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Normal Post Credit Crisis Patterns 

Bernice Cohen Says It All- All Debts 

Must be Settled 
 

 

 
Again the debt deflation takes a predictable form.  
 
 

 
The massive inflation of the boom is followed by the crisis of the crash and demands for 
cash become overwhelming. This triggers the liquidation a massive sell-off in financial 
and other assets to convert everything as quickly as possible into cash.   
 

 
Every debt must be settled.  
 
 
 

Loans will either be repaid and the borrower suffers, or the borrower will default and the 
lender bears the loss. In the scramble to repay debt property, commodities, precious 
metals, antiques, art objects, all will be sold, even at rock bottom prices é marks the 
dawning of the new credit cycle and the turning point 

 
 
 

Bernice Cohen,  
ñThe Edge of Chaos: Financial Booms, Bubbles, Crashes and Chaosò 
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The Morning After:  
A Gigantic Swing of the Pendulum-  

Economic and Geopolitical Game Changers 
 

 

ÅProtectionism, Resource Nationalism and Status of Globalism. 

 

 

ÅRefocus: Growth, Jobs, Taxes, Entitlements, Terrorism, 
Inflation / Deflation. 

 

 

ÅThe Impact of recent Wealth Destruction. 

  

 

ÅRegulation of Markets.  
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The Morning After:  
A Gigantic Swing of the Pendulum-  

Economic and Geopolitical Game Changers 
 

 

ÅThe Role of Central Banking, the IMF. The Federal Reserveôs 
Independence as systemic risk regulator. 

  

 

ÅThe Reserve Currency status of the dollar? 

 

 

ÅGovernment control of Health Care, Energy, Wall Street. 

 

 

ÅRectifying unsustainable debt and deficit levels. 
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The Banks and 

Reserves 
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April 13, 2011 Bank Earnings 
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Banks Have Topped Out 
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Bank Reserve Balances With the Fed 
(Trillion $) 
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2011-04-27 1471.438  

 



M1 Money Multiplier  
(St Louis Federal Reserve - 4/20/11) 
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Milton Friedman, blamed the 

Depression on the Fedôs failure 

to offset the M1 money 

multiplierôs collapse. In the past 

few years the M1 multiplier has 

contracted by over 50 %, forcing 

the Fed to double base money. If 

the multiplier shoots back up, 

we could see the money supply 

and prices explode.  



When The M1 Money Multiplier (-56%) 

and the Velocity (-29.7%) Decline éé 

 

 

1.53 
 

 

 

 

.74 
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Interest Rates 
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21 years of Interest Rate History 

Through April 20 
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US Interest Rates (5 years) 
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Treasury Rates Head Up and the 

Fed Funds Rate Remains  
(April 20, 2011) 
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US Benchmark Treasury Yields 

Short Term: Friday April 29, 2011 

Maturity YIELD 1 WEEK AGO 1 MONTH AGO 

1 Month 0.02% 0.03% 0.04% 

3 Month 0.04% 0.06% 0.10% 

6 Month 0.10% 0.11% 0.17% 

2 Year 0.61% 0.66% 0.80% 

5 Year 1.97% 2.11% 2.22% 

10 Year 3.29% 3.39% 3.49% 

30 Year 4.40% 4.47% 4.53% 



Nominal Treasury Yields 

 2006 - 2011 (May 2) 
Rates have been declining for 5 years 

               May             May 

Maturity 2006      2007   2008 2009       2010           2011 
 

1-month    4.60       4.80                  1.17  0.04         0.15                .02 
 

6-month    4.91       5.03   1.64  0.29          0.23                .17 
 

1-year   4.87       4.89   1.85   0.49          0.42                .22 
 

3 year   4.87       4.54   2.49   1.38          1.58               1.01 
 

5 year   4.92       4.51   3.03   2.03           2.49             1.97 
 

10 year    5.07      4.63   3.85  3.16           3.76             3.29 
 

20 year   5.31      4.88   4.49  4.10           4.42             4.15 
 

30 year    5.17       4.81   4.49 4.05           4.60             4.41 



A Good Oleô Steep Normal Yield 

Curve 



US Treasury Yield Implications 

ÅTreasury yields have fallen for 6 years. 

 

ÅMajor yield declines in ô08 / ó09 and recovery in ó09/ ó10. 

 

Å No sign of nascent inflation in long rates. 

 

ÅEvidence that QE I and QE II have focused on short rates. 

 

Å Banks have steepest yield curve in decades. 

 

Å Banks banking with the Federal Reserve, not the public. 

