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Everything at Princeton Economics that was our mission to gather information, .
and bring together the most widely covered global economic perspective, has beemw :
a effort that is now beinging us to that fateful crossroads in history. There are
those who are trapped by the past and cannot see the dynamic evolution that causes
history to repeat, but like ! 11ghtn1ng, never qiite precisely the same way twice.

In 1914, Britain reached its peak as the center of the global economy. It passed
that torch to the United States who by 1929 became the leading world economy and

was also a CREDITOR nation just as China is today. There will be no 1930s style -
depression, for the cards are nowhere near the same. Yet China will become the
leading world economy by 2016, and then suffer its 1929, The West is doomed and it
will collapse from its own debt. We borrow with no intent of ever paying off the
debt, and somehow both Congress and the majority ignore this fact just as they had
ignored the problems in mortgages that violated common sense.

No matter what country you live in, it is the duty that falls u@on the shoulders of .
every reader to do what you can to get reality to manifest. Feel free to send: thig
report to every government, friend, and member of the press around the world. If we

do not get the debate started, we stand no chance of saving the future for ‘ourselves
and our posterity. We can reach that next never in political—economic - ‘evolution only
through the hard work of everyone. For this reason, this is provided as a free service,

There is a NEW DATABASE that will be used for special updates provided exalus1ve1y
to those who register. I want to thank you all once more for your support and for
your contribution to try to help society surV1ve the comlng storm.

PLEASE REGISTER YOUR EMAIL ADDRESS
_ FOR UPDATES & SPECIAL REPORTS WHEN CRITICAL

ArmstrongEconomics, COM

YOU MAY FORWARD ANY REPORT TO A FRIEND OR TO ANY
GOVERNMENT TO GET POLITICAL CHANGE MOVING

Ch@&!lght Vartin 3, Armstrong, all r1qhts reserved

‘This Report may be forwarded as you like without charge to individuals or governments around the
world. It is provided as a Public Service at this -time without cost because of the criticel facts
that we now faced economically, The contents and designs of the systems are in fact copyrighted.

At a future date, a new edition of the 1986 The Greatest Bull Market In History will be released
and’ & new book will soon be published on the model itself - “The Beamatry of Time. It is vital that
we do not forget this is a world economy and the arrogance that any nation can dictate to the world
is just insanity. Every nation affects all others no different than if one nation were to pour all
its toxic waste into thé ocean, Everything is interlinked and solutisns are never. isnlated events.
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DEFLATION

By: Martin A, Armstrong

Former Chairman of Princeton Economics Internatiomal, Ltd.
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NCE UPON A TIME there use to be definitive explanations of how the global
economy developed., The world use to be simple, There was the chicken or
egg rationale and everything fit neatly into a some linear design. The
world made sense like taking a walk, each foot progresses in a linear
manner one after the other. Then as the world economy began to develop,
people began to notice that things didn't always make sense. Something
had changed. But what? The high flying schools merely kept regurgitating

the same ideas over and over again without testing to see if they honestly still worked
in a new global economy that was emerging more as a complex adaptive system that was: as
distant from economic theories as the latest discovery of the farthest galaxy. '

Nothing is truly simple., Even people ask

“can there be a deflationary trend simultane-

ously with a inflationary trend? The 1970s
saw the convergence of these two trends after
the OPEC price shocks. In other words, the
rise in the price of oil was clearly inflat-

- ionary, yet unemployment was rising and the
' .-prices of homes collapsed. The period was the
" birth of the new term S TAGFLATTI O N!

