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Yuan Will Be Fully Convertible by 2015  

  

I am a most unhappy man. I have unwittingly ruined my country. A great industrial 
nation is controlled by its  system of credit. Our system of credit is concentrated in the 
hands of a few men. We have come to be one of the worst ruled, one of the most 
com pletely controlled and dominated governments in the world -- no longer a government 

of free opinion, no longer a government by conviction and vote of the majority, but a 
government by the opinion and duress of small groups of dominant men . 

President Woodrow Wilson  

 
There is no means of avoiding the final collapse of a boom brought about by credit 
expansion. The alternative is only whe ther the crisis should come sooner as the result of 
a voluntary abandonment of further credit expansion, or later as a final and total 
catastrophe of the currency system involved.   

Ludw ig von Mises  

 

 
The Crash of U.S. Dollar  

 
Unlike many predictions for the collapse of U.S. dollar, this one has timeline  and deadline: not 
later than 31 August 2011 . Forty years after Richard Nixon abolished the gold standard on 
August 15, 1971 , the U.S. currency is worn out . It should be devaluated by at least 20 per cent , 

http://www.reuters.com/article/2011/08/06/crisis-idUSLDE77504C20110806
http://www.reuters.com/article/2011/08/06/crisis-idUSLDE77504C20110806
http://www.bloomberg.com/news/2011-09-08/yuan-to-be-fully-convertible-by-2015-eu-chamber.html
http://www.bloomberg.com/news/2011-09-08/yuan-to-be-fully-convertible-by-2015-eu-chamber.html
http://www.realecontv.com/page/4598.html
http://www.youtube.com/watch?v=fI1X6ejawxA
http://mises.org/humanaction/chap20sec8.asp
http://www.god-does-not-play-dice.net/9_11.html#timeline
http://www.god-does-not-play-dice.net/9_11.html#game_over
http://www.usdebtclock.org/money-history/money-timeline1944-1999.html
http://money.cnn.com/2011/04/19/news/economy/spending_taxes_debt/index.htm?iid=EAL
http://www.god-does-not-play-dice.net/9_11.html#Beck_October_2009
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while investors move to the emerging dim sum bond market . Any procrastination with the 
devaluation of U.S. dollar wi ll inflict even more damage to both the world economy  and the U.S. 
economy , and will hamper the smooth embedding of the devaluated dollar into the new world's 
reserve currency . 

As Sir Winston Churchill  put it, America invariably does the right thing, after having exhausted 
every other alternative.  

How can United States get 'the right thing' done? Easy:  "inflate their way out of the problem " 
and/or "impose financial repression  --  paying creditors m uch less what creditors deserve," 
according to Mohamed El -Erian (August 2, 2011, 2:34:51 PM, 13:04 -  13:34 ).  
 
 

 

 
 
How did United States do 'the right thing' after WWII, with debt 129.98% of GDP ? The recovery 
started bottom - up . Nobody injected trillions of dollars  into Wall Street . It was a totally 
different country.  

Time has run out . The last chance to fix the problems was in 1998 . 

Forget it . 

Wednesday, Augu st 24, 2011  

Next update: August 26, 2011, after Ben Bernanke 's seminal speech at Jackson Hole Meeting , 
August 25 -27 (Jackson Hole, Wyoming), entitled: " Restoring the confidence of U.S.  investors " 
(China Central Bank Governor Zhou Xiaochuan  will skip it ). Meanwhile, watch Bank of America : 
it's full of cash & problems . 

----  
August 26, 2011: Ben Bernanke delivered a murky see-you - in -September  speech, after which 
gold jumped  from $1,785 to $1,825.60, as expected. GDP rose in the second quarter at annual 
rate of 1.0 percent , the Commerce Department  said, a downward revision (23%) of its prior 
estimate of 1.3  percent (compare it with China ). Nine of the past eleven recessions since World 
War II have b een preceded by a period of growth of 1  percent  or less. See you in September . 

http://www.bloomberg.com/news/2011-05-23/dim-sum-bond-trading-reaches-3-billion-yuan-a-month-goenka-says.html
http://moneymorning.com/2011/08/24/european-banking-system-is-finally-on-verge-of-collapse/
http://clicks.moneymorning.com/t/AQ/AAZ-NA/AAaMKQ/AAR7lQ/AQ/As-KIQ/oTky
http://clicks.moneymorning.com/t/AQ/AAZ-NA/AAaMKQ/AAR7lQ/AQ/As-KIQ/oTky
http://www.god-does-not-play-dice.net/bancor.pdf
http://www.god-does-not-play-dice.net/bancor.pdf
http://talkingincircles.net/2008/06/02/witty-quotes-and-insults-from-winston-churchill/
http://www.god-does-not-play-dice.net/9_11.html#devaluation
http://en.wikipedia.org/wiki/Financial_repression
http://online.wsj.com/video/el-erian-us-outlook-darkens/85F75B51-F954-46E1-861D-EC47CC278296.html
http://online.wsj.com/video/el-erian-us-outlook-darkens/85F75B51-F954-46E1-861D-EC47CC278296.html
http://online.wsj.com/video/el-erian-us-outlook-darkens/85F75B51-F954-46E1-861D-EC47CC278296.html
http://online.wsj.com/article/SB10001424053111903480904576510660976229354.html
http://www.god-does-not-play-dice.net/9_11.html#trillions
http://fortunewallstreet.files.wordpress.com/2011/08/wall_street_traders.jpg
http://www.god-does-not-play-dice.net/9_11.html#Grace
http://www.youtube.com/watch?v=TDqG616qqSM
http://www.god-does-not-play-dice.net/9_11.html#default
http://money.cnn.com/2011/08/19/news/economy/thebuzz/index.htm
http://graphics.thomsonreuters.com/11/08/US_QEJHTOJH0811_VT.html
http://www.marketwatch.com/video/asset/why-investors-are-mad-as-hell-2011-08-19/BB9A0950-84DA-4341-9AE8-37652C4DE814
http://www.bis.org/review/r090402c.pdf
http://www.reuters.com/article/2011/08/19/us-china-fed-jacksonhole-idUSTRE77I1JS20110819
http://castroller.com/Podcasts/ReutersUsBusiness/2494431
http://blogs.wsj.com/deals/2011/08/24/bank-of-america-the-bulls-strike-back/
http://www.marketwatch.com/story/bernanke-puts-off-easing-talk-until-sept-fomc-2011-08-26-103440
http://news.xinhuanet.com/english2010/business/2011-08/26/c_131074781.htm
http://www.cnbc.com/id/44285105
http://www.cnbc.com/id/44252511
http://online.wsj.com/article/SB10001424053111904009304576532630522495452.html?mod=googlenews_wsj
http://online.wsj.com/article/SB10001424053111904009304576532630522495452.html?mod=googlenews_wsj
http://www.marketwatch.com/story/us-economic-weakness-accelerates-ecri-2011-08-26
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----  
 

http://t inyurl.com/USD -bancor  

http://www.god -does -not -play -dice.net/bancor.pdf  
http://www.scribd.com/doc/507117 36/USD -Collapse  
http://www.god -does -not -play -dice.net/USD_Collapse.pdf  
 

  

 

 
Summary: Looking at my " crystal ball ", I see a massive knee - jerk selling of U.S. Treasurys 
securities  right after the loss of confidence  in U.S. debt . Currently, su ch move is considered 
"unthinkable": there is a common belief that foreign investors will not  dump Treasury 

securities. For if they do it, where would they reinvest the money ? To see how r idiculous this 
'common belief' is, consider the simple rule that nobody would rush to invest in a " safe heaven " 
under recession , given the prospect for this " safe heaven " to be hit much harder  in the nearest 
future . Last year, the same " experts " advoca ting this 'common belief' projected 4.2 per cent 
annualized GDP growth for 2011, while it came out three times lower (cf. Peter Schiff, July 30, 
2011, 07:32 - 08:07 ). Just one year ago, nobody was expecting the U.S. economy to slide into 
recession . It was unthinkable.  

Likewise, nobody can e nvisage today the two options explained by Mohamed El -Erian above: it's 
just "unthinkable". But after flooding the economy with $1 6  trillion  (details below ), the 
"unthinkable" became inevitable . 

The " safe heaven " of U.S. Treasurys depends on top secret negotiations . If people perceive the 
dollar trap  as a racket , the ñexorbitant privilege ò of the dollar will become their main obstacle 
toward financial stability. Nobody can impose rules on the global economy by assuming the 
status of 'too big to fail'. The foreign investors will calculate how much they will lose by holding 
U.S. Treasurys securities and obeying the ' the dollar trap ' rule, and will prepar e for the 
"unthinkable ".  

Think of a stressed dog, after Wiki : at higher stress leve ls, it will remain cowed (China currently 
"can't do anything " but to keep locked to ' the tallest midget '). But as the dog is irritated more 
and more, it will reach the bifurcation point  (F&%$it!), when it will suddenly, discontinuously 

snap through to angry mode. Then the  'unthinkable' will become inevitable . 

http://tinyurl.com/USD-bancor
http://www.god-does-not-play-dice.net/bancor.pdf
http://www.scribd.com/doc/50711736/USD-Collapse
http://www.god-does-not-play-dice.net/USD_Collapse.pdf
http://www.brasschecktv.com/page/4188.html
http://www.brasschecktv.com/page/4188.html
http://en.wikipedia.org/wiki/Catastrophe_theory#Cusp_catastrophe
http://www.alterforex.com/moodys-blues-implications-of-a-u-s-downgrade/
http://www.alterforex.com/moodys-blues-implications-of-a-u-s-downgrade/
http://blogs.marketwatch.com/fundmastery/2011/07/21/congress-never-ever-cuts-spending/
http://http/moneymorning.com/2011/08/04/dont-look-now-but-the-national-debt-could-be-23-trillion-by-2021/
http://www.cnbc.com/id/43909706?slide=7
http://www.marketwatch.com/story/foreign-demand-for-treasurys-deteriorates-in-june-2011-08-15
http://money.cnn.com/video/news/2011/08/18/n_gross_pimco_recession.cnnmoney/
http://www.god-does-not-play-dice.net/9_11.html#heaven
http://www.marketwatch.com/story/new-recession-begins-next-year-shilling-says-2011-06-24
http://www.marketwatch.com/story/new-recession-begins-next-year-shilling-says-2011-06-24
http://www.god-does-not-play-dice.net/9_11.html#default
http://www.europac.net/media/video_blog/debt_ceiling_theatrics_us_economy_back_recession
http://money.cnn.com/video/news/2011/08/18/n_gross_pimco_recession.cnnmoney/
http://www.god-does-not-play-dice.net/9_11.html#default
http://www.marketwatch.com/story/foreign-demand-for-treasurys-deteriorates-in-june-2011-08-15
http://money.cnn.com/2011/08/17/news/economy/debt_negotiations_secret/index.htm
http://online.wsj.com/article/SB10001424053111904800304576474340028810266.html
http://online.wsj.com/article/SB10001424053111904800304576474340028810266.html
http://www.pbs.org/newshour/bb/business/july-dec11/lagarde2_07-28.html
http://online.wsj.com/article/SB10001424053111904800304576474340028810266.html
http://www.god-does-not-play-dice.net/9_11.html#Chong
http://en.wikipedia.org/wiki/Catastrophe_theory#Cusp_catastrophe
http://online.wsj.com/article/SB10001424053111904888304576473540495283566.html
http://www.cnbc.com/id/43909706?slide=7
http://www.amazon.com/dp/0792377702/
http://www.god-does-not-play-dice.net/9_11.html#Chong
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Ex Oriente lux . 

D. Chakalov  
August 24 , 2011  

 
 
==============================  

 
Demise of the U.S. Dollar?  

By Bento Lobo et al. , August 21, 2011  
http://timesfreepress.com/news/2011/aug/21/demise -us-dollar/  

The post -WW II system was riddled with a fundamental dilemma, known as Triffenôs Dilemma: 
on the one hand, the U.S. has had to print more dollars and run a balance -of -payments deficit  
to satisfy that growing global dema nd for liquidity as the de facto reserve currency; on the 
other hand, the continued balance of payments deficits threatens the credibility of the U.S. 

dollar as a sound reserve currency. (...)  
 
But confidence in the currency and the safety of U.S. governme nt debt is undermined by a 
$12.3 trillion national debt, trillion dollar budget deficits, unfunded obligations for programs 
such as Social Se curity , Medicare and Medicaid, the threat of a federal government shutdown 
and the possibility of default. Eichengreen  emphasizes, ñéas the burden of debt service grows 
heavier, questions wil l be asked about whether the U.S. intends to maintain the value of its 

debts or might resort to inflating them away . Foreign investors will be reluctant to put all 
their eggs in the dollar basket.ò  
 
The downgrade to the U.S.'s AAA rating is feared to caus e negative effects. Interest rates in the 
U.S. could rise, although they initially have not. The U.S. government would have to pay more 
to borrow since there would no longer be as big an appetite for U.S. Treasury securities on the 
part of foreign central banks and institutional investors. The rise in borrowing costs  would 

exacerbate the debt problem and could put a damper on credit creation and growth in the U.S. 
By some estimates, the international trade dynamics could cause U.S. living standards to be 
reduced by as much as 1.5 percent of GDP.   
 
Historically, international exchange has been based upon the use of currencies of dominant 
creditor countries.  
 
It is seemingly unsustainable  for the international monetary system to be dominated by 

debtor nations,  and especially by the world's largest debtor   (you can't pay back your debt with 
more  debt; cf. Richard Bove  --  D.C.).  
 
What about other currency alternatives ? Neither the European euro nor Chinese yuan fit the 
needs of a global reserve currency.  

==============================  

Governments don't have to default, they can inflate  
By Steven R. Cunningham, AIER, August 11, 2011  

If we assume that U.S. debt ceilings will ultimately be raised each time, then the current 
downgrade am ounts to a forecast of inflation by the rating agency. Basically, S&P always 
assumes stable economic conditions, including a low, fixed inflation rate. This would rule out the 

central bank endlessly  creating money to finance deficits.  

http://ph.news.yahoo.com/china-ex-c-bank-governor-dai-urges-capital-090807123.html
http://timesfreepress.com/news/2011/aug/21/demise-us-dollar/
http://blogs.reuters.com/great-debate/2009/01/13/global-imbalances-and-the-triffin-dilemma/
http://www.god-does-not-play-dice.net/9_11.html#Kudlow
http://timesfreepress.com/news/2011/aug/21/social-security-disability-verge-insolvency/
http://www.exorbitantprivilege.net/
http://www.god-does-not-play-dice.net/9_11.html#Bove
http://www.god-does-not-play-dice.net/9_11.html#thaler
http://www.aier.org/research/briefs/2512--research-update-governments-dont-have-to-default-they-can-inflate-
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Under that theoretica l constraint, the U.S. could default.  
------------  

 

 

 

 
ñAs a result of this audit, we now know that the Federal Reserve provided more than $16 
trillion  in total financial assistance to some of the largest financial institutions and corporations 
in the United States and throughout the world.ò 
 
Senator Bernie Sanders  (I) VT, July 21, 2011  (get the report here .)  

----------------  

First Federal Reserve Audit Reveals Trillions in Secret Bailouts  
By Matthew Cardinale, Inter Press Service , August 28, 2011  
http://ipsnews.net /news.asp?idnews=104913  

Overall, the greatest borrowing was done by a small number of institutions. Over the three 
years, Citigroup borrowed a total of 2.5 trillion dollars, Morgan Stanley borrowed two trillion; 
Merrill Lynch, which was acquired by Bank o f America, borrowed 1.9 trillion; and Bank of 
America borrowed 1.3 trillion.  
.....  
 
The GAO is currently working on a more detailed report regarding Federal Reserve conflicts of 
interest, which is due on Oct. 18, 2011.  

----------------  

Fedôs $16 Trillion Dollar Secret Slush Fund Props Up Our Way Of Life  
By Silver Shield, Sons of Liberty Academy , July 25, 2011  

Unless more money  is created in excess of the debt AND interest accrued the year before, the 
entire system collapses. If debt/money is created in excess, we reach a point where the 
exponential  growth of compounding interest necessitates larger and larger amounts of 
debt/mo ney to be created to keep the system from collapsing.  

----------------  

 
Comment: Ultimately, the U.S. will have to  default. The problems of world's reserve currency 
stem from its faulty design: check out Robert Triffin . In a nutshell, the U.S. could, at least 
theoretically, pay back their debt if and only if  there was some rule imposing constraints  on 
the volume of money print ing; say, gold standard  or Thaler . Then the U.S. would be like a 
person who can --  theoretically --  pay off h is debt, generated with his credit cards, by the end 
of the month. However, in the case of U.S., such constraints will inevitably impose severe 
limitations on the volume and liquidity of 'the world's reserve currency': the global economy 

http://www.gao.gov/products/GAO-11-696
http://www.gao.gov/products/GAO-11-696
http://www.god-does-not-play-dice.net/9_11.html#Bernard_Sanders
http://sanders.senate.gov/newsroom/news/?id=9e2a4ea8-6e73-4be2-a753-62060dcbb3c3
http://www.gao.gov/products/GAO-11-696
http://ipsnews.net/news.asp?idnews=104913
http://www.businessinsider.com/feds-16-trillion-dollar-secret-slush-fund-props-up-our-way-of-life-2011-7
http://whatmatters.mckinseydigital.com/currencies/china-the-dollar-and-the-return-of-the-triffin-dilemma
http://en.wikipedia.org/wiki/Gold_standard
http://www.god-does-not-play-dice.net/9_11.html#thaler
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needs much more , a nd on 15 August 1971, Richard Nixon decided to let the U.S. dollar go 
wild . Inevitably, 'money' became 'debt' --  fake money  created from thin air . 
 
  

 

 
 
Inevitably again, the budget d eficit can only rise , and the national debt (ñclosing the fiscal gap 
requires a permanent annual fiscal adjustment equal to about 14  percent of U.S. GDP,ò cf. IMF 
report below ) can never, not even theoretically , be paid off; details from Richard Bove . 

 

 
  

 
Thus, the U.S. will have to  default, simply because they issue 'the world's reserve currency' 

(Paul Krugman  may not be able to understand the Triffin dilemma , but I trust you can).  

On the other hand, the U.S. can  never , and  will never default. What to do, then? Printing more 
fake money  is not an option anymore: the dollar is worn off . It's a natural process, can't go on 
indefinitely.  

 

 

http://www.usdebtclock.org/money-history/money-timeline1944-1999.html
http://www.usdebtclock.org/money-history/money-timeline1944-1999.html
http://www.youtube.com/watch?v=Txi8sXO16VU
http://www.youtube.com/watch?v=Txi8sXO16VU
http://www.youtube.com/watch?v=Txi8sXO16VU
http://www.god-does-not-play-dice.net/9_11.html#Kudlow
http://www.god-does-not-play-dice.net/9_11.html#debt
http://www.god-does-not-play-dice.net/9_11.html#Bove
http://www.youtube.com/watch?v=kPmPLmtreAU
http://globalpublicsquare.blogs.cnn.com/2011/08/12/gps-this-sunday-krugman-calls-for-space-aliens-to-fix-u-s-economy/
http://blogs.reuters.com/great-debate/2009/01/13/global-imbalances-and-the-triffin-dilemma/
http://www.god-does-not-play-dice.net/9_11.html#Stein_Hatzius
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The only way to avoid default 

is to devaluate 

the dollar 

overnight. 

The sooner, the better. 

 
 
Here people say --  'no way, this is absurd!' Bu t what are the remaining alternatives, if any?  

Suppose, for the sake of the argument, that the Keynesian experiment with QE1 and QE2  had 

worked, as in the initial scenario of the Fed. Then just as economic growth begins to appear 
"strong enough to create jobs rapidly enough to move the nation toward full employment, the 
Fedôs anti-inflation stance will hit like a bucket of cold water" ( J.D. Foster ).  

Not surprisingly, the Keynesian trick failed and this particular 'bucket of cold water' didn't 
arrive, yet Fedôs anti-inflation policy still has to be implemented, th is time under the 
unanticipated liquidity trap  (check out Richard W. Fisher  and  the gold price ).  

NB:  How can the Fed cope with raising inflation  and unemployment  in a weakening economy 
marred with housing crisis ? Who will help the municipalities ? 

A sudden inflation shock cannot  be predicted: "We don't know what's going to happen in the 
next two years" ( Alan Blinder ). All we know is what will happen after the eagerly anticipated 
speech of Ben Bernanke in Jackson Hole  this coming Friday: no matter what he says , the gold 

price will jump . Even if he keeps his mouth zipped, the gold will jump anyway.  

Well, one thing must absolutely  be avoided : the U.S. cannot afford two prices for every item in 
groceries --  one price until 12AM and a second one (certainly higher) after 2PM (as it happened 
in Bulgaria in 1996). This will lead to enormous so cial unrest.  

http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#Svensson
http://www.god-does-not-play-dice.net/9_11.html#Svensson
http://blogs.wsj.com/source/2011/08/18/stock-market-rallies-fast-furious-and-prone-to-failure/
http://www.god-does-not-play-dice.net/9_11.html#string
http://www.god-does-not-play-dice.net/9_11.html#Svensson1
http://www.god-does-not-play-dice.net/9_11.html#Fisher
http://goldprice.org/gold-price.html
http://www.tradingnrg.com/wp-content/uploads/2011/08/U.S.-inflation-JULY-2011-Rate-percent-AUGUST-18-2011.jpg
http://blogs.wsj.com/economics/2011/08/31/jobs-bill-needs-to-target-small-businesses/
http://online.wsj.com/article/SB10001424053111903461304576524213444138314.html
http://www.god-does-not-play-dice.net/9_11.html#current
http://online.wsj.com/article/SB10001424053111904070604576518861203898904.html
http://online.wsj.com/video/what-bernanke-will-say-in-annual-fed-speech/3C9555C6-A27C-4500-9D78-8EA9560ED8AB.html
http://money.cnn.com/video/markets/2011/08/22/mkts_buzz_bernanke.cnnmoney/
http://online.wsj.com/article/SB10001424053111903327904576524041386964966.html
http://online.wsj.com/article/SB10001424053111903327904576524041386964966.html
http://www.youtube.com/watch?v=xgrOZbOWjUU&feature=related
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Relatively speaking, the lesser evil is to devaluate t he greenback now --  overnight . Then follow 
the suggestion from Alan Greenspan :  

ñSome mechanism has got to be in place that restricts the amount of money which is produced, 
either a gold standard or a currency board , because unless you do that all of history suggests 

that inflation will take hold with very deleterious effects on economic activity.ò 
 
ñAt that point, I think weôll all come to our senses.ò 

We certainly will come to our senses, all of us, the whole world indeed. But let's not  do it the 
way the debt ceiling  was raised, confirming the spell from Churchill : "America in variably does 
the right thing, after having exhausted every other alternative."  

Just take the straightforward  and least  painful way, for God' s sake!  
 
