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The Causes and Investment Implications of Dishonest Money

“The first panacea for a mismanaged nation is inflation
of the currency; the second is war. Both bring a
temporary prosperity; both bring permanent ruin.”

Ernest Hemingway

Never in the history of the world has there been a
situation so bad that the government can’t make it
worse!

Marc Faber
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Topics for Discussion

=  The Death of Keynesian Economics
=  “For the fact is that right now the economy desperately needs a short-run fix.”
Paul Krugman (summer of 2011)

= “To be honest, a new bubble now would help us out a lot even if we paid for it
later. This is a really good time for a bubble.” Paul Krugman (summer of 2009)

= The unintended consequences of expansionary fiscal and monetary policies

= Causes and consequences of the ongoing shift in the balance of economic and
political power from the most developed countries to emerging economies

= How to play the shift in the balance of international economic and political power
War Cycle Theories

= |n 2008, the global financial system went bust. Will sovereign states follow?

= Under a fiat monetary system to play for safety might be the most dangerous
investment strategy
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“If it were possible to take interest rates into negative territory | would be
voting for that.”

Janet Yellen

Inside @



Real Monthly Average Federal Funds Rate
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Commodity prices are cyclical and move in unison

Cold

Source: Barry Bannister, Stifel Nicolaus
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“The overall level of debt makes no difference ... one person’s liability is another person’s asset.”
Paul Krugman
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USD, in billions
16,000
B Republicans 2011 estimate: $15,476,243,000,000
B Democrats
— Debt Ceiling )
14,000 f
12,000
10,000 /
8,000 y -
6,000 - .
4,000 T _
1980 1985 1990
Control of Congress
House 1 I B BN BN DN BN By BN BN BN By B By BN O Bn Bn Bn B Bm b B m B ' O O B m =
==leF=id=n # 0 R 0 0 2 0 B B0 R R B B O B B R 0 0 R R BN B R BB R

Source: www.whitehouse.gov

Inside




Federal Spending & Taxes as Percentage of GDP
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SPENDING ON MEDICAL CARE,
SOCIAL SECURITY AND NET INTEREST
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Average Hourly Earnings, 1964-2008
(in 2008 dollars)
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Source: The Financial Times

In progressive societies the concentration (of wealth) may reach a point where the strength of numbers
in many poor rivals the strength of ability in the few rich; then the unstable equilibrium generates a
critical situation, which history has diversely met by legislation redistributing wealth or by revolution

distributing poverty.”
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Will Durant, The Lessons of History, 1968
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Trade Balance (Goods)
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(million barrels per day, 12-month average)
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NON-GOLD INTERNATIONAL RESERVES: EMERGING vs ADVANCED COUNTRIES
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China is reclaiming its historical position as the world'’s largest econom!

Shares of world GDP, 0 - 2005 AD
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Davelopment Centre, 2001; IMF, World Economic Outlook Database, April 2005;
Economics@ANZ.
Source: Angus Madison
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Growth of China’s Share Of World Commodity Consumption, 1960 - 2009
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Commodity China % of World

Cement 53.2%
lron Ore 47.7%
Coal 46.9%
Pigs 46.4%
Steel 45.4%
Lead 44.6%
Zinc 41.3%
Aluminum 40.6%
Copper 38.9%
Eggs 37.2%
Nickel 36.3%
Rice 28.1%
Soybeans 24.6%
Wheat 16.6%
Chickens 15.6%
Oil 10.3%
Cattle 9.5%

Source: Barclays Capital, www.agorafinancial.com
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GEOPOLITICAL CONCERNS: TURBULENCE IN THE MIDDLE EAST

-l The Present Day Middle East and
1 North Africa e Capitol
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Source: University of Notre Dame
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CRUDE OIL DEMAND

(12-month average, million barrels per day)

Jun

yardeni.com

10.0
— 9.6
—9.2
— 8.8
— 8.4
— 8.0
— 7.6
—7.2
— 6.8
— 6.4
— 6.0
— 5.6

— 4.8
—4.4
—4.0
— 3.6
—3.2
—2.8
—2.4

86 87 888990 91921937941 9596197 98199 00" 01 02"03"04"05"06"07"08" 09" 10" 11" 12

2.0

Inside

Source: Ed Yardeni; www.yardeni.com
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Oil percapitais rising in the Emerging
33 - Markets (EM) and flat to down in Rest of
World (RoW)
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GREATER MEKONG REGION

Source: Phatra Securities
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ASSET PROTECTION THROUGH DIVERSIFICATION:

= Cash: But what currencies?

