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::   “Nobody’s right, when everybody’s wrong”1

 
Arguably more effective than the military adventurism that dominates the 

headlines, what amounts to American cultural imperialism has subtly seduced large 
swathes of the world, and it has not been limited simply to a taste for fast food, film, and 
fashion.  The far more addictive aspect has been the successful overseas marketing of the 
“debt culture” via the financial innovation associated with the securitization (derivative) 
markets, which at $27 trillion has constituted the US’ largest export of the 21st century.2  
This is the realm of the money center banks.   

Enticed by various forms of off-balance sheet ‘accounting’ skullduggery, very 
few large banks globally managed to resist the siren song of easy profits and big bonuses 
offered by these financial innovations simply because it appears the only restriction on 
‘profits’ was how far a bank dared to push its exposure.  That these vehicles were 
purposefully unregulated only increased their allure: calls for regulation as far back as 
1998,3 and again in the aftermath of the Enron scandal when these vehicles’ deceptive 
capabilities were fully exposed, were shouted down at every turn by none other than Alan 
Greenspan, Larry Summers and Robert Rubin and their cohorts in the SEC,4 ostensibly 
not to stifle innovation or to drive markets offshore. But the behavior at Enron, far from 
being viewed as a cautionary tale prompting stricter agency enforcement, was adopted as 
the exemplar by money center banks—the very same banks, incidentally, that had made 
the ongoing fraud at Enron possible through a host of derivatives and special investment 
vehicles5 the likes of JPMorgan, Citibank et al6 actively marketed to Enron; instead, 
derivatives were the mechanism use to transmit the cancer globally. 

 
1 Stills, Steven: “For What It’s Worth”; Buffalo Springfield/Atco Records: 1967. 
2 Pittman, Mark: “Evil Wall Street Exports Boomed With ‘Fools” Born to Buy Debt”; Bloomberg:   
27.10.2008.  http://www.resourceinvestor.com/pebble.asp?relid=47295
3 O’Brien, Timothy L.: “A Federal Turf War Over Derivative Control”; The New York Times: 08.05.1998. 
http://query.nytimes.com/gst/fullpage.html?res=9B0DEFD81231F93BA35756C0A96E958260&n=Top%2
FReference%2FTimes%20Topics%2FOrganizations%2FT%2FTreasury%20Department%20&scp=1&sq=
Brooksley%20Born%20warns%20about%20derivatives&st=cse
4 Whalen, Christopher:  “Statement to the Senate Committee on Banking, Housing and Urban Affairs, 
Subcommittee on Securities, Insurance, and Investment”: June 22, 2009, 
http://banking.senate.gov/public/index.cfm?FuseAction=Files.View&FileStore_id=1f354557-7b1f-4ffd-
9014-e80435bc55b8
5 McLean, B., Elkind, P. & Gibney, A.: Enron: The Smartest Guys in the Room; Magnolia Pictures: 2005. 
6 Thornton, Emily & France, Mike: “For Enron’s Bankers, a ‘Get out of Jail Free’ card”; BusinessWeek: 
11.08.2008. http://www.businessweek.com/magazine/content/03_32/b3845036.htm

http://www.resourceinvestor.com/pebble.asp?relid=47295
http://query.nytimes.com/gst/fullpage.html?res=9B0DEFD81231F93BA35756C0A96E958260&n=Top%2FReference%2FTimes%20Topics%2FOrganizations%2FT%2FTreasury%20Department%20&scp=1&sq=Brooksley%20Born%20warns%20about%20derivatives&st=cse
http://query.nytimes.com/gst/fullpage.html?res=9B0DEFD81231F93BA35756C0A96E958260&n=Top%2FReference%2FTimes%20Topics%2FOrganizations%2FT%2FTreasury%20Department%20&scp=1&sq=Brooksley%20Born%20warns%20about%20derivatives&st=cse
http://query.nytimes.com/gst/fullpage.html?res=9B0DEFD81231F93BA35756C0A96E958260&n=Top%2FReference%2FTimes%20Topics%2FOrganizations%2FT%2FTreasury%20Department%20&scp=1&sq=Brooksley%20Born%20warns%20about%20derivatives&st=cse
http://banking.senate.gov/public/index.cfm?FuseAction=Files.View&FileStore_id=1f354557-7b1f-4ffd-9014-e80435bc55b8
http://banking.senate.gov/public/index.cfm?FuseAction=Files.View&FileStore_id=1f354557-7b1f-4ffd-9014-e80435bc55b8
http://www.businessweek.com/magazine/content/03_32/b3845036.htm
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This tacit government sanction suggests to us then that in effect the whole 
financial crisis only came to light because of what amounts to a falling out amongst 
thieves.  No investigative reporter or oversight committee or regulatory watchdog 
safeguarding the interests of the public discovered and exposed any wrong-doing: major 
international banks’ books just became so overloaded with god-awful paper they knew 
may well be worthless that they grew terrified of loaning money to each other even over 
night for fear of not being repaid.7  Once inter-bank lending stopped, credit creation 
froze, and the Ponzi-scheme parallel in the fiat currency mechanism began to breakdown. 

The securitization and derivatives markets were so thoroughly corrupted by 
‘innovation’ that if a bank shuffled paper, adjusted notional values and tweaked their 
infallible computer models furiously enough, they could arrive at the happy position of 
not requiring any capital reserves whatsoever to make loans.  In other words, major 
banks worldwide indulged in what amounts to rampant uncollateralized lending—
literally creating and distributing unfathomable amounts of money in the form of debt 
issuance from nothing, secured by nothing.  And quite possibly worth nothing.  It is 
widely assumed the still undisclosed expenditure of $2 trillion of taxpayer money 
referred to in the previous chapter was used to purchase boatloads of this stuff in order to 
stave off the recognition by the public that this behavior had rendered many of these ‘too 
big to fail’ money center banks literally insolvent; similar bailouts have been undertaken 
by governments worldwide. 