 
 
D. Chakalov  
August 24 , 2011  

 

======================================  

More data to come on the ózeroô jobs market 
By Steve Goldstein, MarketWa tch , Sept. 4, 2011, 9:00 a.m. EDT  

http://www.youtube.com/watch?v=xgrOZbOWjUU&feature=related
http://www.youtube.com/watch?v=xgrOZbOWjUU&feature=related
http://www.god-does-not-play-dice.net/9_11.html#Chong
http://www.god-does-not-play-dice.net/9_11.html#Greenspan
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.conservativenewsandviews.com/2011/07/12/accountability/executive/debt-ceiling-theater-outrage/
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://www.marketwatch.com/story/more-data-to-come-on-the-zero-jobs-market-2011-09-04
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--------------------------------  

Housing Is Still The Key to Recovery  
By Jon Markman, Sep 2, 2011, 1:24 pm EDT  
http://www.investorplace.com/2011/09/housing - is-still - the -key -to - recovery/  

I am told that ar ound 750,000 permanent mortgage modifications have been done, which 
sounds like a lot, but itôs really just a start. Bankers estimate there are 5.5 million mortgages 
currently in foreclosure or tied up in bankruptcy. CoreLogic has said that nearly 11 milli on 

homes are currently valued below their current mortgage. Thatôs about 20%  of U.S. 
homeowners, analysts say.  

How do these people refinance responsibly?  
.....  
 
See, we still make some great stuff : unmanned surveillance planes, jet fighters and other war 
m ateriel is made -in -USA equipment that does not get its due on business pages, but itôs real 

and deals are getting done.  
-----  

Comment: If life gives you lemons, make lemonade . 

D. Chakalov  

September 5, 2011  
 

================================  

 
  

http://www.marketwatch.com/story/more-data-to-come-on-the-zero-jobs-market-2011-09-04
http://www.marketwatch.com/story/more-data-to-come-on-the-zero-jobs-market-2011-09-04
http://www.investorplace.com/2011/09/housing-is-still-the-key-to-recovery/
http://www.marketwatch.com/video/asset/us-has-misspent-60-billion-in-wars/A2A34D66-6662-4C76-932C-BA740EC8BCC1
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Washington owes every single Chinese cit izen  5700 Yuan (app. $900)  

......  

Fareed Zakaria , August 14, 2011 :  "So ignore all those theories about China doing America a 
huge favor. The reality is, th ey have nowhere else to go . We're probably doing them a 
favor ."  

 

Question: What will happen if China , under higher stress levels , perceives this "favor" as a 
racket  ? Would it help if U.S. just sells more weapons to Taiwan  ? 

If the only tool you have is a hammer, you'll see every problem as a nail ...  

Anyway. Consider this: The bond market bubble will burst ("Treasuries should be avoided like 
the plague," Martin Hutchinson ) once interest rates start to rise  [ Ref. 1 ], which is inevitable 
due to the persistent  low econo my growth & lack of demand [ Ref. 2 ].  

This state of the economy is called stagflation : high inflation rate & l ow economic growth (Ken 
Rogoff calls it the Second Great Contraction ). The only  difference from the previous cases of 
stagflation is the excessive liquidity  and the current liquidity trap . Should this abnormally high 
volume of fake money  is poured into U.S. economy by some unspeci fied "range of tools" ( Ben 
Bernanke ), nothing could possibly draw them out fast enough , to prevent galloping inflation.  

Two months ago ( June 17th ), IMF Research Department Director Olivier Blanchard  pictured the 
financial problems in the U.S. as "a bum p in the road rather than something more worrisome", 
but look at the discrepancy between corporate profits and economic growth [ Ref. 2 ]: the jump 
in corporate profits did not  com e from a healthy, bottom -up recovery. If Mr. Blanchard was 
physician, he probably couldn't tell apart an ordinary flu from H1N1 influenza . 

All early  symptoms of stagflation  are present. The current fiscal  policy is a failure ( Irwin 
Kellner ). The Fed has used all monetary tools to "stimulate" the economy: "Most of the 
economic policies that support robust economic growth in the long run are outside the province 
of the central bank," Ben Ber nanke . The austerity measures are insurmountable: $1.5 trillion  in 
deficit reduction over the next decade are not  enough; U.S. needs to cut $10 trillion . Which of 
course cannot, and will not happen.  

http://globalpublicsquare.blogs.cnn.com/2011/08/14/why-china-needs-u-s/
http://www.bis.org/review/r090402c.pdf
http://globalpublicsquare.blogs.cnn.com/2011/08/14/why-china-needs-u-s/
http://www.god-does-not-play-dice.net/9_11.html#Ma
http://en.wikipedia.org/wiki/Catastrophe_theory#Cusp_catastrophe
http://blogs.voanews.com/breaking-news/2011/08/23/us-senator-proposes-back-door-f-16-sale-to-taiwan/
http://moneymorning.com/2011/08/29/how-to-protect-yourself-from-the-collapse-of-treasury-bonds/
http://www.god-does-not-play-dice.net/9_11.html#Zakaria1
http://www.god-does-not-play-dice.net/9_11.html#Zakaria2
http://en.wikipedia.org/wiki/Stagflation
http://www.god-does-not-play-dice.net/9_11.html#Rogoff
http://www.god-does-not-play-dice.net/9_11.html#Fisher
http://www.god-does-not-play-dice.net/9_11.html#Svensson1
http://www.zerohedge.com/news/full-bernanke-speech
http://www.zerohedge.com/news/full-bernanke-speech
http://blog-imfdirect.imf.org/2011/06/17/global-growth-hits-a-soft-patch/
http://www.god-does-not-play-dice.net/9_11.html#Blanchard
http://www.god-does-not-play-dice.net/9_11.html#Zakaria2
http://en.wikipedia.org/wiki/Swine_influenza
http://en.wikipedia.org/wiki/Stagflation
http://www.god-does-not-play-dice.net/9_11.html#Kellner
http://www.god-does-not-play-dice.net/9_11.html#Kellner
http://online.wsj.com/article/SB10001424053111904787404576532652056695720.html
http://www.kaiserhealthnews.org/Stories/2011/August/11/deficit-super-committee-sharks-vs-jets-fiscal-times.aspx
http://www.god-does-not-play-dice.net/9_11.html#Mauldin_August_2011
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So, how can a dysfunctional Washington  pay back every single Chinese citizen  5700 Yuan (app. 
$900) ? No problem. It can devaluate the greenback overnight  by 20 per cent and pay back 
$1080 . It will never default  though. Never . 

It only needs to run 'the hammer' --  the printing press  --  much faster.  

Any other suggestions?  

 
D. Chakalov  
Augu st 29, 2011  

 
 
[Ref. 1] Beware the Bond Bubble. Again  
By Jonnelle Marte, SmartMoney , August 24, 2011, 11:41 A.M. ET  
 
Bond bears : The rush to Treasurys could make a bad bond market even worse  
 
Now bond bears say the latest rally is setting up the bond market for an even bigger crash once 
interest rates start to rise.  
.....  
 
But even if rates stay low, counter the bond bears, the b ubble is getting bigger --  and more 
dangerous. Most bonds are priced relative to Treasurys, so if the rates on Treasurys are too 
low, then so are the rates on everything else. If and when  Treasury yields start moving 

upward, the losses will have a ripple e ffect  (...).  
 
If rates rise, bond holders could be forced to sell their bonds for less than what they paid (or at 
least less than what they are worth today). Longer -dated bonds are the most vulnerable, 
because the longer an investor has to wait for his bon d to mature, the greater the chance that 
an increase in rates could diminish the value of that bond.  

 
[Ref. 2] More Liquidity Only Douses Growth Sparks  
By Kelly Evans, WSJ, August 26, 2011  
 
 

 

Today's ultralow interest rates have helped boost profits, but not economic growth . 
 
This is plainly evident in recent figures. Since the recession ended in mid -2009, U.S. corporate 

profits have jumped by about 43% to a record $1.45 trillion as of the first quarter, after taxes, 
inventory and accounting adj ustments, according to the Commerce Department.  

http://online.wsj.com/article/SB10001424053111904772304576467642459784336.html
http://www.bis.org/review/r090402c.pdf
http://www.god-does-not-play-dice.net/9_11.html#Svensson
http://www.god-does-not-play-dice.net/9_11.html#Wendy
http://www.god-does-not-play-dice.net/9_11.html#default
http://www.reuters.com/article/2010/11/04/china-usa-easing-idUSTOE6A301Q20101104
http://www.smartmoney.com/invest/bonds/beware-the-bond-bubble-again-1314137546949/?link=sm_newsticker
http://online.wsj.com/article/SB10001424053111904009304576530872132597738.html
http://online.wsj.com/article/SB10001424053111904009304576530872132597738.html
http://online.wsj.com/article/SB10001424053111904009304576530872132597738.html
http://www.marketwatch.com/story/did-bonds-just-peak-2011-08-31?pagenumber=2
http://www.marketwatch.com/story/us-economic-weakness-accelerates-ecri-2011-08-26
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What hasn't recovered, however, is economic growth. Indeed, in real terms, gross domestic 
product hasn't even returned to its prerecession peak.  
 
On Friday, Commerce data is likely to show GDP losing further  ground. Second -quarter growth, 
originally reported at a measly 1.3%, is expected to be revised down to 1% in part because 
exports proved weaker than first thought. That follows GDP growth of just 0.4% in the first 
quarter, on a seasonally adjusted annuali zed basis.  
 
In other words, in real terms the economy barely expanded in the first half of the year. Profits, 
too, now look set to weaken, as Friday's second -quarter figures are expected to show.  

 
This has occurred even as the Federal Reserve has pushed it s target lending rate to zero  and 
embarked on unprecedented "quantitative easing" measures meant to stimulate the economy.  
 
And, on Friday, Fed Chairman Ben Bernanke in a speech from Jackson Hole, Wyo. might outline  
even further steps to be taken.  
 
Unfortunately, the U.S. is suffering from a lack of demand , not liquidity. As a result, ultraloose 
Fed policy has exacerbated the dichotom y between profit and growth.  
 
By and large, companies aren't holding back on hiring and investment because of a lack of 
funds. Cash piles are at all - time highs and corporate balance sheets are in much better shape 
now than after the last recession in 2001.  
 
So, as BofA Merrill Lynch notes, super - low interest rates have mainly spurred companies to 
refinance existing debt at lower rates, which boosts their bottom line. Roughly two -thirds of 
"junk" -bond issuance since 2009, for example, has been put to this us e, according to Barclays 
Capital.  
 
Trouble is, companies aren't exactly putting these freed -up funds to productive use. Their cash 
levels continue to rise  while hiring remains anemic and investment is showing signs of 
slowing.  

 
In short, it isn't a lack of  fuel that is holding back the recovery ðit is a lack of willing drivers.  
 
  

 
==============================  

 
Subject: The insoluble Triffin dilemma: Stagflation ?  
Date: Mon, 29 Aug 2011 15:14:55 +0300  
Message - ID:  
AM7Ekxk0mC86f4VcMC2Z4sg9z3tyreKXzbqF6dxjZma 6qo4Pmw@mail.gmail.com>  
From: Dimi Chakalov <dchakalov@gmail.com>  
To: Eddie Qian <eqian@panagora.com>  
Cc: Eric H Sorensen <esorensen@panagora.com>,  
Ronald Hua <rhua@panagora.com>,  
Jeremy Sie gel <siegel@wharton.upenn.edu>,  
Robert Shiller <robert.shiller@ya le.edu>,  
John B Taylor <JohnBTaylor@stanford.edu>,  
Laurence J Kotlikoff <kotlikoff@gmail.com>,  

Kenneth Rogoff <krogoff@harvard.edu>  
 

http://www.marketwatch.com/story/bernanke-puts-off-easing-talk-until-sept-fomc-2011-08-26-103440
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Dear Dr. Qian,  
 
I am respectfully requesting your opinion on the issues raised at  
 
http://www.god -does -not -play -dice.net/9_11.html#default  
 
http://www.god -does -not -play -dice.net/9_11.html#Zakaria  
 
The critical comments and c orrections from your colleagues will be highly appreciated, too.  
 
Kindest regards,  

 
Dimi Chakalov  
http://tinyurl.com/USD -bancor  
 

  

===============================  

 
 

 
 
Subject: http://www.cnbc.com/i d/44252511  
Date: Fri, 26 Aug 2011 23:36:31 +0300  
Message - ID:  
<CAM7Ekx=bmAx7 -2zZdAEEH6 -5ua2ifHbszM7y0QNsTqcRF=8Yww@mail.gmail.com>  
From: Dimi Chakalov <dchakalov@gmail.com>  
To: Wendy Liu <wendy.m.liu@rbs.com>  
Cc: danny.chu@nomura.com,  

anand.ramachandran@ba rcap.com,  
donald.lu@ghsl.cn,  
alen.lin@asia.bnpparibas.com,  
sydney.zhang@baml.com,  
michael.meng@bocigroup.com,  
lizhiwu@bocomgroup.com,  
chenhf@cicc.com.cn,  
patrickchoi@citics.com.hk,  
andypoon@kimeng.com.hk,  
lizhun@gtjas.com,  
jinjin.wang@ubs.com  
 
 
Wendy Liu, Head of China Research at the Royal Bank of Scotland: "If there's too much easing, 

then you have this wall of hot money  coming into China. If there isn't any easing, and [the 
U.S.]  economy is bordering on recession, that's also destabilizing for the global economy."  

http://www.god-does-not-play-dice.net/9_11.html#default
http://www.god-does-not-play-dice.net/9_11.html#Zakaria
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://english.peopledaily.com.cn/90778/90862/7561099.html
http://www.cnbc.com/id/44252511
http://www.shanghaidaily.com/article/?id=480983
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Dear Ms Liu,  
 
I'm afraid you are not taking into account the roots of the problem: there is no chance  for any 
"balanced" fiscal policy in the U.S.  
 
Please take a look at  
 
http://www.god -does -not -play -dice.net/9_11.html#default  
 

Your critical comments and corrections, as well as those from your colleagues, will be highly 
appreciated.  
 
Yours fait hfully,  
 
Dimi Chakalov  
http://tinyurl.com/USD -bancor  
 
 
 
=========================  

 
China, the dollar, and the return of the Triffin dilemma  
By Benn Steil, 12 January 2010   

 
The United States seems happy to continue the game of chicken, reckoning that as long as 
China refuses to appreciate its currency,  it has no choice but to continue to gobble up low -
yielding dollar debt. Despite warnings from Governor Zhou  and other top Chinese officials that it 
will seek alternatives, the Unite d States doesnôt believe China has any. A move by China to 
diversify into other currencies would slam the purchasing power of its huge stock of dollar 
assets. China would not cut off its nose to spite its face.  

....  
 
We would be going back to the immediate  post -WWII period, when the trading system had 
transmogrified into a contentious web of bilateral barter. In those days, it was a dollar shortage 
that destroyed multilateral trading. Tomorrow it may be a dollar glut  that does it.  

There is no escaping the Triffin dilemma.  

  

 
==============================  

 

http://www.god-does-not-play-dice.net/9_11.html#default
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://whatmatters.mckinseydigital.com/currencies/china-the-dollar-and-the-return-of-the-triffin-dilemma
http://www.god-does-not-play-dice.net/9_11.html#Zhou
http://online.wsj.com/article/SB10001424052748703278604574624151582763912.html
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Richard X. Bove : US Closer to 'Junk Bond' Status Than Triple -A 
Tuesday, 9 Aug 2011 | 10:45 AM ET  

http://www.cnbc.com/id/44073854  

"So there's no likelihood whatsoever that this particular company is able to pay down from its 
own resources the amount of debt that it has, nor is there any likelih ood that it's going to get 
rid of its deficit. If that was a real company, of course, that would be a junk bond . 
.........  
 

"We have pe ople buying Treasury securities because they're worried about the Treasury. We've 
got people selling banks stocks, taking the cash and putting into the banks for safety . It doesn 't 
make sense. What you're seeing is this adjustment is occurring and people are not sure how to 
react to this adjustment."  

 
==============================  

Easy money is a mixed blessing  
By Irwin Kellner, MarketWatch , Aug. 23, 2011, 12:01 a.m. EDT  
 
Easy money may have helped the economy in the past, but it does not appear to be of much 
help this time. So how should we judge current monetary policy?  
 

I woul d give it a B, at best. Itôs not a great grade, but itôs a lot better than the grade I would 
give todayôs fiscal policy ð a failure.  
......  
 
Some economic lessons from history  
By Irwin Kellner, MarketWatch , Aug. 16, 2011, 12:01 a.m. EDT  
 

... fiscal policy is set to tighten at year -end. Both the payroll tax cut and extended 
unemployment benefits  expire  unless extended ð an unlikely event, given the prevailing winds 
blowing down Pennsylvania Avenue.  
 
This tightening represents fiscal restraint of about 2%  of next yearôs gross domestic product ð 
enough to drag the weak economy back into recession, if it isnôt already in one by then. 

 
 

http://www.cnbc.com/id/15840232?play=1&video=3000037684
http://www.cnbc.com/id/15840232?play=1&video=3000037684
http://www.nytimes.com/2010/09/12/business/12suit.html
http://www.cnbc.com/id/44073854
http://www.marketwatch.com/story/5-money-moves-dr-doom-is-making-now-2011-08-18?pagenumber=2
http://www.god-does-not-play-dice.net/9_11.html#Svensson
http://www.marketwatch.com/story/easy-money-is-a-mixed-blessing-2011-08-23
http://www.marketwatch.com/story/some-economic-lessons-from-history-2011-08-16
http://blogs.wsj.com/economics/2011/08/19/the-united-states-of-unemployment/


16 

 

==============================  

 

 

 

Former IMF Chief Economist Ken Rogoff, Harvard University:  
"It is not  a typical recession."  

Source: Fareed Zakaria GPS Podcast 8-14 -2011  

==============================  

 
GDP Is a Lie ï Itôs Time for a New Measure of Economic Growth 
By Martin Hutchinson, Mon ey Morning , August 23, 2011  
 
The Lie Washington Has Been Telling Us Since 1934  

 
Gross domestic product is supposed to be a measure of all the go ods and services produced 
here at home.  
 
But there's a discrepancy.  
 
You see, private -sector output is measured by the price  people are prepared to pay for it. But 

government output is fudged: It's measured by its cost . 
 
That means GDP increases any time t he government spends money. It doesn't matter if that 
money is actually put to productive use or not -  GDP rises nonetheless.  
.....  
 
That gives you a net number, which we can call " gross private product ," or GPP . It's a measure 

of all the output produced by the private sector. In general, it will underestimate national 
"welfare" unless government is really bad. But it will give you a much better idea of the output 
the market economy  is producing.  
.....  
 
That doesn't guarantee we won't have a "double -dip" recession, but it does indicate that if we 
keep government spending under control, and stop Federal Reserve Chairman Ben Bernanke 
from throwing money at the economy (which simply ca uses speculative bubbles, and does no 
good ), then a real, healthy recovery is possible.  

http://globalpublicsquare.blogs.cnn.com/2011/08/12/gps-this-sunday-krugman-calls-for-space-aliens-to-fix-u-s-economy/
http://globalpublicsquare.blogs.cnn.com/2011/08/12/gps-this-sunday-krugman-calls-for-space-aliens-to-fix-u-s-economy/
http://globalpublicsquare.blogs.cnn.com/2011/08/12/gps-this-sunday-krugman-calls-for-space-aliens-to-fix-u-s-economy/
http://moneymorning.com/2011/08/23/gdp-lie-time-for-new-measure-of-economic-growth/
http://mises.org/journals/rae/pdf/rae1_1_10.pdf
http://www.marketwatch.com/story/easy-money-is-a-mixed-blessing-2011-08-23
http://www.marketwatch.com/story/easy-money-is-a-mixed-blessing-2011-08-23
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The private sector creates jobs, and pays for government. We nee d to keep track of its output 
through GPP, and run the economy to put GPP  on a healthy long -term growth path.  
 
No alien invasion , real or imaginary, is called for.  
 
  

========================================  
 
 

 

 
39 adult economists "predicted" a colossal jump --  1800%  --  in consumer spending, from 
0.1% in Q2 to 1.8% in Q3 (perhaps with some sophisticated Magic 8 Ball algorithm ). Is the 
stock market  going to follow these "predictions", with Dow Jones  surging to 13,500+ in Q3?  

Forget it . 

 
-----------  

 

http://globalpublicsquare.blogs.cnn.com/2011/08/12/gps-this-sunday-krugman-calls-for-space-aliens-to-fix-u-s-economy/
http://www.usatoday.com/money/economy/2011-08-14-economists-survey_n.htm
http://www.usatoday.com/money/economy/2011-08-14-economists-survey_n.htm
http://en.wikipedia.org/wiki/Magic_8-Ball#Possible_Answers
http://video.cnbc.com/gallery/?video=3000038926
http://idmanagedsolutions.usatoday.com/stocks/overview.idms?index=DJIA
http://blogs.wsj.com/economics/2011/08/19/the-united-states-of-unemployment/
http://www.marketwatch.com/video/asset/gold-breaks-1800-barrier-as-market-dives/E8F43090-1DD7-4A19-ABA7-D263A45F14D2
http://www.marketwatch.com/video/asset/gold-breaks-1800-barrier-as-market-dives/E8F43090-1DD7-4A19-ABA7-D263A45F14D2
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Why a U.S. Default Will Be a Good Thing  
By Martin Hutchinson, Money Morning , August 11, 2011  

That will be very painful in the short run, but in the long run will be a good thing.  
....  
 
Just imagine a world in which investors won't lend to governments: That's a world in which  
governments cannot overspend -  they won't have the money.  
 
That's a world in which resources cannot be diverted from the productive to the unproductive. 
That's also a world in which economic power is determined by success -  and one in which the 
chairman o f Coca -Cola has more credibility than the U.S. Treasury secretary. Our leaders down 
in Washington may think that such a world is pure hell -  a civil servant's version of Dante's 
Inferno.  

 
But for investors like you and me, a world like that -  where everyth ing makes sense - is a 
financial Nirvana . 
 
.......  
 
Comment from RJD | August 11, 2011: "A formal defalut will not occur, as we can just print 
money to pay back the debt . That is a little better scenario, but still has downsides. Galloping 
inflation. A gradual refusal of foreigners to buy our debt . More inflation as we print money so 
the Fed can buy it. Pray the Tea Party GOP takes full control in 2012 and makes the cuts that 
are necessary  before we enter any of the scenarios above."  

http://online.wsj.com/article/SB10001424053111903639404576516054025747710.html
http://online.wsj.com/article/SB10001424053111903639404576516054025747710.html
http://moneymorning.com/2011/08/11/why-us-default-will-be-a-good-thing
http://www.god-does-not-play-dice.net/9_11.html#thaler
http://www.god-does-not-play-dice.net/9_11.html#Stein_Hatzius
http://www.god-does-not-play-dice.net/9_11.html#Stein_Hatzius
http://www.marketwatch.com/story/foreign-demand-for-treasurys-deteriorates-in-june-2011-08-15
http://blogs.marketwatch.com/fundmastery/2011/07/21/congress-never-ever-cuts-spending/
http://blogs.marketwatch.com/fundmastery/2011/07/21/congress-never-ever-cuts-spending/
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Jim Rogers, 11/17/2008 : "If [Greenspan] had let long term capital management fail in 1998 , we 

would have none of these problems now. I assure you."  