= Government Bonds and Corporate Bonds

= Real Estate in Asia

" Equities: What countries and what sectors?
" Precious Metals

" stecommodties @



“...in the current environment, the goal could be to produce enough inflation to
ensure that the real interest rate is sufficiently negative.”

Inside

Gregory Mankiw

Real Monthly Average Federal Funds Rate

12% 12%
[ &/3ars1 ]

10% 2.85% 4 10%
8% | 1 e%
, !'*f _

6% RT3 4 6%
[ aan 457 l ii,’\n ! w08 10731708 ]

[ . 31 . il 4.12% o, ]
s fE s s A R T o

238% . I M b h|
W) i Y W] ’ ]
2% I """\’ r“y!vj i) ll‘\JhI 4‘ \}\ P} ~ I 12%
Y R \ bl
0% L }E' ! o | , 1 0%
i f 028% U I r‘ ! f \ 027% lvn IJ' 1
131781 . 43003 \‘ w ‘n 1
2% SR i 2 4 2%
ammt || ‘ e I ]
[ 288 f a0 L 4
s L 53158 ll -3.50% 14%
73108
r -4.90% 401% L
€% g5 /G080 1 8%
8% L : L ! L . ! ! . . 1 g%
g & & 8 £ £ E 2 & % 3§ 8 § §& = =
5 ®» &» & & &® B B B B B & B B B D
o~ o~ o~ ™~ o o o~ o~ o~ ™~ o~ o o~ o~ o~ o~
Source: Ron Griess, www.thechartstore.com
?

U



35 R RN T S S R S M ST FRNS N R S e S A A

T T T T T T T T T 7 T T T T T T T | Eeper: 7 35
3131109
9/130/98 15.555
10.630 A
W‘Jﬂ"w
11/30/93 }JP. , 8.946
12131187 3215 o
2.250
3.105
] 2/28/94
F
1} ; _J'; 1
f
-
n'i'
2883
0178 A
B
o’
W 0148
" em30/83 0.1
11/30/76 }
-~
0.029 -
. o
¥ 0.023
2/28/81
0.013
8131176
i S S O S S NP I S S K S R R S S N S A 0.005
@ i = = '
¢ £ & & E B &2 8 8 &5 8 3 & 8 B 8 & 8 8 5 8
5 5 5 5 5 & 5 5 S E E E E S E : EZEEZ
o 2 o 5 ® B b 2 8 & 2 ©
& & a & & & & & & g & & & & & & & & &N & &
~— -~ - - -— - — — -~ - - - — — — = ™~ - - ~ -—

Source: Ron Griess, www.thechartstore.com

Inside




Table 1  High/Low of Mexican Stock Exchange Index (pesos), 1979-1988

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
High 1,651 1,432 1,479 796 2,452 4,366 11,197 47,101 343,545 178,456 (Feb)
Low 1,066 1,107 862 496 837 2,885 3,740 12,802 60,281 139,620

Table 2  High/Low of Mexican Stock Exchange Index (US$), 1979-1988

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
High 70 62 63 29 15 24 25 51 220 77 (Feb)
Low 48 48 34 5 5] 16 16 25 47 62

Table 3  Mexican Fund Net Asset Value (US$), 1979-1988

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
Net Asset Value N.A. 10.00 3.30 1.72 2.88 2.95 3.53 9.84 15.70 7.10*

* As at March 4, 1988
Sources: Acciones Y Valores De Mexico, SA; Marc Faber, The Great Money lliusion (Hong Kong, 1988)

Source: Acciones Y Valores De Mexico, SA; Marc
Faber, The Great Money lllusion (Hong Kong, 1988)
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10-year smoothed commodity price growth may

be peaking within widening amplitude selss
ebasement,
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Includes mutual funds and ETFs. Grey line is a linear

trend.
15% =

13% =

11% - /\_\

9% -
/J'/
7% - _/

SOAJ L] v ] ] ’
Mar-05 May-06 Jul-07 Sep-08 Nov-09 Jan-11

Source: JP Morgan



Gold. One-Year Rate of Change. 1973 - 2011

Gold Bullion

Vs. One Year Rate of Change
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How the Welfare State Begins

- = =

Source: www.danieljmitchell.wordpress.com



How the Welfare State Ends
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There is no means of avoiding a final
collapse of a boom brought about by
credit expansion. The alternative is only
whether the crisis should come sooner as
a result of a voluntary abandonment of
further credit expansion, or later as a final
and total catastrophe of the currency
system involved.

Ludwig von Mises
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