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Former Fed Chairman Alan Greenspan 10/27/08
“Crisis Broader than anything I could 

have imagined”
"we are in the midst of a once-in-a-century credit tsunami."

• “the best insights of mathematicians and finance 
experts failed“

• "the whole intellectual edifice...collapsed in the 
summer of last year …"

• He said he was “in a state of shocked disbelief.”
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Origin of the Crisis: A Complex Set of 
Events Indeed (Rogoff, Harvard U.)

THE GREAT 
CONTRACTION

2007 - 2012
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US Household Wealth Destruction:
$7 Trillion
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Real Personal US Consumption 
Expenditures – Dec 2008

Largest decline since 1981
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Alternative Measures of Labor Underutilization  
(Seasonally Adjusted) (%)  January 9, 2009

July     Aug.    Sept.     Oct.      Nov.    Dec.
2008    2008 2008 2008    2008 2008

U-3 Total unemployed, as a percent of the civilian
labor force (official unemployment rate)..........           5.7      6.1        6.1        6.5       6.7       7.2

U-6 Total unemployed, plus all marginally attached                  
workers, plus total employed part time for                      
economic reasons, as a percent of the civilian                  
labor force plus marginally attached workers..    10.3     10.7     11.0     11.8     12.5 13.5

NOTE:  Marginally attached workers are persons who currently are neither working nor looking for work but indicate that 
they want and   are available for a job and have looked for work sometime in the recent past.  Discouraged workers, a subset 
of the marginally attached,  have given a job-market related reason for not looking currently for a job.  
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Mortgage Equity Withdrawals Increased GDP:
Now with no home appreciation this source of 

growth is gone

GDP without MEW
GDP as Reported
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US GDP: Driven by Debt



9

Three Piecemeal Attempts to Save 
the US Banking System

Sec. Paulson Fannie Speech July 13th

Paulson rescues Citigroup Nov 24th

Paulson Rescues BOA Jan 15, 2009
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$25.20$    56.0$        30.8 Asia
$38.60 $  327.5 $      288.9 Europe

($160.80)$  557.8 $      718.6 Americas

($96.70)$  941.3 $      1038.0 Total
Raised(Billion $)

ShortfallCapitalWrite-down

Global Financial System Write-Downs Through
Jan 12, 2009 (Bloomberg)

Professor Nouriel Roubini believes the  
US banks are Insolvent  and will 
eventually require $3.6 trillion  in 
recapitalization.
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Dec. 2008
US Government 
Rescue Funds

COMMITTED: 
$8.5 TRILLION

ALLOCATED: 
$3.2 TRILLION

Note:  Does Not Include TARP or 
Obama Fiscal Spending
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Estimates for the major US government 
expenditures (all figures inflation-adjusted):

Hoover Dam: $782 million
Panama Canal: $7.9 billion
Gulf War: $98 billion
Marshall Plan: $115.3 billion
Louisiana Purchase: $217 billion
Race to the Moon: $237 billion
Savings & Loan Crisis: $256 billion
Korean War: $454 billion
New Deal: ~$500 billion
Iraq/Afghanistan/War on Terror: $597 billion
Vietnam War: $698 billion
NASA Budget since inception: $851.2 billion
World War II: $3.6 trillion
Total = $7.63 trillion
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Lending Frozen: Percent of Banks Tightening 
Credit Standards

Lending fell $46 billion, or 1.4%, at the top 13 recipients of TARP money in the 
past two months despite receiving $148bn in new capital “intended” to boost 
lending.   FTN Financial     Jan 26, 2009



14

Printing Money Like No Tomorrow
Pushing on A String?