Concurrent with the runaway lending, central banks throughout the world were 
channeling trade surpluses with the US as well as with each other into US Treasury bonds 
while simultaneously creating equal amounts of domestic currency to weaken it in 
order to maintain export competitiveness.  This got so out of hand that today two-thirds 
of the world’s assets are denominated in US dollars.8  The most controversial of these 
arrangements has been the de facto vendor financing agreement China has extended to 
the US: China suppressed the yuan, exports exploded, and it accumulated surpluses; the 
US let the dollar fall, consumption exploded, and it accumulated debts.9  Both actions 
were irresponsible and highly inflationary.  Combined with similar behavior from much 
of the world, it produced a flood of liquidity that was if not misinterpreted as emerging 
market prosperity, certainly overstated it.  At the time it was noted primarily for 
contributing to the low interest rate environment enjoyed in the US that enabled the 
American consumption binge accompanying the housing bubble.  Few realized housing 
bubbles were pandemic.10   

Our analysis concludes it was never a case of a “global savings glut” as 
proclaimed by Mr. Bernanke and the Fed in 200511 and reiterated by ex-Treasury 

 
7 Carney, Brian M.: “Bernanke is Fighting the Last War”; Wall Street Journal: 18.10.2008. 
http://online.wsj.com/article/SB122428279231046053.html  
 
8 Tett, Gillian: “In uncertain times, all that glitters is the gold standard”; The Financial Times: 09.04.2009. 
http://www.ft.com/cms/s/0/d29f2728-249e-11de-9a01-00144feabdc0.html
9 Grant, James: “For a better fuse box”; Grant’s Interest Rate Observer: Vol. 27, No. 6, 20.03.2009. 
http://www.grantspub.com  
10 Tomlinson, Richard & Doyle, Dara: “Ireland Loses Iceland Stigma as Euro Ensures No Return to Past”; 
Bloomberg: 04.06.2009.  http://www.bloomberg.com/apps/news?pid=20601109&sid=aBWMuYMHhfXw  
11 Cassidy, John: “Anatomy Of A Meltdown”; the New Yorker: 01.12.2008. 
http://www.newyorker.com/reporting/2008/12/01/081201fa_fact_cassidy?currentPage=all

http://online.wsj.com/article/SB122428279231046053.html
http://www.ft.com/cms/s/0/d29f2728-249e-11de-9a01-00144feabdc0.html
http://www.grantspub.com/
http://www.bloomberg.com/apps/news?pid=20601109&sid=aBWMuYMHhfXw
http://www.newyorker.com/reporting/2008/12/01/081201fa_fact_cassidy?currentPage=all
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Secretary Paulson12earlier this year  to deflect blame for the global financial crisis but 
a global fiat currency glut—a case of rampant global monetary inflation.   Too much 
money could be leveraged too many times and transferred between too many 
international markets too quickly.  In addition to masking the extent of fiat currency 
creation, it produced, by historic standards, rapid-fire sequential bubbles in a range of real 
assets and commodities supported by credible explanations like ‘the emerging market 
infrastructure build-out,’ or ‘they’re not making any more real estate’ or ‘emerging 
middle classes will want to improve their diets’ or ‘Peak Oil,’ and was reinforced by 
price action.  These bubbles, as they must be, were largely based on the sound reasoning, 
analysis and extrapolations of economic data, as was the price action that supported it on 
charts; however, positive technical chart patterns cannot readily distinguish between 
breakouts driven by a glut of fiat currency looking for a speculative return and the 
supply and demand imbalances in this instance attributed to emerging market growth.  
Momentum produced the self-reinforcing hype of being right—something the ETR fell 
victim to itself—and as markets have discovered, it works in both directions.   

Because there was so much fiat currency made available by these artificial means, 
the global spending binge was presumed to be prosperity and to reflect the wonders of 
globalism.  Certainly lives were improved initially and stand to be improved further in 
the future, but too much cheap money invariably leads to a misallocation of resources, 
and in retrospect over-capacity was certain to result.  The World Bank’s chief economist 
places global capacity utilization today at a record low of between 50 and 60%, which 
means despite the ‘green shoots’ there will be more lay-offs coming.13   Many of the 
frothier aspects of globalism have deflated, some would argue have overcorrected, and a 
clearer picture of supply and demand will emerge, but the discovery process as well as 
the ravages attendant to such imbalances are unlikely to be either  pleasant or subject 
to a quick fix because too much damage has been inflicted.  Now the trap door of the 
monetary inflation mechanism has been sprung open: as asset values decline, debt levels 
remain fixed, resulting in previously ‘manageable’ amounts of leverage becoming 
nightmarish.  An increasing percentage of income is required to service obligations taken 
on during the ‘good times’ and will likely be exacerbated further as income and spending 
declines during the ongoing economic contraction.  In an attempt to combat this, central 
banks are monetizing debt and suppressing interest rates in an attempt to get more money 
into circulation, for in this case what applies to an individual applies as well to entire 
nations.    

This glut of fiat currency produced a surfeit of debt, the most volatile of which is 
concentrated in emerging markets, and represents a potential calamity for global 
financial markets because the majority of this debt is not denominated in native 
currencies which may be inflated away or rolled over indefinitely but primarily in 
euros, Swiss francs, and yen. The Swiss have devalued their currency and the Japanese 
are apparently considering it (see below),14 but the EU is exercising what they consider to 

                                                 
12 Yanping, Li: “China Central Bank Attacks Paulson’s ‘Gangster Logic’”; Bloomberg: 16.01.2009. 
http://www.bloomberg.com/apps/news?pid=20601087&sid=an1lSsWKeDs0&refer=home
 13 Evans-Pritchard, Ambrose: “The depression quietly deepens”; The Telegraph: 06.06.2009.  
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5461562/Merkels-inflationary-
fretting-may-wake-the-bears-from-hibernation.html  
14 Evans-Pritchard, Ambrose: “Swiss slide into deflation signals the next chapter of the global crisis”: The 
Telegraph: 05.04.2009. 

http://www.bloomberg.com/apps/news?pid=20601087&sid=an1lSsWKeDs0&refer=home
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5461562/Merkels-inflationary-fretting-may-wake-the-bears-from-hibernation.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5461562/Merkels-inflationary-fretting-may-wake-the-bears-from-hibernation.html
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be fiscal restraint.  Germany has been particularly vocal in denouncing quantitative 
easing and the unfettered expansion of the monetary base for they well-remember the 
Weimar hyperinflation.  Whether the ‘green shoots’ of an economic recovery or simply 
an inventory rebuild following record draw-downs,15 dollar weakness has coincided with 
a bounce in global equity and commodity markets and has provided emerging market 
currencies with a respite of sorts.  But the euro is particularly strong in part because of 
their comparative fiscal restraint, which is undermining export-dependent euro zone 
economies, like Germany, and putting increasing stress on emerging market debtors.   

The rally out of the March low has seen considerable strength in emerging market 
currencies, but these conflicting central bank actions have seen few actually recover their 
pre-crisis values, which makes their euro-denominated debts in particular increasingly 
expensive and difficult to service.  Latvia (see below) and Vietnam, which has been 
unsuccessfully attempting to sell debt since February,16 are but two of the latest cases of 
countries being unable to access the capital markets: despite forecasts for a record $11.69 
trillion of government debt issuance this year, and a pick up in emerging market issuance 
since the March low in global markets, a reluctance to lend to weaker economies 
remains.17  Having to compete in the capital markets with AAA-rated American and 
European central banks already committed to raising $3.5 trillion in 200918 at the same 
time surplus-generating countries, notably China, Japan, and the Gulf states, are 
contracting and likely to continue focusing their resources on domestic programs is 
resulting in a liquidity squeeze that is driving numerous emerging markets deeper into 
recession, capital controls and default.19   

Many developing countries have maintained or raised interest rates to avoid 
capital flight, which has sparked a rebound of the carry-trade in which low-interest 
dollars, euros and yen are sold to buy a basket of commodity currencies such as the 
Australian and New Zealand dollars mixed with high yielding currencies like the 
Brazilian real, Hungarian florint, Turkish lira, Indonesian rupiah, and South African 
rand.20  A hiccup in the global recovery could inflame currency volatility as these carry-
trades are closed, especially if the amount of leverage approaches anything like that 
employed in the past.  As was seen in the latter half of 2008, violent currency swings can 
render emerging market fiat currencies virtually worthless outside their borders while 
driving price inflation within, especially for imported goods such as energy and food.   

