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A long-term structural crisis, or a short-
term business cycle?

Are we at Point @ or 7
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Political Cycles of Economic Activity

Government: Debt-finance artificial boom In
order to be re-elected

Central Bank: Support for the party in power
by low-interest monetary policy
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Politicans are afraid, for good reasons!

,In every presidential race since 1908, In
which...real...annual disposable income
growth was above 3.3%, the incumbent party
holding the White House won every time.
When income growth was below 3.3%, the
Incumbent party lost every time.*

John Williams, Hyperinflation Special Report, Issue Number 41, April 8, 2008.
www.shadowstats.com
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Reason of the current situation is a failure
ot governements and Central Banks,
which provided cheap money, then
misused by the famous greedy bankers

In order to cope with various crisis, Central
Banks flooded markets with cheap money,
giving incentives for high consumption and
Investments
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The Cheap-Money-Decade
after the burst of the internet bubble
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What was our Central Banks® Reaction?

Expanding Money Supply to absorb the
shock

o After the breakdown of stock markets 2000-2001,
sharpened by the 9/11 shock (terror attacks on

World Trade Center), major CB pumped liquidity
Into the system
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U.S. Cheap Money 2003-2008. Note: U.S. does not
publish any more M3 data (widely defined money

circulation)
= Geldmengenwachstum in den USA zeitweise zweistellig

Annual U.S. Money Supply Growth - SGS M-3 Continuation
Monthly Average through December 2008 (ShadowStats.com. FREB)

18 -
16 -
14 -
12

Year to Year Change (%)

shadowstats. com
T

T T T T
2003 2004 2005 2006 2007 S0

Quelle: ShadowsStats.com

All rights reserved - Dr. Osbild



Other Big Countries did not better:
Exploding Money Supply in % ot GDP

Die Geldmenge der G5-Volkswirtschaften* auf Hohenflug
% BIP
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Monetary Expansion translates atter 2 /2
years into higher share prices

Wachstum der weiten Geldmenge & globale
Aktienmarkt-Performance
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A Decade ot Monetary Expansion. Much
Flow into Real Estate

= Take the U.K. as an

Britischer Wohnungsmarkt:
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Expansion of Money Created a lot of
Bubbles

Stock market bubble(s)

Corporate bond bubble (high valuation even
for high-risk bonds )

Emerging Markets securities(high valuation
even for high-risk countries )
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Expansion of Money Created a lot of
Bubbles

Real Estate (high valuation even for high-
risk lenders )

Private Equity (high valuation for some
companies being acquired by the wrong
people having access to cheap money)

States expanding public debt at low cost
(public debt bubble, the next to burst?)
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And, last, but not least, a debt bubble: Total debt in % of

US-BIP far higher than in Great Depression

K Quarterly Data 12/3171927 - 973072008
Total Credit Market Debt as a % of GDP
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Inflation?

Inflation already there, but

o hidden by Asian (Chinese) export subsidies

Chinese export subsidies held CPI down. Example: official
rate of 10 RMB = 1€ is a clear subsidiy compared to a fair rate
of maybe 3 RMB=1¥£€)

0 not appropriately measured, at least in the US

0 visible only in asset prices like shares, oil and
houses (,,asset price inflation)
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Asset Price Inflation

- Obvious In
Stocks
Real Estate
Government & Corporate Bonds

and also In raw materials....
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Asset price inflation: Oil
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Asset price inflation: Gold
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Manipulation 1n US Consumer Price
Index?!

Annual Consumer Inflation - CPl vs SGS Alternate
Through June 2003 (ShadowStats.com, BLS)

— CPLU = 5G5S Alternate CPI
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The dark outlook: Public debt

First of all: there are various ways of
measuring public debt

o Cash-deficit: Public revenues (PR) minus Public
expenditure (PE)

o Accounting deficit: PR-PE adjusted for changes in
net wealth, including unfunded future obligations,
mainly from social security (accounting
comparable to corporates)
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Official U.S. deficit, despite some

manipultaions, already $455bn in 2008,
>$2000bn 1n 2009e¢

The official 2008 federal deficit was $454.8 billion,
against a $161.8 billion deficit in 2007. These are the
officially-gimmicked numbers (counting Social Security
revenues, but not liabilities, not fully counting the costs of
the Iraq Warr, etc.), using a variation on cash-based
accounting, not GAAP reporting. The 2009 official
budget deficit should top $2 trillion, with commensurate

funding in excess of that required by the U.S. Treasury.
Source: www.shadowstats.com
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GAAP-based deficit: $5,100 bn (2008),
over $9000 bn (2009¢)

The 2008 GAAP-based deficit (counting unfunded Social Security
and Medicare liabilities, etc.), using accrual accounting, was $5.1
trillion, up from $1.2 trillion ($4 trillion-plus, using consistent annual
assumptions and accounting) in 2007. The 2009 GAAP-based
deficit likely will top $9 trillion (more than 60% of annual U.S. GDP).

Irrespective of wishful pronouncements by the FOMC, rapidly
iIncreasing market reluctance to hold U.S. Treasuries eventually will
pummel the U.S. dollar and force heavy Fed monetization (overt or
covert) of the Treasury’s soaring obligations, along with dire
conseqguences for broad money growth and domestic inflation.

Source; www.shadowstats.com
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'US public debt unsustainably high

Government Obligations versus GDP -- 2007
Sources: SGS, FRE, BEA, IMF, BIS
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Will foreigners be willing to take even 80%
of the new U.S. debt to come???

Annual Foreign Net Purchases of

Net U.S. Treasury Issuance
Source: Federal Reserve Board Flow of Funds

Rest of World Holdings of U.S. Treasuries
100% Source: Federal Reserve Board Flow of Funds
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In Germany, otticial public debt figures leave out
future obligations, mainly from demografic changes

Abbildung 1: Altersaufbau der deutschen Bevdlkerung
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Given a 3% growth in public

revenues (taxes), public deficit in% of

GDP develops as follows
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Adding current banking bailout and crisis new debt, we will
,,reach® some 230% public debt in 2030 (from 65% or so at the
time being)
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Similar result delievered by well-known Prof.
Rattelhuschen. True public debt level including
unfunded checks some 329% of GDP — vs.
otticial =65%

Abbildung 2: Nachhaltigkeitsliicke und -indikatoren des 5tatus quo
Basisjahr 2006, r=3%, g=1,5%

2254 % desBIP
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implicit public debt (not cash-based) of
225% (329%) of GDPdes BIP
Motwendige Abgabenerhdhung
» Tax ratio, incl. social security and other oe >m-1%
public charges, to rise from 36,2% (OECD 2254% { i
2007) to c. 47% of GDP
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Quelle: Hagist, Moog, Raffelhiischen: Ehrbarer Staat? Die Generationenbilanz Update 2008:
Migration und Nachhaltigkeit. Discussion Paper 30 des Forschungszentrum
Generationenvertrage an der Albert-Ludwigs-Universitat Freiburg, August 2008
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The current financial crisis is related to

- expansive money printing

- incentives to make debt, both private and
public

- new money and new (public) debt to
resolve existing problems

which are the result of exact this policy
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Deflation - Inflation

After all we know from economic history, the

probability of heavy inflation should be close
to 100%

However, In the first 1-2 years of a recession,
prices are down. So we will first see a period
of deflation, until public money
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Thank you four your attention
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