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"MR. GLOBAL & THE GREAT ROTATION

Era of Sound Money - Pre August 1971

The US was the undisputed economic engine of the global economy until it
peaked in the 1960's. The changed was heralded by a rebellious youth
movement of ‘flower children’, draft dodgers and rejection of the
‘establishment. An establishment that was seen a s corrupt.

With the massive costs of an unpopular Vietnam War, a growing Military -
Industrial Complex and President Lyndon Johnson's "Great Society”, the US
leadership found that it could no longer pay for its expectations. Others

around the world recogni  zed this reality which resulted in an effective run on
the US Reserve Currency. Foreigners wanted payment in Gold not US

dollars. The 'gig was up unless something dramatic was done.

Era of Unsound Money - Post August 1971

President Richard Nixon removed the threat of reality by taking the US off
the Gold Standard in August 1971 ushering in an era of fiat currency and
unsound money. An era where the US dollar was no longer a store of value
and was able to be expanded in an u nlimited fashion.

To allow the rapid expansion of the US money supply & debt, restrictive

obstacles such as inflation measures and the gold price were obfuscated
through manipulated games of statistics and macroeconomic games such as Mr . GIObaI
the Gibson's Paradox  (brought to us from a unknown Harvard Economics

Professor named Larry Summers). We entered a world of deception to keep
the system afloat.

Strategy |: The Petrodollar

The Petrodollar was central to the survival of the US fiat currency and its role as th e world's reserve
currency. The US at all cost must maintain its global position as the primary reserve currency to allow it to
effectively export its inflation costs associated with the expansion of debt and credit. To do this it was
mandatory that oil be traded in ONLY US dollars. A position that the US has enforced continuously with
military actions (Irag, Libya) since Nixon and Henry Kissinger established the rules for the Petrodollar

game.

Additionally, since for foreign countries to expand their cre dit, someone else must expand their debt (The
Triffin Paradox) the US growth in debt and credit facilitated US corporations profitable expansion globally.
Since the 70's US corporations

profits have moved from less

than 20% to well over 505 and Our Keynesian Multiplier
growing.
Increases in wealth minus increase in debt: 7-year change

Strategy Il: Debt & Credit 15.0
Growth Bubbles
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The Reality
The globe economy now has $223T of debt that is supported by GDP (this is not wealth nor real cash) of

$71.5T. This is INSUFFICENT to support the debt and in fact new investment from savings is being
crowded out by the size of government (federal, state, local and entitlements).

DEBT GDP DEBT:.GDP PER CAPITA
157T 376% 170,401
66.3T 224% 11,621
TOTAL 223.3T 71.5T 313%
SECTORS
Public 55.7T
Financial 75.3T
Corp/HH 92.3T
TOTAL 223.3T Source: ING
Strategy Ill: The Sting
For growth to resume the mispricing and malinvestment associated with unsound money and access debt

& credit must be ‘cleared'. This basic tenet of capitalism is not being allowed to occur as policies of
"Extend & pretend", "Kick the Can down the Road" and "Fake it Until You Make It" have been consistently
implemented. All simple make the eventual reality worse.
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Mr. Global is FULLY AWARE of all of the above!

As we lay out he has a strategy similar to the Regulatory Arbitrage strategy which he so successfully

executed in moving debt obligations from the private secto r (banks and financial intermediators) to the
Public Sector (government obligations) through panic crisis programs such as "Too Big To Fail".

The next strategy is part of the well trodden path of the "Mandrake Strategy" or the "Indirect Exchange"

where de bt (on and off balance sheet) will effectively be exchanged for real wealth.

Strategy IV: The End Game

The end game will be a New World Order where the world's wealth producing assets and store of wealth
(precious metals) will be owned and controlled b y Mr. Global.
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‘AMARKET CLEARING EVENT’

The Cycle of Deflation
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THE GLOBAL END GAME In 14 POINTS
Charles Hugh Smith - OfTwoMinds

ACTIVITY

- Credit Expansion

Financialization

- Phantom Collateral

- Bubble Pops

Debt Decisions

« Consumplion Stalls

Cheap Monay
- Loans Stop
- Yield Chase
Increasing Risk
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FINANCIALIZATION AGE

Fiat Regimes.

MODERN CREDIT CYCLE

N

BIG PICTURE PERSPECTIVE

Since the mid 90's when Federal Reserve Chairman Alan Greenspan first uttered the words "
Exuberance " to describe the financial markets, we have witnessed one bubble after another.

> Advent of  Securitization:

DOTCOM BUBBLE ( 1995-2000=5 Years )
> Historic Low Rates for a Protracted period:

HOUSING BUBBLE ( 2002-2007=5 Years )

FINANCIAL CRISIS
> Social Reaction

1. Scared individual investors
2. Instilled an attitude that it was about:

RETURN OF CAPITAL v RETURN ON

CAPITAL
> Fear Trade :

BOND BUBBLE ( 2008 -20 13=5 Years)

Irrational

£ozrams
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FINANCIAL REPRESSION
The above situation has allowed the government to implement
the macroprudential  strategy of Financial Repression. UNDERSTANDING

Financial Repression
Negative Real Interest Rates: o~ UNDER the LS
S D)

N

1. Minimizes the impact of the growing government,
bank and corporate debt levels ,

2. Forces the acceptance of higher risk levels in the
pursuit of yield,

3. Forces growing number of pensioners an d 75M retiring
'‘baby boomers' to invest in dividend paying equities
versus fixed assets,

4. Debases c urrency giving a trade advantage. ~ GOVERNMENTS
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A PARADYN TRANSITION
RISK FREE SHAM

During this  entire period we have
maintained the 'sham' that government
debt is 'risk free'.