 
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5110578/Swiss-slide-into-deflation-
signals-the-next-chapter-of-this-global-crisis.html
15 Benjamin, Matthew: “JPMorgan, Barclays Say Economy Will Grow in Last Half”; Bloomberg: 
01.05.2009.  http://www.bloomberg.com/apps/news?pid=20601087&sid=aKrcXN3PG_wQ&refer=home  
16 Minh, Ho Binh: “Vietnam to auction 3.5 trln dong bonds by June 10”; Forbes: 03.06.2009. 
http://www.forbes.com/feeds/afx/2009/06/03/afx6497288.html  
17 Oakley, David: “Latvia auction flop sparks fears of struggle to find debt buyers”; The Financial Times: 
03.06.2009. http://www.ft.com/cms/s/0/aa629880-5068-11de-9530-00144feabdc0.html
18 Evans-Pritchard, Ambrose: “The bond bubble is an accident waiting to happen”; The Telegraph: 
12.01.2009. http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/4218210/The-bond-
bubble-is-an-accident-waiting-to-happen.html
19 Brainard, Larry: “Too many currencies, too few resources”; Trusted Sources: 12.11.2008. (subscription 
required) http://www.trustedsources.co.uk
20 Cutler, Kim-Mai & Nielsen, Bo: “Carry Trade Comeback Means Biggest Gains Since 1999”; 
Bloomberg: 14.04.2009.  http://www.bloomberg.com/apps/news?pid=20601110&sid=aKbFuB4RIpQo  

http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5110578/Swiss-slide-into-deflation-signals-the-next-chapter-of-this-global-crisis.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5110578/Swiss-slide-into-deflation-signals-the-next-chapter-of-this-global-crisis.html
http://www.bloomberg.com/apps/news?pid=20601087&sid=aKrcXN3PG_wQ&refer=home
http://www.forbes.com/feeds/afx/2009/06/03/afx6497288.html
http://www.ft.com/cms/s/0/aa629880-5068-11de-9530-00144feabdc0.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/4218210/The-bond-bubble-is-an-accident-waiting-to-happen.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/4218210/The-bond-bubble-is-an-accident-waiting-to-happen.html
http://www.trustedsources.co.uk/
http://www.bloomberg.com/apps/news?pid=20601110&sid=aKbFuB4RIpQo
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 The list of countries that are vulnerable in this regard, whether due to the 
implementation of capital controls or to being otherwise burdened by what may prove to 
be unserviceable debts or dubious policies, represents a broad cross-section of what have 
been perceived as emerging market success stories over the last decade: 
 

Table 1: Emerging Market Vulnerability 
Capital Controls in Place Vulnerable Vulnerable Vulnerable 

Iceland South Africa Ireland Estonia 
Turkey  Pakistan Croatia Latvia 
Russia  South Korea Serbia Lithuania 
India  Viet Nam Czech Republic Belarus 

Indonesia  Mexico Slovakia Ukraine 
Malaysia  Columbia Bulgaria Armenia 

Philippines Brazil Hungary Georgia 
Venezuela Peru Romania  
Ecuador Chile Poland  

Source: Bruner,21 Reiman,22 Brainard,23 Evans-Pritchard,24 Cowley,25Economist26   (Table by FRPitt/ETR) 
 

Export-driven economies the world over are being hit hard by consumer cutbacks 
in the US and the OECD.  This can only worsen as the World Bank expects another 25 
million people to lose their jobs in the OECD alone by 2010.27  Germany, the EU’s 
strongest economy, suffered a 23% year-over-year decline in exports in the first quarter 
of 2009.28  The spring rebound in Asian exports may be faltering: Chinese exports 
dropped 26.4% year-over-year in May, accelerating from a 22.6 per cent fall in April, 
marking the seventh consecutive month of decline29; similarly, South Korea's exports 
were down 28.3%, Malaysia’s down 26%, and India’s down 33%.30   Japanese exports 

                                                 
21 Bruner, Robert: “Next Phase of Financial Collapse: Geopolitical Whiplash”; Darden School of Business/ 
University of Virginia: 31.12.2008. http://www.darden.virgina.edu/html/deansblog.aspx?id-17392
22 Reinman, Kurt E. (editor): UBS Global Outlook 2009”; UBS AG: December 2008. 
23 Brainard, Larry: “Too many currencies, too few resources”; Trusted Sources: 12.11.2008. (subscription 
required) http://www.trustedsources.co.uk
24 Evans-Pritchard, Ambrose: “Europe on the brink of currency crisis meltdown;” Telegraph: 26.10.2008. 
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/3260052/Europe-on-the-brink-of-
currency-crisis-meltdown.html
25 Cowley, Matthew: “Ecuador first to default in global credit crisis”; Dow Jones: 13.12.2008.                     
http://www.theaustralian.news.com.au/business/story/0,28124,24794064-36418,00.html
26 Economist Intelligence Unit (not attributed): “Manning the barricades: Who’s at risk as deepening 
economic distress foments social unrest”; The Economist: March 2009. 
http://a330.g.akamai.net/7/330/25828/20090318195802/graphics.eiu.com/specialReport/manning_the_barri
cades.pdf
27 Task, Aaron: “’Hurt, Frightened and Very Angry’: Risk of Social Unrest Rising, Says FT’s Martin 
Wolf”; Tech Ticker: 01.04.2009.  http://finance.yahoo.com/tech-ticker/article/223657/%22Hurt-
Frightened-and-Very-Angry%22-Risk-of-Social-Unrest-Rising-Says-FT's-Martin-
Wolf;_ylt=AlIrKCS9rG5if5toK0HMJ9Zl7ot4?tickers=%5EDJI,%5EGSPC,SPY,DIA,XLF,SKF,FAS  
28 Agence France-Presse (not attributed): “German exports slump further in April: statistics”; Taiwan 
News: 10.06.2009.  http://www.etaiwannews.com/etn/news_content.php?id=972297&lang=eng_news  
29 Lau, Justin: “China exports fall more sharply in May”; the Financial Times: 11.06.2009. 
http://www.ft.com/cms/s/0/83a0c0b4-563f-11de-ab7e-00144feabdc0.html  
30 Evans-Pritchard, Ambrose: “The depression quietly deepens”; The Telegraph: 06.06.2009.  

