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Reviews

“Conquer the Crash woke me up to the realizations of long term
changes in the economy and how they affect everyone, regardless of
what news or goverments try to do.  Before we had read the book,
we had some money in savings and a house, car payment, some debt
but no real direction of how to use money or avoid the mistakes with
money.... Since Conquer the Crash, we are now 95% liquid, sold our
house at what I believe is the top of the housing market, and are living
well below our means with almost 10 times what we started with in
savings.... I just wanted to give you my heartfelt thanks BEFORE the
crash and your predictions come true (which I believe they will).”

—Kevin McGlothan, email

“I can understand the deflationist warnings of Robert Prechter,
the Dean of the Deflationist School. His book, Conquer the Crash, is the
ultimate reference book on deflation — The Deflationist Bible. The
general importance of the inflation-deflation debate lies in its
investment implications — inflation means investing in one set of
assets, and deflation in a different set of assets. Assets appropriate for
an inflationary environment can lose dramatically in a deflationary
environment. The opposite is also true — assets appropriate for a
deflationary environment can lose value dramatically in a inflationary
environment. Whether one believes in a coming deflationary depression
or not, one must nevertheless read the book and understand its
arguments.”

—Krassimir Petrov, PhD (blog)

“Most of what we read about in the financial columns today was
brilliantly explained by Robert Prechter in his best seller, Conquer the
Crash....His explanation then of the likely unfolding of events is closer
to what is happening right now than any other commentator present or
past.”

—Bill Bonner, quoting a reader from Australia, Bits of News
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“The chapter on real estate was particularly prescient [in
explaining] the games played by banks, mortgage brokers and property
appraisers — the no-money down loans, the juiced up home valuations,
the home equity withdrawals that were bigger than properties were
worth — that made the credit binge possible. And there was this
warning: Financial institutions that invest in mortgage-backed
securities will ‘surely regret’ it....

“The good news — if you can call it that — is that when the
economy, the stock market and real estate finally hit bottom, there’s
going to be one heck of a buying opportunity. Even Mr. Prechter agrees
on that. So it wouldn’t hurt to keep some cash on hand, just in case he
turns out to be right.”

—John Heinzl, Globe and Mail

“Prechter is a stock market technician who analyzes historical
stock prices and patterns using the Elliott Wave Theory....In 2002 he
wrote a book titled Conquer the Crash: You Can Survive and Prosper in
a Deflationary Depression. In it he correctly forecast a huge credit
contraction, brought on by all the mortgage debt issues that we’re now
facing.

“Reading this book today, it seems as if Prechter had a crystal ball.
That’s why his current view of the market is so compelling....He says
the ‘credit implosion’ is not finished. Much like Japan, he predicts,
we’ll have to live through a long period of declining assets, summed up
in one word: deflation.”

—Terry Savage, Chicago Sun Times

“I looked into Robert Prechter’s forecasts once I learned that early
2007 is when he positioned his subscribers for a stock market top. I
read Conquer the Crash, and I have never been so riveted with a non-
fiction book in my entire life. He describes things that had already
begun to happen, and he wrote this book in 2002! Conquer the Crash
describes how we get to, what will happen, and how to survive a
deflationary depression.”

—David Brown (blog)
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“I have to shut my mouth around people who have lost 50% while
I have gained 100% in one account. Do yourself a favor and read
Conquer the Crash without delay.”

—Biotechmgr (blog)

“Call him the ultimate contrarian. He is one man who did not
flinch in the face of an overwhelming majority of market
commentators who predicted soaring inflation following the credit-
awash policy central banks chose to drown the world in. Instead, he
was steadfast in his belief that the outcome would be far more
dangerous, i.e. deflation. The script he laid out in his book Conquer the
Crash in 2002 has vividly played out since August 2007 as the credit
implosion finally reared its ugly head.”

—Outlook PROFIT

“I like the book Conquer the Crash by Bob Prechter and have been
recommending it to people for years. It explains the ‘big picture’ of
how economic conditions ebb and flow over time, how to profit from
them and how to avoid getting caught in the inevitable squeezes that
wipe out the unwary (i.e. 99% of the world).”

—Ken McCarthy, Independence Day Blueprint

“Six years from his being a voice in the wilderness on deflation,
most has come to pass now. It is frightening, even for the ‘prepared.’”