  

================================  
 

 

 
 
 

Subject: When it rains , it pours ( )  

Date: Thu, 18 Aug 2011 16:50:55 +0300  
Message - ID:<CAM7Ekxk0xRsMB3 -+06k_8=VGuuhuu_Ljc9RCAxLsRHxrAaPLvg@mail.gmail.com>  

From: Dimi Chakalov <dchakalov@gmail.com>  
To: Alvin Chong <alvin.chong@shkf.com>  
Cc: investor.relations@shkf.com,  
dt29@soas.ac.uk,  
coliver@marketwatch.com,  
rponnuru@bloomberg.net,  
blinder@princeton.edu,  
master@dagongcredit.com,  
rong_xiaoqing@hotmail.com,  

min.zeng@dowjones.com,  

http://finance.yahoo.com/blogs/daily-ticker/john-mauldin-u-must-cut-10-trillion-10-193254628.html
http://finance.yahoo.com/blogs/daily-ticker/john-mauldin-u-must-cut-10-trillion-10-193254628.html
http://www.moneyshow.com/video/video.asp?wid=2833&t=3
http://www.youtube.com/watch?v=TDqG616qqSM
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.marketwatch.com/story/philly-feds-factory-index-in-august-freefall-2011-08-18
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editor@globaltimes.com.cn,  
contribution@china.org.cn  
 
Dear Dr. Chong,  
 
I watched your CNBC interview ( 16 Aug 2011 ) very carefully. May I share with you and your 
colleagues my concerns.  
 
Imagine yourself in the shoes of Fed Chairman Ben Bernanke.  
 
He is fully aware that China has already suffered a loss of  $271.1 billion between 2003 and 

2010 as a result of the dollarôs steady depreciation. Two months ago, Chinaôs National 
Development and Reform Commission announced "it could lose another $578.6 billion if it 
continues to hold these huge loans to the U.S." (Martin Weiss). The existing QFII  and the 
program announced by Zho u Xiaochuan  ("moving to a reserve currency that belongs to no 
individual nation," March 24, 2009) will ultimately lead to the "tipping point" at which "we could 
have greater use of the renminbi as a reserve currency" (Damian Tobin).  
 
Surely this 'tipping point' is some years away, but a sudden rejection  of U.S. debt by the 
worldôs investors is far nearer: 
 
http://www.god -does -not -play -dice.net/9_11.html#Bove  
 
What would you do if you  see the inevitable USD crash coming home, and the new reserve 
currency approaching you from China & IMF? 
 
My concern is that the only rabbit Ben Bernanke could pull out of his of t -used hat is this:  
 
http://www.god -does -not -play -dice.net/9_11.html#Svensson  
 
Any other suggestions?  
 
Kind regards,  

 
Dimi Chakalov  
http://tinyurl.com/USD -bancor  
  

==============================  

 

President of the Federal Reserve Bank of Dallas Richard W. Fisher  
Connecting the Dots, August 17, 2011  
http://www.dallasfed.org/news/speeches/fisher/2011/fs110817.cfm  

"There is abundant liquidity available to finance economic expansion and job creation in 
America. The banking system is awash with liquidity. (...) U.S. corpo rations are sitting on an 

abundance of cash -- some estimate excess working capital on publicly traded corporationsô 
books exceeds $1 trillion -- well above their working capital needs.  
 
"I do not believe it wise to commit to more than that, or to signal furth er accommodation, when 
the cheap and abundant liquidity we have made available is presently lying fallow, and when 
the velocity of money remains so subdued as to be practically comatose ."  
  

http://www.cnbc.com/id/44142438
http://www.marketwatch.com/story/hong-kong-etf-planned-for-mainland-investors-2011-08-17
http://www.god-does-not-play-dice.net/9_11.html#Zhou
http://www.god-does-not-play-dice.net/9_11.html#Bove
http://www.god-does-not-play-dice.net/9_11.html#Meyssan
http://www.god-does-not-play-dice.net/9_11.html#Svensson
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://www.dallasfed.org/news/speeches/fisher/2011/fs110817.cfm
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Comment: Right after WWII, with debt over 100% from GDP , the recovery started bottom - up . 
Nobody injected trillions of dollars  into Wall Street.  

Can you reduce th e "abundant liquidity" to a healthy level, overnight ? 

D.C.  
August 18, 2011  

 
==============================  
 

 
 
 

 
 
 
Should China  sell dollar reserves?  
By Jun Ma, Chief Economist, Greater China Head of  

China/Hon g Kong Strategy, Deutsche Bank Hong Kong  
08/08/2011 17:58  
http://www.etnet.com.hk/www/tc/news/categorized_news_detail_eng.p hp?  

category=research&newsid=ETE210808164  

 
Jun Ma: "Sixth, the Euro fixed income market is the second -most liquid after the US market, 
but many European sovereigns (e.g., the Spanish and Italian) are facing significantly higher 

default risks than US Treas uries."  

There is nothing  more dangerous than US Treasuries . 

The dollar trap  is a racket . 

The lesser  risk is investing in the Euro fixed income market . 

What is good for the Euro is good for t he Yuan, and vice versa . 

 
D. Chakalov  
------  
Examine the objects as they are and you will see their true nature; look at them from your own 

ego and you will see only your feelings;  because nature is neutral, while your feelings are only 
prejudice and obscurity.  
 
Shao Yong, 1011 -1077  

Foreign demand for Treasurys deteriorates in June  
By Greg Robb, MarketWatch , Aug. 15, 2011, 1:41 p.m. EDT  

 

http://en.wikipedia.org/wiki/File:US_Federal_Debt.png
http://www.god-does-not-play-dice.net/9_11.html#trillions
http://www.god-does-not-play-dice.net/9_11.html#Svensson
http://www.bis.org/review/r090402c.pdf
http://www.bis.org/review/r090402c.pdf
http://www.etnet.com.hk/www/tc/news/categorized_news_detail_eng.php?category=research&newsid=ETE210808164
http://www.etnet.com.hk/www/tc/news/categorized_news_detail_eng.php?category=research&newsid=ETE210808164
http://www.marketwatch.com/story/foreign-demand-for-treasurys-deteriorates-in-june-2011-08-15
http://online.wsj.com/article/SB10001424053111904800304576474340028810266.html
http://businessforum-china.com/article_detail.html?articleid=218
http://www.god-does-not-play-dice.net/9_11.html#thaler
http://www.marketwatch.com/story/foreign-demand-for-treasurys-deteriorates-in-june-2011-08-15
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Overall, foreign investors bought a net $3.7 billion of long -term U.S. assets in June, down 
sharply ( 654  per cent -  D.C.) from $24.2 billion in May.  

 
How Bonds Can Lose More Than  50 Percent  
By Michael Carr, Moneynews , 3 August 2011 09:56 AM  
 
If interest rates go up, a possibility if inflation rises , the value of bonds will fall. Traders will be 
paying less for bonds because if inflation rises above 3.125 percent, there isnôt any profit from 
the  interest.  
 
If interest rates go up by as little as 0.5 percent a year, the bond would fall in value to $1,000. 
Bond holders would lose 26 percent on their bonds if that happens, and theyôd be receiving 
interest that doesnôt really even keep with inflation. 
 
Yields were about 5 percent in the summer of 2007, before the financial crisis led to bailouts 
and quantitative easing programs that have ended. If the interest rate went back to 5 percent, 
the price of the bonds would fall to about $600, more than 50 p ercent lower  than they are 

today.  

 
The New Abnormal: Permanently Engineered Market Volatility  
By Shah Gilani, Money Morning , August 19, 201 1 
 
Wall Street finally got what it wanted on July 6, 2007, when the Securities and Exchange 

Commission (SEC) did away with the "uptick rule." As of that day, it was no longer necessary to 
wait for a stock to go up in price before short -selling it. Without  the uptick rule, short -sellers 
can short any stock, at any price, at any time.  
 
There's plenty more that Wall Street has done to ratchet up volatility. It has flooded the world 
with derivatives  that aren't regulated, and blessed high - frequency trading. It also introduced 
innumerable securities and financial instruments that it can arbitrage for healthy profits against 
unsuspecting institutions and the public.  
 
Not surprisingly, ma rket volatility is now a tradable product. And now that Wall Street has taken 
us down this path of entrenched, institutionalized volatility, there's no going back.  
 
Don't expect any respite from what's going on in the markets now. On the surface, it's all about 
Europe, debt, downgrades, earnings, fundamentals and technicals. But underneath all those 
prime movers are the real shakers, the greasy palms of the markets hidden hands.  
 
Abnormal is the new "normal."  

 

=========================================  

 

http://www.moneynews.com/MichaelCarr/carr-Bonds-treasury-investing/2011/08/03/id/405910
http://www.marketwatch.com/video/asset/inflation-on-the-rise/863DB939-0A05-4C3E-9005-8E9AA8BC8332
http://moneymorning.com/2011/08/19/new-abnormal-permanently-engineered-market-volatility/
http://www.god-does-not-play-dice.net/9_11.html#Summers
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Subject: Finding a Prescription for the U.S.'s Money Trap: Remedy #2, overnight  
Date: Sat, 6 Aug 2011 12:48:33 +0300  
Message - ID:  
<CAM7Ekxm3cVDtsZyPYRV=3KHPCz2x8Xr0wvZU9Uph4Z+41iHqVA@mail.gmail.com>  
From: Dimi Chakalov <dchakalov@gmail.com>  
To: Lars E O Svensson <lars.svensson@riksbank.se>  
Cc: David  Wessel <capital@wsj.com>,  
Kenneth Rogoff <krogoff@harvard.edu>,  
Martin Feldstein <msfeldst@nber.org>,  

Jeremy Siegel <siegel@wharton.upenn.edu>,  
Robert Shiller <robert.shiller@yale.edu>,  
John B Taylor <JohnBTaylor@stanford.edu>,  
Laurence J Kotlikoff <kotli koff@gmail.com>,  
Jeremy J Nalewaik <jeremy.j.nalewaik@frb.gov>,  
Diane Vazza <diane_vazza@standardandpoors.com>,  
Beth Ann Bovino <bethann_bovino@standardandpoors.com>,  
DU Mingyan <master@dagongcredit.com>,  

Mu Xuequan <xxp69@xinhuanet.com>,  
Jon Hilsenrath <J on.Hilsenrath@wsj.com>,  
publicaffairs@imf.org,  
ieo@imf.org,  
media@imf.org,  
bfcoffice@worldbank.org  
 
Dear Dr. Svensson,  
 
Your suggestion to devaluate the currency is listed as 'remedy 2' [ Ref. 1 ]. I believe it tallies to 
the two options explained by Mohamed El -Erian (August 2, 2011, 2:34:51 PM, 13:04 -  13:34),  
 
http://tinyurl.com/USD -bancor  
 

In 1967, U.K. devaluated its currency by 14% . It happened overnight . It is Remedy #2 [ Ref. 1 ].  
 
The sooner, the better.  
 
Regrettably, your colleagues still believe in "dollar's role as anchor of the global financial 
system" [ Ref. 1 ].  
 
Yours sincerely,  

 
Dimi Chakalov  
--------  
 
[Ref. 1] Finding a Prescription for the U.S.'s Money Trap  
By David Wessel, WSJ, August 6, 20 11  
http://online.wsj.com/article/SB10001424053111903454504576490491996443926.html  

http://moneymorning.com/2011/08/05/us-government-could-take-14-of-your-wealth-overnight/
http://www.god-does-not-play-dice.net/9_11.html#Svensson1
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://news.bbc.co.uk/onthisday/hi/dates/stories/november/19/newsid_3208000/3208396.stm
http://moneymorning.com/2011/08/05/us-government-could-take-14-of-your-wealth-overnight/
http://www.god-does-not-play-dice.net/9_11.html#Svensson1
http://www.god-does-not-play-dice.net/9_11.html#Svensson1
http://online.wsj.com/article/SB10001424053111903454504576490491996443926.html
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A liquidity trap is a rare condition which appeared during the Grea t  
Depression and was thought to have been wiped out until it reappeared  
in Japan in the 1990s. The U.S. has contracted a severe case.  
 
The condition is characterized by an economy in which interest rates  
are so low that consumers, business and investors do n't care if money  
is in cash or in interest -paying investments. BNY Mellon was reacting  
to a run to the bank by companies fleeing even U.S. Treasury bills for  
the safety of the bank.  
.....  
 

Two, Lars Svensson, now deputy governor of the Swedish central ban k,  
sees one "foolproof way of escaping from a liquidity trap" ðdevalue the  
currency. "This," he wrote in 2001 while in academia, "will jump -start  
the economy and escape deflation."  
 
Although the U.S. government and the Fed have, though not explicitly,  
been counting on a decline in the dollar to help boost exports, an  
explicit dollar -weakening campaign is unlikely ðand unwise given the  
dollar's role as an chor of the global financial system . 
........  
 
Three, the interest rate that matters in the economy is the  
sticker -price rate adjusted for inflation. So some economists argue  
that the way out of the trap is for the Fed to convince everyone it's  
going to c reate more inflation. If inflation goes up and interest  
rates don't, then the inflation -adjusted interest rate falls ðand goes  
negative ðand that will give people cause to borrow and spend.  
 
This appeals to Kenneth Rogoff, the Harvard economist who argues th at  
adding to the already -heavy government debt burden (see option one) is  
a mistake: "The only practical way to shorten the coming period of  
painful deleveraging and slow growth would be a sustained burst of  

moderate inflation, say, 4% to 6% for several ye ars." Incomes rise  
with inflation, debts wouldn't, and they'd be easier to pay off.  

============= =========  

 

 

 

   

  04:44: "... financial repression ."  

http://www.europac.net/media/video_blog/s_p_aa_us_sovereign_debt_not_low_enough
http://online.wsj.com/article/SB10001424053111903885604576490623148041288.html
http://www.youtube.com/watch?v=yxXWUf0xYqQ
http://www.youtube.com/watch?v=yxXWUf0xYqQ
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Note:  If Ben Bernanke  is smart, he will not wait for the inflation s hock, but will devaluate the 
dollar overnight, shortly after the FOMC Meeting on August 9th . If he acts according to the 
expectations of Sir Winston Churchill (see above ), he will wait for the inflation shock, and then 
devaluate the dollar overnight. There is no third option on the table. The second option, 
however, could lead to "a final and total catastrophe of the currency system involved" ( Ludwig 
von Mises ).  

  

 

"There are few alternative safe -haven assets  out there that can match the depth a nd liquidity of 
the Treasury market, which has more than $9.3 trillion debt  outstanding. What do you think? 
Are U.S. Treasurys still the standard?"  

As of August 9th, two - thirds of (presumably) educated people voted in favor of U.S. Treasurys, 

but are U.S. banks safe ? 

If banks were safe, why is gold raising to record high $1,746  ? 

Moreover , let's not forget the towering austerity crisis of municipalities , which is about to unfold 
in the nearest future --  since May 6, 2011, Tim Geithner ordered to stop issuing the n on -
marketable State and Local Government Series securities ( SLGS), which are designed to help 

state and local governments pay for their debt.  

http://online.wsj.com/article/SB10001424053111903454504576490752107376100.html
http://online.wsj.com/article/SB10001424053111903454504576490752107376100.html
http://moneymorning.com/2011/08/03/helicopter-ben-is-at-it-again-four-ways-to-protect-yourself-from-feds-next-flyover/
http://www.federalreserve.gov/whatsnext.htm
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://online.wsj.com/community/groups/market-view-845/topics/should-us-treasurys-considered-safest
http://online.wsj.com/community/groups/market-view-845/topics/should-us-treasurys-considered-safest
http://www.god-does-not-play-dice.net/9_11.html#heaven
http://online.wsj.com/article/SB10001424053111904007304576496713161635184.html
http://goldprice.org/gold-price.html
http://www.god-does-not-play-dice.net/9_11.html#current
http://www.god-does-not-play-dice.net/9_11.html#SLGS


26 

 

When will Ben Bernanke  start thinking about these people , instead of the crashing stock 
market? Will he ever mention the insurmountable problems of municipalities  at the FOMC 
Meeting on August 9th ?  

I will update this note after the Fedôs policy decision, due at 2:15 PM ET. 

 
D. Chakalov  
August 9, 2011, 12:48 GMT  
  

Update:  Unfortunately, there was no word, not even a hint about helping the municipalities . 
Instead, the Fed Chairman promised today  only  to keep the federal funds rate at 0 to 1 /4 
percent "at least through mid -2013."  

Gold  was fluctuating today between $1,722 -  $1,775. Also, the dollar "fell 5.2 percent to 71.50 
Swiss centimes at 3:07 p.m. in New York, from 75.50 yes terday, after touching a record low 
70.71 centimes," as reported by Bloomberg . 

Check out the tips from Porter S tansberry here  (on February 16th, gold was traded at $1,374, 
that is, it gained $400 in six months).  

Perhaps Ben Bernanke should borrow the idea of Tim Geithner  to go home  due to "family 
considerations" --  surely his wife Anna and kids Alys sa and Joel miss him badly (not to mention 
his cat, dog, and mother - in - law). The obvious person to replace him is Bill Gross . 

Then everything will be just fine, U.S. economy included.  

D.C.  
August 9, 2011, 20:43 GMT  

------------  

Of all the things that the Fed has done over the last few years or might be considering in the 
near future, this is the most foolish. Policymakers undoubtedly view this commitment [keeping 
the federal f unds rate at 0 to 1/4 percent ñat least through mid -2013 ò] as conditional, and the 
plain language of the statement is conditional ï ñThe Committee currently anticipates that 
economic conditionséare likely to warrantéò However, market participants clearly perceive this 
commitment as unconditional. If growth continues to be anemic and inflation is benign  over the 

next two years, no obvious harm will be done. However, if facts on the ground change, the 
Fedôs credibility will be ruined. 

Letôs imagine hypothetically that inflation is 5% a year from now. The FOMC has two choices. It 
can uphold its commitment to keep rates steady, in which case, it will lose its inflation -fighting 
credibility entirely (though, of course, if inflation is 5%, then their credibility will already be 
tattered). Or,  it can break what the market views as a promise, which will also destroy its 

credibility. Damned if they do, and damned if they donôt. In short, this is pure and simple a 
ridiculous strategy.  
 
Stephen Stanley , Pierpoint Securities  

 
 

=========================================  

http://online.wsj.com/article/SB10001424053111903885604576490623148041288.html
http://online.wsj.com/article/SB10001424053111904480904576496701430882320.html
http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://www.federalreserve.gov/whatsnext.htm
http://www.god-does-not-play-dice.net/9_11.html#current
http://blogs.wsj.com/economics/2011/08/09/after-fed-statement-we-need-a-stronger-word-than-bleak/
http://goldprice.org/gold-price.html
http://www.bloomberg.com/news/2011-08-09/dollar-falls-on-fed-pledge-to-keep-interest-rates-low-through-mid-2013.html
http://www.god-does-not-play-dice.net/9_11.html#ZKB
http://www.businessinsider.com/geithners-resignation-is-now-on-the-table-2009-11
http://www.nytimes.com/2011/08/04/us/politics/04geithner.html
http://www.god-does-not-play-dice.net/9_11.html#Gross_advice
http://blogs.wsj.com/economics/2011/08/09/after-fed-statement-we-need-a-stronger-word-than-bleak/
http://www.cnbc.com/id/41288584/Geroge_Soros_US_Inflation_Fears_are_Real
http://blogs.wsj.com/economics/2011/08/09/economists-react-fed-bunts-with-timeframe-for-low-rates/
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Subject: China at a crossroad: How to reduce inflationary pressure  
Date: Tue, 16 Aug 2011 02:08:56 +0300  
Message - ID:  
<CAM7EkxnK3c4eozLqKHsACpjtexH9fugvucAa4vHf7tsM+ -2pjw@mail.gmail.com>  
From: Dimi Chakalov <dchakalov@gmail.com>  
To: Rong Xiaoqing <rong_xiaoqing@hotmail.com>,  
editor@globaltimes.com.cn,  
dinggang@globaltimes.com.cn,  
james@james -chau.com,  
editor@china .org.cn,  
contribution@china.org.cn,  

master@dagongcredit.com  
 
 
Hurdles in the race for the future  
China Daily, August 15, 2011  
http://china.org.cn/business/2011 -08/15/co ntent_23212040.htm  
---------  
 
Dear colleagues,  
 
Regarding the advice from Dale W. Jorgenson (cf. the link above): "If the world goes into 
another recession (as a result of the current crisis ), China should use the opportunity to 
dampen the level of economic activity and shift from exports toward domestic output. This 
should help to reduce inflationary pressures in China."  
 
If U.S.  goes into deeper recession , the ONLY way to pay its bills will be a sudden devaluation of 
its currency --  ov ernight , 
 
http://www.god -does -not -play -dice.net/9_11.html#Svensson  
 
http://www.god -does -not -play -dice.net/9 _11.html#Ma  
 

Have you ever thought about it?  
 
Sincerely,  
 
Dimi Chakalov  
http://tinyurl.com/USD -bancor  

 

=========================================  

Subject: Re: First Federal Reserve  Audit Reveals Trillions in Secret Bailouts  
Date: Tue, 30 Aug 2011 13:19:06 +0300  
From: Dimi Chakalov <dchakalov@gmail.com>  

To: Carlos Perelman <perelmanc@hotmail.com>  
Cc: Silver Shield <ss@sonsoflibertyacademy.com>,  
editors@ipsnews.net,  
Lars E O Svensson <lars.svensson@riksbank.se>,  
David Wessel <capital@wsj.com>,  
Martin Feldstein <msfeldst@nber.org>,  
Diane Vazza <diane_vazza@standardandpoors.com>,  
Beth Ann Bovino <bethann_bovino@standardandpoors.com>,  
DU Mingyan <master@dagongcredit.com>,  

http://china.org.cn/business/2011-08/15/content_23212040.htm
http://www.marketwatch.com/story/foreign-demand-for-treasurys-deteriorates-in-june-2011-08-15
http://www.god-does-not-play-dice.net/9_11.html#default
http://www.god-does-not-play-dice.net/9_11.html#Rogoff
http://www.god-does-not-play-dice.net/9_11.html#Svensson
http://www.god-does-not-play-dice.net/9_11.html#Ma
http://www.god-does-not-play-dice.net/9_11.html#bancor
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Mu Xuequan <xxp6 9@xinhuanet.com>,  
Jon Hilsenrath <Jon.Hilsenrath@wsj.com>,  
publicaffairs@imf.org,  
ieo@imf.org,  
media@imf.org,  
bfcoffice@worldbank.org,  
G Geoffrey Booth <boothg@msu.edu>,  
Gabriel Hawawini <gabriel.hawawini@insead.edu>,  
Christian Wolff <christian.wolff@uni.l u>,  
Yiuman Tse <yiuman.tse@utsa.edu>,  
Simon Benninga <benninga@post.tau.ac.il>,  

Henri Servaes <hservaes@london.edu>,  
Lucio Sarno <lucio.sarno@city.ac.uk>,  
Carol Osler <cosler@brandeis.edu>,  
G Andrew Karolyi <karolyi@cob.osu.edu>  
 
Dear Carlos,  
 
> First Fede ral Reserve Audit Reveals Trillions in Secret Bailouts. Guess how  
> many trillions ? Dimi was close in his website. It appears that it was 16 trillion  
> ....  
 