January 15, 2009

Beginning About September 8th 2008

(~$1 trillion)
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Hedge Funds Lose Big – State 
Pension Funds Underfunded by $881Billion

The value of Canadian Pension Plans buoyed by a weak
Loonie only fall by 15.9%

Globe and Mail Jan 24, 2009
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127% Phoenix
-40.5%

174% Los Angeles
-34.3%

149% San Diego
-36.1%

118% San Francisco
-35.9%

40% Denver
-7.99%

50% Washington DC
-26.00%

178% Miami
-37.7%

138% Tampa
-30.5%

35% Atlanta
-11.2%

68% Chicago
-13.47%

78% Boston
-10.47%

23%Detroit
-30.13%

71% Minneapolis
-17.78%

28% Charlotte
0.04%

134% Las Vegas
-39.15%

115% New York
-11.71%

23% Cleveland
-11.93%

25% Dallas
-3.8%

80% Seattle
-5.28%

US Housing Prices
Percentage Gain January 2000 to July 2006
Percentage Decline July 2006 to October 

2008
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New Home Sales (Millions)
11/30/08

1.088 Million

7/31/04

1.389 Million

07/31/05
Sales
Peak

965,000

07/31/06
Prices
Peak

07/31/07

796,000

407,000

11/30/08

New Home Sales 12/31/2003 – 11/30/2008 (Year on Year)
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Foreclosures (Millions of Homes)  
Through 9/30/08

9/30/04
9/30/05

9/30/06

9/30/07

9/30/08

1.16
.97 1.05

1.69

2.97

-17% +8% +61% +75%

Peak Foreclosure level????
(Millions of Homes) 
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Best Estimate: US Housing 
Bottoms First Quarter - 2010
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What About China?

Thursday, China reported official 4Q GDP of 6.8% - 01/23/09

But …

China is already 3 months into its $685 billion fiscal program,
focused on national highway and railway systems. China has the 
cash in hand to build out its infrastructure adding 1% to 3% to GDP
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Even the Bank of Canada is in the 
Race to the Bottom

Rates fall from 4.5% to 1% in 13 months.

Bank of Canada Governor Mark Carney says 
sharp economic  rebound due in 2010 …..

Canada will run a $65 billion budget deficit
over the next two years. Competitive devaluations anyone?

4.5%

3.0%

1.0%
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Energy and Commodities the key to Sustaining 
Lifestyle

Barron’s Roundtable – January 2009

Zulauf: Swing producers like the Saudis can cut back as they bring other OPEC 
producers in line. But it takes time to cut production by three million or four 
million barrels.

Faber: Some people say they have to cut by seven million barrels.

Gabelli: Either way you have a demand problem, even as oil companies have 
invested in new production. Petrobras has spent hugely on its new (Brazil) field.

Zulauf: At current oil prices, you can forget it. A lot of projects 
around the world have been postponed or canceled altogether, and
that's true in all commodities markets, including metals.

Gross: Does extracting oil from tar sands make economic sense, with oil at $45?

Zulauf: You need a price of $60. 
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Throughout This Now Global Housing / 
Credit / Banking Crisis

Commodity Prices Have taken it on the 
Chin

There has been significant,  and 
irrevocable SUPPLY destruction in the 

short run
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Demand Destruction in Copper 
Exceeds Supply Destruction
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Case Study: 
BHP Closes Ravnesthorpe Nickel Mine

January 21, 2009

• Lays off 6,000 employees.

• Writes off US $1.6 billion.

• Marginal projects are “toast.”

• Is this close to the bottom????
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56%

The Great Commodity Carry Trade Liquidation:
Covering the Short Dollar
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Likely Outcome
• Global Contraction rivaling the Great Depression

• Long and Deep – U shaped recovery – US economy off 2% in 
2009 – Europe deeper.

• Destruction and reconstitution (nationalization?) of the financial 
system as we know it.

• Very slow growth (if any) in 2010.

• Commodities a 2011 event – earliest.

• Gold, silver, fossil fuels and uranium sooner - 2010
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What About Discovery
• Global supply has come off line quickly.

• BUT

• Demand destruction is still the mightier sword.