What was happening was that thé rise in -

the price of 0il was in fact creating a surge
in inflation. However, because the cost of
energy was a structural underlying aspect,
the rise. in inflation in the cost of product-

~dion becamg offset by a reduction in other key

costs. Thus, there was a rise in 1nflat10n

in energy that was displacing other sengnts
by forcing the reduction in costs of

sectors. This had the effect of also 31mp
creating rising unemployment that was a cut__
in labor costs offset by the rise in ‘energy.
costs. SR

The answer is YES! There can-be two
opposing trends simultaneously 50 we can
have deflation in housing prices coexisting
with the rise in other sectors. This does
not suggest we are facing hyperlnflatlon
due to the lack of a gold standard. It is

not likely that we will see hyperinflation
instead of just a default. | |
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This becomes a complicated subject in and
of itself. Suffice it to say, that DEFLATION
and INFLATION are at ‘opposite ends of a seesaw
that represents VELOCITY. To a large extent,
the rally into 1980 for gold was a localized
view that the dollar would decline in value
and this was caused by a fiat currency. The
Fed itself mistakenly viewed inflation in the
eyves of gold, This was due to the fact that
gold had been the so called link to which all
currency was convertible until 1971,

However, understanding INFLATION that is
much like ice cream and comes in a 1,000 diff-
erent flavors, is not always easy.

(1) there can be the isolated rise in
a specific commodity due. to some
catastrophe, or to a manipulation
as was the case with oil and OPEC,

(2) there can be a broad inflatiqnary

- advance caused by a decline in the

" confidence of domestic citizens in
the currency itself’tied to the
finances of the nation

there can be international inflation
caused by the swing in the currency
whereby ALL imports rise in direct
proportion to the decline in the

© currency on world markets.

(33

These are just the three primary areas
from which inflation can rise. This is why a
label that inflation is the rise in the price
of goods and services is the official line
‘because it shifts the responsibility from the
government to the people. This is only one
form of inflation. There can be a huge storm

that wipes out the orange crop in Florida and

cwill lead to a riseé in the prices of all such
‘preducts related thereto.

The rise in oil prices by OPEC during
the 1970s, was a greater shock because of its
broader impact that infiltrated into every
“sector of the economy. Thus, there can be
varying degrees of inflation caused by the
rigse in the price of a particular commodity.

Even the rise in interest rates is a
inflationary trend. Interest rates will track
a bull market because when the economy is
doing good, that is when confidence is high
and people will borrow based upon their view
of the FUTURE! The whole theory that rising
interest rates will be bearish for the stock

market is just nonsense. Again, it is myopic
and fecuses ONLY upon speculation. It ignores
the entire economy and even disturbs the true:
balance demographically. In other words, the
retired segment live off their savings and
will benefit with rising interest rates. When
interest rates decline, they drastically now
lower the income of the retired workers who
are often the only people spending in a sharp
economic decline,

If you plot interest rates against the
stock market, you will find that they histor—
ically rise with bull markets and decline in
bear markets. The theory that lowering the
rate of interest will be bullish is based on
the nonsense that people will now borrow more
and thus the market will rise since low rates
will lower margins helping speculators. The
problem with this whole theory is it looks at
the nominal rise and fall of interest rates
and ignores the view of the economy. IT IS
NOT THE NOMINAL LEVEL OF INTEREST RATES THAT

MATTERS; BUT THE SPREAD BETWEEN RATES AND THE
EXPECTATIONS OF PROFITS. -

If you think gold will double in price
in 1 year, you will pay 10%, 20%, or 25%
rates of interest. It is the spread between
expectations and the rate of interest that
matters. Not the level of interest rates, nor
the direction. :

Yet interest rates are raising the cost
of borrowing. This also attributes to the
inflation within the economy. A private corp~
oration will be forced to pay more in rates
and offset that by reducing costs elsewhere.
Thus, it is common to see unemployment rise
with interest rates.

When we step into the public sector, the:
same trend appears. Rising interest rates will
cause greater costs in local and state govern—
ments, They, however, can confiscate your _
house if you don't pay taxes. So they have no -
incentive to run as a corporation. What they
do is raise taxes to compensate for the rise -
in the cost of money. : S

When we look at the Federal level T
print the money and thus a.rise in‘rates
increases dramatlcally the cost of borro
Hence, raising interest rdates to 17%_to ;
inflation into 1981, caused the: national eht
to rise from $1 trillion in 1980 t¢ nearly
$8 trillion hy the end of 26 years. It
was like shooting yourself in the foot.