Thank you for the link. Seems to me Silver Shield reported it on July 25th,  
 
http://www.god -does -not -play -dice.net/9_11.html#default  
 
Late Mark Pittman  (October 25, 1957 - November 25, 2009) sued t he Fed and discovered it was 
$12.8 trillion.  
 
Tout Va Tres Bien Madame La Marquise : -)  
http://www.youtube.com/watch?v=rdLUV0hhYZY  

All the best,  

 
Dimi  
http://tinyurl.com/USD -bancor  
 
 

=============================  

 

http://www.god-does-not-play-dice.net/9_11.html#default
http://www.god-does-not-play-dice.net/9_11.html#trillions
http://www.youtube.com/watch?v=rdLUV0hhYZY
http://www.god-does-not-play-dice.net/9_11.html#bancor
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Lagarde on 'Worrisome' U.S. Debt Debate, Eurozone's Future  
PBS NEWSMAKER INTERVIEW, July 28, 2011  
http://www.pbs.org/ne wshour/bb/business/july -dec11/lagarde2_07 -28.html  

Christine Lagarde (00:52 -01:32):  
For example, the dollar has always enjoyed what Giscard d'Estaing, the former French president 
many years ago, called the ñexorbitant privilegeò of the dollar, because it was the currency ï 
the reserve currency that most central banks had. Well, clearly, there was a dent in this 
exorbitant privilege and the confidence that most people have towards the dollar. It would 
probably entail a decline of the dollar relative to other  currencies, and probably doubts in the 
mind of those people who reserve currencies as to whether the dollar is effectively the ultimate 
and prime currency of reserve.  

.........  

In Debt -Ceiling Chicken, Markets Are Betting the Wrong Bird  
By David Weidner, WSJ, July 28, 2011 10:02 A.M. ET  

Admit it. Part of you wants to see Washington blow it. You want to see our national debt 
downgraded . Deep down inside, against your more rational instincts, you want to see a U.S. 
debt default. We haven't had a real defaul t since powdered wigs and tricornered hats were in 
vogue.  
 
The reason, maybe the only reason, we like games of chicken is because of the potential for 
disaster . We want to see someone wait too long, past the moment of no return. And the funny 
thing about it is as that moment comes closer ðin this case Aug. 2 ðwe want to see it happen 
even more . 

(Comment: Those w ho don't feel obliged to cover 9/11 responders for cancer  really deserve to 
see " the funny thing " happen, even more . D.C.)  

 

 

http://www.pbs.org/newshour/bb/business/july-dec11/lagarde2_07-28.html
http://www.pbs.org/newshour/bb/business/july-dec11/lagarde2_07-28.html
http://www.pbs.org/newshour/bb/business/july-dec11/lagarde2_07-28.html
http://online.wsj.com/article/SB10001424053111903635604576472650714241120.html
http://moneymorning.com/2011/07/29/debt-ceiling-debacle-surprising-way-a-default-or-downgrade-could-crush-global-economy/
http://moneymorning.com/2011/07/29/debt-ceiling-debacle-surprising-way-a-default-or-downgrade-could-crush-global-economy/
http://moneymorning.com/2011/07/29/debt-ceiling-debacle-surprising-way-a-default-or-downgrade-could-crush-global-economy/
http://www.cnn.com/2011/US/07/26/new.york.trade.center.cancer/index.html
http://www.dailykos.com/story/2011/07/29/1000245/-Jon-Stewart:-9-11-first-responder-bill-does-NOT-cover-cancer
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Tom Coburn , July 30, 2011  

 
Ron Paul, July 31, 2011  
http://ronpaulnews.net/2011/07/stop -plundering -american -people.html  

The cuts being discussed are illusory and are not cuts from current amounts being spent, but  
cuts in prospective spending increases. This is akin to a family saving $100,000 in expenses by 
deciding not to buy a Lamborghini and instead getting a fully loaded Mercedes when really their 
budget dictates that they need to stick with their perfectly se rviceable Honda.  

 

 

http://www.c-spanvideo.org/program/SenRe/start/14756/stop/16376
http://www.c-spanvideo.org/program/SenRe/start/14756/stop/16376
http://www.god-does-not-play-dice.net/9_11.html#Coburn
http://www.c-spanvideo.org/program/SenRe/start/14756/stop/16376
http://ronpaulnews.net/2011/07/stop-plundering-american-people.html
http://money.cnn.com/2011/04/19/news/economy/spending_taxes_debt/index.htm?iid=EAL
http://money.cnn.com/2011/04/19/news/economy/spending_taxes_debt/index.htm?iid=EAL
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Bill Gross, Investment Outlook: The Ring of Fire, PIMCO, February 2010  

 

 
 

 

 

http://media.pimco-global.com/pdfs/pdf/IO%20Feb%202010%20WEB.pdf
http://www.god-does-not-play-dice.net/9_11.html#trillions
http://www.god-does-not-play-dice.net/9_11.html#Gross_advice
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"You must get out of the United States  ... 10, 20, 30 years from now."  
Bill Gross, June 8, 2011  

 

ñI donôt want to be a prophet of doom ð and I donôt think we are approaching doom ð but I 
think weôre going to slide into intensified social conflicts, social hostility, some forms of 
radicalism, there is just going to be a sense that this is not a just society.ò 

Zbigniew Brzezinski, 03:22 -  03:40 , July 6, 2011  
 

 

 

 

Jim Rogers, June 8, 2011, 06:10 -  10:30 :  
Only a Crisis Can Fix U.S. Debt Problem  
 

 

 

 

The next, worse financial crisis :  
Ten reasons we are doomed to repeat 2008  
Brett Arends , MarketWatch , July 6, 2011  

Check out #6  and #9  

http://moneymorning.com/2011/06/27/invest-in-the-yuan/
http://www.god-does-not-play-dice.net/9_11.html#Gross_advice
http://www.rawstory.com/rawreplay/2011/07/ex-national-security-advisor-warns-inequality-could-lead-to-unrest/
http://www.rawstory.com/rawreplay/2011/07/ex-national-security-advisor-warns-inequality-could-lead-to-unrest/
http://www.rawstory.com/rawreplay/2011/07/ex-national-security-advisor-warns-inequality-could-lead-to-unrest/
http://online.wsj.com/video/rogers-only-a-crisis-can-fix-us-debt-problem/7B14FAAB-F745-4ECA-ADB4-F8D5BD0A2C96.html
http://online.wsj.com/video/rogers-only-a-crisis-can-fix-us-debt-problem/7B14FAAB-F745-4ECA-ADB4-F8D5BD0A2C96.html
http://online.wsj.com/video/rogers-only-a-crisis-can-fix-us-debt-problem/7B14FAAB-F745-4ECA-ADB4-F8D5BD0A2C96.html
http://www.god-does-not-play-dice.net/9_11.html#Kudlow
http://video.foxbusiness.com/v/1042445813001/are-we-doomed-to-repeat-2008-financial-crisis/
http://video.foxbusiness.com/v/1042445813001/are-we-doomed-to-repeat-2008-financial-crisis/
http://www.marketwatch.com/story/the-next-worse-financial-crisis-2011-07-06
http://www.marketwatch.com/story/did-bonds-just-peak-2011-08-31?pagenumber=2
http://www.marketwatch.com/story/the-next-worse-financial-crisis-2011-07-06
http://www.marketwatch.com/story/the-next-worse-financial-crisis-2011-07-06
http://www.marketwatch.com/story/the-next-worse-financial-crisis-2011-07-06
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Here is a visualization of the U.S. debt, totaled up in $100 bills:  
http://www.wtfnoway.com  
 

Pain From Debt Impasse Spreads in Markets  
By Tom Lauricella, Matt Phillips and Alex Frangos (with Jeannette Neumann and Vauhini Vara), 

WSJ, July 27, 2011, 5:46 A.M. ET  

The dollar tumbled across the board and stocks slid for the third consecutive day. In the U.S. 
Treasurys market, investors pushed down prices of bills ma turing in August, when the deadline 
for raising the federal debt limit is expected to be hit.  
 
The shadow from the budget morass also spilled into the municipal -bond market , where 

California lined up emergency financing to head off any problems should Washington not reach 
a timely resolution of the problem. Maryland pressed ahead with a smaller bond offering after 
cutting one part of the deal because of worries about a possible U.S. downgrade.  
.......  
 
In the market for credit - default swaps , insurance -like contracts designed to pay off in the 
event of a default, prices for one -year protection on U.S. debt has surged i n recent days and is 
now more  expensive than buying protection for five years.  

http://www.youtube.com/watch?v=yipV_pK6HXw&feature=related
http://www.youtube.com/watch?v=yipV_pK6HXw&feature=related
http://money.cnn.com/video/news/2011/07/11/n_erian_us_debt.cnnmoney/
http://money.cnn.com/video/news/2011/07/11/n_erian_us_debt.cnnmoney/
http://www.wtfnoway.com/
http://online.wsj.com/article/SB10001424053111903591104576469593854305876.html
http://online.wsj.com/video/markets-hub-more-mayhem-for-munis-on-the-way/4D1D1831-4099-4210-B349-334DBC80B350.html
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If I were, particularly, a foreign holder of U.S. debt , I'd be asking myself, 'Who is running that 
country'. This is like riding on a motorcycle and going right in front of an 18 -wheeler. Are they 
out of their minds?  

 
John Fath , managing partner for BTG Pactual  

The US economy is like Wile E Coyote who runs off the cliff  and it takes him a while to realise it. 
What has been keeping him up is Chinese blowing air up.  
 
Mark Blyth , Brown University  

 

 

 

 
Banks Get Scant Help Preparing for Default  
By Victoria McGrane, WSJ, July 22, 2011  

 
The planning process has generated numerous questions, ban kers say, and while they have a 
good idea what the answers may be, regulators have been either unwilling or unable to provide 
definite answers.  
 
Treasury, for instance, has declined to answer questions about which payments it would skip if 
it can't pay the m all. So it's not clear if it would miss any interest payments, and thus default on 
its debt.  
..........   

http://blogs.forbes.com/greatspeculations/2011/07/23/dont-get-caught-holding-dollars-when-the-u-s-default-arrives/
http://blogs.forbes.com/greatspeculations/2011/07/23/dont-get-caught-holding-dollars-when-the-u-s-default-arrives/
http://www.bloomberg.com/news/2011-05-23/dim-sum-bond-trading-reaches-3-billion-yuan-a-month-goenka-says.html
http://online.wsj.com/article/SB10001424053111903554904576461942119782926.html
https://www.btgpactual.com/home/home.aspx
http://www.bloomberg.com/news/2011-07-20/why-a-third-party-candidate-is-coming-laurence-kotlikoff.html
http://www.guardian.co.uk/world/2011/jul/22/barack-obama-warning-us-debt
http://online.wsj.com/video/news-hub-debt-talks---deal-or-no-deal/D149B4F8-99BF-4F4B-8720-4567952001A4.html
http://online.wsj.com/video/news-hub-debt-talks---deal-or-no-deal/D149B4F8-99BF-4F4B-8720-4567952001A4.html
http://online.wsj.com/article/SB10001424053111904233404576460482001510142.html


35 

 

Banks are setting up plans for dealing with increased volatility, a decline in liquidity, and what 
would happen to their Treasury bond holdings if th ey were no longer rated AAA by ratings 
agencies. They are also trying to determine what would happen to funding markets.  
 
But just as important, some banks are trying to determine what would happen if there was a 
severe financial panic and many of their cu stomers ðsuch as federal workers and contractors ð
were no longer paid, leading to a spike in missed mortgage payments and overdrawn bank 
accounts, among other things.  
 
U.S. banks hold a total of about $1.6 trillion worth of Treasurys and other U.S. governmen t 
securities as assets on their balance sheets. Because they are seen as relatively riskless, banks 

don't have to add to their capital buffers to protect against losses when they buy Treasurys 
under U.S. capital rules.  
 
In the case of default or downgrade,  the value of Treasurys held by banks is likely to fall. Given 
how much U.S. debt banks are holding, even a small drop in value could translate into a big hit 
to balance sheets. If it's big enough, some banks could see solvency threatened.  
 
According to on e banking industry representative, there are indications banks are beginning to 
take steps to adjust their holdings of Treasurys to prepare for the possibility of default.  
 
A large chunk of outstanding U.S. Treasury debt is used by banks as collateral  in t he 
repurchase, or "repo" market as well as in the futures and swaps markets. A default, bankers 
fear, could throw these markets into disarray if the value of the collateral they depend on is 
thrown into question.  
 
"It's hard to over -state the importance of  AAA-rated Treasurys in the financial system," said 
John Dearie, executive vice president for policy at the Financial Services Forum, a trade group 
that represents the 20 largest U.S. financial services firms. "A downgrade of their status from 
virtually ri sk- free to something less could be enormously disruptive  to the financial system."  
 
Finally, it's unclear whether regulators would require banks to raise capital against Treasurys in 
the case of default. Most observers believe regulators wouldn't do this, but regulators haven't 

said.  

=======================================  

 

Making the Call on U.S. Credit Rating   
By Damian Paletta, WSJ, July 22, 2011  

 
A downgrade would likely prompt lenders to demand a higher interest rate from the U.S. 
government to compensate for the increased risk of holding American debt, thereby raising the 
cost of borrowing. Because so many other interest rates are pegged to the co st of Treasury 
debt, including business loans, mortgages, credit cards, and student loans, a downgrade could 
be felt by all Americans.  
.........  

Three months later, S&P's tone became sharper. It said there was a 50% chance it could 
downgrade U.S. debt with in 90 days. Mr. Beers said this change was prompted by concern the 
debt ceiling might not be raised by Aug. 2 and because the debate had become "entangled."  
 
The firm also said it could move to downgrade U.S. debt if the deficit - reduction deal didn't alter  
the rising trajectory of U.S. debt . 

http://online.wsj.com/article/SB10001424053111903554904576460393248353976.html
http://www.god-does-not-play-dice.net/9_11.html#Kudlow
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A Bridge Too Far  

 

If I have a huge, a nd steadily growing, cancer tumor, I wouldn't think of it as some 'helpful yet 
somehow controversial growth - inducing  mechanism'. Hell no. I would immediately cut off its 
blood supply  and eradicate it.  

The irrevocable mistake in October 2008 was to save  the "cancer tumor" that caused the 2008 
financial meltdown . With the sole exception of Fannie Mae and Freddie Mac , nobody was 'too big 
to fail'.  

http://www.god-does-not-play-dice.net/9_11.html#Kudlow
http://www.god-does-not-play-dice.net/9_11.html#Kudlow
http://www.god-does-not-play-dice.net/9_11.html#Kudlow
http://www.god-does-not-play-dice.net/9_11.html#Summers
http://en.wikipedia.org/wiki/Troubled_Asset_Relief_Program#Participants
http://projects.propublica.org/bailout/list/index
http://www.wsws.org/articles/2011/feb2011/fcic-f07.shtml
http://www.wsws.org/articles/2011/feb2011/fcic-f07.shtml
http://projects.propublica.org/bailout/initiatives/1-housing-and-economic-recovery-act-of-2008
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It is too late  to fix it. Here's the catch:  

1.  The interest rates cannot be raised before  the economy recovers  from the current soft 
patch : 2.2 million new jobs  are needed.  

2.  However, the real inflations is rising, creating an enormous inflationary pressure kep t tightly 
under the lid by the Fed . 

3.  The time bomb is ticking . It will blow BIG  --  the current soft patch  will literally e xplode into 
spiraling inflation and recession.  

Why? Because the recovery from the soft patch  is ' a bridge too far ': after an abnormal $12.8 
trillion  injected in the U.S. economy, it has shifted into recession (details below ).  

Moreover, the economy has been made addicted to the fake money from QE1 and QE2 , and 
once the "drug" is pulled out, it will experience a sharp " cold turkey " shock coinciding with the 
financial burden of municipalities . People will panic --  game over . 

All but one from the countries caught in ' the ring of fire ' have chosen austerity measures . The 
U.S. have chosen the opposite path : print money and borrow from the future, ñbecause 
youôre worth itò. This is an economic suicide . 

Don't believe any optimistic predictions , especially from the Fed  --  check out what Henry 
Paulson and Ben Bernanke deliberately said before the crisis here . Nothing has changed since 
the 2008 financial meltdown . Don't expect any specific  warnings from Moody's  or  Fitch  either, 

as they haven't amended their rating policies  after the crash in September 2008  --  they still 
can't see the forest for the trees.  

Watch the derivatives market . It was the hub of the previous crisis, and will b e the catalyst 
for the next one.  

There's an old saying in Tennessee : Fool me once, shame on you; fool me twice, shame on me.  
  

P.S. In case you have faith in the Fed Chairman, recall his promise that "the Committee will 
continue to assess the effects of these and other developments on economic prospects and will 
act as needed to fos ter price stability and sustainable economic growth" (Subprime mortgage 
lending and mitigating foreclosures, September 20, 2007 ). Six months earlier, he st ated: "At 
this juncture, however, the impact on the broader economy and financial markets of the 

problems in the subprime market seems likely to be contained . In particular, mortgages to 
prime borrowers and fixed -rate mortgages to all classes of borrowers continue to perform well, 
with low rates of delinquency. We will continue to monitor this situation closely" (The economic 
outlook, March 28, 2007 ).  

Read a bout the Financial Crisis Inquiry Commission ( FCIC) official report on the causes of the 
2008 financial meltdown  here . 

A brief excerpt from the FCIC report  (January 26, 2011):  

p. xvii: "Now to our major findings and conclusions, which are based on the facts contained in 
this report: they are offered with the hope that lessons may be learned to help avoid  future 
catastrophe.  
 

Å We conclude this financial crisis was avoidable. 

http://www.god-does-not-play-dice.net/9_11.html#CFTC
http://economix.blogs.nytimes.com/2011/06/29/i-m-f-offers-a-different-take-on-u-s-growth/?ref=economy
http://blogs.forbes.com/afontevecchia/2011/06/22/bernanke-admits-hes-clueless-on-economys-soft-patch/
http://blogs.forbes.com/afontevecchia/2011/06/22/bernanke-admits-hes-clueless-on-economys-soft-patch/
http://www.god-does-not-play-dice.net/9_11.html#rosy
http://www.europac.net/media/video_blog/lies_fed_chairman_tells
http://www.cnbc.com/id/43587119
http://www.businessinsider.com/are-the-credit-markets-getting-unstable-2011-7
http://blogs.forbes.com/afontevecchia/2011/06/22/bernanke-admits-hes-clueless-on-economys-soft-patch/
http://blogs.forbes.com/afontevecchia/2011/06/22/bernanke-admits-hes-clueless-on-economys-soft-patch/
http://www.god-does-not-play-dice.net/9_11.html#Taylor
http://www.god-does-not-play-dice.net/9_11.html#Fed
http://www.god-does-not-play-dice.net/9_11.html#Fed
http://www.god-does-not-play-dice.net/9_11.html#Taylor
http://blogs.forbes.com/michaelpollaro/2011/06/21/the-end-of-qe-ii-impact-on-the-treasury-market/
http://en.wikipedia.org/wiki/Cold_turkey
http://www.god-does-not-play-dice.net/9_11.html#current
http://www.god-does-not-play-dice.net/9_11.html#game_over
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://en.wikipedia.org/wiki/Austerity
http://www.god-does-not-play-dice.net/9_11.html#Schiff
http://www.god-does-not-play-dice.net/9_11.html#Blanchard
http://www.europac.net/media/video_blog/lies_fed_chairman_tells
http://www.selectsmart.com/DISCUSS/read.php?16,696720,696720,quote=1
http://www.wsws.org/articles/2011/feb2011/fcic-f07.shtml
http://www.alacrastore.com/research/moodys-global-credit-research-Moody_s_Default_Definition_and_its_Application_to_Sovereign_Debt-PBC_134141
http://www.fitchratings.com/index_fitchratings.cfm
http://blog.abbeyspanier.com/2011/06/30/sec-contemplating-civil-fraud-charges-against-credit-rating-agencies/
http://www.nytimes.com/interactive/2008/10/01/business/20081002-crisis-graphic.html
http://www.marketwatch.com/story/the-next-worse-financial-crisis-2011-07-06
http://www.youtube.com/watch?v=eKgPY1adc0A
http://www.cnbc.com/id/25764545/Paulson_U_S_Banking_System_Fundamentally_Sound
http://www.federalreserve.gov/newsevents/testimony/bernanke20070920a.htm
http://www.federalreserve.gov/newsevents/testimony/bernanke20070328a.htm
http://fcic-static.law.stanford.edu/cdn_media/fcic-reports/fcic_final_report_conclusions.pdf
http://moneymorning.com/2008/09/18/credit-default-swaps/
http://www.wsws.org/articles/2011/feb2011/fcic-f07.shtml
http://fcic-static.law.stanford.edu/cdn_media/fcic-reports/fcic_final_report_conclusions.pdf
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.......  
 
p. xxviii: "The greatest tragedy would be to accept the refrain that no one could have seen this 
coming and thus nothing could have been done. If we accept this notion, it wi ll happen again.  
 
"This report should not be viewed as the end of the nationôs examination of this crisis. There is 
still much to learn , much to investigate , and much to fix ."  

Great idea , o nly time has run out. The current situation  in unsustainable (Jesse Eisinger, 
ProPublica , June 29, 2011 ):  

"The Fed not only wants to stimulate the economy but also to recapitalize the banks, and this is 
a stealth technique to do it," said Herbert M. Allison Jr., a former investment banker who has 
turned banking a postate in a new white paper called "The Megabanks Mess ,"  published as a 
Kindle Single. The reason "banks aren't doing more lending is that they still hold a  lot of 
troubled assets that tie up equity."  

On January 21, 2011 , Alan Greenspan boldly admitted the need for 'currency board', which is 
nothing but  the so -called   'Plan B ' :  

ñWe have at this particular stage a fiat money which is essentially money printed by a 
government and it's usually a central bank which is authorized to do so. Some mechanism has 
got to be in place that restricts the amount of money which is produced, either a gold standard 
or a currency board , because unless you do that all of history suggests that inflation will take 
hold with very deleterious effects on  economic activity.ò 

Watch him five months later ( June 30, 2011 ):  
  

 

ñI am ill-aware of anything that really worked. Not only QE2 but QE1. (...)  
ñAt that point , I think weôll all come to our senses.ò 

Detailed account wit h carts (home prices and bank lending) below . 

The next FCIC report will conclude that the second  financial crisis was "avoidable", if only the 
toxic legacy from the first cris is was duly removed, without bailing out the troubled banks and 
printing $12.8 trillion . 