—Tom McGraw, email

“Robert Prechter of Elliott Wave International and the leading
proponent of socionomics (social mood determines events, rather than
the other way around) has been, in my mind, one of the only
analysts/pundits/economists out there who has legitimately called both
the deflationary credit crisis and the ensuing rally that we are in now.
His unique method tracks the stock market as a barometer of social
mood which patterns itself in distinct formations representing fear and
greed. The reason I believe that Prechter has been nailing the tops and
bottoms of the last few years is because of his contrary position as to
the causal nature of social and economic events.”
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—Matt Stiles, Futronomics

“This book outlines brilliantly and simply the rationale for how
and why the bubble developed. Prechter will go down in history as a
legend for having predicted the secular bull market and now having
provided a lucid description of the economic cataclysm that
unfortunately lies ahead. I urge you to read this book and give it to
your loved ones, as it provides great tactical advice on how to prepare
yourself financially. Reading this book could  make the difference
between agony and comfort over the next twenty years.”  

—David Tice, Prudent Bear Fund
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To the Reader
If you read the first edition of Robert Prechter’s Conquer the Crash

(2002), your money was safe and sound during the financial meltdown of
2006-2012, when stocks, debt and real estate had their biggest bear markets
since the Great Depression.

This 2020 edition proposes that an even bigger financial crisis is
imminent. If you think all is well and your finances are safe, read this book
before it’s too late. Those who are properly positioned will not just survive
but prosper. If you act soon, it could save your financial life. If you put your
money to work at the coming bottom, you could make your fortune. In
short, you can benefit from this new edition, now more than ever.



7

 
 

CONQUER THE CRASH 2020
Y�� C�� S������ ��� P������
�� � D����������� D���������

Robert R. Prechter

 
 
 
 
 
 
 
 

New Classics Library Inc.



8

CONQUER ��� CRASH 2020
Y�� C�� S������ ��� P������
�� � D����������� D���������

 
 

Copyright © 2002/2020 by Robert R. Prechter

 

Printed in the United States of America

 
For information, address the publishers:

New Classics Library Inc.
Post Office Box 1618

Gainesville, Georgia 30503 USA
Phone: 800-336-1618, 770-536-0309

Fax: 770-536-2514
E-mail address for products: customercare@elliottwave.com

E-mail address for comments: feedback@elliottwave.com
Web site: www.elliottwave.com

New Classics Library is the book publishing division of Elliott Wave
International, Inc.

ISBN: 978-1-61604-120-5
The material in this volume up to 500 words may be reprinted without

written permission of the author provided that the source is acknowledged.



9

The publisher would greatly appreciate being informed in writing of the use
of any such quotation or reference. Otherwise all rights are reserved.
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NOTE TO THE READER — Our digital publications are prepared for
tablets that offer font embedding capabilities, including the iPad, Kindle
Fire and newer tablets. Select the “original” or “publisher” font from your
text viewer options. Many web readers as well as older Kindles and other
tablets, however, do not offer this technology, so they may not display math
symbols, Greek symbols or Elliott wave labels correctly. It may be difficult
to understand several sections of this book if you are unable to see the
embedded fonts. If your reader cannot reproduce these fonts, please let us
know by emailing feedback@elliottwave.com.
Here are a couple of examples to verify that your reader is compatible:

embedded font: θ ϕ π √ ℓ 

image of embedded font to verify correctness: 
embedded Elliott labels: A B C 1 2 3
image of embedded font to verify correctness: 

mailto:feedback%40elliottwave.com?subject=PSIS%20font%20embedding%20issues
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Foreword

“Look out! Look out! Look out! Look out!”
— Barry, Greenwich and Morton,

via The Shangri-Las
In 1982 and 1983, when the majority of investors were afraid of stocks

and hiding in money-market funds, the Elliott wave position of the market
offered a unique and valuable perspective. Elliott Wave Principle, published
in November 1978 when the Dow was at 790, predicted a bull market akin
to that of the Roaring ’Twenties. In April 1983, The Elliott Wave Theorist
made this prediction about the stock market: “In wave V, investor mass
psychology should reach manic proportion, with elements of 1929, 1968
and 1973 all operating together and, in the end, to an even greater extreme.”
As radical as that statement was, I didn’t anticipate how many times and by
how much the market would surpass those extremes. Over the past 20
years, we have seen not just one major stock market top but three of them
one after another, in 2000, 2007 and now. Never before have there been
three consecutive stock manias of such intensity in so short a time. Within
that span, there have been sister manias for real estate, oil, commodities,
precious metals, bonds and cryptocurrencies, each one of which constituted
anywhere from a multi-decade to an unprecedented rarity in its own right.
Never before have bonds been so desirable that interest rates have been zero
to negative, and never before has any asset risen in price as much in eight
years as bitcoins did. These markets have been expressing a multi-century
extreme in positive social mood and therefore in financial optimism. The
extent of optimism toward the stock market in late 2019 is unprecedented
by numerous measures, as described in issues of The Elliott Wave Theorist
and The Elliott Wave Financial Forecast.