 

Å Does 4.4 %  cover Unadjusted CPI 



Rates Rise Euro Zone: Europe 

Fear of Inflation 



Japan Stuck in The Mire and Muck 

of the 1989 Real Estate Bubble  



Americanôs Personal Savings Rate: (March  

2011) 
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8.87%  1959 to 1980 

5.75%  1980 forward 

4.42%  1990 forward 

3.50%  2000 forward 



Personal Saving 5.5 % 

2011-03-01  
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5.5 % 



Gasoline: The Most Important Energy 

Source  April 25, 2011 = $3.88 
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Jobs and Employment 
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The Employment Picture 

 

Most Definitely a Drag on Recovery 

 

And 

 

a Negative Consumer Feedback 

Loop 
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Unemployment ï Better Certainly,  

But Sustainable? 
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 Jobs That Headed Offshore         

 Between 200  and  2010 

                         US   Outside US            US     

Outside US 

   

Oracle                  22,008     20,919    39,000      66,000 

 

GE                 158,000    152,000              

133,000    154,000  

 

Caterpillar       38,664     33,340    47,319       

51,171   

Multinational companies employ 20% of 

all American workers. They  cut US work 

forces by 2.9 million while increasing 

foreign employment by 2.4 million during 

the last decade. 
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So How Has Globalization Worked 

Out? 
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Vulnerability of US Economy to  

Off-shoring: 

Stagnating Wages and High 

Unemployment 

 

 

Post War, Jobs at Multi-nationals 

have tended to sustain the 

American Middle Class 
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Job Openings Labor Turnover  
(April 2011) 

The JOLTs (Job Openings, Labor Turnover) report from the BLS showed a 

bigger rise in job openings than expected in February. The increase of 352k 

lifted the number of openings to 3.09 million, the most since September 2008.  
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BRICS and Emerging 

Markets 

EMERGING ECONOMIES LEAD THE WAY 

OUT 
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Emerging World Reacts 

ÅInflation is feeding through. 

 

ÅBRICS met April 15 to discuss a new currency 

regime ï leave the Dollar? 

 

ÅThe race to the currency bottom is over. 
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The BRIC Countriesô Hainan Summit 

Could Make The G20 Redundant 

 
The Westôs political and financial elite is still 

a very long way from grasping the extent to 

which the global center of economic gravity 

is now shifting ï  

 

and the implications in terms of relative and 

absolute living standards.  
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BRICS Move To Shove Dollar Aside  
(FT April 17 2011) 

 

Å Beijing wonôt push the renminbi too quickly. 
 

ÅChina and 4 other BRICS moved to lower the 
importance of the $ in international financial 
transactions. Part of a seminal move towards a 
multicurrency reserve & trading system.  

 

ÅBRICSô state development banks agreed to use 
their own currencies instead of the dollar in issuing 
credit to each other. They will also phase out the 
dollar in overall settlements and lending among 
each other.  
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Emerging 

Markets 

Tighten 

and 

Appreciate 

Currency 
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BRIC GROWTH 
Brazil, India, China 

 

Germany, Japan, France   

36 www.discoveryinvesting.com 



Pop Change by Region 2030 
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China Continues to Pile Up the 

Reserves 
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Super Cycle Number Three 
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The Boom in Global Trade in this Third 

Super Cycle is Different 
 

Å The current boom in global trade is characterized by three key new 
phenomena:  

 

Å (1) the world is clearly more open than it has ever been, as measured 
by the ratio of global exports to GDP;  

 

Å (2) emerging markets are increasingly important to world trade; and  

 

Å (3) South-South trade is rising. 

 

Å The increase in services trade is a fourth phenomenon. Although 
services have been traded for many years, the revolution in electronic 
communications has enabled India in particular, but other countries 
as well, to develop significant outsourcing industries. 
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Exports (%) 
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Chinaôs Export Juggernaut 
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Asia ï Trade has been 

Transformational 

 
 

 

ÅTrade has been a key growth driver in many 

Asian economies.  

 

ÅIt amounted to 310% of Hong Kongôs GDP and 

280% of Singaporeôs in 2009. 
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Middle East Trade With Asia Has 

Substantially Overtaken Trade With 

The US 

 
ÅThe evolution of Middle East trade is a good 

example of the dynamics at play in the worldôs 

recent trade history.  

 

ÅEuropeôs share of the regionôs trade has more 

than halved, while Asia has become the 

principal trade partner ï its share has grown 

almost three-fold in the last 10 years. 
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Demographics: Catch up  

ÅThe super-cycle will drive rapid urbanization 
and a growing middle class, and vice-versa 

 

Å Successful job creation is vital for growth and 
stability 

 

Å Demographic prospects favor India over 
China, with Africa and MENA also well-placed  

 

Å85% of the world population is catching up ï 
driving the super-cycle 
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Nominal Per capita GDP Growth 

in Dollars (2000 -2030) 
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The Great Divergence 
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The Great Divergence 
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The Great 

Divergence 
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ñBy 2016, the International Monetary 

Fund predicts the GDP of these four 

will total $21,000 billion, out-stripping 

the US.  

