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The Causes and Investment Implications of Dishonest Money  

 άThe first panacea for a mismanaged nation is inflation 
of the currency; the second is war. Both bring a 
ǘŜƳǇƻǊŀǊȅ ǇǊƻǎǇŜǊƛǘȅΤ ōƻǘƘ ōǊƛƴƎ ǇŜǊƳŀƴŜƴǘ ǊǳƛƴΦέ  

Ernest Hemingway  

 

Never in the history of the world has there been a 
ǎƛǘǳŀǘƛƻƴ ǎƻ ōŀŘ ǘƘŀǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŎŀƴΩǘ ƳŀƪŜ ƛǘ 
worse!  

Marc Faber 



Topics for Discussion 

 Á The Death of Keynesian Economics  

Á άCƻǊ ǘƘŜ ŦŀŎǘ ƛǎ ǘƘŀǘ ǊƛƎƘǘ ƴƻǿ ǘƘŜ ŜŎƻƴƻƳȅ ŘŜǎǇŜǊŀǘŜƭȅ ƴŜŜŘǎ ŀ ǎƘƻǊǘ-Ǌǳƴ ŦƛȄΦέ  

 Paul Krugman (summer of 2011)  

Á ά¢ƻ ōŜ ƘƻƴŜǎǘΣ ŀ ƴŜǿ ōǳōōƭŜ ƴƻǿ ǿƻǳƭŘ ƘŜƭǇ ǳǎ ƻǳǘ ŀ ƭƻǘ ŜǾŜƴ ƛŦ ǿŜ ǇŀƛŘ ŦƻǊ ƛǘ 
ƭŀǘŜǊΦ ¢Ƙƛǎ ƛǎ ŀ ǊŜŀƭƭȅ ƎƻƻŘ ǘƛƳŜ ŦƻǊ ŀ ōǳōōƭŜΦέ tŀǳƭ Krugman (summer of 2009)  

Á The unintended consequences of expansionary fiscal and monetary policies  

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

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

Á In 2008, the global financial system went bust. Will sovereign states follow?  

Á Under a fiat monetary system to play for safety might be the most dangerous 
investment strategy  

 



FED FUND RATE, 1954 - 2011  

άLŦ it were possible to take interest rates into negative territory I would be 
ǾƻǘƛƴƎ ŦƻǊ ǘƘŀǘΦά  

Janet Yellen  

Source: Ed Yardeni, www.yardeni.com  



NEGATIVE REAL INTEREST RATES FOREVER?  

 
Source: Ron Griess, www.thechartstore.com  



COMMODITY PRICES, 1805 - 2010  

 
Source: Barry Bannister, Stifel Nicolaus  



AVERAGE ANNUAL LONG-TERM TREASURY BOND 
YIELD, 1800 - 2011  

 
Source: BofA Merrill Lynch  



TOTAL CREDIT MARKET DEBT AS A PERCENTAGE 
OF US GDP, 1921 ς 2010  

 
ά¢ƘŜ ƻǾŜǊŀƭƭ ƭŜǾŜƭ ƻŦ ŘŜōǘ ƳŀƪŜǎ ƴƻ ŘƛŦŦŜǊŜƴŎŜ Χ ƻƴŜ ǇŜǊǎƻƴΩǎ ƭƛŀōƛƭƛǘȅ ƛǎ ŀƴƻǘƘŜǊ ǇŜǊǎƻƴΩǎ ŀǎǎŜǘΦέ 
        Paul Krugman   

Source: Ned Davis Research  



WHY THIS IS UNLIKELY TO OCCUR (DOW JONES, 
1955 ς 2011)  

Source: The Longwave Group, www.topline-charts.com  



DEFLATIONISTS ARE FOCUSING ON PRIVATE DEBT CONTRACTION BUT 
h±9w[hhYLbD ¢I9 Dh±9wba9b¢Ω{ 59.¢ 9·t!b{Lhb   

Source: Ed Yardeni, www.yardeni.com  



US GOVERNMENT DEBT AND DEBT CEILING  

Source: www.whitehouse.gov  



FEDERAL SPENDING AND INCOME AS A PERCENTAGE OF GDP  

Source: www.usgovernmentspending.com, www.theliscioreport.com  



PROBLEM IS THAT MANDATORY EXPENDITURES ACCOUNT FOR 
MORE THAN 70% OF TAX REVENUES  

Source: The Bank Credit Analyst  



ARTIFICIALLY LOW INTEREST RATES CONTRIBUTED TO RISING 
COMMODITY PRICES  

Source: Ed Yardeni; www.yardeni.com  



THE IMPACT OF EXPANSIONARY MONETARY POLICIES ON 
WEALTH AND INCOME INEQUITY  

Source: www.businessinsider.com  



US GOVERNMENT DEBT AND DEBT CEILING  

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 
ŘƛǎǘǊƛōǳǘƛƴƎ ǇƻǾŜǊǘȅΦέ  
                   Will Durant, The Lessons of History, 1968  



NET DOMESTIC CAPITAL SPENDING, 1947 - 2011  

Source: Ed Yardeni; www.yardeni.com  



OVERCONSUMPTION LEADS TO A GROWING TRADE DEFICIT  

Source: Ron Griess, www.thechartstore.com  



FOR THE FIRST TIME IN THE HISTORY OF CAPITALISM OIL DEMAND IN THE 
EMERGING WORLD IS EXCEEDING OIL DEMAND IN THE OLD WORLD  

Source: Ed Yardeni; www.yardeni.com  



THE Lb5¦{¢wL![L½95 /h¦b¢wL9{Ω w9[!¢L±9 9/hbhaL/ DECLINE  

Source: Ed Yardeni; www.yardeni.com  



GROWTH IN INTERNATIONAL RESERVES IN EMERGING ECONOMIES A 
SYMPTOM OF MONETARY INFLATION AND OF A SHIFT IN WEALTH  

Source: Ed Yardeni; www.yardeni.com  



SHIFTING BALANCE OF ECONOMIC POWER FROM THE INDUSTRIALIZED COUNTRIES TO 
THE EMERGING WORLD WILL LEAD TO GEOPOLITICAL TENSIONS  

Source: Angus Madison  



HOW TO PLAY THE SHIFT IN ECONOMIC POWER TO THE 
EMERGING WORLD?  

Source: J.P. Morgan  

Growth ƻŦ /ƘƛƴŀΩǎ {ƘŀǊŜ hŦ ²ƻǊƭŘ /ƻƳƳƻŘƛǘȅ /ƻƴǎǳƳǇǘƛƻƴΣ мфсл - 2009  