The lizard had to cut off its tale in October 2008 . Time has r un out.  

http://moneymorning.com/2011/07/01/coming-bond-market-crash/
http://www.god-does-not-play-dice.net/9_11.html#CDS
http://moneymorning.com/2008/09/22/credit-default-swaps-2/
http://www.god-does-not-play-dice.net/9_11.html#CFTC
http://moneymorning.com/2011/07/01/coming-bond-market-crash/
http://www.propublica.org/thetrade/item/in-u.s.-monetary-policy-a-boon-to-banks/
http://www.amazon.com/Megabanks-Mess-Kindle-Single-ebook/dp/B0051GQX1I
http://wealthcycles.com/blog/2011/01/21/greenspan-questions-the-need-of-the-fed
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.cnbc.com/id/43598606
http://www.cnbc.com/id/43598606
http://www.cnbc.com/id/43598606
http://www.god-does-not-play-dice.net/9_11.html#game_over
http://www.god-does-not-play-dice.net/9_11.html#banks_homes
http://www.god-does-not-play-dice.net/9_11.html#trillions
http://moneymorning.com/2008/09/25/credit-crisis-5/
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D. Chakalov  
July 12 , 2011  
 
--------------------------  

 

 

 
 

Chairman Bernankeôs Press Conference  
 
Transcript of Chairman Bernanke ôs Press Conference 
April 27, 2011  

http://www.federalreserve.gov/FOMCpresconf20110427.pdf  
 
p. 12: "Ultimately, if ðif inflation persists or if in flation expectations begin to move, then thereôs 
no substitute for action. We would have ðwe would have to respond . 
......  
p. 16: "Why not do more? Again, this was similar to the qu estion I received earlier. The 
tradeoffs are getting ðare getting less attractive at this point. Inflation has gotten higher. 

Inflation expectations are a bit higher. Itôs not clear that we can get substantial improvements 
in payrolls without some additiona l inflation risk.  
......  
p. 22: "So we anticipate that we will tighten at the right time  and that we will thereby allow the 
recovery to continue and allow the economy to return to a mor e normal configuration, at the 
same time keeping inflation low and stable.  
......  

 
pp. 22 -23: "QUESTION. Hugues Honoré, Agence France -Presse. Many of the commercial 
partners of the United States are very concerned about the evolution of your foreign exchan ge 
rate. If in one hypothetical case  the dollar would sink to a terrible level which would harm 
very much the U.S. economy and the prospect for the global economy because it affects the 
confidence of so many people, would you consider changing your monetary policy in accordance 
to that threat ? 

"CHAIRMAN BERNANKE. Well, as I said earlier, we do believe that a strong and stable dollar is 
in the interest of the United States and is in  the interest of the global economy. Our view is that 
the best thing we can do for the dollar is, first, to keep the purchasing power of the dollar 
strong by keeping inflation low  and by creating a stronger economy  through ðthrough policies 
which support the recovery and, therefore, cause more capital inflows  to the United States. 
So those are the  kinds of policies I think that in the medium term  will create the conditions for 
an appropriate and healthy level of the dollar.  

 

http://www.youtube.com/watch?v=GxGj4IpCBHY
http://blogs.forbes.com/greatspeculations/2011/06/24/is-bernankes-fed-failing-its-mission-or-just-delusional/
http://moneymorning.com/2011/06/02/the-pesofication-of-the-u-s-dollar/
http://www.federalreserve.gov/FOMCpresconf20110427.pdf
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.youtube.com/watch?v=wRFP3z0FCK4
http://www.god-does-not-play-dice.net/bancor.pdf
http://www.god-does-not-play-dice.net/bancor.pdf
http://www.nytimes.com/2011/04/29/business/economy/29econ.html
http://www.god-does-not-play-dice.net/9_11.html#QE2
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
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"So I donôt think I really want to address a hypothetical  which I really donôt anticipate, 
because I think that the policies that we are undertaking, notwithstanding short - term 
fluctuations , will lead to a strong and stable dollar in the medium term ."  
 
---------------  

 
The Fed Chairman didn't answer the crucial question above , from Hugues Honoré.  

Now, suppose you ask the U.S. Fire Administrator about the Fire -Safe America  program, 
stressing the risk of a new fire around August 15th , and he says, 'Naah, I donôt think I really 
want to address a hypothetical which I really donôt anticipate, because I think that the policies 
that we are undertaking, notwithstanding some short - term fire - risk situat ions, will lead to a 
strong and stable Fire -Safe America in the medium term." And how would you react to such 
statement if the same Fire Administration didn't anticipate a devastating "fire" just three years 
ago?  

Actually, the "fire" was identified in The Grace Commission Report in January 1984 . It went wild 
on April 2 8, 2004 . It is too late to stop it.  

 
 
The Day the S.E.C. Changed the Game: April 28, 2004  

  

Is Ben Bernanke some totally irresponsible person? NO.  Not at all. There is Plan B  on the table. 
Or rather 'under the table', in case the official fiscal policy fails. Which is inevitable. The Fed 
can't invoke demand by just pumping the economy full of "stimulus" and lowering interest rates 
(the so -called liquidity trap ): people are not "willing" to spend more, simply because they can't . 

http://www.marketwatch.com/video/asset/bernanke-fed-ready-to-act-when-needed/4A5DEDBA-314E-4DF6-9293-FB9816BD20A8
http://www.marketwatch.com/video/asset/bernanke-fed-ready-to-act-when-needed/4A5DEDBA-314E-4DF6-9293-FB9816BD20A8
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://blogs.ft.com/gavyndavies/2011/06/03/us-economy-out-of-ammo/
http://www.god-does-not-play-dice.net/9_11.html#Honore
http://www.usfa.dhs.gov/about/
http://www.god-does-not-play-dice.net/9_11.html#current
http://www.god-does-not-play-dice.net/9_11.html#Grace
http://www.nytimes.com/interactive/2008/09/28/business/20080928-SEC-multimedia/index.html
http://www.nytimes.com/interactive/2008/09/28/business/20080928-SEC-multimedia/index.html
http://www.nytimes.com/interactive/2008/09/28/business/20080928-SEC-multimedia/index.html
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://blogs.wsj.com/economics/2011/06/15/shiller-sees-substantial-probability-of-recession/
http://www.bloomberg.com/news/2011-06-24/illinois-stiffs-vendors-from-mortuary-to-ibm-as-4-billion-debt-piles-up.html
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Bill Gross, May 26, 2011  

 

The fictitious "wealth" of the Wall Street , generated with fake money from QE1 and QE2 , cannot 
automatically foster ' maximum employment and price stability '; read a brief explanation here . 

The U. S. economy is not healthy in principle , because the Wall Street and the main street 
belong to entirely disconnected  worlds: the former enjoys the total socialism of ' too big to 
fail', while the latter is left to pay the bill. ñEvery year youôve got more and more people getting 
on the government bill and more borrowing, and now we have less and less people paying in ,ò 

said Jason Gibson , 28, a truck driver from Romulus, Michigan. ñYou get too many people on one 
side of the  ship, itôs going to tip.ò 

One nation, double standards . Yet Ben Bernanke  keeps claiming that "we don't have a precise 
read as to why th is slower pace of growth is persisting" ( June 22, 2011 ). Well, maybe he is 
indeed clueless  (which could explain the discrepancy between the expected 4% GDP growth and 
the actual 1.8% , as well as th e rosy predictions  for 2012). Point is, the Fed Chairman is not 

some totally irresponsible person, so he should have quietly prepared a Plan B , while boosting 
the perception  at Wall Street of zero probability for a "sudden fiscal crisis" (cf. below) and 
avoiding questions about the f ate of the dollar, like the one from Hugues Honoré . 

Louise Story , business reporter for The New York Time s, published a mind -boggling report in 
December 2010 , entitled: 'A Secretive Banking Elite Rules Trading in Derivatives ':  

On the third Wednesday of every month, the nine members of an elite Wall Street 
society gather in Midtown Manhattan.  
 
The men share a common goal: to protect the interests of big banks in the vast market 
for derivatives , one of the most profitable ð and controversial ð fields in finance. They 
also share a common secret: The details of their meetings, even their identities, ha ve 
been strictly confidential.  

This is just one example of the double standards applied to the Wall Street and the main street. 
Recall the history of the Fed: in the evening  of December 23, 1913 , the Federal Reserve Act  
was voted in by 3  (three) members of the U.S. Senate. According to Wiki , the Fed nowadays 
involves "numerous privately owned U.S. member banks".  

Which are these private banks ? In March 2009, Sen. Bernard Sanders asked the Fed Chairman 
a very simple  question ( 01:19 -  01:20 ): Will you tell the American people which banks got $2.2 
trillion  of their  dollar s? Ben Bernanke replied: " NO. " 
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Once you wind up with a secretive society of banks which run your  money based on their  
profit , youôve got a recipe for disaster . 

The rule of the thumb is that if federal deficit  is kept more -than -2-but - less -than -3 per cent of 

GDP, you can run a structural deficit  for at least two presidential mandates and afford highly 
profitable wars , but if the total debt reaches $59.1 trillion or 412 percent of GDP , you're 
heading toward a rejuvenating crisis and cleanup --  watch Jim Rogers  above. Details from Alan 
Blinder  and John Taylor.  
 

 

 

See also: John B. Taylor, Testimony Before the Joint Economic Committee of the 
Congress of the United States, June 21, 2011  
 
Though the recession officially ended two years ago this month, the unemployment rate 
is still unacceptably high at over 9 percent . The main reason for the high unemployment 
is that the recove ry has been very weak, and it has been weak from the start, not just 
during this year. For example, Figure 1  compares GDP growth during this recove ry with 
the recovery after the 1981 -1982 recession. Economic growth in this recovery has 
averaged only 2.8 percent, compared with 7.0  percent in the comparable period in the 
1980s.  

 
In the area of fiscal policy we have seen an $862 billion stimulus package  and a surge in 
federal spending from 19.7 percent of GDP in 2007 to over 24 percent now. These 
interventions had little or no effect in stimulating the economy or reducing 
unemployment. The stimulus payments to people did not  jump -start consumption. The 
stimulus payments to the states did not  increase infrastructure spending. The cash for 
clunkers program merely shifted consumption a few months forward. At the same time 
the deficit and the debt have exploded raising the risks of higher inflation, higher ta x 

rates, higher interest rates and a major fiscal crisis ðall impediments to private 
investment and job creation.  

 
 
This is, in a nutshell, ' a bridge too far '.  

http://dailybail.com/home/libya-owned-bank-borrowed-5-billion-from-fed.html
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The timeline:  at some  point between the next FOMC meeting on 22 June 2011  and the end of 
August 2011, the Fed Chairman  will have to acknowledge the raise of inflation "expectations" 
and fulfill his promise that "thereôs no substitute for action." Firstly, the excessive liquidity that 
has flooded the financial markets after QE2 will have to be "regulated" , and Ben Bernanke  will 
embark into everything and anything in order to come out clean after the shits hit the fan 
("sudden fiscal crisis," cf. below). He explicitly said the following ( June 14, 2011 ):  

The nation's long -term fiscal imbalances did not emerge overnight. To a significant 
extent, they are the result of an aging population and fast -rising health -care costs, both 
of which have been predicted for decades.  
.......  
Even the pr ospect of unsustainable deficits has costs, including an increased possibility 
of a sudden fiscal crisis . As we have seen in a number of countries recently, interest 
rates can soar quickly  if investors lose confidence in the ability of a government to 
mana ge its fiscal policy. Although historical experience and economic theory do not show 
the exact threshold at which the perceived risks associated with the U.S. public debt 
would increase markedly, we can be sure that, without corrective action , our fiscal 
t rajectory is moving the nation ever closer  to that point.  

 
Perhaps the most important thing for people to understand about the federal budget is 
that maintaining the status quo is not  an option.  

We, the people, have been warned: the U.S. economy remains in deep trouble . It's on record. 
Don't ever  say you knew nothing about it.  

Expect more of 'the Fed alone  cannot save the economy' on July 12th, in the eagerly awa ited 
semiannual monetary policy report . 

Fact is, Ben Bernanke is not in charge of the Securities and Exchange Commission (SEC) and 
the Commodity Futu res Trading Commission ( CFTC). If they come out 'too little, too late', he's 
safe.  

By the end of August 2011, the next proactive move by the Fed Chairman  may be a historic 
announcement, along the following lines (just a sketch, in plain English):  

I have news for you: we are at the fringe of breaking our financial system  (put the 
blame on (i) the debt ceiling  was raised much too late , (ii) the freewheeling banks  didn't 
behave properly, (iii) bad weather, (iv) all of the above). We issued very cle ar warnings 
at out past FOMC meetings on 22 June 2011  and later on 9 August 2011 , but 

unfortunately nobody took notice. At the end of the day, we achieved too little to foster 
maximum employment and price stability . 

Time is  running out. We must immediately  choose from two alternative options. The first 
option is very harsh, but the second  one is unimaginably worse.  

The second  option would be to default on our national debt . Obviously, this is absolutely 

unacceptable . 
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http://blogs.wsj.com/economics/2011/06/24/fed-bumps-up-release-of-fomc-minutes
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http://www.god-does-not-play-dice.net/9_11.html#Summers
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http://www.federalreserve.gov/monetarypolicy/fomcminutes20110809.htm
http://blogs.ft.com/gavyndavies/2011/06/03/us-economy-out-of-ammo/
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http://www.bloomberg.com/news/2011-06-25/pimco-s-el-erian-says-u-s-debt-default-might-have-catastrophic-effect.html
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June 7, 2011: Ben Bernanke said U.S. economy should  

pick up in the second half of 2011 , and stocks fell in reaction . 

Besides, if we squarely default on our national debt, we will get much less  favorable 
rating upon including the U.S. dollar into the new world's reserve currency . Our economy 
cannot run with just ñ$2 trillion worth of SDRs over the next few years ò. This is absurd , 
plain and simple.  

Therefore, we actually have only one way out from the upcoming financial crisis: 
devaluate our currency  and move on with IMF toward the new world's reserve currency . 
Hen ce we will avoid defaulting on our national debt, and by sharing  our problems with 
the whole world, we can minimize the shock on our economy.  

We are not Ireland . Nobody can bail out Ameri ca.  

Thank you for your understanding. God bless America . 
-------  

P.S. It cannot be ruled out that Ben Bernanke may opt for the second  option, although I 
think he is smart enough to e xplore the advantages from the first one. There isn't any 
third option: forty years have passed since Richard Nixon abolished the gold standard on 

August 15, 19 71 . The U.S. dollar is worn off as the world's reserve currency. It's a 
natural process. Don't blame Ben Bernanke, he's doing everything possible to keep the 
too -big - to -fail  danc ing while the Fed music is still playing... and of course won't tell you 
when he will shut down the party. Yes he can . 

Once gold hits $1,800  per ounce ð notice this critical ' frog cooking temperature ' ð Ben 
Bernanke will have a revelation  ... and will fulfill his promise that " thereôs no substitute 
for action ."  

D. Chakalov  

.............  
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Seeking a New Haven  
By Matt Phillips, WSJ, July  18, 2011   
 
Now, as the Aug. 2 debt -ceiling  deadline approaches and 
ratings firms fire off warnings on the U.S. credit rating, some 
on Wall S treet are wondering where investors might run 
should a worst -case scenario  materialize.  
 
Prices for gold also have traditionally risen during times of 
political, economic and marke t instability. Since the financial 
crisis struck in 2008, prices for the metal have soared. In 

2010, gold prices jumped 30%. This year, they are up an 
additional 12%.  

 
Default Insurance on U.S. Burbling a Bit  
By Matt Phillips, WSJ, July 18, 2011, 12:54 PM ET  
 

Letôs not all go and panic now. But itôs worth noting that the price of default insurance on U.S. 
debt seems to be burbling a bit higher to day. For months, traders have been shrugging off the 
prospect that politicians in the U.S. would sit by and let the Aug. 2 deadline  ð imposed by the 
Treasury department ð blow by.  
 
Hereôs a look at the price of five-year CDS default insurance in the U.S. over the last year, 
breaking out to some new highs this morning . 
 
............  

The Painful Consequences of a Debt Ceiling Increase  
By Larry D. Spears, Money Morning , July 18,  2011  

After all, even if the Republicans in Congress back down and allow some federal tax increases, 

there's no way  those being discussed will be enough to cover the increased debt burden -  or 
even the increased interest payments , for that matter.  
 
The on ly way  the U.S. can pay the increased interest -  forget about principal  -  is to print 
more money. That means a weaker, devalued dollar , and higher prices for everything priced in 
dollars.  

 
---------------------------  

 
Inside the Disappointing Comeback  
By Jon Hilsenrath and Conor Dougherty, WSJ, July 5, 2011  
 
Banks are less able or willing to lend than before the recession. Since the recovery started, 

banks have reduced money they make available through credit card lines from $3.04 trillion to 
$2.69 trillion and have reduced home equity credit lines from $1. 33 trillion to $1.15 trillion, 
according to the Federal Reserve Bank of New York.  
 
Two rounds of quantitative easing that including purchasing $1.425 trillion in mortgage bonds 
and $900 billion in Treasury debt helped to stabilize the economy but failed t o spur a vigorous 
recovery.  
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The biggest problem may be household indebtedness. At the peak of the economic boom in the 
third quarter of 2007, U.S. households collectively had borrowed the equivalent of 127% of 
their annual incomes to fund purchases of ho mes, cars and other goods, up from an average of 
84% in the 1990s. The money used to pay off that debt means less available for new spending. 
Households had worked their debt -to - income levels down to 112% by the first quarter, in part 
because banks have wr itten off some debt as uncollectible.  
 
Getting rid of debt could be a long and slow process. To get back to a 1990s debt -to - income 
ratio of 84%, households would either need to pay down another $3.3 trillion of debt, or see 
their incomes rise $3.9 trillio n. That's equivalent to about nine years' worth of income growth in 
normal times, estimates Credit Suisse economist Dana Saporta.  

 
Debt and a dismal job market have hurt consumers' confidence, which further damps their 
willingness to spend. The University of Michigan finds that 24% of households expect to be 
better off financially within a year's time. That's the lowest this measure has been at this point 
in a recovery since World War II.  
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The Budgetary Game Is a Taxpayer Scam  
By Larry Kudlow, CNBC, 7 July 2011  

 

At the end of the day, the only thing that really matters is next year's budget. Will it be 
cut? Ever in my lifetime? Because if it were cut,  it would bring that line in that chart 
above down. Now that would be a called a decline. All of that other stuff? Increases.  
 
When business cut expenses, the spending line declines. But when government cuts 

spending, the spending line always rises.  Think of it . 

 
 
---------------------------  

 

The current situation: California , Illinois , Minnesota , and Jefferson County, Alabama  

  

California  to retire $7.75 billion of muni debt that paid lucrative yield to investors  
By Tom Petruno, LA Times,  June 27 , 2011  
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When the notes were issued in November, the municipal bond market was in the midst 
of a brutal sell -off that would extend through mid -January. As investors fled the muni 
market, Lockyer was forced to boost interest rates  on the notes to get the deal done.  

Yields are falling on muni bonds in general as the market continues to recover from the 
autumn and winter sell -of f. The supply of new bonds has been slashed as many states 
and municipalities have curtailed borrowing.  
 
California muni bond yields also have declined in recent months, even as the state once 
again heads into the new fiscal year without a budget . 

As for shorter - term muni debt, a number of California cities, counties and school districts 
sell their own ver sions of short - term revenue anticipation notes at this time of year. But 
those securities are yielding far less than the 1.75% peak rate the state had to pay.  
 
Joe Lee, a muni bond trader at De La Rosa & Co., said annualized yields on the new crop 
of notes  from municipalities in the state typically are in the range of just 0.2%  to 0.3% . 

 
-----------------  

Indebted Illinois Stiffs Creditors From Funeral Homes to Xerox  
By Tim Jones and Melissa Silverberg, Bloomberg , June 24, 2011  

In Illinois, youôre never too big or too small to get stiffed by the state, which is $4 billion 
behind in its bills.  

While states periodica lly fall behind in paying Medicaid providers or, in the case of 
California, rely on bank loans and IOUs, the Illinois backlog has been growing for three 
years. Itôs forcing some vendors to fire workers, cut services and, if they can, obtain 
loans and lines  of credit to keep their businesses going while the state takes months to 
pay.  
 
ñAn Illinois phenomenon,ò said Ron Ford, CEO of Chicago- based Help at Home Inc., 
which is owed $43.4 million and hasnôt heard from the state since December. 
 
Creditors include  health and education agencies, schools, charities, funeral homes, 
plumbing -and -heating contractors and purveyors of food, coal, clothing, electronics and 
pizza.  

 
Deadbeat State  
 
ñBanks have refused us a line of credit because of the state,ò said David Baker, who runs 
the nonprofit Open Door Rehabilitation Center in Sandwich, Illinois, and is owed 
$880,000. ñWeôve had a long-time relationship with bankers, but now they wonder óWhat 
if the state never pays  you?ôò 

-----------------  
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Meredith Whitney: New Jersey's $2.5B Loan  
Tue 28 Jun 11  | 08:09 AM ET  
 
 
 

 
New Jersey Seek s Loan To Plug Cash Shortfall  
BY Michael Corkery, WSJ, June 28, 2011  
 

In a move highlighting the severe fiscal stress facing many states, New Jersey officials have 
been negotiating a temporary bank loan of as much as $2.25 billion to plug a cash shortfall, 
according to people familiar with the matter. The loan would cover bills the state will need to 
pay as its new fiscal year begins July 1 . Normally, states have some cash available as they 
finish one fiscal year and begin the next, while gearing up for a bond offering based on the new 
budget.  
 
It can take up to two months to prepare the necessary documentation for a bond offering once 
a budget is set for the coming fiscal year, while the state's cash crunch is likely to occur in the 
next few weeks , one of the people said.  
 

 

------------ -----  

Fitch Comments on U.S. Debt  
By Natasha Brereton -Fukui, WSJ  
June 21, 2011, 9:08 A.M. ET  

Fitch Ratings would move its ratings on the U.S. to rest rictive default if the sovereign 
fails to raise its debt ceiling and misses a coupon payment on Aug. 15  as a result, a 
senior official at the cre dit rating agency said Tuesday.  
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In a speech in Singapore, Andrew Colquhoun, Fitch's head of Asia -Pacific sovere ign 
ratings, said he believed it was highly likely that the debt ceiling would be raised in time, 
and that a default would be avoided.  
 
However, "if we reach Aug. 2 without the lifting of the debt ceiling, Fitch will assign a 
rating watch negative to the U .S. sovereign rating," Mr. Colquhoun said.  
 
"On Aug. 15 , the U.S. faces $25 billion  of coupon payments on $4 trillion of the U.S. 
sovereign debt. If the debt ceiling has not been raised and the U.S. is not able to meet 
that payment, then the U.S. ratings w ill be moved to restrictive default," he said.  
 

While that default is likely to be cleared promptly, "it's highly unlikely after such a 
default that the (U.S.) rating would move back to triple -A," he noted.  