Payback for succumbing to the enticing lure of these investment sirens
has been vicious. Investors who believed in pyramiding properties for real
estate gains or who bought into the “Peak Oil” scenario, “$200 silver” or
“bitcoin at $1 million” have paid the price. Today their successors gorge on
stock index funds and cov-lite junk bonds, with even greater complacency
and enthusiasm.



14

We look forward to the time when Elliott waves, sentiment readings,
valuation measures and momentum indicators finally depict a major bottom
in anything. But that time remains in the future. Not a single area of
investment — be it stocks, bonds, real estate, commodities, precious metals
or cryptocurrencies — stands anywhere near a major bottom today. Every
one of them continues to show characteristics of being at or past a historic
peak. But a major bottom will come, and investors who survive and prosper
by following the recommendations in this book will be alone in having
ample funds to invest at one of the greatest buying opportunities of all time.

The first edition of Conquer the Crash came out in Q2 2002. The stock
market had rallied hard from September 2001 to an interim peak for the
Dow in March 2002 and for the Value Line Composite index in April. You
can study a chart of stock indexes and two sentiment indicators for that
period in Chapter 31 of Pioneering Studies in Socionomics. Optimism at
that time was through the roof, and I raced to get out the book while that
condition was in place. I finished it in March and sent it off to the publisher.
As it happens, Americans have not been as satisfied with their country since
that time. Figure A plots data from the Gallup polling company showing
that CTC was completed at the terminal point of the period of extreme
optimism that held from Q2 1999 through Q1 2002, a three-year period
capturing all the peak readings for the entire data history going back 40
years. From that time until late 2008 saw a deep decline in the public’s
feelings of satisfaction.
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Figure A

Record inflating has fooled investors into thinking that stock values
are at all-time highs. But stocks haven’t come close to making a new high
in terms of how much real money they can buy. Unbeknownst to most
observers, the stock market began crashing in real-money terms in 1999.
That’s when the purchasing power of stocks, as measured in real money
(gold), began a plunge that took values down by 86%, as shown in Figure
B. It was a silent crash.
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Figure B

The wave of optimism since 2011 has brought about a partial
retracement in stocks’ real-money prices. Even that rise ended in October
2018; in real-money terms, the stock market advance of the past year
doesn’t even exist. The same type of divergence occurred in 2000.

Notice how much Figure B looks like Figure A. They are measures of
the same thing: investors’ mood. The advance beginning in
2009/2011/2012, depending upon the measure, appears terminal. Many
indicators of investor sentiment show more optimism, and therefore more
risk, in the stock market today than at any time in U.S. history — even
more than in 1929, 1987, 2000 and 2007. Optimism has also propelled the
total amount of dollar-denominated debt to its highest level in history and
the quality of that debt to the lowest in history. Every financial crash has
had the same setup. This one is the biggest ever.

Since nominal U.S. stock prices are at an all-time high, you have one
last opportunity to take advantage of an overblown financial market near a
historic peak. That’s why I’m issuing this new edition of Conquer the
Crash.
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Deflation and depression are exceedingly rare. Sustained deflation
hasn’t occurred for 87 years. During the past two centuries, there have been
just three periods that historians have unanimously identified as
depressions. The 19th century had two, and the 20th century had one. Amidst
today’s social psychology, merely addressing the ideas of deflation and
depression is considered something akin to heresy or lunacy. Survey after
survey shows that most economists believe that depression and deflation,
considered together or separately, are utterly impossible now if not ever.
Most economists believe that the U.S. economy is in a rising trend of
perpetual prosperity with moderate inflation, that the Federal Reserve
knows how to shepherd the economy, and that if any setbacks do occur
along the way, they will be mild and brief. They had the same thoughts in
2007 (see Chapter 5 of The Socionomic Theory of Finance), but the ensuing
financial crisis proved them wrong. Ironically, it also gave them an excuse
to resume feeling complacent: The Great Recession of 2007-2009, they say,
has reset the clock on depressions, so we need not worry about another one
for a hundred years.

Despite this overwhelming consensus, I am resolute. This book tells
you what the underlying problem is, why the Fed can’t stop it, and what to
do if you agree with my conclusions.