http://www.darden.virgina.edu/html/deansblog.aspx?id-17392
http://www.trustedsources.co.uk/
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/3260052/Europe-on-the-brink-of-currency-crisis-meltdown.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/3260052/Europe-on-the-brink-of-currency-crisis-meltdown.html
http://www.theaustralian.news.com.au/business/story/0,28124,24794064-36418,00.html
http://a330.g.akamai.net/7/330/25828/20090318195802/graphics.eiu.com/specialReport/manning_the_barricades.pdf
http://a330.g.akamai.net/7/330/25828/20090318195802/graphics.eiu.com/specialReport/manning_the_barricades.pdf
http://finance.yahoo.com/tech-ticker/article/223657/%22Hurt-Frightened-and-Very-Angry%22-Risk-of-Social-Unrest-Rising-Says-FT's-Martin-Wolf;_ylt=AlIrKCS9rG5if5toK0HMJ9Zl7ot4?tickers=%5EDJI,%5EGSPC,SPY,DIA,XLF,SKF,FAS
http://finance.yahoo.com/tech-ticker/article/223657/%22Hurt-Frightened-and-Very-Angry%22-Risk-of-Social-Unrest-Rising-Says-FT's-Martin-Wolf;_ylt=AlIrKCS9rG5if5toK0HMJ9Zl7ot4?tickers=%5EDJI,%5EGSPC,SPY,DIA,XLF,SKF,FAS
http://finance.yahoo.com/tech-ticker/article/223657/%22Hurt-Frightened-and-Very-Angry%22-Risk-of-Social-Unrest-Rising-Says-FT's-Martin-Wolf;_ylt=AlIrKCS9rG5if5toK0HMJ9Zl7ot4?tickers=%5EDJI,%5EGSPC,SPY,DIA,XLF,SKF,FAS
http://www.etaiwannews.com/etn/news_content.php?id=972297&lang=eng_news
http://www.ft.com/cms/s/0/83a0c0b4-563f-11de-ab7e-00144feabdc0.html
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fell a record 26% in May, and its gross domestic product fell at an annual pace of 14.2 % 
in the January-March period, also the steepest decline on record, and marking the fourth 
straight quarter of decline.31  There is growing speculation Japan may follow the lead of 
Switzerland and Taiwan and devalue the yen as they did in 2003-4.  South Korea, 
Singapore and Sweden seem to be on the same track, and apparently members of China’s 
politburo have a similar inclination, motivated in part by the need to offshore its 
productive over-capacity.32

Ironically, for all of the early condemnation of American recklessness, according 
to the Bank for International Settlements it turned out Western European Banks had far 
more exposure and a greater degree of leverage to emerging market debt than either the 
US or Japan.  In fact, they held almost all of it. As with most of the world, the EU gained 
an illusion of wealth from unsustainable spending in countries on the periphery that 
longed for membership; the asset bubbles, credit growth and investment booms that 
powered the spending collapsed concurrently with the even more significant bubble in the 
US. 33  By late in 2008 Austria’s emerging market debt exposure to Central and Eastern 
Europe amounted to 85% of GDP; Switzerland’s to 50%; Sweden’s to 25%, the UK’s to 
24%, albeit primarily in Asia; and Spain’s to 23%, primarily in Latin America; by way of 
comparison, US exposure amounted to 4% of GDP.34  The collapse devastated activity in 
the export-dependent countries, especially Germany, and poor risk mitigation has 
severely damaged many European banks.  Today, although the situation has improved in 
step with global equity markets, Western European bank exposure to Central and Eastern 
Europe alone exceeds $1.6 trillion.35  

The failed auction of sovereign debt in Latvia on June 3, 2009 may foreshadow 
what is to come throughout Central and Eastern Europe, occurring as it did despite the 
backstop provided by the International Monetary Fund (IMF) in the form of anti-crisis 
funding programs for Latvia, Hungary, Ukraine, Belarus, Georgia and Armenia.36  
Attempting to raise a paltry-sounding $110.7 million, the government was unable to sell 
any of its debt, not least because the Latvian economy is now expected to contract by 
18% this year, as opposed to the 5% assumed under the original IMF agreement, and it is 
widely assumed that a devaluation of its currency, the lat, is now inevitable.  A 
devaluation, which the IMF favors, would put Latvia in violation of the Exchange Rate 
Mechanism currency peg they must maintain for membership in the EU, but the attempt 
to maintain the peg has been ripping the Baltic economies asunder because the bulk of 

 
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5461562/Merkels-inflationary-
fretting-may-wake-the-bears-from-hibernation.html  
31 AAP (not attributed): “Japanese economy in steep decline”; AAP: 11.06.2009. 
http://au.biz.yahoo.com/090611/2/26txd.html  
32 Evans-Pritchard, Ambrose: “Swiss slide into deflation signals the next chapter of the global crisis”: The 
Telegraph: 05.04.2009. 
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5110578/Swiss-slide-into-deflation-
signals-the-next-chapter-of-this-global-crisis.html  
33 Wolfe, Martin: “Feeble domestic demand is a chronic European ailment”; The Financial Times: 
26.05.2009. http://www.ft.com/cms/s/0/12dd282a-4a2a-11de-8e7e-00144feabdc0.html  
34 Evans-Pritchard, Ambrose: “Europe on the brink of currency crisis meltdown;” Telegraph: 26.10.2008 
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/3260052/Europe-on-the-brink-of-
currency-crisis-meltdown.html
35 Wagstyl, Stefan: “Prospects hinge on global markets”; The Financial Times: 12.05.2009. 
http://www.ft.com/cms/s/0/46372cde-3ef4-11de-ae4f-00144feabdc0.html   
36 Ibid. 

http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5461562/Merkels-inflationary-fretting-may-wake-the-bears-from-hibernation.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5461562/Merkels-inflationary-fretting-may-wake-the-bears-from-hibernation.html
http://au.biz.yahoo.com/090611/2/26txd.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5110578/Swiss-slide-into-deflation-signals-the-next-chapter-of-this-global-crisis.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/5110578/Swiss-slide-into-deflation-signals-the-next-chapter-of-this-global-crisis.html
http://www.ft.com/cms/s/0/12dd282a-4a2a-11de-8e7e-00144feabdc0.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/3260052/Europe-on-the-brink-of-currency-crisis-meltdown.html
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/3260052/Europe-on-the-brink-of-currency-crisis-meltdown.html
http://www.ft.com/cms/s/0/46372cde-3ef4-11de-ae4f-00144feabdc0.html
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their borrowing was not in their own currency but mainly euros and Swiss francs.  
Latvian house prices have collapsed by 50%, earning it the dubious distinction of 
experiencing the most dramatic collapse in the world.37  The failed auction had an 
immediate ripple effect on the currencies of Hungary, Poland and the Czech Republic, 
but the most damage may have been inflicted on the Swedish Banking Index, the SEB, 
because its banks have lent heavily to the Baltic republics: it lost 11% on the day.38  A 
growing fear is that other countries in the region besides Latvia’s Baltic brethren with 
similar macroeconomic vulnerabilities and refinancing needs (please refer to the chart 
below), with Bulgaria and Romania being mentioned frequently, may find themselves in 
Latvia’s position in short order.39  It should also be noted that the political instability in 
the region has already seen governments in Latvia, Hungary, the Czech Republic and 
Estonia fall during the economic crisis.40  