------------------  

 

 

 

The Debt Ceiling Fiasco  
By Alan S. Blinder, May 19, 2011  
http://online.wsj.com/article/SB10001424052748703421204576329374000372118.html  

What happens if we crash into the debt ceiling? Nobody really knows, but it's not likely to be 
pr etty. Inflows and outflows of cash to and from the Treasury jump around from day to day as 
bills are paid and revenues arrive. But at average fiscal 2011 rates, receipts cover only about 
60% of expenditures. So if we hit the borrowing wall traveling at ful l speed, the U.S. 
government's total outlays ða complex amalgam that includes everything from Social Security 
benefits to soldiers' pay to interest on the national debt ðwill have to drop by about 40% 

immediately.  
 
How in the world do you do that? No one rea lly knows. If and when the time comes, Mr. 
Geithner and his boss will have to decide. But here's one prediction: Defaulting on the national 
debt will not be their first choice. After all, the statue of Alexander Hamilton at the Treasury 
entrance reminds Mr . Geithner every day of the importance of maintaining the nation's 
creditworthiness.  
 
Even if we hit the debt ceiling, maturing obligations still can be rolled over. And I'll bet he will 
bend every effort to make the interest payments, too. Unfortunately, however, when you're 
40% short, not much can be ruled out.  
 
The bills for Social Security, Medicare, Medicaid, national defense and interest on the debt 
comprise about two - thirds of all federal outlays. So they can't all be sacrosanct indefinitely. At 
some  point, Mr. Geithner could wind up brooding over horrible questions like these: Do we stop 

http://online.wsj.com/article/SB10001424052748703421204576329374000372118.html
http://online.wsj.com/article/SB10001424052748703421204576329374000372118.html
http://online.wsj.com/article/SB10001424052748703421204576329374000372118.html
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issuing checks for Social Security benefits, or for soldiers' pay, or for interest payments to the 
Chinese government? Such agonizing choices are what make default i maginable.  

The U.S. dollar would be among the first casualties . If hot money were to flee what was once its 

safest haven , the dollar would sink and U.S. interest rates would rise. The latter could lead us 
back into recession.  

There would also be lasting costs to the U.S. government in the form of higher interest rates. 
For as long as anyone can remember, the full faith and credit of the United States has been as 
good as gold ðno one has better credit. But if investors start to see default as part of U.S. 
political gamesmanship, they will demand compensation for this novel risk.  

How much? Again, no one can know. But even if it's as little as 10 -20 basis points on the U.S. 
government's average borrowing cost, that's an additional $10 billion to $20 billion in interest 
expenses every year. Seems like an expensive way to score a political point.  
 
That said, outright default is not my main concern. Several other things are:  
 
For openers, su ppose the federal government actually does reduce its expenditures by 40% 
overnight. That translates to roughly $1.5 trillion at annual rates, or about 10% of GDP. That's 
an enormous fiscal contraction for any economy to withstand, never mind one in a slug gish 
recovery with 9% unemployment. Even contemplating such a possibility is evidence of a dark, 
self -destructive impulse.  
 
Second, markets now assign essentially zero probability  to the U.S. losing its fiscal mind. 

They'd be caught flat - footed if the threat of default suddenly started to look real, possibly 
triggering a world -wide financial panic. Remember how markets reacted to the Lehman Brothers 
surprise? As Mr. Geithner point ed out in New York on Tuesday, "As we saw in the fall of 2008, 
when confidence turns, it can turn with brutal force  and with a momentum that is very difficult 
and costly to arrest."  
 
And finally, as mentioned, should the view take hold that threats to defa ult are now a 
permissible weapon of political combat in the world's greatest democracy, U.S. government 
debt will lose its exalted status as the safest asset money can buy ðwith unpleasant 
consequences for the dollar and interest rates.  
 
Fights over the bud get are normal and proper in a democracy, especially when the two parties 
hold dramatically different views. But threatening to default should not be a partisan issue. In 
view of all the hazards it entails, one wonders why any responsible person would even  flirt with 
the idea.  

-------  
 

 

Idem,  Quantitative Easing: Entrance and Exit Strategies , April 1, 2010, 44:20 -  45:36 . 

http://www.god-does-not-play-dice.net/9_11.html#heaven
http://en.wikipedia.org/wiki/Cognitive_dissonance
http://vimeo.com/11168818
http://vimeo.com/11168818
http://research.stlouisfed.org/publications/review/10/11/Blinder.pdf
http://vimeo.com/11168818
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pp. 473 -474: Everyone recognizes that the Fedôs quantitative easing operations have created a 
veritable mountain of excess reserves (shown in Figure 3), which U.S. banks are currently 
holding voluntarily, despite the paltry rates paid by the Fed. The quest ion is this: How urgent is 
itðor will it become ðto whittle this mountain down to size?  
 
One view sees all those excess reserves as potential financial kindling that will prove 
inflationary unless withdrawn  from the system as financial conditions normalize.  (footnote 22)  
 
We know that under normal circumstances ðbefore interest was paid on reserves ðbanksô 
demand for excess reserves was virtually zero . But now that reserves earn interest, say at rate 
z , which the Fed sets, banks probably will not want  to reduc e their reserves all the way back to 

zero.  

------------------  

DJ Geithner: US Will Avoid Default Crisis This Summer  
The Morningstar , 21/06/2011  
http://www.morningst ar.co.uk/uk/markets/newsfeeditem.aspx?id=146256521455498  

There is a broad consensus for $4 trillion to $5 trillion in savings over the coming decade, 
though Geithner cautioned that could not come entirely from spending cuts.  
 
"We're meeting every day the  remainder of this week. We're making a lot of progress in 
fleshing out the shape of a down payment with this broader framework of constraints -- a debt 
cap  and enforcement mechanisms . We're getting closer but we need to make some progress 

this week," Geithn er said.  
  

 

- --------------  

 

http://research.stlouisfed.org/publications/review/10/11/Blinder.pdf
http://www.morningstar.co.uk/uk/markets/newsfeeditem.aspx?id=146256521455498
http://online.wsj.com/video/default-on-debt-unthinkable-says-geithner/CA630CE7-56D3-40E5-98BB-3F396C9F8CFB.html
http://online.wsj.com/video/default-on-debt-unthinkable-says-geithner/CA630CE7-56D3-40E5-98BB-3F396C9F8CFB.html
http://online.wsj.com/video/steep-deficit-cuts-could-harm-economy-says-meyer/96AD12C7-CF9B-4D57-8EC1-BDA7BC8F290C.html
http://online.wsj.com/video/steep-deficit-cuts-could-harm-economy-says-meyer/96AD12C7-CF9B-4D57-8EC1-BDA7BC8F290C.html
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Former Federal Reserve Governor Laurence Meyer: " Back - loaded  and credible are oxymorons. 
Clearly, it's a challenge."  

----------------  

 

The Grace Commission Report , January 12, 1984  
  

 
 
"If fundamental changes are not made in Federal spending, as compared with the fiscal 
1983 deficit of $195 billion, a deficit of over ten times that amount, $2 trillion, is 
projected for the year 2000, only 17 years from no w. In that year, the Federal debt 
would be $13.0 trillion ($160,000 per current taxpayer) and the interest alone on the 
debt would be $1.5 trillion per year ($18,500 per year per current taxpayer)."  

Twenty -eight years after The Grace Commission Report : Acc ording to the Congressional Budget 
Office, the financial crisis will end up increasing government debt by at least 40 percent  of 
GDP ( Simon Johnson ). Currently, it is estimated ar ound 10 per cent. Check out Bill Gross below . 

 

 
 

http://www.allcareins.com/glossary/back-loaded-policy.htm
http://www.uhuh.com/taxstuff/gracecom.htm
http://wearechangecoloradosprings.org/doc/GraceCommission1984.pdf
http://www.god-does-not-play-dice.net/9_11.html#Johnson
http://www.god-does-not-play-dice.net/9_11.html#Gross_advice
http://online.wsj.com/article/SB10001424052748704322804576303490627827926.html
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-------------------  

 

 

Is the future bright? Details from Lakshman Achuthan , June 13, 2011.  

----------------------  

 

US Is in Even Worse Shape  Financially Than Greece: Gross  
By Jeff Cox, CNBC  
Monday, 13 Jun 2011 | 10:33 AM ET  
http://www.cnbc.com/id/4337 8973  

Gross spoke following a report that US banks were likely to scale back  on their use of Treasurys 
as collateral against derivatives and other transactions. Bank heads say that move is likely to 
happen in August as Congress dithers over whether to raise the nation's debt ceiling, according 
to a report in the Financial Times . 
 
The move reflects i ncreasing concern from the financial community over whether the US is 

capable of a political solution to its burgeoning debt and deficit problems.  
 
"We've always wondered who will buy Treasurys  after the Federal Reserve purchases the last of 
its $600 billion to end the second leg of its quantitative easing program later this month, Gross 
said. "It's certainly not Pimco and it's probably not the bond funds of the world."  
 
Pimco, based i n Newport Beach, Calif., manages more than $1.2 trillion in assets and runs the 
largest bond fund in the world.  

http://online.wsj.com/video/news-hub-slow-hiring-biggest-recovery-obstacle/9D9614BD-22E4-41A6-A950-B8F107CCAF52.html
http://online.wsj.com/video/news-hub-slow-hiring-biggest-recovery-obstacle/9D9614BD-22E4-41A6-A950-B8F107CCAF52.html
http://online.wsj.com/video/no-light-ahead-for-us-job-seekers/B1B059D5-D776-45BC-9BD2-F8E14B429A3B.html
http://www.cnbc.com/id/43378973
http://www.cnbc.com/id/43378973
http://www.god-does-not-play-dice.net/9_11.html#Gross_June_2011
http://www.cnbc.com/id/43378973
http://www.cnbc.com/id/43373772
http://www.ft.com/intl/cms/s/0/262abf08-849a-11e0-afcb-00144feabdc0.html
http://www.god-does-not-play-dice.net/9_11.html#QE2
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-----  
 
Bill Gross , Opening Keyno te Speaker, 2011 Morningstar Investment Conference , Chicago, June 
8, 2011  

 

"You must get out of the United States ... 10, 20, 30 years from now."  
June 8, 2011, 01:04 - 01:09  

 
 

===========================  

Subject: The crash of USD: Plan B  
Date: Mon, 25 Jul 2011 13:21:02 +0300  
Message - ID:  
CAM7EkxkqEOD7Hvpw3NXiZLf_Mucpthsex2zhKktR=cQL1DLhrw@mail.gmail.com  

From: Dimi Chakalov < dchakalov@gmail.com >  
To: Gerald Seib <jerry.seib@wsj.com >,  
matt.phillips@wsj.com,  
mary.pilon@wsj.com,  
tom.lauricella@wsj.com,  
naftali.bendavid@wsj.com,  
david.weidner@dowjones.com,  
jeffrey.sparshott@dowjones.com,  
natasha.brereton@dowjones.com,  
darren.mcdermott@wsj.com,  
nick.hastings@dowjones.com,  
lauren.mills@ws j.com,  
Jon.Hilsenrath@wsj.com,  
dave.kansas@wsj.com,  

mark.gongloff@wsj.com,  
marketbeat@wsj.com  
Cc: RealStories@turner.com  

 
Dear Colleagues,  

 

http://www.reuters.com/article/2011/06/15/us-pimco-fed-gross-idUSTRE75E5XC20110615
http://advisor.morningstar.com/uploaded/pdf/MIC2011_brochureFINAL.pdf
http://www.youtube.com/watch?v=lm-VFlI3VoM
http://www.youtube.com/watch?v=lm-VFlI3VoM
http://www.youtube.com/watch?v=lm-VFlI3VoM
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I respectfully urge you to acknowledge the receipt of my numerous email messages regarding  
PLAN B  :  

http://tinyurl.com/USD -bancor  

The recent essay by Matt Phillips, Mary Pilon and Tom Lauricella, 'Wall Street Set to Act on 
Default, But How?' (WSJ, July 25, 2011 ), doesn't even mention the Plan B, which has been 
proposed by IMF and explained in details in the UN Report from June 28, 2010 (World Economic 
and S ocial Survey 2010. Retooling Global Development. Prepared by the Department of 
Economic and Social Affairs of the United Nations Secretariat (UN/DESA). United Nations, New 
York, June 28, 2010).  

NB: It is utterly unfair to your readers to offer them bits an d pieces from the real situation with 
the imminent crash of US dollar.  

Check out the facts at the link above. On January 21, 2011, Alan Greenspan boldly admitted on 
Fox Business News the need for 'currency board', which is nothing but the Plan B . 

Why are you keeping quiet?  

Looking forward to hearing from you at your earliest convenience,  

Yours sincerely,  

Dimi Chakalov  

 

=================  

Subject: Olivier Blanchard vs Bill Gross  
Date:  Mon, 20 Jun 2011 01:56:10 +0300  
Message - ID: <BANLkTi=pszxv07f8F -ebFiP1ktYBSFPCLQ@mail.gmail.com>  
From: Dimi Chakalov <dchakalov@gmail.com>  
To: Olivier Blanchard <publicaffairs@imf.org>,  
ieo@imf.org, media@imf.org, bfcoffice@worldbank.org  
 
Dear Dr. Blancha rd,  
 
I posted a comment (printed below) at  
http://blog - imfdirect.imf.org/2011/06/17/global -growth -hits -a- soft -patch/#comment -5517  
 
Kindest regards,  
 
Dimi C hakalov  
http://tinyurl.com/USD -bancor  

 
=======================  
 
Olivier Blanchard vs Bill Gross  
 
Dr. Olivier Blanchard pictured the financial problems in the U.S. as "a bump in the  road rather 
than something more worrisome," and expects some "convincing medium term fiscal 

consolidation plan".  
 

http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://tinyurl.com/USD-bancor
http://online.wsj.com/article/SB10001424053111904772304576466373207538638.html
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://blog-imfdirect.imf.org/2011/06/17/global-growth-hits-a-soft-patch
http://www.god-does-not-play-dice.net/9_11.html#bancor
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Meanwhile PIMCO's Bill Gross, responsible for the largest bond fund in the world with more than 
$1.2 trillion in assets, advised investors to  flee the country: "You must get out of the United 
States ... 10, 20, 30 years from now" (Opening Keynote Speech, 2011 Morningstar Investment 
Conference, Chicago, June 8, 2011),  
 
http:// www.youtube.com/watch?v=lm -VFlI3VoM  
01:04 -  01:09  
 
At least one of them was joking.  
 
D. Chakalov  

http://tinyurl.com/USD -bancor  

 
-------------------  
 
Peter Schiff in cognitive dissonance  ? 

 

"I'm placing my money on QE4, QE5, QE6."  
June 17, 2011, 09:17 -  09:26  

 
------------------  

Obama Wins Nobel War Prize  
By Jake Horowitz ( satire ), PolicyMic,  June 17, 2011  
http ://policymic.com/articles/obama -wins -nobel -war -prize  

News this week  that the CIA is building a secret military base in the Middle East had the 
committee buzzing wi th excitement. One judge noted, ñWe applaud Obama for presiding over  
865 military bases a broad at a cost of over $102 billion annually. At a time when the country is 
faltering from the economic crisis, Obamaôs decision to approve the construction of more bases 
deserves praise.ò 
  

------------------------  

US Biggest Banks to Cut Back on Treasur ys Use in August  
By Michael Mackenzie and Aline van Duyn, FT  
Sunday, 12 Jun 2011 | 7:51 PM ET  
http://www.cnbc.com/id/43373772  

http://www.youtube.com/watch?v=lm-VFlI3VoM
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://en.wikipedia.org/wiki/Cognitive_dissonance
http://www.europac.net/media/video_blog/merkel_caves_greece_gross_qe3_rating_agencies_fraud
http://www.europac.net/media/video_blog/merkel_caves_greece_gross_qe3_rating_agencies_fraud
http://www.europac.net/media/video_blog/merkel_caves_greece_gross_qe3_rating_agencies_fraud
http://policymic.com/article/list/category_id/2/topic/Satire
http://policymic.com/articles/obama-wins-nobel-war-prize
http://www.nytimes.com/2011/06/15/world/middleeast/15yemen.html
http://www.progressiveradionetwork.com/more-political-articles/2011/6/15/katrina-vanden-heuvel-around-the-globe-us-military-bases-gen.html
http://www.cnbc.com/id/43373772
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"Weôre planning to lower our reliance on the use of Treasurys in early  August  and have more 
cash on hand as a contingency measure," said a U.S. bank chief.  
 
Investors worldwide own large amounts of the $9.7 trillion of debt that has been sold by the 
U.S. government as part of their portfolios. But nearly 40 per cent of the e xisting U.S. Treasury 
debt ð about $4 trillion ð is used to back deals in the repurchase, futures and swaps markets, 
say JP Morgan Chase estimates.  
 
It is this key role that Treasurys play as collateral  for the wider financial system where turmoil 
could fo llow any missed payment resulting from the debt ceiling fight.  
 

-------------  
 
New Financial Rules Delayed  
By Deborah Solomon, Jamila Trindle and Victoria McGrane, WSJ, June 15, 2011  
http://online.wsj.com/article/SB10001424052702303848104576385372663523158.html  

U.S. regulators (...) agreed to delay a host of new requirements scheduled to hit the $600 
trillion derivatives market  next month.  
......  
 
The delay comes amid wrangling over a financial - regulatory landscape that is in some ways 
largely unchanged since the 2008 financial crisis. Regulators are so mired by the process o f 
writing rules triggered by Dodd -Frank that some of the most vulnerable areas of the financial 
system haven't been addressed.  
 
Derivatives are especially controversial because critics say they encouraged huge risk - taking  
and spread damage far and wide dur ing the crisis. American International Group Inc. and 
Lehman Brothers Holdings Inc. were among companies battered by derivatives bets.  
......  
 
Regulators are making progress in other areas, such as proposing rules that require banks to 
hold onto some of th e risk from mortgage -backed securities. Banks have boosted capital levels 

beyond pre -crisis levels, giving them a bigger cushion. But new rules for a much longer list of 
problems that helped fuel the financial crisis still are up in the air.  
 
The CFTC has been at the apex of concerns because rules it is writing are central to the 
functioning of financial markets.  
 
The CFTC and the Securities and Exchange Commission were supposed to finish rules creating a 
new regulatory framework for trading and clearing de rivatives by July 21, the anniversary of the 
law's signing. The majority won't be complete by then.  
......  
 
The financial -services industry has taken some steps to curb risk taking, with firms such as 
Goldman Sachs Group Inc. jettisoning their proprietary -trading desks in advance of federal rules 
requiring such a move. Banks have also boosted capital levels well beyond pre -crisis levels, 
although regulators are expected to propose even tougher capital buffers later this summer that 
set a minimum capital lev el  for depository institutions.  
 
 
------------  
 
Jamie Dimon's Faulty Capital Requirement Math  
By Simon Johnson, June 9, 201 1 

 

http://online.wsj.com/article/SB10001424052702303848104576385372663523158.html
http://www.god-does-not-play-dice.net/9_11.html#Summers
http://www.god-does-not-play-dice.net/9_11.html#Summers
http://www.bloomberg.com/news/2011-06-09/the-missing-math-in-dimon-s-economic-argument-simon-johnson.html
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According to Sanjai Bhagat and Brian Bolton, executives at the top 14 U.S. financial companies 
pocketed about $2.6 billion in cash  (salary, bonus and the value of stock options sold) during 
2000 -2008. Much of that compensation would not have been paid if there were proper 
adjustment for risk.  
 
Total Crisis Costs  
 
The realized downside risks, as handed to the taxpayer, should be measured not merely as the 
cost of the Troubled Asset Relief Program (TARP) or Federal Reserve rescue plans, but in terms 
of th e increase in federal -government debt the financial crisis caused. According to the 
Congressional Budget Office, the financial crisis will end up increasing government debt by at 

least 40 percent  of gross domestic product. (Iôve covered the details of this calculation 
elsewhere; this point is not controversial among fiscal experts.)  
 
So, to turn Dimonôs question around, we know that previously low capital requirements led to 
social losses (those borne by taxpayers) in the trillions  of dollars, as well as millions of jobs 
and homes lost, while the private gains were in the low billions.  
 
 
-------------  

The Wall Str eet Mind: Anxiousé 
By John Gapper, New York Magazine, Apr 10, 2011  
http://theglobalrealm.com/2011/04/20/the -wall -street -mind -anxious  

Two and a half years after th e crash, Wall Street ought to be feeling pleased with itself. It lost 
billions of dollars, devastating the worldôs economy in the process, the federal government had 
to put up $700 billion of taxpayersô money to prevent an even worse disaster, and otherwise 
reasonable politicians began using epithets like ñfat catsò and ñrobber baronsò for the first time 
in decades. And yet now the financiers are firmly back in business. Bonuses are flowing again ð
JPMorgan Chase CEO Jamie Dimon  got a 51 percent raise  in 2010, to $23 million ðand Bernie 
Madoff is the only chief executive to end up in jail. Itôs almost as if nothing had happened.  
 
ñNo one has laid a glove on them,ò says Janet Tavakoli , a derivatives expert. ñThere was 
massive  fraud , and nothing was done. If you are a banker, you are slapping high fives at the 
moment.ò 
.......  
 
The banks that survived 2008 didnôt even do so badly in the aftermath. Helped by Treasury and 
Federal Reserve support in the form of very low interest rates and asset guarantees, Wall Street 

made profits of $61 billion in 2009 and paid $22.5 billion in bonuses.  
 
Then, in 2010, profits dropped by half, to $27 billion, and the mood is correspondingly deflated. 
Itôs still awaiting (and lobbying fiercely against ) a wave of new regulations, both from the 
central bankers who meet in Basel and from Congress, in the form of the Dodd -Frank bill . The 
latter passed last year but includes a huge number of new rules that are yet to be drafted in 
detail by regulators such as the SEC.  
 
 
..............  
 
Big Banks, Bonus Bonanza  
December 15, 2010  
http://www.fightbackteachin.org/Bankers Bonus Report -  Fact Sheet.pdf  

http://online.wsj.com/video/jamie-dimon-to-bernanke-have-things-gone-too-far/FDDEFE1B-EBF3-40F3-B8BC-7135C916993B.html
http://theglobalrealm.com/2011/04/20/the-wall-street-mind-anxious
http://online.wsj.com/video/jamie-dimon-to-bernanke-have-things-gone-too-far/FDDEFE1B-EBF3-40F3-B8BC-7135C916993B.html
http://www.tavakolistructuredfinance.com/TSF85.html
http://www.god-does-not-play-dice.net/9_11.html#trillions
http://www.god-does-not-play-dice.net/9_11.html#CFTC
http://www.god-does-not-play-dice.net/9_11.html#CFTC
http://www.fightbackteachin.org/Bankers%20Bonus%20Report-%20Fact%20Sheet.pdf


60 

 

 

Despite unleashing havoc on the global economy, Wall Street is once again getting ready to pay 
astronomical bonu ses this year. The nationôs six largest banks alone are on track to pay their 
bankers a staggering $143 billion in bonuses, benefits and compensation (ñbonus and 

compensationò), more than enough to fill the $130 billion total budget gap for all 50 states in FY 
2011. If Wall Street pumped this money directly into the economy instead of paying it to its 
bankers, it could create 3.6 million new jobs, and lower the unemployment rate by 2.3 percent. 
Bank of America tops the list, with $35 billion in bonuses and compensation set aside for its 
bankers.  
 