• Feedback loops from declining housing values 
to equity values and thence into bank 
writedowns force accelerated demand 
destruction. (potential for debt deflation)
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First Potential for Recovery: 2011 / 
2012

• Metals will boom – severely undervalued 
and a lack of supply.
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Barron’s Roundtable- Jan 2009

• Zulauf: My one recommendation for the 
longer term is physical gold. Consider the 
basic set-up: World economies are so 
weak that we are seeing government 
stimulation of historic proportions. At first 
this is deflationary, but it will become 
inflationary. Gold is the only currency that 
won't get devalued. It will be revalued.
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Anthony S. Fell, 
Chairman of RBC Capital Markets 
February 13, 2007

“At Royal Bank of Canada, we trade gold bullion off our foreign 
exchange desks rather than our commodity desks, because 
that’s what it is – a global currency, the only one that is freely 
tradable and unencumbered by vast quantities of sovereign 
debt and prior obligations.

"It is also the one investment and long-term store of value that 
cannot be adversely impacted by corrupt corporate 
management or incompetent politicians."

“ Don’t measure the Dollar against the Euro, or the Euro against 
the Yen, but measure all paper currencies against gold, 
because that’s the ultimate test."

What Do Some Canadian Bankers Think?
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In spite of a stronger US $ gold has held its value well.
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Surviving the Great Contraction:
Discovery Focus

Gold, Silver, Fossil Fuels, Uranium 
&
alternative energy technologies.

Biotech/ Nanotech/ High tech 
&
Infrastructure
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Personal Survival
• Reduce / eliminate debt.

• Raise cash and hold – deflation impact.

• Prepare for reflation – watch Treasuries (prepare to short them) and 
other inflation indicators (Gold).

• Own adequate physical gold and silver.

• Buy energy sector selectively now. (Near Term Cash Flow)

• Use 10 point grid.

• Emphasize balance sheet strength, near term cash, JV potential  and 
“Game Changer” Discovery potential.  (Israeli natural gas Discovery)
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WHAT’S DIFFERENT THIS TIME?

If the Fed's liabilities were covered by gold, it would sell 
for more than $6,000 an ounce. We aren't going back to 
the gold standard, but the markets won't trust the central 
banks anymore.  …

You can sell it, but unlike a currency, you can't make it 
out of thin air. You have to dig hard to get it out of the 
ground, and there is a limited quantity available. 

Bill Gross: How many years will it take for gold to double?

Two, but don't blame me if it takes three … put the core 
of your holding in physical gold.  

Felix Zulauf Jan. 2009
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A message from the past 
for Prime Minister Harper 
and President Obama.

From Number 3 to Number 44
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“If we run into such debts as that we must be taxed in our meat and in our drink, in our 
necessaries and our comforts, in our labors and our amusements, for our callings and 
our creeds, as the people of England are, our people, like them, must come to labor 
sixteen hours in the twenty-four, and give the earnings of fifteen of these to the 
government for their debts and daily expenses. 

And the sixteenth being insufficient to afford us bread, we must live, as they do now, on 
oatmeal and potatoes, have no time to think, no means of calling the mis-managers to 
account; but be glad to obtain subsistence by hiring ourselves to rivet their chains 
around the necks of our fellow sufferers. 

And this is the tendency of all human governments. A departure from principle in one 
instance becomes a precedent for a second, that second for a third, and so on 'til the 
bulk of the society is reduced to be mere automations of misery, to have no sensibilities 
left but for sinning and suffering. 

And the forehorse of this frightful team is public debt. Taxation follows that, and in its 
train wretchedness and oppression." 

Yes, we did produce a near-perfect republic. But will they keep it? Or will they, in the 
enjoyment of plenty, lose the memory of freedom? Material abundance without character 
is the path of destruction.”

Thomas Jefferson  1816

Third President of the United States 1801 -1809, 
Drafter of the Declaration of Independence, 
Founder of the University of Virginia