 
Chart 1: Central European Refinancing Needs in 2009 as a percentage of 

Foreign Exchange Reserves 

 
Source: Wood/IMF41

 
Because the European central bank has not embraced quantitative easing and 

Western European banks have written down so little debt, especially compared with their 
US counterparts,42 a number of commentators contend the banking crisis has yet to fully 
                                                 
37 Evans-Pritchard, Ambrose: “Latvian debt crisis shakes Eastern Europe”; The Telegraph: 03.06.2009. 
http://www.telegraph.co.uk/finance/financetopics/financialcrisis/5438615/Latvian-debt-crisis-shakes-
Eastern-Europe.html
38 Oakley, David: “Latvia auction flop sparks fears of struggle to find debt buyers”; The Financial Times: 
03.06.2009. http://www.ft.com/cms/s/0/aa629880-5068-11de-9530-00144feabdc0.html  
39 Roubini, Nouriel: “Is Eastern Europe on the Brink of an Asian-Style Crisis?”; RGE Monitor: 10.06.2009. 
http://www.rgemonitor.com
40 Bary, Andrew: “A Pessimistic Assessment, Especially for Europe”; Barron’s: 01.06.2009. 
http://online.barrons.com/article/SB124363529571967665.html  
41 Wood, Christopher: “The Deflation that Can Happen”; Greed & Fear/CLSA Asia-Pacific Markets: 
19.06.2009. http://www.clsa.com  
 
42 Financial Times (not attributed): “Writedowns past and present”; The Financial Times: 13.05.2009. 

http://www.telegraph.co.uk/finance/financetopics/financialcrisis/5438615/Latvian-debt-crisis-shakes-Eastern-Europe.html
http://www.telegraph.co.uk/finance/financetopics/financialcrisis/5438615/Latvian-debt-crisis-shakes-Eastern-Europe.html
http://www.ft.com/cms/s/0/aa629880-5068-11de-9530-00144feabdc0.html
http://www.rgemonitor.com/
http://online.barrons.com/article/SB124363529571967665.html
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hit Europe.  Essentially, because European banks employed more leverage, they have less 
freedom to mark down debt, which makes them vulnerable in these conditions. In 
addition to the situation in Central and Eastern Europe, Western European banks face 
substantial US property losses they have yet to recognize, and are exposed to euro zone 
corporate debt to the tune of $11 trillion, equaling 95% of the combined economy, 
compared with US exposure of roughly 50%.43  If this were not enough, a significant 
portion of the Russian banking industry is under considerable stress, with $280 billion of 
a total $400 billion in debt to European banks being due in the next four years, and the 
issues regarding repayment and threats of non-payment that rattled markets regularly 
earlier in the year have yet to be resolved.44   

As a result of the financial crisis, a potential rift in European Union solidarity has 
been exposed regarding issues of fiscal policy, labor competitiveness, unemployment, 
and budget surpluses versus deficits—all issues that fall along the cultural north-south 
divide that has existed since the euro’s inception.  In January, Standard and Poor’s 
downgraded Spain’s AAA-rated sovereign debt to AA, the first such downgrade since 
Japan in 2001, and Deutsche Bank determined the entirety of the euro zone could find 
itself in violation of its own Growth and Stability Pact this year if the financial crisis did 
not abate.45  The Economist’s main risk scenario for the global economy, to which they 
assign but a 30% probability, sees “a material risk of euro zone sovereign defaults and 
one or more euro zone countries exiting the single currency under duress.”46

The rapid economic deterioration sparked widespread political unrest in Iceland, 
Greece, Ireland, Italy, Spain, and France.  The riots that were widely expected this spring 
and summer as the implications of the financial crisis were absorbed by the masses47  
have been forestalled by the revival of global markets but serve to highlight a percolating 
dissatisfaction.  Moscow and Beijing put direct authoritarian measures in place in 
February in preparation for the anticipated disaffection,48 and The Economist’s Political 
Instability Index identified 95 countries in the ‘very high’ and ‘high’ risk categories in 
2009, up from 35 combined in 2007.49  

The irony that attempting to maintain some semblance of fiscal sanity in a world 
of fiat madness could potentially undermine the European Union is testament to how far 

 
http://www.ft.com/cms/s/0/8bb08076-3fe9-11de-9ced-00144feabdc0.html
43 Matlack, Carol: “Europe’s New Wave of Toxic Debt”; Der Spiegel: 06.02.2009. 
http://www.spiegel.de/international/business/0,1518,605887,00.html
44 Stratfor (not attributed): “Russia: The International Ripple Effect of Domestic Financial Woes”; Stratfor: 
10.02.2009. http://www.stratfor.com
45 Grant, Jim: “Treatise on a quirk”; Grant’s Interest Rate Observer: Vol. 27, No. 2, pp.3, 23.01.2009.  
(subscription required) http://www.grantspub.com
46 Economist Intelligence Unit (not attributed): “Manning the barricades: Who’s at risk as deepening 
economic distress foments social unrest”; The Economist: pp.9, March 2009. 
http://a330.g.akamai.net/7/330/25828/20090318195802/graphics.eiu.com/specialReport/manning_the_barri
cades.pdf
47 Boyes, Roger: “New age of rebellion and riots stalks Europe”; The Financial Times: 22.01.2009. 
http://www.timesonline.co.uk/tol/news/world/europe/article5563020.ece
48 Spiegel Staff: “Popular Rage Grows as Global Crisis Worsens”; Der Spiegel: 09.02.2009. 
http://www.spiegel.de/international/world/0,1518,606721,00.html
49 Economist Intelligence Unit (not attributed): “Manning the barricades: Who’s at risk as deepening 
economic distress foments social unrest”; The Economist: pp. 18-20, March 2009. 
http://a330.g.akamai.net/7/330/25828/20090318195802/graphics.eiu.com/specialReport/manning_the_barri
cades.pdf
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http://a330.g.akamai.net/7/330/25828/20090318195802/graphics.eiu.com/specialReport/manning_the_barricades.pdf
http://www.timesonline.co.uk/tol/news/world/europe/article5563020.ece
http://www.spiegel.de/international/world/0,1518,606721,00.html
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things have gotten out of hand.  Something on the order of three-quarters of net capital 
movements globally are transacted in US dollars, 50 with no likely substitute on the 
horizon, so as the only credible alternative to the dollar, should a banking crisis erupt 
in Europe in the current unstable environment, a collapse of the euro, which was 
unthinkable a year ago, can no longer be dismissed out of hand.  To much of the 
world’s chagrin, even the hint of such instability could cement the US dollar’s position as 
the world’s reserve currency for years if not decades to come for there are simply no 
alternatives.51

However, neither common sense nor logic has anything to do with the matter, for 
if it did, in light of the following chart, which unfortunately does not include the Obama 
administration’s current and projected expenditures of an additional $22.4 to $29.1 
trillion,52  pushing the total well beyond $85 trillion, who in their right mind would invest 
in the US dollar or US Treasury debt? 