TABLE 1: Bonuses and Compensation at the Top Six Banks (2010)  

 

.......  
 
Five million families  have lost their homes to foreclosure thus far during the financial crisis. 
Nine million are expected to go into foreclosure between 2009 and 2012.7 The foreclosure 
epidemic is no lo nger confined to just subprime borrowers or those at the fringes of the 
economy. As housing values continue to plummet and long -term unemployment becomes the 
norm, middleclass families with prime mortgages are becoming the new faces of foreclosure. 
With re cord unemployment and nearly a quarter of American homeowners under water with 
their mortgages, working families are losing  their homes in record numbers.  

Experts agree the most effective way to stop the tsunami of foreclosures is through permanent, 
sustai nable loan modifications that reduce homeownersô mortgage principal and interest rates to 
market value. Across the country, some 11 million homeowners are $766 billion under water 
with their mortgages. That means they owe $766 billion  more  on their mortgag es than their 
homes are worth. If the banks were to write down their principals to market value and to 

refinance them into 30 -year, fixed - rate loans at market interest rates, it would pump $73 billion 
into the American economy every year for the next 30 ye ars. Over the life of the new loans, it 
would save Americans more than $2 trillion monthly mortgage payments.  

Homeowners could use this $73 billion to increase spending, invest in their small businesses 
and help turn the economy around. It would be a $73 b illion annual stimulus, at no cost to 
taxpayers . 

----------------  

US: When timing is all  
By Robin Harding, FT  
Published: April 19 2011 23:39 | Last updated: Apri l 19 2011 23:39  

http://www.fightbackteachin.org/Bankers%20Bonus%20Report-%20Fact%20Sheet.pdf
http://www.fightbackteachin.org/Bankers%20Bonus%20Report-%20Fact%20Sheet.pdf
http://www.ft.com/cms/s/0/0fce8c4c-6ab6-11e0-80a1-00144feab49a.html
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Exit strategy is the monetary economistôs equivalent of picking a fantasy baseball team or 
debating what Kate Middleton will wear for the royal wedding: there are enough options and 
complexities for everybody to have an opinion.  
......  
 
St ill, with easing drawing to an end, it is natural to revisit exit plans . Most officials still endorse 
the basic sequence discussed last year: first, scrap the promise of ultra - low rates for an 
ñextended periodò, then drain reserves  out of the banking syste m, raise short - term rates and 
only after  that begin sales from the asset portfolio.  
 
Having an extra $600bn of Treasury securities as a result of the current round of asset 

purchases does, however, make a few differences. First, it will take longer to get rid of all  of 
the Fedôs QE assets. For example, if disposals ran at $100bn a quarter, it would take an extra 
year and a half to get rid of the $600bn.  

 

  

  The red  question mark denotes the critical $1,800  gold price  

---------------------  

 

       

 

Ben Bernanke, June 7, 2011 : "As I have explained, most FOMC participan ts currently see the 

recent increase in inflation as transitory  and expect inflation to remain subdued in the m edium  

http://www.ft.com/cms/s/0/0fce8c4c-6ab6-11e0-80a1-00144feab49a.html
http://www.youtube.com/watch?v=jHzHGJMhKfQ
http://online.wsj.com/article/SB10001424052702304665904576384020215246498.html?mod=googlenews_wsj
http://www.marketwatch.com/story/text-of-bernankes-speech-on-economy-2011-06-07?pagenumber=2
http://online.wsj.com/video/news-hub-bernanke-says-recovery-remains-uneven/1A0F670B-1711-4271-9D04-D79621D70BFF.html
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term. Should that forecast prove wrong, however, and particularly if signs were to emerge that 
inflation was becoming more broadly based or that longer -term inflation expectations were 
becoming less well anchored, the Committee would respond as necessary ."  

Martin Hutchinson, June 8, 2011 : "The stock market wi ll crash and a surge in real interest rates 
combined with the plunge in asset prices will prompt bankruptcies to spike."  

Martin Feldstein, June 8, 201 1: "The drop in GDP growth to just 1.8% in the first quarter of 
2011, from 3.1% in the final quarter of last year, understates the extent of the decline. Two -
thirds of that 1.8% went into business inventories rather than sales to consumers or other final 
buyers. This means that final sales growth was at an annual rate of just 0.6% and the actual 
quarterly increase was just 0.15% ð dangerously close to no rise at all. A sustained expansion 
cannot be built on inventory investment. It takes final sales to ind uce businesses to hire and to 
invest.  
 
"The picture is even gloomier if we look in more detail. (...) The data for May are beginning to 
arrive and are even worse than April's. They are marked by a collapse in payroll -employment 
gains; a higher unemployment  rate; manufacturers' reports of slower orders and production; 

weak chain -store sales; and a sharp drop in consumer confidence."  

------------------  

Fitch adds voice to concerns over Washington debt  
By James Politi , FT 
Published: June 8 2011 22:05 | Last updated: June 8 2011 22:36  

ñFailure to raise the debt ceiling in a timely manner would imply a crisis of governance that 
could imperil the USôs triple-A status,ò said David Riley, head of sovereign ratings at Fitch. 
ñMore importantly, default by the worldôs largest borrower and issuer of the pre-eminent 
reserve currency would be extraordinary and threaten the still fragile financial stability in the US 
and the world as a whole.ò 

 

 

  

 
For the record:  On 5 January 2011 , I stated in my email to IMF that the collapse of U.S. dollar 
can happen " by the end of May 2011 ," and stressed that such events should be modeled with 
René Thom's Catastrophe Theory . The reason is dead simple: too much fake money . The most 
likely event to trigger  the crash is panic , as it can develop literally within hours  --  recall the 
electronic bank run on Thursday, September 18, 2008 ( Paul Kanjorski ). It was caused by 

people's perception of ' not enough  safe money in the banks'.  

http://www.god-does-not-play-dice.net/9_11.html#respond
http://moneymorning.com/2011/06/08/sorry-mr-bernanke-there-will-be-a-double-dip-recession/
http://online.wsj.com/article/SB10001424052702303657404576363984173620692.html
http://www.ft.com/cms/s/0/06b129aa-8d4b-11e0-bf23-00144feab49a.html
http://www.ft.com/cms/s/0/e369d558-91f7-11e0-b8c1-00144feab49a.html
http://www.reuters.com/article/2011/06/02/us-usa-economy-usratinginstant-idUSTRE75157220110602
http://www.reuters.com/article/2011/06/02/us-usa-economy-usratinginstant-idUSTRE75157220110602
http://www.god-does-not-play-dice.net/9_11.html#IMF
http://www.god-does-not-play-dice.net/9_11.html#Meyssan
http://www.god-does-not-play-dice.net/9_11.html#Vazza
http://on.mktw.net/m1xMpV
http://www.youtube.com/watch?v=QZKG7Wcoo6E
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But 'too much fake money', even if they are "totally safe", is actually much wor se . Once 
people panic, there's no way back: the U.S. Treasury won't be able to calm them down by 
injecting even more fake money . This time, the panic will be unstoppable. It will spread on 
everything . 
 
  

 
  

 

When it rains, it pours ( , as folks say in China). And then comes Plan B . 

In the present circumstances (cf. the two charts below), the domino effect from panic may be 
triggered by municipal bond crisis  (cf. Shah Gilani below ). People are very  uptight and nervous  
--  "we have four months  left" ( Bill Gross ) to find out the effect from the Keynesian experiment 
known as "QE2".  
 
Q:  Who will absorb the low -yield, $500 billion U.S. Treasury supply after the end of QE2?  
  

 
 

China ? Japan ? UK? Or maybe DSK? 

In such highly volatile  conditions, a mini -bond crisis  can trigger  the crash of USD. It can literally 
explode within hours  due to the accumulated panic.  

http://www.merkfunds.com/merk-perspective/insights/2011-02-16-1.html
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#Whitney
http://www.god-does-not-play-dice.net/9_11.html#Gilani_minibonds
http://moneymorning.com/2011/05/06/commodities-bubble-hasnt-burst-just-taking-breather/
http://www.god-does-not-play-dice.net/9_11.html#Gross
http://www.merkfunds.com/merk-perspective/insights/2011-05-24.html
http://www.newsvine.com/_news/2011/05/16/6652753-china-cuts-holdings-of-us-treasurys-for-5th-month
http://www.zerohedge.com/article/japanese-economy-collapses-q1-gdp-drops-double-consensus-rate-epic-nominal-plunge-52
http://blogs.wsj.com/source/2011/05/17/more-evidence-of-failed-bank-of-england-policy/
http://www.god-does-not-play-dice.net/9_11.html#IMF_USD
http://www.god-does-not-play-dice.net/9_11.html#Gilani_minibonds
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The Fed's Treasury  Monetization Is A Huge Game Of Chicken  
Russ Winter, The Wall Street Examiner  | Apr. 8, 2011, 11:06 AM  
 
"The question now: When does the meltup switch into a full - fledged meltdown of the global 
economy ? In spite of all warning signs that the Fed has ignored over the past few months, the 
switchover is now transmitting at su ch a rapid pace that it could happen in either one great 
shock or in a series of tsunamis ."  

It has already started --  watch Keith McCullough . 

 

 

Did you expect in January 2011 that companie s like PIMCO may soon dump treasuries ? If you 
didn't, perhaps you should adjust your 'strategic thinking' in line with  Plan B . 

Watch Mohamed El -Erian , July 24, 2008 . 

 

http://www.businessinsider.com/the-game-of-chicken-collision-blood-and-bones-2011-4
http://www.businessinsider.com/the-game-of-chicken-collision-blood-and-bones-2011-4
http://www.businessinsider.com/the-game-of-chicken-collision-blood-and-bones-2011-4
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#Williams
http://www.god-does-not-play-dice.net/9_11.html#Williams
http://video.cnbc.com/gallery/?video=1906892049
http://video.cnbc.com/gallery/?video=1906892049
http://video.cnbc.com/gallery/?video=1906892049
http://en.wikipedia.org/wiki/Pimco
http://www.god-does-not-play-dice.net/9_11.html#Gross
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#Gross
http://www.charlierose.com/view/interview/9185
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Mohamed El -Erian, February 22, 2011 : "It is a warning shot to A merica that we cannot simply 
assume flight to quality, flight to safety. That people are starting to worry about the fiscal 
situation in the U.S. They are starting to worry about the level of debt. They are starting to 
worry about what they hear about stat es and municipalities . So, I would take this as a 
warning shot that we cannot assume that we will maintain the standing of the reserve currency 
as we have in the past."  

  

 
 

Mohamed El -Erian, April 19, 2011  

 
 

Mohamed El -Erian, May 17, 2011  

http://www.charlierose.com/view/interview/9185
http://www.youtube.com/watch?v=ImXkRdLxllo
http://www.youtube.com/watch?v=ImXkRdLxllo
http://www.youtube.com/watch?v=ImXkRdLxllo
http://www.bloomberg.com/video/68840048/
http://www.bloomberg.com/video/68840048/
http://www.bloomberg.com/video/69853224/
http://www.bloomberg.com/video/69853224/
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As to those who deeply believe  that the recovery after QE2  is ' just around the corner ' (Nicholas 
Hastings, May 19, 2011 ), check out Dennis Slothower  (Friday, May 5, 2011 ):  

ñThe dollar has only gone up like a rocket just prior to serious market declines. Notice what 
happened to the S&P 500 Index CME:Index and Options Market: SPX shortly after the dollar 
began a strong advance in August of 2008 ("the inflection point  is upon us," Jack Barnes , May 
10, 2011  -  D.C.). It wasnôt but a few weeks later that the equity market collapsed. The early 
strengthening of the dollar was merely the canary in the mine that should have signaled a 
clarion call that the equity market was getting into trouble.ò 

Example: Japan. " Nobody could have possible predicted that the Japanese economy would 
literally fall off  a cliff in Q1, plunging at a 3.7% rate (down from -3% previously), which is 
double the consensus print of -1.9%. DOUBLE. And in nominal terms the collapse was 
simply epic: - 5.2%!  And yes, this is officially a recession. (...) It means that the BOJ will be 
forced to print a few hundred trillion in Yen asap" (Tyler Durden, May 18, 2011 ). Yet the Nikkei 
is up.  

There is enormous tension due to the total uncertainty about what will  happen after Ben  
Bernanke  raises interest rates and drives the economy toward "a smooth and effective exit at 
the appropriate time ." Such "exit" is mandatory and inevitable (cf. pushing on a string ), but the 
unimaginable consequences will fuel the panic of these people, up to the critical bifurcation 
point . 

How would you feel is someone tells you that you absolutely  have to jump from a cliff tomorrow 
morning at 11AM, but everything will be just fine, because it will be a 'smooth and effective 
exit' predicted from a well -designed monetary policy ? You will panic well before "the jump" at 
the end of June this year. Worst of all, your panic  makes 'the cliff' far more dangerous.  

It is like a tsunami fueled by panic . All of this could have been prevented, according to Jim 
Rogers.  

 

 

Jim Rogers, 11/17/2008: "If [Greenspan] had let long term  
capital management fail in 1998, we would have none of these  
problems now. I assure you."  

http://blogs.wsj.com/source/2011/05/25/dollar-bulls-see-no-risk-in-currencys-rise/
http://online.wsj.com/article/SB10001424052748704677404576285021008297758.html
http://video.foxbusiness.com/v/4687292
http://blogs.wsj.com/source/2011/05/19/dollar-bulls-should-hang-on-in-there/
http://stealthstocksonline.com/index.aspx?page=About
http://www.marketwatch.com/story/does-dollar-strength-herald-another-crash-2011-05-09
http://www.god-does-not-play-dice.net/9_11.html#Barnes
http://moneymorning.com/2011/05/10/the-inflection-point-why-the-u-s-dollar-is-ready-to-rebound/
http://moneymorning.com/2011/05/10/the-inflection-point-why-the-u-s-dollar-is-ready-to-rebound/
http://www.forexlive.com/blog/2011/05/16/usdjpy-what-doesnt-go-up/
http://www.zerohedge.com/article/japanese-economy-collapses-q1-gdp-drops-double-consensus-rate-epic-nominal-plunge-52
http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://money.cnn.com/2011/03/01/news/economy/bernanke_senate_testimony/index.htm
http://www.god-does-not-play-dice.net/9_11.html#string
http://www.god-does-not-play-dice.net/9_11.html#Vazza
http://www.god-does-not-play-dice.net/9_11.html#Vazza
http://www.facebook.com/insidejob
http://www.god-does-not-play-dice.net/9_11.html#tsunami
http://www.moneyshow.com/video/video.asp?wid=2833&t=3
http://www.moneyshow.com/video/video.asp?wid=2833&t=3
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We would have been like surfers waiting for the tide --  no big deal, it will come and go. It is too 
late  now.  

It does not  matter anymore whether there will be QE3 after June 2011, or not. In a nutshell:  

1.  The ratio of monetary cash base  to GDP, and the "monetazation" of national debt (recall the 
Weimar Republic ), are particul arly devastating trends, given the decline of GDP in the January -
March period to an annual rate of only 1.8 per cent , compared with 3.1 per cent in the last 
quarter of 2010; details here . "The dollar has dropped 5.8% against the world's major 
currencies in 2011, its worst start to a year since 1995. (.. .) The deficit is expected to hit 
10.4% of gross domestic product in 2011, according to the International Monetary Fund" 
(source here ). Ben Bernanke  declared that "most of the slowdown in the first quarter is viewed 
by the committee as being transitory." The fact of the matter is that inflation is rising , and QE1 
and QE2 didn't boost the economy  and the housing market . Don't blame the weather. Watch 
Glenn Beck . 

2.  Interest rates ca nnot be raised: check out " The Death of the Dollar ", by Martin Hutchinson, 
April 26, 2011, and the dependence of those too -big - to -fail banks  on derivatives , by Graham 
Summers, February 8, 2011.  
 
3.  The Fed cannot purchase U.S. Treasurys indefinitely; to understand how the Fed works, 
watch MSNBC Morning Meeting , Friday, July 24, 2009 . The legal limit to borrow was reached on 
May 18th . QE3 is out of question. Apart from Mark Gongloff  (May 9, 2011 ), nobody knows who 
will purchase those pink pieces of paper (called U.S. Treasury bonds) in the second half  of 
2011 . 

  

 
 
02:21 -  02:36 : "U.S. debt is still the safest in the safe heaven . 

Where are you gonna go?"  

The next recession in the U.S. is " ye ars away ," Jan Hatzius , 
the chief economist of Goldman Sachs, predicted on 17 May 2011  
(watch global commodity pr ices, Shah Gilani, May 18, 2011 ).  
As the chief economist of Goldman Sachs  acknowledged in 2008 :  
ñI simply underestimated the violence  of the process. ò 

http://www.youtube.com/watch?v=XZ_xTUagv2I
http://www.youtube.com/watch?v=XZ_xTUagv2I
http://www.god-does-not-play-dice.net/9_11.html#MCB
http://www.god-does-not-play-dice.net/9_11.html#Hutchinson
http://moneymorning.com/2011/04/28/gas-prices-bad-weather-slam-u-s-economy-gdp-growth-slowed-to-1-8/
http://www.god-does-not-play-dice.net/9_11.html#Feldstein
http://online.wsj.com/article/SB10001424052748703367004576289291401273676.html
http://www.nytimes.com/2011/04/29/business/economy/29econ.html?_r=2
http://seekingalpha.com/article/265930-mit-s-inflation-figures-counter-the-fed-s
http://seekingalpha.com/article/251897-busting-bernankian-mythology
http://www.realecontv.com/videos/real-estate/banks-gone-wild.html
http://www.youtube.com/watch?v=xgrOZbOWjUU&feature=related
http://moneymorning.com/2011/04/26/the-death-of-the-dollar-will-fed-kill-greenback-tomorrows-fomc-meeting/
http://www.god-does-not-play-dice.net/9_11.html#CDS
http://www.god-does-not-play-dice.net/9_11.html#Summers
http://www.youtube.com/watch?v=g32ObW8PoOg&feature=related
http://www.huffingtonpost.com/2011/04/04/us-debt-limit-geithner_n_844628.html
http://on.mktw.net/mGBTBJ
http://online.wsj.com/video/markets-hubwill-treasurys-get-boost-from-qe2-end/84050189-BFE4-4BF4-B12F-DAC77BDF8897.html
http://www.newsvine.com/_news/2011/05/16/6652753-china-cuts-holdings-of-us-treasurys-for-5th-month
http://www.newsvine.com/_news/2011/05/16/6652753-china-cuts-holdings-of-us-treasurys-for-5th-month
http://online.wsj.com/video/markets-hubwill-treasurys-get-boost-from-qe2-end/84050189-BFE4-4BF4-B12F-DAC77BDF8897.html
http://online.wsj.com/video/markets-hubwill-treasurys-get-boost-from-qe2-end/84050189-BFE4-4BF4-B12F-DAC77BDF8897.html
http://on.mktw.net/mGBTBJ
http://on.mktw.net/mGBTBJ
http://online.wsj.com/video/markets-hubwill-treasurys-get-boost-from-qe2-end/84050189-BFE4-4BF4-B12F-DAC77BDF8897.html
http://moneymorning.com/2011/05/12/safe-haven-investments-only-one-remains/
http://www.god-does-not-play-dice.net/9_11.html#Stein_Hatzius
http://www.cnbc.com/id/43062111
http://moneymorning.com/2011/05/18/is-glencore-ipo-signaling-crash-in-commodity-prices/
http://www.god-does-not-play-dice.net/9_11.html#Stein_Hatzius
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The same game was played three years ago on CNBC:  
 

 
 
Jim Cramer: "Bear Stearns is fine. Bear Stearns is not in trouble.  

Don't be silly ... don't move your money."  

Will Treasurys Get Boost from QE2 End? Don't Be Silly ...  
Silver was $17.30 in March 2008, now is $38.50 and rising...  
Where are you gonna go ? 

4.  China  is preparing to raise the Yuan  ( the annualized month -on -month pace of appreciation 

for the Chinese currency against the U.S. dollar hit 10.6% in April, from 3.4% in March; source 
her e), and lead the transition to the new  world's reserve currency . They follow the Tao of Shao 
Yong . (E nglish translation: 3.04 trillion U.S. dollars, as of March 2011, is far too much; " 1 
trillion U.S. dollars would be sufficient .")  

Look at the ratio  of 'volum e of rice' to 'volume of empty glass container' below:  

 

 

  

The next 'gla ss container' (U.S. Treasury supply), after the end of QE2, will be much larger . 

China is persistently cutting back its "rice ", s o we expect the ratio of 'rice' to 'empty space' to 
be even more devastating after the end of QE2 . It's all business, nothing personal.  

http://www.thedailyshow.com/watch/mon-march-9-2009/in-cramer-we-trust
http://www.youtube.com/watch?v=VybGVqdJHQw
http://www.god-does-not-play-dice.net/9_11.html#ZKB
http://www.newsvine.com/_news/2011/05/16/6652753-china-cuts-holdings-of-us-treasurys-for-5th-month
http://www.wantchinatimes.com/news-subclass-cnt.aspx?cid=1203&MainCatID=12&id=20110429000120
http://online.wsj.com/article/SB10001424052748704810504576309810746187234.html
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#outdated
http://www.god-does-not-play-dice.net/9_11.html#outdated
http://news.xinhuanet.com/english2010/china/2011-04/23/c_13842843.htm
http://news.xinhuanet.com/english2010/china/2011-04/23/c_13842843.htm
http://www.youtube.com/watch?v=4KZg11YOBH0&feature=related
http://www.youtube.com/watch?v=4KZg11YOBH0&feature=related
http://www.newsvine.com/_news/2011/05/16/6652753-china-cuts-holdings-of-us-treasurys-for-5th-month
http://www.god-does-not-play-dice.net/9_11.html#QE2


69 

 

Details from Porter Stansberry here . 

Under these perpetuating conditions, any  shock from the mini -bond market  can crash the bond 
m arket  and trigger inflation . Or crash the over -valuated stock market --  "it could be enough 

to spill the Dow down toward 4,000 " ( Martin Hutchinson ) --  and trigger inflation . 

Whichever comes first, the end result is the same. Peop le will panic. Game over.  

 

 

 
 
The U.S. dollar will collapse by the end of August this year , at the latest. Then we'll have to 
move to the new  world's reserve currency:   Plan B.   It is inevitable. Watch Jane D'Arista  
explaining the so -called global clearinghouse  (after John Maynard Keynes), 04:44 - 07:40 . 

Paul Farrell, from MarketWatch.com , cries out: "Our financial system is destroying us from 
within, stop it now," and "we need a leader like Bil l Gross  at this crucial turning point in our 

history, before itôs too late." 

