

Source: AARP Bulletin / June 2007

3. Heart disease
4. Diarrhea
5. Stroke

3. Heart disease
4. Diarrhea
5. Stroke

3. Stroke
4. Respiratory disease
5. Accidents

3. Stroke
4. Respiratory disease
5. Accidents

Since 1900, childhood death rates from pneumonia Since 1900, childhood death rates from pneumonia 
and influenza have fallen 93 percent.and influenza have fallen 93 percent.

Three Solutions
to Healthcare Challenges

Three Solutions
to Healthcare Challenges

• Prevention• Prevention

• Cost reduction

• Research leading to cures

• Cost reduction

• Research leading to cures

Lifestyle Makes a DifferenceLifestyle Makes a Difference

30% is spent on 
hereditary diseases
30% is spent on 
hereditary diseases

70% of health-care spending –
about $2.5 trillion – is spent on 
lifestyle-related diseases.

70% of health-care spending –
about $2.5 trillion – is spent on 
lifestyle-related diseases.

U.S. Economy
$14.14 trillion
U.S. Economy
$14.14 trillion

Sources: CIA Handbook / Centers for Medicare and Medicaid Services (2009)

hereditary diseases.hereditary diseases.

Only in AmericaOnly in America Only in AmericaOnly in America
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Obesity Prevalence Among U.S. Adults 
1991

Obesity Prevalence Among U.S. Adults 
1991 > 15%> 15%

< 15%< 15%

Obesity Prevalence Among U.S. Adults 
2010

Obesity Prevalence Among U.S. Adults 
2010

25-30%25-30%
> 30%> 30%

15-20%15-20%
20-25%20-25%

Sources: Trust for America's Health and the Robert Wood Johnson Foundation 

Obesity Rates:  U.S. vs. WorldObesity Rates:  U.S. vs. World
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Three Solutions
to Healthcare Challenges

Three Solutions
to Healthcare Challenges

• Prevention• Prevention

• Cost reduction

• Research leading to cures

• Cost reduction

• Research leading to cures

Major Spending Initiatives in the U.S.Major Spending Initiatives in the U.S.

National Cancer Institute budget $4.9B

National Heart Institute budget $3.0BNational Heart Institute budget $3.0B

Source: Center for Responsive Politics

2008 U.S. political campaigns $5.3B

National Cancer Institute budget $4.9B

Consumer spending on potato chips $5.3BConsumer spending on potato chips $5.3B

Failure to address chronic diseases Failure to address chronic diseases 

Chronic Disease StudyChronic Disease Study

adequately costs the 
U.S. economy more than 

$1 trillion annually.

adequately costs the 
U.S. economy more than 

$1 trillion annually.
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Finally, do we have the will to …Finally, do we have the will to …

• Transcend partisan politics?

• Support teachers, but demand accountability?

• Transcend partisan politics?

• Support teachers, but demand accountability?

• Unshackle small- and mid-size businesses?

• Designate medical research funds to young 
investigators?

• Live … both governments and households … within 
our means?

• Unshackle small- and mid-size businesses?

• Designate medical research funds to young 
investigators?

• Live … both governments and households … within 
our means?

“Never doubt that a small 
group of thoughtful, 
committed citizens can 
change the world: indeed, 

“Never doubt that a small 
group of thoughtful, 
committed citizens can 
change the world: indeed, 
it’s the only thing that 
does.”

-Margaret Mead

it’s the only thing that 
does.”

-Margaret Mead

Addressing the Issues
(Non-Profit Organizations)

Addressing the Issues
(Non-Profit Organizations)

Milken Family Foundation (1982)
• Education reform/teacher recognition/medical research

The Milken Institute (1991)
• Economics/public-policy research and conferences

Prostate Cancer Foundation (1993)
• World’s leading philanthropic source of support for research

FasterCures (2003)
• Removing barriers to progress on all life-threatening diseases

Melanoma Research Alliance (2007)
• Advancing research on the most-deadly skin cancer

More than 2,500 educators 
nationwide
More than 2,500 educators 
nationwide

M lti l   thM lti l   th• Multiple career paths

• Ongoing applied professional growth

• Instructionally focused accountability

• Performance-based compensation

• Multiple career paths

• Ongoing applied professional growth

• Instructionally focused accountability

• Performance-based compensation

“Far and away the best 
prize that life offers is the 
chance to work hard at work 
worth doing.” 

“Far and away the best 
prize that life offers is the 
chance to work hard at work 
worth doing.” wo t  do g.  

-Theodore Roosevelt

wo t  do g.  

-Theodore Roosevelt
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Citadel Investment GroupCitadel Investment Group

A New Global Perspective: Yesterday, 
Today and Tomorrow

A New Global Perspective: Yesterday, 
Today and Tomorrow

Chicago
March 1, 2011

Michael Milken
Chairman, The Milken Institute

Chicago
March 1, 2011

Michael Milken
Chairman, The Milken Institute