 
Chart 2: Government Obligations vs GDP—2008 

 
Source: FRB, BEA, IMF, BIS, Williams/SGS53

 
Part of the answer is simply that there is no credible alternative to the dollar, but 

habit and momentum play a role as well. As mentioned earlier, two-thirds of the world’s 
assets are denominated in dollars.  The vast majority of the world’s reserves are held in 
US Treasuries, and the majority of international trade is conducted in dollars.  There is 
less chance of the United States of America and the dollar collapsing than there is of the 
European Union and euro, the dollar’s most credible challenger; and has been 
demonstrated once again during the global financial crisis, in a time of abject financial 

                                                 
50 James, Harold: “The euro’s success could also be its downfall”; the Financial Times: 18.05.2008.                 
http://us.ft.com/ftgateway/superpage.ft?news_id=fto051820081309520253  

 
51 Chandler, Marc: “Gold and the Dollar”; Brown Brothers Harriman/Special FX: 24.04.2009.  
http://www.bbh.com/fx  
52 Please refer to Appendix 2 for a chronicle of its development through June 2009. 
53 Williams, John: “Shadow Government Statistics: Number 48”; Shadow Government Statistics: pp. 38, 
03.01.2009.  (subscription required) http://www.shadowstats.com  
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panic, the role of the reserve currency is to safeguard capital—not in the sense of 
making a return on the money deposited in the custodial safe haven but to ensure the 
return of the money after the crisis passes so it can be put back to work.  To provide a 
bit of perspective on the scale of the capital flight to US Treasury instruments, the 4-
month period from August to November 2008 saw foreigners buy $352 billion worth of 
US Treasury bills—more than during the cumulative 30-year period ending in June 
2008.54  This spring, once the crisis was perceived to have passed, the money was 
repatriated, inducing dollar weakness as that money sought a speculative return 
elsewhere. 

But there is also something far larger at play that is best appreciated by 
approaching the matter from an oblique angle, somewhat akin to applying Occam’s 
Razor.  Leading up to the global financial crisis, when the dollar was in what appeared to 
be terminal decline, the crowing over the fiat dollar’s impending demise came from all 
quarters and was deafening.  Then, as the financial crisis plumbed one new depth after 
another, when outspoken critics of the dollar, whether China’s Wen, Russia’s Putin, 
Venezuela’s Chavez, Iran’s Armadinejad, or even France’s Sarkozy and Germany’s 
Merkle found themselves either standing numb in the rubble of collectivist fantasies or 
staring into the abyss of economic collapse, all fell silent: the world, which clearly and 
rightly blamed the US for the crisis, was in fact relying on the US to lead the way back.    

The world in fact shut-up and let the dollar, not the euro, yen, yuan, franc, or 
ruble, do its job, which is to guarantee the resiliency and continuity of the global 
economy.  To an as yet undetermined degree the Fed and Treasury have done exactly that 
by taking the most extraordinary steps imaginable.  US officials did something while 
their European and Chinese counterparts stood around wringing their hands.  We 
question the legitimacy as well as the efficacy of those efforts, but the world looked to 
the US for leadership and the US delivered. 

Now that global markets have bounced and visions of ‘green shoots’ and the 
dawning of the ‘Asian Century’ are dancing through Wall Street’s head, the vitriolic 
rhetoric is back in full force, accompanied now with condemnations of capitalism and 
warnings of runaway inflation.  A stream of American commentators, with Wall Street 
analysts leading the parade, are adamant the end of the dollar is neigh—and we have long 
maintained that this will indeed be the fate of the dollar, just not yet, for with the 
exception of the EU the rest of the world has been practicing various forms of 
quantitative easing, i.e. printing money, as fast or faster than the US; in fact, Wall Street 
darling China, which we discuss in the next chapter regarding decoupling, is 
expanding its monetary base, as measured by its  M2 to GDP ratio, at a pace nearly 
three times faster than the US.55  Imagine that. 

Another glaring anomaly is that ‘normally’ gold and the dollar have a negative 
correlation; that is, their prices generally tend to move inversely.  Little commented on by 
the US media, but as can be seen on the following chart, the period between early 
December 2008 and the March 2009 bottom saw the price of gold and the dollar 
synchronize as both were sought in the global flight to safety: 

 
                                                 
54 Wood, Christopher: “The game of chicken”; Greed & Fear/CLSA Asia Pacific Markets: pp.7, 
22.01.2009.  http://www.clsa.com
55  Walker, Jim: “The Great Mistake Cubed or How to make Greenspan look good”; ExposAsia; No. 3, 14 
April 2009.  
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Chart 3: Gold vs. the US Dollar 

 
 

During the worst of the panic, gold led the dollar up, making new highs against 
the fiat euro, Swiss franc, ruble, rupee, Australian dollar, South African rand, South 
Korean won, and Mexican peso to name but a few. 56   This signaled a profound change in 
the monetary landscape.   In fact, virtually the only two currencies that gold did not make 
new highs against were the US dollar (and currencies pegged to it) by virtue of its reserve 
currency status and the yen, arguably due to the unwinding of leveraged carry-trade 
positions and the Japanese penchant for repatriating yen during crises.  Simultaneously, 
the US dollar strengthened against all of the aforementioned currencies except the yen 
and demand for Treasury instruments as safe haven investments approached bubble 
proportions.  Gold and the dollar appreciating together as safe haven investments 
reflected fears the global fiat currency regime was unraveling, collapsing from the 
outside in, from the emerging market economic periphery toward the New York center, 
and those able to seek safety were doing so.   

Out of the March bottom, both declined together as well as trepidation regarding 
the validity of the ‘green shoots’ and ‘Asian Century’ themes lingered.  By mid-April, the 
crisis was perceived to have passed, and gold and the dollar decoupled again as 
speculative fervor took hold of the global markets once more.  We view this relationship 
not as a leading but as a confirming indicator of periods of advance and remission in the 
global credit crisis and believe it should be monitored closely going forward.  If gold and 
the US dollar were to become synchronized again, the longer the two moved in tandem, 
the more risk we would see for the global economy.   