 
Already, on a currency-adjusted basis, the 

BRICs are bigger than the US and UK 

combined. 

                                   
UK Telegraph April 18, 2011  
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ñThe Westôs political and financial 

elite is still a very long way from 

grasping the extent to which the 

global center of economic gravity is 

now shifting ï and the implications 

in terms of relative and absolute 

living standards.ò  
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The Race to the Currency Bottom is 

Over. 

 

ÅDid the Fed signal QE-II $600 bill is the end? 

 

ÅEmerging countries MUST now allow their 

currencies to appreciate to control inflation. 

 

ÅThey must also raise bank reserves and rates. 
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China 
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China To Use Yuan to Cope With 

Inflation 
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Yuan Goes Global - 2010/2011 
 

Å August 2010: McDonalds Issues a Yuan Denominated Bond in 
   Hong Kong ï 200 million Yuan at 3%. 

 

ÅDecember 2010: Chinaôs Regulators increase exporters that  
   can use Yuan to 70,000 from a few hundred. 
   Daily Yuan  trading to $400 million. 

 

Å January 2011:  Bank of China allows customers to trade Yuan 
   in the US. 

 

Å March 2011:  Central Bank says China should aim for full  
   convertibility in the next decade. 

 

Å April 2011:   China about to allow repatriation of Yuan. 
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The Chinese Yuan Appreciates - 

4.4% in the past year 
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Chinese Interest Rates 

versus Chinese CPI 
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Supernormal Growth is Not 

Sustainable 
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Chinese 

Reserve 

Requirements 
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The Geography of Chinese 

Power, 
 

Moral progress in international affairs is an American goal not a Chinese one; China's 

actions abroad are propelled by its need to secure energy, metals and strategic minerals 

in order to support the rising living standards of its immense population which amounts 

to one fifth of the world's total.  PP 24 

 

 

 

Having conquered outer Mongolia to gain access to more cultivatable land Beijing is 

poised to conquer Mongolia again, after a fashion, in order to satisfy its hunger  for the 

countryôs oil, coal, uranium and rich empty grasslands. Chinese mining companies are 

seeking  large stakes in Mongoliaôs underground assets because unchecked 

urbanization and industrialization have turned China into the world's leading consumer of 

aluminum, copper, lead, nickel, zinc, tin and iron ore; Chinaôs share of world metal 

consumption has jumped from ten percent to twenty five percent since the late 1990s.   

PP 28 

Robert D Kaplan, Foreign Affairs, May June 2010 63 www.discoveryinvesting.com 



China Eating Bitterness 
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Working Out Exactly How Much They 

Are Losing Requires Some Math  
(March 2011) 

 
ÅChinaôs households had 30.8 trillion yuan in 

deposits and 11.3 trillion yuan in loans at end of 
2010. 

 

ÅHouseholds were net depositors of 19.5 trillion 
yuan, or $2.98 trillion. 

 

ÅThe real interest rate on 1-year deposits thru 2010 
= -1.85%, averaged -0.97% over the year. 

 

ÅTherefore Chinese household depositors were 190 
billion yuan, or $28.9 billion in the red. 
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IMF Views The End of an Age 



Population Growth: Feeds the Worldôs 

Higher Per capita QOL 
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Critical Economic 

Players 
 

The U.S. Consumer, Credit and 
Economic Health 



Consumer Confidence 
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Deleveraging Cycles 

 

 

Absent a massive federal stimulus, the economy is not likely to 

show much life until deleveraging ends. The conventional view  

é assumes the average American will resume borrowing and 

spending before the prior excesses are fully washed out.  

 

To return to the status quo of before the housing boom 

back to debt to income ratios prevailing in 2000 ð it would 

take five more years of deleveraging at the current rate.  

 

Deleveraging cycles are rare but five to seven years is typically 

what they take.        

     NYT July 12, 2010 
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One Year Ago Disinflation 

 June 15 2010 

Prices are falling 

the Federal  

Reserve  calls it 

ñDisinflationò 
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Inflating the Economy: 

The Fed  Did What it Said it Would Do 

74 

www.discoveryinvesting.com 

March 

31, 2011 



Consumer Spending: Bumping Along 
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Consumer Where Art Thou? 
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Consumer Lending: Anemic 

ÅStill, consumer lending remains anemic 

and many companies are already flush 

with cash. Banks "just aren't seeing 

enough opportunity to offset what is 

otherwise running off their books,ñ 

 
Credit Suisse analyst Moshe Orenbuch 

Wall Street Journal April 13, 

2011 
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Retail Sales in March: Down in Real 

Terms 

78 



Consumer Confidence  
April 28, 2011 

Sentiment has waned 

since the cycle peak in 

February of 77.5 as the 

onset of higher oil 

prices depressed 

consumer confidence 

by 10 points in March 
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A Tentative Recovery 

81 www.discoveryinvesting.com 



Bottom Line on the Economy:  

Tepid Recovery   April 15, 2011 

 

ÅIndustrial production rose 0.8% in March, following a 
.1% decline in February.   