Sorry, itôs too late. Besides, Ben Bernanke  is not some evil guy, trying to crash the U.S. 
economy . He simply does not have any  choice. None. He couldn't, for example, admit that the 
inflation is 'structural', but was forced to make the unsusta inable claim  that it were " transitory ". 
He simply can't (yet) tell the truth. It's too early to execute Plan B . 

The problem is that the devaluated  U.S. dollar cannot be embedded into the new world's 
reserve currency smoothly, without a sharp and devastating shock . This process began on 
August 15, 1971 , after Richard Nixon ended the  'gold standard' (the Bretton Woods 
International Monetary System). Forty years later, the U.S. dollar cannot maintain its status of 
world's reserve currency anymore. It's worn off . 

Again, this is a natural process . Which is why I suggested the Thaler , to avoid any global fiat 

currency, world's bank and world's government, and the horrible bloody wars  that will follow.  

If the reader experiences some form of cognitive dissonance, a possible remedy is offered here . 

I will update this section of my 9/11 web page on August 31, 2011.  

http://www.god-does-not-play-dice.net/Stansberry_China.pdf
http://www.god-does-not-play-dice.net/9_11.html#Gilani_minibonds
http://www.god-does-not-play-dice.net/9_11.html#Williams
http://moneymorning.com/2011/05/11/u-s-government-spending-is-biggest-threat-to-economic-recovery/
http://www.god-does-not-play-dice.net/9_11.html#Williams
http://www.god-does-not-play-dice.net/9_11.html#Vazza
http://www.god-does-not-play-dice.net/9_11.html#Vazza
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.youtube.com/watch?v=3ZYkgz6mcsk&feature=relmfu
http://www.youtube.com/watch?v=3ZYkgz6mcsk&feature=relmfu
http://on.mktw.net/mGBTBJ
http://www.businessinsider.com/bill-gross-mammon-exorcism-bonds-2011-2
http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://blogs.wsj.com/source/2011/04/29/the-inconsistencies-of-quantitative-easing/
http://moneymorning.com/2011/04/29/u-s-consumers-stumble-over-bernankes-transitory-inflation-claim/
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#devaluation
http://www.god-does-not-play-dice.net/9_11.html#Williams
http://www.youtube.com/watch?v=iRzr1QU6K1o
http://www.god-does-not-play-dice.net/9_11.html#Milton_Friedman
http://www.god-does-not-play-dice.net/9_11.html#thaler
http://www.forbiddenknowledgetv.com/page/1705.html
http://www.god-does-not-play-dice.net/9_11.html#disclaimer
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Please watch the latest video blog by Peter Schiff from June 1, 2011 : he is also predicting the 
crash of USD, but with two very  important differences --  (i) no precise timing and (ii) no word 
of caution, not even a hint  about Bernanke's   Plan B  . Go ahead, watch it all . 

 

 

 
Regrettably, Pet er Schiff has never replied to my numerous email messages, and I have no idea 
why he never mentioned the only  possible endgame for Ben Bernanke : with   Plan B   you can 
keep the picture below . 

 

  

  

 
I predicted that the U.S. dollar will collapse by the end of August 2011 , "at 
the latest". My prediction was wrong regarding the timing. Regrettably, it may 
take many more months to follow the spell from Winston Churchill : America 

invariably does the right thing, after having exhausted every other alternative.  

Instead of curing the U.S. economy at its early stage  of stagflation , people will 
try everything and anything to postpone the 'medicine'. The longer they 
procrastinate, the worse. Pity nobody cares.  

 

 

http://www.youtube.com/watch?v=wRFP3z0FCK4
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.youtube.com/watch?v=wRFP3z0FCK4
http://www.youtube.com/watch?v=wRFP3z0FCK4
http://www.youtube.com/watch?v=wRFP3z0FCK4
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://www.god-does-not-play-dice.net/9_11.html#bancor
http://www.god-does-not-play-dice.net/9_11.html#default
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Anyway. Let's go back to René Thom's Catastrophe Theory. Are you surprised from the public 
unrest in Egypt ? Even with the benefit of hindsight, you still cannot connect the dots. That's 
Catastrophe Theory in action: sharp amplification of conditi ons which you thought were fully 
predictable and kept under control.  

Recall the May 6 Flash Crash : according to Jeff Cox, "it was a lack of liquidity during the flash 
crash that spread in seconds  around the market and dropped stock indices so quickly, and a 
return of liquidit y that helped mitigate the damage."  
 
Ready for 'Splash Crash,' the Ultimate Market Meltdown?  
By Jeff Cox. 3 Feb 2011 | 1:47 PM ET  
http://www.cnbc.com/id/41408510  

You may experience the same 'total surprise' after  the explosive meltdown of U.S. dollar, 
triggered by a panic in the bond market . 

The municipal bond def aults are inevitable: watch Shah Gilani ( 03:47 -04:10 ) and Peter Schiff . 
Warren Buffett set the stage on June 2, 2010 ( 0:20 -0:38 ):  
  

 
 

When will the Fed  back up the municipal bonds to AAA  
status ( Warren Buffett)? When pigs fly.  

The tipping point  will come when municipal bonds  need to be rolled over in the spring. Details 
from Shah Gilani, February 11, 2011 :  

The immediate, under - the - radar problem for the municipal -bond market is that borrowers relied 
on banks to backstop their credits and lower short - term funding costs when the credit crisis 
shut the door on auction - rate preferred  financing.  
 
While most municipal borrowings are long term in nature, issuers still have short - term 
obligations that need to be rolled over. And while most of the states' ratings remained intact 
during the crisis, investors demanded higher interest on the money they were loaning to even 
the strongest borrowers. To keep borrowing costs from soaring, municipal borrowers sought big 
bank letters of credit ( LC) as backstop guarantees  on th e shorter -  than -  they - wanted 
variable - rate -  demand obligations that they turned to.  

 
According to Bank of America Merrill Lynch (NYSE: BAC), $109 billion worth of different kinds of 

http://moneymorning.com/2011/02/02/egypt-protests-could-lead-to-150-oil/
http://moneymorning.com/2011/02/02/egypt-protests-could-lead-to-150-oil/
http://www.cnbc.com/id/41408510/
http://www.directtextbook.com/prices/9781441958068
http://www.cnbc.com/id/41408510
http://moneymorning.com/2011/02/24/global-bond-market-outlook-three-ways-to-dodge-the-looming-bear-market-in-u.s.-bonds/
http://moneymorning.com/2011/02/10/municiple-bond-defaults-are-coming
http://www.bullsource.com/peter-schiff-bernanke-to-wipe-out-savers-american-retirees/
http://www.bullsource.com/peter-schiff-muni-bond-crisis-is-coming/
http://www.bullsource.com/peter-schiff-muni-bond-crisis-is-coming/
http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://www.god-does-not-play-dice.net/9_11.html#Vazza
http://moneymorning.com/2011/03/03/the-looming-muni-bond-meltdown-profit-from-the-collapse-and-then-again-from-the-rebound/
http://moneymorning.com/2011/02/11/deadbeat-states-make-no-mistake-muni-bond-defaults-are-headed-our-way/
http://en.wikipedia.org/wiki/Letter_of_credit
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credit backstops and guarantees will be expiring in 2011. Thomson Reuters  estimates that $53 
billion of those guarantees are bank letters of credit . 
....  
If short - term funding dries up along with desperately needed backstopping guarantees , 
borrowing costs  for muni -bond issuers will rise and could trigger a cascade of events from 
downgrades to defaults.  
 
It won't be a Black Swan event --  watch Meredith Whitney . It won't evolve from " the unknown 
unknown" ( Donald Rumsfeld ), but from what we already  know about U.S. dollar, after the 
Federal Reserve Act was voted in by 3  (three) members of the U.S. Senate on December  23, 
1913.  

 

 

Peter Schiff Report, May 13, 2011  
Market correction, inflation, gold standard  

 
More from Sen. Tom Coburn, December 26, 2010 . Once you allow money created from ' thin air ' 
to be poured indefinitely  into U.S. economy, the price you pay for gold, oil, and agricultural 
commodities --  the real  stuff --  will grow, and the longer you keep interest rates ridiculously low 
(cf. Graham Summers below ), the bigger the bubble you create. It will burst literally 'within 
hours', causing an explosive meltdown of U.S. dollar . 

 

http://en.wikipedia.org/wiki/Letter_of_credit
http://www.god-does-not-play-dice.net/9_11.html#bonds
http://en.wikipedia.org/wiki/Unknown_unknown
http://www.europac.net/media/video_blog/market_correction_inflation_gold_standard
http://www.europac.net/media/video_blog/market_correction_inflation_gold_standard
http://www.europac.net/media/video_blog/market_correction_inflation_gold_standard
http://www.god-does-not-play-dice.net/9_11.html#Coburn
http://www.youtube.com/watch?v=pCoNPVQHWuo&NR=1
http://www.god-does-not-play-dice.net/9_11.html#Summers
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
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The Captain of Titanic is fully aware of the iceberg, yet he claims the ship is moving ahead quite 
well  --  let the music  play, there is plenty of time for another dance. (Exact quote from Ben 
Bernanke : "We have all the tools we need" for "a smooth and effective exit at the appropriate 
time .") How grotesque.  
 
Check out Meredith Whitney's forecast below.  
  

 
 

http://brillig.com/debt_clock/
http://www.washingtontimes.com/news/2011/feb/14/debt-now-equals-total-us-economy/
http://www.washingtontimes.com/news/2011/feb/14/debt-now-equals-total-us-economy/
http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://money.cnn.com/2011/03/01/news/economy/bernanke_senate_testimony/index.htm
http://money.cnn.com/2011/03/01/news/economy/bernanke_senate_testimony/index.htm
http://www.youtube.com/watch?v=-sbk_Zlt9bI&NR=1
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In sum mary, "If your money is in bonds  -  whether those bonds are U.S. Treasuries, municipals 
or corporates -  move  it somewhere else " (Martin Hutchinson, February 9, 2011 ).  

Don't procrastinat e, because by the time you see Meredith Whitney  again on CBS 60 minutes  
reminding you 'I told you so', it will be too late.  

 

D. Chakalov  
February 5, 2011  

Last up dated: September 11, 2011, 14 : 34 GMT 

 

  

 

 

   

Meredith Whitney, 06:18 - 07:57 : ñStates have been spending at two-and -a-half times their tax 
receipts and that is going to be exaggerated when [federal] stimulus ends next month.  
 
ñWhat will happen is the states are cutting off aid to their local governments, which rely on 
them for over a third of their monies. Ohio has just cut off 25% of its aid to local governments 
and thatôs prolific across all the states. 
 
ñThe local municipalities have nowhere to go and their bias is to save their constituents before 
they save their bondholders. Itôs an issue of willingness [to pay creditors] and ability, but I 

would say that willingness then trumps ability.ò 

http://www.cnbc.com/id/43355577
http://moneymorning.com/2011/02/24/global-bond-market-outlook-three-ways-to-dodge-the-looming-bear-market-in-u.s.-bonds/
http://www.god-does-not-play-dice.net/9_11.html#ZKB
http://moneymorning.com/2011/02/09/how-to-beat-the-looming-inflation-tsunami/
http://www.businessinsider.com/60-minutes-on-state-budgets-2010-12
http://www.milkeninstitute.org/events/gcprogram.taf?function=detail&eventid=GC11&EvID=2695
http://www.milkeninstitute.org/presentations/altmediapage.taf?ID=3142
http://www.milkeninstitute.org/presentations/altmediapage.taf?ID=3142
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=============  

A little local difficulty  
By Agnes T. Crane , 10 May 2011  

http://www.breakingviews.com/2011/05/10/munis.aspx?sg=nytimes  

"Bank analyst Meredith Whitney last year made a controversial call that "hundreds of billions of 
dollars" of munis would go bad. That helped tank the market. Nothing yet looks remotely on 
track for that kind of disaster. There are less than $10 billion  of defaulted bonds outstanding - 
with just $28 mi llion of those coming from the safest instruments like bonds backed by a U.S. 
state, according to Municipal Market Advisors.  
 
"Admittedly, though, another $22 billion  of bonds are showing signs of stress. That bears 
watching, especially if the U.S. economy  sputters again . (...)  
 
"Then there's demand. Outflows from muni bond mutual funds have slowed . They are running 
around $1 billion a week, according to mutual fund tracker Lipper.  
 

"That's less than half  the amount exiting earlier this year, and the aggreg ate outflow of nearly 
$50 billion since mid -November is only about a third  of the inflow seen between 2008 and late 
2010. (...)  
 
"Though the market seems stable for now, the state finances of the likes of California and 
Illinois  have an outsized influence on investors' trigger fingers.  
 

"The next fiscal year begins on July 1 for 46 of the 50 states , and budget negotiations will 
gather intensity in the coming weeks. Throw in concern ov er the federal government's debt 
ceiling, and a few jitters -  deserved or not -  could easily rattle munis."  
.......  

Real trouble  
By Agnes T. Crane, 25 January 2011  
htt p://www.breakingviews.com/2011/01/25/Munis.aspx?sg=nytimes  

"But perception is critical in a market where individual investors run the show, holding roughly 
two - thirds of all munis.  
 
"And some among the crowd that has flocked into the market over the last two years are now 
running scared . Investors in mutual funds have pulled $20 billion out  in the last 10 weeks, 
more  than they poured into the market in 2010."  

--------  

Fact sheet:  In the past 10 weeks [ January 25, 2011 ], U.S. investors have withdrawn $20 
billion from municipal bond funds, according to Lipper, a Thomson Reuters company that tracks 
mutual bond fund flows.   
 
About $3 trillion of muni bonds are outstanding , following issuance of $431 billion in 2010 
and $407 billion in 2009, according to Thomson Reuters. Insured debt accounted for around half 
of municipal bond issuance before bond insurers lost their AAA ratings in 2008. In 2010, less 
than 10 percent  of new muni bond deals carried insurance, according to Municipal Market 
Advisors.   
 
Unlike U.S. companies, state and municipal bond issuers have no obligation to register their 
securities with U.S.  regulators and file financial reports. Instead, underwriters prov ide investors 

with some information when marketing bond deals, but disclosure can be minimal, especially for 

mailto:Agnes.Crane@ThomsonReuters.com
http://www.breakingviews.com/2011/05/10/munis.aspx?sg=nytimes
http://www.god-does-not-play-dice.net/9_11.html#IMF4
http://www.breakingviews.com/2011/01/25/Munis.aspx?sg=nytimes
http://www.breakingviews.com/2011/01/25/Munis.aspx?sg=nytimes
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issues that are not rated. Rating firms like Moody's and Standard & Poor's tend to require more 
information.   
 
Unrated debt accounted for roughly 5  percent, or $20 billion, of total municipal debt sales in 
2010, according to data from Thomson Reuters. In 2006, 10 percent of issuance, or $37 billion, 
was not rated.   
 
Of the 257 municipal bonds currently in default, at least 219  were unrated, according  to 
Municipal Market Advisors. The par amount of muni bonds in default is $8.2 billion.  

Municipal bond yields have fallen in 2011 as lower Treasury yields and a falloff in debt issuance 
have helped the market recover. The average 10 -year yield on AAA munic ipal debt is down 13 
percent to 2.7 percent  while 30 -year yields have dropped 5 percent to 4.45 percent , 
according to Thomson Reuters Municipal Market Data.  
 
Municipal bond issuance year -to -date has reached only $66.7 billion, down sharply from the 
$141.9 billion  seen during the same period in 2010, according to Thomson Reuters data.  
 

Of the 50 states, 46 start their fiscal year on July 1 , according to the National Association of 
State Budget Officers.  

=====================  

The Huffington Post , May 4, 2011 02:26 PM ET : "As the federal governm ent approaches its legal 
debt ceiling and scrambles to avoid default, the first losers will be cities and states . 

 

"Starting Friday, the U.S. Treasury will stop issuing special securities that help state and local 
governments   pay for their debt, Treasury Secretary Tim Geithner announced in a letter to 
Congress this week. This freeze, the first in a series of "extraordinary measures" undertaken by 
the Treasury to avoid a federal default, could pose difficulties for local governments nationwide, 
making it mo re complicated for strapped localities to manage their already weak finances . 

 
"When the "extraordinary measures" begin Friday, the first casualty will be a category of non -
marketab le bonds known as State and Local Government Series securities, or SLGS 
(pronounced "slugs"). These securities are tailor -made for state and local governments, 
designed to help them pay for their debt ."  

===============  

Peter Hayes , Head of the BlackRock Municipal Bonds Group and managing director responsible 
for a $100 billion of municipal bon d investments, is a staunch optimist  (May 5, 2011 ), but fail 
to comment on the "extraordinary measures" announced previously by Tim Geithner.  
 
===============  

 
ATTENTION MUNI INVESTORS: T hese 15 States Have Bulging Budget Gaps For Next Year  
Gus Lubin | Nov. 15, 2010 , 9:53 AM  
http://www.businessinsider.com/biggest -state - budget - gaps -2012 -201 1-11?op=1  

ShadowStats Editor John Williams : Hyperinflation and Double -Dip Recession Ahead  
http://www.businessinsider.com/hyperinflation -and -double -dip - recession -ahead -2011 -5 

http://www.huffingtonpost.com/2011/05/04/debt-ceiling-treasury-slgs_n_857238.html
http://www.huffingtonpost.com/2011/05/04/debt-ceiling-treasury-slgs_n_857238.html
http://www.god-does-not-play-dice.net/9_11.html#bonds
http://www.businessinsider.com/biggest-state-budget-gaps-2012-2011-11
http://www.bloomberg.com/video/69388050/
http://www.bloomberg.com/video/69388050/
http://www.businessinsider.com/biggest-state-budget-gaps-2012-2011-11?op=1
http://www.god-does-not-play-dice.net/9_11.html#Williams
http://www.businessinsider.com/hyperinflation-and-double-dip-recession-ahead-2011-5
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24 Signs Of Economic Decline In America  
http://theeconomiccollapseblog.com/archives/24 - signs -of - economic -decline - in -america  

Even Ben Stein  Is Warning That An Economic Collapse Is Coming  
http://theeconomiccollapseblog.com/archives/even - ben -stein - is- warning - that -an -economic -collapse - is- coming  

A Dollar Collapse? No Way ï The U.S. D ollar Rocks!   
http://theeconomiccollapseblog.com/archives/a - dollar -collapse - no -way - the -u-s- dollar - rocks -propaganda  

 

 

GOP, White House Talk Deal on Debt  
By David Wessel and Damian Paletta  
WSJ.com, May 5, 2011, 12:31 P.M. ET  
 
"GOP leaders and the White House are discussing a deal 
that would enact strict deficit targets and some spending 
cuts to win Republican votes for lifting the ceiling on how 

much the federal government  can borrow. The deal would 
defer  contentious decisions about Medicare, Medicaid and 
taxes until after the 2012 elections.  
 
"The Treasury estimated this week that if the debt ceiling, 
now at $14.294 trillion, is not raised, a range of payments 
would be sto pped, limited or delayed on Aug. 2, including 
Social Security and Medicare checks, tax refunds, interest 

on the debt and unemployment insurance.  
 
"The Treasury says its borrowing is growing by $125 
billion a month . At that rate, it would need a $1.5 trilli on 
debt -ceiling increase to get through one year ."  

 

If not, there is always Plan B  .  

D. Chakalov  
May 10, 2011, 10:45 GMT  

-------------------------------  
 
Martin Hutchinson, April 6, 2011 :  
 
"Then there's the budget deficit. In terms of gross domestic product (GDP), the deficit is almost 
double the previous a ll - time peacetime peak, reached in 1983. What's more, the budget 
shortfall is being financed largely by the Fed: The so -called "QE2" ("quantitative easing" Round 
2) purchases of government bonds account for 70% of the budget deficit between November 

2010 a nd June 2011, and about 25% of total government spending during that same period.  
 
"Yes, the Reichsbank of 1919 -23 was worse, financing 50% of Weimar Republic government 
spending. But that didn't result in inflation -  it resulted in "hyperinflation."  
..... .  
 
"In the second scenario, the Fed will end "QE2" as planned in June, concluding its purchase of 

government bonds. In that case, since July through September are high -deficit months, the net 

http://theeconomiccollapseblog.com/archives/24-signs-of-economic-decline-in-america
http://www.god-does-not-play-dice.net/9_11.html#Stein_Hatzius
http://theeconomiccollapseblog.com/archives/even-ben-stein-is-warning-that-an-economic-collapse-is-coming
http://theeconomiccollapseblog.com/archives/a-dollar-collapse-no-way-the-u-s-dollar-rocks-propaganda
http://online.wsj.com/article/SB10001424052748704322804576303490627827926.html
http://www.god-does-not-play-dice.net/9_11.html#Plan_B
http://moneymorning.com/2011/04/06/inflation-fears-sanguine-fed-underestimating-escalating-threat
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amount of U.S. Treasury bonds hitting the bond markets will rise  suddenly  -  from about $30 
billion per month to about $120 billion to $150 billion per month.  
......  
 
"With inflation already a worry for bond buyers, that raises the possibility of an almighty bond 
market crash in the third quarter of 2011 ." 

 
----------------------  

 
Marti n D. Weiss : "There's no one on earth rich enough to bail out America."  

But this is trivial. Ben Bernanke  certainly knows it.  

Question is, does he have Plan B   for keeping the picture below ? 
 

 

Of course . Details from Porter Stansberry here . 

The burden of U.S. debt is insurmountable. It can only  be resolved by devaluating USD , 

provided the probl ems of the current world's reserve currency are absorbed by the whole world 
with the new word's reserve currency . 

 

 

http://moneymorning.com/2011/04/21/the-coming-bond-market-collapse-three-ways-to-dodge-the-damage/
http://finance.moneyandmarkets.com/reports/SMR/4349/vsp-smr.php?s=MAPP&e=4364101&p=2
http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://money.cnn.com/2011/02/10/markets/dollar/
http://www.god-does-not-play-dice.net/Stansberry_China.pdf
http://www.god-does-not-play-dice.net/9_11.html#devaluation
http://www.god-does-not-play-dice.net/bancor.pdf
http://www.god-does-not-play-dice.net/bancor.pdf
http://www.god-does-not-play-dice.net/bancor.pdf
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Does Ben Bernanke  have any  other option ?  

He cannot keep the problems of world's rese rve currency strictly within the United States. 

These problems need to be "exported" to the whole world.  

The upcoming financial tsunami  will be devastating. Do what you have to do.  

ñThe pessimist complains about the wind; the optimist expects it to change; the realist adjusts 
the sails.ò 
 

William Arthur Ward  

 

 

 

Legal disclaimer  

This essay is provided óas isô, without any warranty, express or implied. All my opinions may 
contain unintentional errors and/or omissions.  
 
Actions you undertake as a consequence of any analysis, opinion, or advertisement are your 
sole responsibilit y. It is also your sole responsibility for any negative development in the future, 

should you choose to keep quiet ð James 4:17 . 

Dimi Chakalov  

 

http://www.god-does-not-play-dice.net/9_11.html#Hilsenrath
http://bible.cc/james/4-17.htm