Another anomaly brings a simple truth that has been lost in all of the noise into 
sharp focus.  For all of the aforementioned self-righteous posturing and indignation, 
politicians and central bankers the world over have long understood perfectly well that if 
they were to collectively refute the dollar and dump US Treasuries it would affect a 
bloodless coup d'état, the financial losses incurred being the price of economic freedom 
as it were, and American dollar hegemony would end virtually overnight.  Instead, in the 
                                                 
56Weldon, Gregory T.: “Glitter, Glitter…Everywhere!!!”; Weldon’s Money Monitor: 30.01.2009. 
http://www.weldoneonline.com
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aftermath of the collapse of the biggest credit bubble in history, the Federal Reserve’s 
holdings of Treasuries on behalf of other central banks and institutions, including China, 
rose by $68.8 billion, or 3.3 percent, in May of 2009, the third most on record.57  This 
opportunity to overthrow the dollar has been on offer for years, and would be far cheaper 
than taking on the US militarily, but as the world has become increasingly enamored with 
the machinations of fiat currency creation, the political class has lacked the wherewithal 
to act for two reasons.   

The first is that when push comes to shove, none of the outspoken politicians or 
central bankers really wants to see the end of fiat currency use, just more power for 
their respective currencies and a louder say in policy.  In October 2008, French 
President Sarkozy damned the Fed’s policy of serial bubble-blowing in calling for a new 
global financial order because “the same problems will trigger the same disasters,”58 
which in our view is an accurate assessment.  Calls for global regulatory reform and a 
Bretton Woods II to create a ‘multi-polar economic world’ that entails a heightened role 
for the euro as a counterpoint to the dollar, however, amounts to mere political posturing 
and empty rhetoric—halfway measures that can accomplish nothing for they would rest 
on the same foundation of sand as any fiat currency and be subject to the same corruption 
as the dollar.  In any case, Sarkozy’s comments were made before the extent of European 
bank shenanigans and exposure to the emerging market debt bubble became apparent, 
which has since necessitated wholesale bank nationalizations and cooled the rhetoric 
somewhat.   

Similarly, today China and Russia are leading a public relations campaign to 
adopt the IMF’s Special Drawing Rights (SDRs) as the world’s new reserve currency, 
with the goal of the BRIC nations’ currencies eventually becoming part of the mix.  That 
the yuan is not freely traded and the ruble is not even trusted within Russia is 
conveniently overlooked, as is authoritarians’ historic affection for fiat currency abuse.  
Be that as it may, the IMF calculates the value of SDRs daily, with the dollar having a 
44% weighting, the euro 34%, and the remainder split between the yen and the pound.  
Currently, China has a 3.66% vote in the IMF policy-making, Russia 2.69%, India 1.89% 
and Brazil 1.38%; the U.S. has a 16.77 percent.59   The BRIC nations recently announced 
plans to sell $70 billion of US Treasuries and to use the money to buy IMF debt and a 
bigger say in SDR policy.  Affecting the adoption of the SDR as the world’s reserve 
currency would not cure any of the problems that stem from the use of a fiat currency, 
for SDR itself is a fiat currency: it would merely collectivize its management. 

Essentially what they are all calling for is a bigger piece of the action, not 
legitimate reform.  None want to see the return of a rules-based monetary system that 
could be easily monitored to insure adherence to its principles, such as the gold standard, 
because it would severely restrict their room to maneuver—if not making their jobs 
redundant.  Without a synchronized global push into such a mechanism to supplant the 
fiat dollar and to normalize global trade relations, nothing of substance can eventuate.    

 
57 Campbell, Dakin: “Gross Says Diversify From Dollar as Deficits Surge”; Bloomberg: 03.06.2009. 
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aKNFgoTAf39s  
58 LaFranchi, Howard: “A financial new world order?”; Christian Science Monitor: 20.10.2008.                                                        
http://www.csmonitor.com/2008/1020/p01s01-usec.html
59 Pimentel, Lester & Rota, Valerie: “BRICs Buy IMF Debt to Join Big Leagues, Goldman Says”; 
Bloomberg: 11.06.2009. http://www.bloomberg.com.au/apps/news?pid=20601083&sid=aUIbnSNcji9Q  

http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aKNFgoTAf39s
http://www.csmonitor.com/2008/1020/p01s01-usec.html
http://www.bloomberg.com.au/apps/news?pid=20601083&sid=aUIbnSNcji9Q


www.emergingtrendsreport.com  
 

  

13 

13 

                                                

As for gold standard proponents, which include the ETR, an ugly truth is that no 
country today would be allowed to have a currency backed by gold.  Gresham’s Law has 
proven time and again that bad money drives out good, which simply means other 
countries would trade fiat for the gold-backed currency until the reserves, and thus the 
currency, were exhausted.  This means that until all fiat currencies collapse, there is 
little hope of a return to fiscal sanity, and the Fed is nothing if not resourceful.  
Ironically, unless GATA accusations regarding the state of US gold reserves prove to be 
true,60 even the adoption of a gold standard would still produce a currency dominated by 
the US, whose official gold holdings nearly double those of the next three largest holders 
of gold, Germany, France and Italy, combined.61    

The second reason there has been no coordinated effort to put an end to dollar 
hegemony, and the more important reason in our opinion, is that the dollar’s collapse 
would not be in politicians’ best interests. The fallout of a dollar collapse would inflict 
significant collateral damage on the world economy, if not precipitating a collapse of 
all fiat currencies; however, the political fallout could well result in these same 
politicians being swept from power, or worse, by angry citizens.  There are numerous 
historical precedents for this which serves as a strong motivation for politicians, so we 
expect what amounts to at minimum tacit support for the dollar to continue.  

We submit the majority of politicians and central bankers globally, regardless 
of ideological stripe, tacitly support dollar hegemony because they have in effect been 
either subverted or suborned by the power and wealth afforded them by operating fiat 
currency franchises themselves.  In the very least these policy-makers are complicit by 
taking advantage of those less well-versed in the fiat currency mechanism—namely, 
their own citizens.  As far as a politician is concerned, the benefits of operating a fiat 
currency franchise were detailed in the first chapter but the appeal can be summarized 
as the subtle theft of their citizens’ wealth, the accrual of power, regular deliveries of 
fresh ‘financial innovation’ to profit from, an enemy to vilify as well as to offer up as a 
diversion while affecting designs to plunder their own economy, and regular financial 
crises providing the opportunity to further pet agendas under the guise of ‘helping’ 
their people by inflating their currencies with abandon while they hide out in dollars 
for the duration.   

The de facto cost of a franchise has to be the purchase of US Treasury debt.  
Otherwise, how can you explain the world continuing to buy debt from a country that is 
as patently incapable of ever repaying its debts as the US?  

This is what we mean by all fiat currencies have become but derivatives of the 
dollar.  Whether a grand conspiracy or a sad commentary on human nature will be a 
matter for historians to debate, but we would have you remember that soon after 
President Nixon ended dollar convertibility to gold, his Treasury Secretary, John 
Connally, famously informed a European delegation, “It may be our currency, but it is 
your problem.”  US authorities have relied since on their assessment that politicians and 
central bankers’ allegiance is to power and money first, the welfare of their citizens a 
distant third to maintain dollar hegemony.  Until those priorities are broadly reversed and 

 
60 Long story short: the US has no gold reserves.  See http://www.gata.org for details. 
61 World Gold Council (WGC): “World Official Gold Holdings (September 2008)”; WGC: 16.09.2008.                      
http://www.elitetrader.com/vb/attachment.php?s=&postid=2086287

http://www.gata.org/
http://www.elitetrader.com/vb/attachment.php?s=&postid=2086287


www.emergingtrendsreport.com  
 

  

14 

14 

                                                

acted upon, it is not in America’s self-interest as determined by and applied to its 
interventionist policymakers and their financier cronies, to make significant changes in 
US monetary policy aside from token compromises to maintain the appearance of 
engagement, such as the scraps tossed to the media to reassure equity markets at the G-20 
meeting in April of this year.  