Right now, we are witnessing the debt
crisis in its early stages in Greece. The rates
are rising because of its dependency upon the
foreign sources to fund its budgets. America
is in the same beoat, Just as capital is scared
and is unwilling to invest in Greece even when
its currency is the Buro, shows how external
forces of confidence impact domestic.

However, what is also revealed is the
difference between a gold standard and a pure -
nonconvertible currency freely -floating. The
Euro is acting very much like gold during the
1930s. Greece is not able to devalue the Euro
and thus the only other variable becomes the
rise in interest rates. Greece has a choice
between paying up or defaulting. This is how
- the Great Depression was set in motion. Nationg
could not sustain the gold standard and thus
broke creating the 1931 currency crisis, This
is where we are with the Eure, although it is
not gold, its value is set external to Greece.

The whole Euro zone becdmes impacted as
the contagion spreads to Portugal, Spain and
then Italy., Even Britain is starting to now
spiral down into a debt vortex. Greece has
- no real viable option. Had it control over its
own currency, it could devalue, Bondholders
lose. their investment in proportion to the
decline in the currency. That option is now
off the table with the Euro. The crisis turns
to one of just default. Will Europe go down
with the ship to save the Buro, or will it
cut the umbilical cord. and allow Greece to
20 1ts own?

- The reason there was a DEFLATION in the
1930s in the United States was due to the

. fact that the US held to the gold standard,

When money is gold, people hoarded money and

‘that reduced VELOCITY. When FDR confiscated

- gold and devalued the dollar, he was now in

fact injecting INFLATION. By removing the

~link to gold for DOMESTIC convertibility, a
citizen was left with only dollars. Thus, in
light of the stated policy of INFLATION, it

then became better to spend than to save. The

. US did not go all the way toward the extreme

being HYPERINFLATION, but we turned toward.

that direction and thus VELOCITY increased.

- It is a simple seesaw with DEFLATION on one

- end and INFLATION on the other with the pivot

being VELOCITY.

TO SAVE, OR NOT TO SAVE (HOARD)

~ BOX before it is nailed shut,

. THAT IS THE QUESTION

~ -Greece is impacted by the INTERNATIONAL
capital forces. It cannot live within its
means any more than the United States, Thus,
the civil unrest could lead to a massive and
serious revolution in Greece. This could
spread to Southern Europe because the IMF
and those sitting in the EU, failed to grasp
the idea that there is a serious problem.
The system is collapsing. We either face the

music and deal with it, or we can hide with

our head in the sand and pretend nothing is
wrong.

The example of Spain between 1883 and
1913 1= the answer. There was no gold stand-
ard. The currency floated. The annual rate
of growth was 2% and the deficits were kept
in check by responsible government., The
vhole system is broke and is going to crash
and burn. No one should be investing in any
government bonds of any country right now.
Nobody has any intention of ever paying off
the debt. This system is insane!

We need to monetize the debt through
the issue of a coupon that forces capital to
invest in that domestic economy. 30 every
smuck who had Greek bonds, now gets coupons
to convert that to private investment in
Greece. That will spur a surge in employment
domestically. The budget is then taken to
reduce government civil workers. Eliminate
income taxes, and the cost of government is
then funded by the growth in currency that
iz limited constitutionally to 3% of GDP,
Stop the borrowing. Interest rates will now
drop and employment will rise. People will
flock to Greece as the new financial holy
land and the glory days of Athens will at
last return.