 

ÅCapacity utilization increased to 77.4% in March from 
76.9%.   

  

ÅBottom Line: Industrial production in March shows 
manufacturing continues to lead growth.  Japanese-
related auto plant slowdowns will be a second-quarter 
problem.  

 

Source: FTN Financial 82 www.discoveryinvesting.com 



We expect the worldôs real 

output to more than double 

in the next 20 years, 

growing at an average of 

3.9% annually (3.5% since 

the start of the super-cycle 

in 2000). This rate of growth 

is faster than in the first 

super-cycle, though slower 

than in the second, when 

world growth averaged 

about 5%.  

 

However, because world 

population growth 

is slower in the present 

super-cycle than in the last 

one, the difference in per-

capita growth is not 

significant 
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Currencies 
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LONG TERM / SIGNIFICANT 

DECLINE OF THE DOLLAR 

 

The way to Inflate Debt away? 
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Long Term Tide Against the $ 
ÅA $14 trillion US fiscal hangover and increased spending will 

lead to dollar weakness in the immediate term.  

 

ÅLonger-term  the high debt load relative to U.S. gross domestic 
product erodes growth.  The extra money we've printed will fuel 
inflation.  

 

ÅForeign central bankers are actively diversifying $ exposure. 
This shift means  a long-term decrease in demand for the dollar 
and its value.  

 

ÅOPEC wants non-dollar oil deals in the wake of BPôs  offshore 
disaster. Onshore reserves will command a premium. 
Customers are heavyweights China, Japan, Russia, most of the 
Arab nations and France.  
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Since We Last Met: Our Northern 

Neighborôs Currency Appreciated  10% 
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ñTerminal Velocityò 

April 15, 2011 

 

ÅñTwo fundamental factors propelled precious 

metals.  The dollar is approaching terminal 

velocity and European sovereign default fears 

are escalating.ò 

 

ÅNew US $ Low is ahead. 
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Inflating the Economy: 

The Fed  Did What it Said it Would Do 
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The Dollarôs 

Declining Role 

2000 to 2011 
Source: WSJ     March 4, 2011 
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The Trade-Weighted Dollar Index 
(April 20 2011) 

Major currency index includes the Euro Area, Canada, Japan, United Kingdom, 

Switzerland, Australia, and Sweden.  

http://www.federalreserve.gov/pubs/bulletin/2005/winter05_index.pdf.   
94 

www.discoveryinvesting.com 

108.46 ï 69.89  108.46 ï 69.89  

http://www.federalreserve.gov/pubs/bulletin/2005/winter05_index.pdf
http://research.stlouisfed.org/fred2/graph/?s[1][id]=TWEXM


Devaluation 

of the US $: 

Across the 

Board 

 
April 2010 ï Present 
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Foreign Exchange 

Transactions 2010 
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Now Two Disparate Economic Blocks: 
The BRICS Trump the G20  April 18 , 2011 

BRICS Will Outgrow West by 2021 

 

ÅThe BRICs account for 45% of 

the worldôs population, 

 

Å~ 75% of currency reserves,  

 

Åhave few serious fiscal issues,   

 

Åare net external creditors. 
97 www.discoveryinvesting.com 

 



Now Two Disparate Economic Blocks: 
The BRICS Trump the G20  April 18 , 2011 

BRICS Will Outgrow West by 2021 

 

¶The BRICs account for 45% of the world³s 
population, 
 

¶~ 75% of currency reserves,  
 

¶have few serious fiscal issues,   
 

¶are net external creditors. 

The IMF  

 

ÅñThe emerging markets will 
grow by an annual average of 
6.5% over the next four years.ò 

 

ÅñThe big Western economies 
will expand by only 2%.ò 

  

ÅñThe BRICs, and their smaller 
cousins, are now the driving 
force of the global economy.ò  
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Chinaôs Move to Control Inflation: 

ñReduceò the $3.0447 trillion in FOREX 

Reserves 
   

 

 

       ñOne option is to consider some new types of 
investment agencies which focus on new investment 
areas,ò Zhou said. ñItôs inappropriate for me to detail 
the next stage of the plan, but the direction is clear.òé 
 

 

 

Central Bank Governor  

Zhou Xiaochuan 

   Tsinghua University, 

 Beijing 

April 18, 2011 
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Housing 
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Shiller Home Index  

Jan 1880 to Jan 2011 
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Trapped: ñStarts Must Rebound in 

March or something BIGGER is going 

on.ò 
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Volatile Home Sales 
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