There are significant implications, investment and otherwise, stemming from this 
assessment.  Obviously, first and foremost, it means the dollar is neither going to collapse 
nor lose its place as the world’s reserve currency any time soon; more importantly from 
our perspective is the notion of using this understanding as a filter to tune out the endless 
hype in order to observe what is actually being done.  Second, with most of the world 
printing just as fast if not faster than the US, we believe there will be increased exchange 
rate volatility, which will be exacerbated by speculators attracted to the massive leverage 
extant in the currency markets, and which will further add a new velocity to events that 
will broadly obscure a range of central bank machinations.  Third, long term this will be 
supportive of commodity prices, but as the markets have amply demonstrated in the 
course of the last year over the short term literally anything is possible.  Fourth, the world 
will buy more, not less, US Treasury debt.  And fifth, the increasingly desperate measures 
implemented in response to the myriad deceptions, back-room deals and outright frauds 
operational today virtually guarantees that the global financial crisis is not over—just 
awaiting fresh revelations of wrongdoing.  More than ever physical gold constitutes real 
savings in the traditional sense of the word: an intrinsic store of value you can rely on 
over time.    

The world is now relying President Obama and his team to reassert American 
economic leadership—or at least to guarantee continuity so the world can go about the 
business of making money.  And in order to do that, the Fed and Treasury simply have to 
find a way to get American consumers consuming again—the more profligately, the 
better.  China is anxiously biding its time, keeping civil unrest at bay by pointing fingers 
at the US and embarking on the greatest infrastructure build-out in its history, ostensibly 
in anticipation of a rebound in global demand.  As discussed in the first chapter, the 
problem is that the American consumer appears to have exhausted both his credit and his 
inclination to borrow at the same time his access to credit has been cut off by the very 
money center banks his taxes are financially supporting.  Admittedly skewed by the 
recession, in the first quarter of 2009 consumption accounted for 72.4% of US GDP, a 
new record; pre-bubble, the norm was in the range of 67%,62 and the longer the economic 
downturn persists, the more likely consumption will overshoot to the downside. 

A number of President Obama’s economic team served in the Clinton 
administration and were involved in a range of policy decisions that have enabled some 
of the most egregious financial misbehavior in American history, including what proved 
to be significant impetus for increased sub-prime lending and blocking derivative 
regulation.  As the Obama administration has already demonstrated beyond a shadow of 
doubt, whatever rescue plans the new administration institutes next rely not only on the 
continuance but also the expansion of the established interventionist monetary policies 
that has landed us in this predicament.  In other words, more of the same—only 
harder…much harder. 

 
62 Ibid.  pp.1. 
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The critical task is either to get more money into the hands of working Americans 

or to find a way to lighten their debt loads to the point they can start spending again.  The 
Depression Era make-work projects in the first stimulus plan are a start, but clearly will 
not be enough as there was more pork than legitimate stimulus.  The Fed has 
demonstrated its willingness to sacrifice the dollar if necessary to keep interest rates low 
in order to ‘save’ the American consumer, and much of the world is doing their part to 
help by practicing quantitative easing as well, but the ebb and flow of global liquidity 
complicates their efforts: during the global financial crisis the world fled to dollar 
instruments aiding the Fed’s efforts to keep rates low, but now the threat is increasingly 
perceived to have passed, repatriating money drives up rates again, undermining their 
efforts.  Paradoxically, that was as good as it could possibly get for the Fed: unless there 
is a significant durable conflict somewhere in the world that threatens many economies 
without touching the US, which will attract and hold foreign investment, this ebb and 
flow of a perpetually increasing volume of funds will accelerate with each new financial 
calamity, undermining Fed efforts anew.  We suspect the Fed is desperate to find a way 
to buy the time they need to convince American consumers to translate their existing 
debts via government-sponsored refinancing schemes into new instruments of longer 
duration, perhaps something along the lines of 50- or 75-year mortgages, thereby 
reducing monthly payments for borrowers without reducing the principal for creditors, 
and both enabling Americans to start spending and banks to start lending more.   

Since no one on the planet consumes as profligately as Americans, emerging 
markets, especially China, will make a lot of noise but continue to buy US Treasuries to 
help get Americans back on their feet financially, for there are no other ‘consumers of 
last resort’ and China can only stockpile so many commodities in anticipation of a 
rebound that can only go so far without the participation of the world’s largest 
economies.  And that puts the notion of decoupling in a co-dependent light and lays the 
groundwork for a whole new dynamic. 
 
 

*   *   *   *   * 
 
 

Credit and Credibility presents the Emerging Trends Report’s comprehensive 
assessment of today’s financial turmoil and what we consider to be five of the most 
pressing issues that stand to impact the global economy in the years ahead.  These issues 
are explored in the first five chapters: 

 
• fiat currency, the financial abuse it engenders, interventionist policy 

response to perpetuate it, and the role of the US dollar going forward; 
 
• our contention that all fiat currencies today have become derivatives of the 

US dollar has stunning implications globally; 
 
• the extent to which emerging markets can decouple from ‘consumer’ 

economies, and the role of China as the litmus test for both the regional and 
the emerging market thesis; 
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• our contention that the world has had its fill of ‘financial innovation,’ and 

the only way the US economy can recover will be through its traditional 
strengths in agriculture, manufacturing, invention, and hard work; and, 

 
• our assessment of the issues attendant to the anthropogenic global warming 

debate and pending legislation. 
 

Credit and Credibility then delineates the investment approach demanded in this 
‘brave new world,’ identifying potential pitfalls to recovery, asset classes likely to 
become candidates for bubble-dom, a set of leading indicators likely to mark the true 
bottom, and how these five issues will affect each of our investment themes.   

In order to facilitate the comparison and update of our nine themes within this 
context, we are including complete copies of our original coal, gold, water & food, 
nuclear energy, silver, electric grid, transportation fuels, material science, and natural gas 
reports and have appended substantial commentary regarding the performance of each 
going forward, including a ranking by viability in the current environment.  The heavily 
annotated eBook runs to more than 430 pages of text, not including 200+ pages of source 
material and suggestions for further reading.   

To purchase Credit and Credibility as an individual report, or on an annual 
subscription basis, we invite you to visit our website at: 
http://www.emergingtrendsreport.com 

 
 

 
 

 
 
 
   
 

 

 

 

 

 

 
 


	 