The Great Depression ended in each
nation once they abandoned the gold standa
in 1931. The nations that suffered the lon
est were USA and France. Retaining the gold
standard promoted hoarding and reduced the
VELOCITY. The same.is taking place for the
Eure is acting like gold to the average
Greek. Why spend, when the future ig just
uncertain? It is time to think out.of the
I1f we do NOT
start to think rationally, we are headed
toward civil wars and unrest that will only
turn toward international unrest and the
threat of war. ALL GOVERNMENT DEBT WILL BRE
FORCED INTO DEFAULT. That is what is on the
horizon, It is time to face the reality and
close the shutters for the storm is hero
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Clinton’s interest gimmick

to make debt much worse

By MARTIN A, ARMSTRONG
Guoal Columeist

Poprrsed wr mernasicrt of Tha Wil Svoaf Jawrral,
& 1L D onet B Cornparsy M nfesoesatns

HEN BILL CLINTON

announced that he would cut

the defieit hy a prajeciod £306
billicn over five yeors, thete way no
screpming or cries of pain. Labhyists
wers not weeping in tho streets and
nobody in the medin elnimed thay
childres would starve. This miracle of
miracles was accomplished in port by
ranising taxes $254 bifHon, bul sfko vin
parior trick ~ shilting the Nunding of the
national  debt  toward  shartlerm
mauritios to  xave on  interest
expenditures,

In 1900, AR pereent of the nationat dobt
was fitnded at five yearsor less. In 1994,
M pereent of the debt was fundedaz thay
derm, with nearly 33 percent funded ut
one yenr of test, Thix manipulation
created rearly $50 billion in savings on
initerast pryments, sines, at the end of
1043, 33.year bond rates stood ot about
twice that of one-yesr rates. .

Muitiply that by five re and yon
eomeup with a projected trudget savings
of %250 billion (essuming no change th
interest rates) Add the thw ke and voy
gota prajacted defieit reductian of $500
titlion over five years, This steight of
“hantt allowoed Mtr. Chinton to took Tuke he
was reducing government whale i fact
deing nothing of the sort.

The problem we now lace s quita
stmple, Unwl the Clinton yeans, evory
administrotion since Worid War Hined

to extend the national debt for as long as |

possible. This protected the hixdget from
wild swings in interest ratos while
teading to reduce volatelity as & whale.
Wit the Fed ssupht 1o fight infivtion. it
bt 8 two-(o-fouryeas window before any
interost-rate ke would citisir Asurge in
the nations deficit from  interést
expendituros.  The  Chiton  debt
menipulation has now endangered our
economy, and the dramatiz dachine in
bond prices Inst yepr is just the first
warning sign,

WITH ABOUT 33 percent of the
naticnal debt now funded one year or
less, nnd with short-term rates doubia
thase of & kear fgo, the deficit will pise
far [aster than anyone 1n Washingion is
preparedte forecast. The rise in mierest;
expaniditures coutd eastly vutpace the
povertduent’s atbity to reduce spending.
For evety npe-percentage-poutt sise th
short-term rates, another $200 milTion ar
inore could be slded to the dolit by 1908,
The tmmedinte crisig tn the dollarbeynn
when the balanced-budget amendment

~ The immediate crisis in the
dollar began when the
baianced- t amendment
falled. The real international
crigis is not currency, but
debi,

falled. The vea) intermnational crisis isnat
currency, but dobt, ‘The widening defieit
will ance sgnin becume an 13xue for the
rapital markets.

‘Fosee the debl oriviyin action. we need
onty look north te Canada, one of
countless nahiouy that have %o
seuandared their national wenlth that
dromatic'poebtical ¢change is foreed upon
them by the capital markets, Last year. 40
pereent of tvery dollar the, Canadinn
government spent want ta interest, With
virtually 40 percont of the entire nationnl
deht coming Jue by 19 and short-term
raten double those of b yenr ngn, Canadns
interaat pxpenditures wall soar to 50
porcent of total spendmg o higher,

fning the ranks of Ialy, Sweden and
M0

The cotteern vver government debt is
barilding worldawide s atl industriatvred
pations continue to run bigger defietts,
The sld maxim that s navenal debt is
movely o borrowing from sursolves died
when holders of the debt ceased
exchirively to be o nation'’s own citizens,
Interest expenditures of this sagnitude
are notmng mare than o waolesals
Dicense to expost the natsonad wealth of 4
nation where govertment spending oo
Tonper stimulotes the domestic peontmy,