It may seem to you that the prospect of taking actions that are contrary
to the beliefs of a vast array of experts is risky. But a practical point
virtually eliminates that risk: If you follow the advice in this book and no
financial crisis occurs, you cannot get hurt. The worst case is that your
money will earn less than it otherwise may have. Compare these outcomes
to the opposing scenario: If conventional economists, who in the aggregate
have a perfect record of failing to predict economic contractions, are wrong
again, you will lose everything that you have worked so hard to obtain. You
will also blow your chance to make a fortune beginning at the next major
bottom.

Here’s a bonus: If you end up missing out on some of the investment
profits that a decade of prosperity can provide, I hereby truly apologize; I
know what it feels like to miss an opportunity, and I will regret that I
influenced you to do so. By contrast, if you get destroyed financially by
following the bullish advice of economists, money managers, brokers,
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media experts and the like, they will not apologize. They will claim that the
future was unforeseeable and that unexpected “shocks” blindsided them, so
the rock-hard convictions and platitudes that they cavalierly expressed, the
ones that you relied upon to plan your financial future, were wrong through
no fault of their own.

There is one catch: I refuse to offer you an excuse to disclaim all
responsibility. If you lose your money, your house, your income and your
pension in a deflation and depression, at least you can blame the experts for
it. You can cry, “I did what they all told me to do!” If you take action after
reading this book, I insist that you do so because you agree with my case,
not because you are blindly following my conclusions. To be successful in
life, or at least to learn something along the way, you have to think for
yourself.

—Robert Prechter
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Chapter 1:

When Do Depressions Occur?
Depressions are not just an academic matter. In the Great Depression

of 1929-1933, many people lost their investments, their homes, their
retirement plans, their bank balances, their businesses — in short, their
fortunes. Revered financial professionals lost their reputations, and some
businessmen and speculators even took their own lives. The next depression
will have the same effects. To avoid any such experience, you need to be
able to foresee depression. Let’s see if such a thing is possible.
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Defining Depression
An economic contraction begins with a deficiency of total demand for

goods and services in relation to their total production, valued at current
prices. When such a deficiency develops, prices for goods and services fall.
Falling prices signal producers to cut back production, so production
declines.

Economic contractions used to come in different sizes. Economists
specified only two, which they labeled “recession” and “depression.” In
2009, they added a new term to the lexicon: “great recession.”

Based on how economists have applied these labels in the past, we
may conclude that a recession is a moderate decline in total production
lasting from a few months to two years. A depression is a decline in total
production that is too deep or prolonged to be labeled merely a recession.
As you can see, these terms are quantitative yet imprecise. They cannot be
made precise, either, despite misguided attempts to do so (more on that
below).

For the purposes of this book, all you need to know is that the degree
of the economic contraction that I anticipate is too large to be labeled a
“recession” such as our economy has experienced thirteen times since 1933.
If my outlook is correct, by the time the contraction is over, no economist
will hesitate to call it a depression.
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Depressions and the Stock Market
Our investigation into the question of forecasting begins with a key

observation: Major stock market declines lead directly to depressions.
Figure 1-1 displays the entire available history of aggregate English and
American stock price records, which go back over 300 years. It shows that
depression has followed every stock market decline that is deep enough to
stand out on this long-term graph. There are four such declines, which
occurred from 1720 to 1784, 1835 to 1842, 1852 to 1857 and 1929 to 1932.

To orient you to my way of thinking, I would like to explain Figure 1-
1’s title. Socionomic theory proposes that waves of social mood motivate
social actions. The stock market is modern society’s most sensitive meter of
social mood. An increasingly optimistic populace prices stocks higher and
increases its productive endeavors. An increasingly pessimistic populace
prices stocks lower and reduces its productive endeavors. Economic trends
lag stock market trends because the consequences of economic decisions
take time to play out. The Great Depression, for example, bottomed in
February 1933, seven months after the stock market low of July 1932. So,
mood trends create economic trends. This causal relationship between mass
psychology and the economy is the opposite of what virtually everyone
presumes, so do not be alarmed if you find it counter-intuitive. For a full
explanation, read The Socionomic Theory of Finance (2016).

If you study Figure 1-1, you will see that the largest stock-market
collapses appear not after lengthy periods of market deterioration indicating
a slow process of long-term change but quite suddenly after long periods of
rising stock prices and economic expansion. A depression begins, then, with
the seemingly unpredictable reversal of a persistently, indeed often rapidly,
rising stock market. The abrupt change from increasing optimism to
increasing pessimism initiates the economic contraction.

Figure 1-1 shows that these reversals do not appear after every period
of rising stock prices but only after some of them. How can we tell the
difference?
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