Though we have had sovereign debt
downgrades they have been relatively
insignificant in reprising sovereign debt
for the risk being taken.

This has occurred because the real risk on
government bonds is Currency Risk. This

risk is hedged in the Derivatives markets
through Swaps such as Credit Default

Swaps, Currency Swaps and Interest

Rates Swaps. This nearly $650 TRILLION
OTC, offshore, off balance sheet,

unregulated mark et hides the scam

current being perpetrated.

The result is debt and credit can continue
to expand and not be restricted by
potential Interest Rate increases and true
Credit Risk increases.

Kondratieff Cycle

BONDS ARE "JUNK PAPER" MASQUERADIN G AS VALUE

Debt Saturation is nothing new. The Kondratieff Cycle and other cycles are very clear on this. Mechanism
such as the Mandrake Mechanism and the Austrian Economic School's " Indirect Exchange " also lay out very
well what will occur during these p eriods and how those trafficking in debt will respond.

60-YEAR CYCLE IN INTEREST RATES

Interest rates are dominated by a 60-year Kondratieff cycle. Looking back through history, there have
been important bottoms for interest rates which can be seen near the decadal marks of 1770, 1830,
1890, and 1950. Each of these b ottoms arrives approximately 60 years after the prior one. The next
major bottom for interest rates is ideally due about now. With U.S. yields close to 220 year lows, we are
approaching the natural end ofa 31 year period of declining interest rates.

TGSF ADVISORS

)

L KONDRATIEFF CYCLES AS

REFLECTED IN T-BOND YIELDS
Annual Figures, 1792-2012 (through June 2012)
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Four Long Economic Waves inthe US LO N GWAV E
June 1789 through March 2010
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The difference this time is the world is operating on a Fiat Currency Regime and additionally has never seen
anything approaching these levels of debt on a global basis.

The picture is extremely disturbing - UNLESS YOU HAVE A STRATEGY.

Mr. Global does!

) REGULATORY ARBITRAGE
REGULATORY ARBITRAGE (Debt to Public)

MASS

RESPONSIBILTY
Mr. Global over the last 5 years has successfully

shifted debt from the private sector to the public
sector through a process called Regulatory Arbitrage.

Too Big To Fail and the never ending bailouts as
Central Bank balance sheets are relentlessly increased
by taking ‘junk collateral' in exchange from the
financial intermedi  ators.

Though vast amounts of debt have been 'offloaded’ S

there is still more to go and that requires a slightly d
different strategy. RISK RISK FREE

Copyright 2010 © Gordon T Long
All Right Reserved

Itwillbea  Global Debt for Equity Swap !
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GREAT ROTATION - Stage| - THE EQUITY BUBBLE

After 5 years of terrible yield levels The world of today: guaranteed losses below the line
many can no longer hold on. Pension

Plans and Insurance companies are
hurting. Money Market Funds are :::t;.
seeing increasing levels of

frustration by holders receiving less
than inflation. Assets are shrinking
in real terms and many feel they
have no choice but to take on
increased risk for yield.

Return ,
Venture capital

Small caps

Emerging markets

Large-cap growth

Large-cap value

High-yield and emerging market debt

Real estate Real Return=0%

Memories Are Failing :

1  Margin Levels Up,
1 Complacency Measures Up

1  VYield Desperate Guaranteed losses unless

world enters deflation
Like a frightened and starving
animal. Hunger will drive it to leave
its place of security. Risk
EQUITY RISK PREMIUM

The ERP (Equity Risk Premium) has surged to such a level, that even discounting unrealistic earnings
forecasts, still makes equities attractive for many desperate investors, fund managers and pensions.

Today’s equity premium has reached a historic high

Percentage annualized
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Sources; Authors’ calculations; Barclays; Deutsche Bank; Duke/CFO Business Outlook survey;

Federal Reserve Board; Federal Reserve Bank of New York; Goldman Sachs; J.P. Morgan;

Nomura; the Center for Research in Security Prices; Federal Reserve Economic Data;

Thomson Reuters; the websites of NYU's Aswath Damodaran; Dartmouth’'s Kenneth French,

University of Lausanne's Amit Goyal, University of California at Berkeley's Martin Lettau,

Yale’s Robert Shiller.




Gordon T Long

Market Research & Analytics www.GordonTLong.com

GREAT ROTATION - Stage Il - THE M&A ROUT

Though US equity markets need a near term adjustment to remove some of the divergences and distortions,
many of the global markets have been performing poorly for some time.

The Developing world has already been hit hard. Commodity prices have taken majo r hits and the slowing
developed world economies are wrecking havoc on the export dependent emerging economies.

The result is their equity markets are cheap, very cheap and getting cheaper as money continues to leave
these markets based on forced delevera ging by previous lenders such as the European banks.

Private Equity Firms

With money so cheap in the developed
economies in their apparent desperation for
Keynesian stimulus, the reality is the
stimulus is flowing through Private Equity
firms such as KKR, Blackstone, Carlyle
Group, Apollo etc into the foreign
investment vacuum.

Whether large power projects or

infrastructure needs by sovereign
governments, these Private Equity firms are
swapping debt borrowing in the US for long
term equity positions a  nd offshore holdings.

Corporate M&A

With elevated S&P 500 stock prices and large cash holdings it is only a matter of time before corporations
begin a major M&A push for growth to offset quickly eroding organic EBIT numbers.

EM Local-Currency Debt Outflows Pick Up
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