DERT BY ITRELF iy not: necessarily
bnd, and it cert:lml{ daax not couse &
finanetal disaster alone. What is most
tmportant ix how the dobt 12 heng tsed,
The governments shak ore fallayg first oo
thoxe whore the greatest amount of
sponding has gone tasociol programs IF
guvernment spanding fals o creale
pood-paying 1obs, the not efiect s nol n
stimulues but a dramn oo the economy,
Weifare tocipients donot recatve enpugh
In tesefay payments to buy a new home,
nutomebile oy nther higher-end duratle
goods thut erente obs, Combane thix with
Higt vast expansion of ghverrment i
{to33percent of Lhe civilian work foree),
nnd you huve the veal renson for politiest
unrest i Amorien,

Liaw ean wo et oil of this meas? The
VS, sty

« Mnke 3 concerted effort to s} fhe
?ﬂiinﬂni debt back tnward a [nng-term

e,

w Ploce an  unmediate  fresrd on
governmend c:m'ploimcnt at all jevels and
Wart Wking an honest approach to
veducing the goveransent wark force

» Implament a tax ammasty, with the
procoeds used (o retire the national debt

And, finatly, the fongronn gnal should
be te abolish the twrome tax and replace
it with p natinmal sales by — nota VAT -
that 15 capabie of extrarting revenoes
from (e undeeground  econsmy
including flegal altens. Under 3urh o
system, the tpper class will naturally pay
more. and exemptions for food and
houxing will protect the poor. Thit nast
be done wilh 2 simultanenus repeal of
the t6th Amendment, whieh authortevsd
the intonietax.

SINCE THE MARKETPLACE will nat
allow the (LS, to shalt its dett Dk
toward long-ternn bands without povoad
ahiarply highor intarest Fales, we muad
use another approach. Govertment
honds were always tax.free prior io
Worfd War I, aave for partial taxatien
during World War: 3. To reverse the
daomage done by  the Clinten
administration, the ‘Treauny should
ixsue 10to-30year tax-free honds
depaminalyons as low ns ST Forewn
holders of debt pay next to anthing
taxeson the interest derivedinthe US It
% about tine the Amencan poople had
the sattne privalege,

These should be nonmarkeiable rere
codpon issues. This would wol oy
extend the nutiona! detyt but alse heljrin
bring the deht home and siash the defit
in the curront fiscal yaae. A portion of the
savings sit interest expetiditures thauhd
then be used tn retive short-term deht
Thas program would have (ke vame net
effect as & compuny buying baek s own
slack, The price of barals would rise and
interest rstes would full. A separate gl
backed bond could be offered st hatf 1he
normal yield. Those who remon goid
bues workd find this areasonable way to
o golid ancd carn interest, ino,

iFhe Chnon debt crigis i3 real. Thns
yean slone, interest expenditures may
TiFe mone than $60 biliton ~ Tar
sUtpRCIng ARy spoending Teductions the
Ruepublicans have inmind, Government
tnxptron on all teveis has boen growang
faster than tho economy itsell if we do
ot start mannging aue debt v a
prafeasionst ntnnner, the capital markets
wit] dee the jab for us — and (he spnite
pubsiie-dubl seetar of the warld wif) e
Hirowts tto Chisos 0y we go ity the vnd of
thscentary 4

P A AresmGetr s CHRsbasn R Priviod 1
Eoongdng ek e

Above is an OP-Ed I wrote for the Wall Street Journal back in 1995. We have been in
fact playing with the debt for so long, it is just time we face up to the facts and stop
‘the bullshit. The Chinese are traders. They see the hand-writing of the wall. They have
been shortening their maturity holdings knowing '
risen back to the number one holder of US debt.
cannot live within our means. Whichever country
way of running the economy, they will emerge as
barbaric relics from the gold standard days. We

wve have a serious debt crisis. Japan has
But we are no different than Greece. Wa
is the first to take the step to'a. new

a financial leader. Debt and taxes are
must understand VELOCITY to survive.




