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The Rise in Debt/ GDP: 2007 - 2011

General
government debt’

2007 2010 2011

Austria 62 78 82
France 70 92 99
Germany 65 82 85
Greece 104 123 130
Ireland 28 81 93
Italy 112 127 130
Japan 167 197 204
Netherlands 52 77 82
Portugal 71 91 97
Spain 42 68 74
United Kingdom 47 83 94
United States 62 92 100
Asia* 37 40 41
Central Europe’ 23 28 29

Latin America® 41 37 35



Government gross debt and primary fiscal balance in industrial economies’
As a percentage of GDP

140

= Government debt (lhs)
120 = Primary balance (rhs)
= Structural primary balance (rhs)

100 o P

80 —

B0 —

0 1 M I I A e

Shaded areas represent forecast.

! Weighted average based on 2005 GDP and PPP exchange rates of economies cited and data availability;
Australia, Austria, Belgium, Canada, Denmark, France, Finland, Germany, Greece, Ireland, Italy, Japan, the
Metherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, the United Kingdom and the United

States.



Troubling OECD Demographics:

Working Age 15-64
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Ageing Populations

Increased Entitlement Spending



Forecast Entitlement Spending
(% GDP)

Estimated increase in age-related government
expenditure from 2011 to 20507
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Result: European Countries need to
generate a present value surplus of 8% to
10% of 2005 GDP through 2050.

The U.S. CBO estimates a permanent
iImprovement of 2.6% of 2009 GDP in the
next 50 year Is necessary to stabilize the
debt ratio.



Real Interest Rates are Increasing Due to
the Fiscal Imbalances: Catch 22
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Fiscal and Monetary Options to Reduce:
Increased Structural Fiscal Imbalances
(Debt to GDP Increases)?

A Raise Taxes i a lot

A Cut Government Spending i a lot

A Redefine Entitlements (Retirement Age)
A Devalue the Currency

A Which of These is Easiest?



Please remember that The US inflated away a good part of its WW
Il debt.



Government Complacency With
Easy Deficit Financing 1 Fini?

A Sovereign Debt is always safe and
Issuable T but is it?

A As public debt breaches the 100% barrier
rates must rise and shut off output.

AARAn even greater dan
ageing populatontTunf unded | |

A Public debt accumulation negates growth
and productivity.
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The Most Likely Path

Unstable debt dynamics could lead to higher
inflation:

direct debt monetisation and the temptation to
reduce the real value of the government debt
through higher inflation.

Devaluation of the currency is almost surely a path that will be taken in
many countries.

The Current Congress in the US has shown it cannot stop issuing new

entitlements that are unfundable.



Greece: The Case Study

A Greek capital is rapidly flowing out of the
country. Ei ther thert
solution to refunding sovereign Greek
debt!!!!!

A Will Germany save Greece?
A Will Germany save the EU?

A Will Germany save the Euro or simply
make it another DM?




The Greek Death Spiral:

Paul Krugman NYT April 10, 2010

NThe debt c¢crisi s 1 n Gre:t
point of no return. As prospects for a rescue plan
seem to be fading, largely thanks to German
obduracy, nervous investors have driven interest
rates on Greek government bonds sky-high,
sharply raising the coul
This will push Greece even deeper into debt,
further undermining coni
hard to see how the nation can escape from this
death spiral Il nto def aul



A Greece must now most likely suffer a
deflationary depression to restore prices.

A She cannot inflate away her prolifigate
debt load. Can the US?



The US Gold Portfolio
1953 to Today

Gold oz
Dec 31, 53 629,412,229
Dec 31, 54 620,351,612
Dec 31, 55 619,720,719
Dec 31, 56 627,117,600
Dec 31, 57 650,876,438
Dec 31, 58 586,688,712
Dec 31, 59 555,889,594
Dec 31, 60 507,622,792
Dec 31, 61 482,540,167
Dec 29, 62 456,519,728
Dec 31, 63 443,229,156
Dec 31, 64 439,654,456
Dec 31, 65 392,380,431
Dec 31, 66 375,974,391
Dec 31, 67 342,331,279
Dec 31, 68 296,199,012
Dec 31, 69 296,202,494
Dec 31, 70 306,630,400
Dec 31, 71 289,490,759
Dec 31, 72 273,950,419

Dec 31, 73 273,954,661



Can the European Union Hold
Together?

A This has been a question since the
formation.

A Single currency structure does not allow
the easiest path which is devalution of the
Greek Drachma.

A Italy, Spain, Ireland and Greece run
tremendous deficits relative to GDP.






