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Why Government Is Powerless!

G The stock market by no means predicts
the economy. A stock market crash does not -
cause a ion. The Crash of 1903 was
properly titled - "The Rich Man's Panic."
What has always distinguished a recession

' frtnla.ggggession is the stock market ‘drop
may signal a recession, but the collapse in

debt signals ession. This De sion

was set in motion by (1) excessive leverage
by the banks once more, but (2) the lifting
of usury laws back in 1980 to fight inflationr_.

by the consumer that use to go to savings and Creating jobs, goes to interest and

-eéconomic decline is measured in years (23-26). Beware of schizophrenic analyS?S _
‘that is often mutually contradictory or often antagonistic in part or in quality for
far too often people think they have to offer a reason for every daily movement.

Our fate will not be determined by the stock market performance. Neither can
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Let us set the record straight. The Stock Market is a
mere reflection of the economy like looking at yourself in
a mirror. It is not the €conomy and does not even provide a

To the left I have provided the Econcmic Confidence
Model for the immediate decline. You will notice I did not
call this the "stock market model" nor a model for gold, oil,
or commodities. I used the word "economic" with distinct and
clear purpose. I have stressed it does not forecast the fate

(0L0Z Azenuep)

Please note, that what does line-up and peaks precisely with

Copyright 2008 this model often even to the specific day that was calculated
Martlp A. Armstrong decades in advance, is the area of primary focus. Yet the
all rights reserved US stock market reached a high precisely with this model and

investment recession into 2002, but there was no appreciable economic decline that
was set in motion because of that crash, Currently, we have a major high in 2007,
but it was not a bubble top because it was not the focus of speculation. The real
concentration of capital that created the bubble top, took place in the debt markets,
This is the origin of the econcmic depression - not stocks and not the displacement
of farmers because of a 7 year drought created by the Dust Bowl that invoked the
response of the WPA in 1935, Keep in mind the stock market bottomed in the Wid
summer of 1932 when unemploynﬁrw:wastnatemcessive from a historical perspective.

The 25% level of unemployment came aftertjuamajcm'19325tockmarket low that was
followed by both the banking crisis after the election of FDR and before his fateful
inauguration. The Banking Crisis came about because of rumors that Roosevelt was
going to confiscate gold. Herbert Hoover published his memoirs showing letters
written to Roosevelt pleading with him to make a statement that the rumors were

false. He did not, 2
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. In 1907, the excessive debt was in the stock market. Call Money Rates (the
level of interest paid to support broker loans) reached 125%. Even 1929 never
came close to such levels. This also illustrates that the capital markets do

had made Japan the number one market in the world. It is this concentration of
capital that creates the booin angd bust cycle. If money was evenly disbursed like
the socialistic & communistic philosophies argue, we would be back to the dark
ages where there was no concentration of capital and no econamy beyond the walls
of the castle so to speak. That is why communism failed,

It is the overall level of debt that has reached a bubble top in almost
every possible area. For example, in 1980, household debt was about 50% of GDP.
Going into the February 2007 high, it reached about  100% of GDP. We must also
realize that something profound took place back in 1980. Americans would on
the first blush seem to be living it up, buying everything they can on credit
and have piles of tangible assets to show for it. That is like looking at the
statistics for carots and arguing that they are lethal because every person who
has ever eaten a carot is dead or in the process of a gradual slow death. This
absurd example illustrates the bias that can produce the schizophrenic analysis.

runaway inflation, that was the first stone that hit -the water sending the shock
waves that we are having to pay for today. Once the usury laws were altered so

the Fed could fight inflation, it set in motion the doubling of household debt

not to mention the national debt. At 8%, the principle is doubled through interest

debtors - the bankrupts, In fact, in China, the worst creditors historically paid
at best 10%. what we have done is the lifting of usury to fight inflation back
in 1980, has resulted in usury now being so high, a larger proportion of income

of the common worker is spent on interest, not buying goods & services that even
Ccreate jobs. This is one pPrimary reason why jobs have been leaving as well. The

Jobs. The extraordinary rise in interest rates that are historical highs since at
least pre-Roman times, would not have been possible but for the lifting of usury
laws back in 1980 to fight inflation. This amounted to setting a fire to try to
Stop a brush fire that failed, Consumers pay the highest rates in thousands of years
that feeds the banks at the €xpense of economic growth. Even the National Debt rose
from $2.1 to $8.5 trillion between 1986 and 2006 with $6.1 trillion being interest.
We are funding the nation on a creditcard and destroying the economy simultaneously.

This has been enhanced by the tremendous leverage and false position that were
created in the derivative markets causing the banks to just implode. Tndeed, this
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is the origin of the economic Depression we are facing. The $700 billion
bailout might have worked if Paulson did what he said he would - buy the debt

The leveraging of debt by the Investment Banks in particular has under-
mined the global: economy. Where household debt has doubled since 1980, the
professional financial service sector has seen a rise from 21% of 'GDP in 1980
to 116% by Fedruary 2007. Now consider the debt that they created with the
mortgages is already down by 50% and falling, the bailouts will keep coming.
To help correct the problem, the commercial banks will tighten credit to make
their exposure less, and in fact, their solvency ratios will require it anyway.
This we can expect to See not just in business, but housing and car loans that
will contract the economy as well. :

The Great Depression is not the perfect model for today. It was a complete
capital contraction. The Stock market basis the Dow Jones Industrials fell 89%
between September 3rd, 1929 ang July 1932, The contraction in debt was quite
massive. Then too, the leverage in banks collapsed that reduces the velocity of
money and therefore the Money supply. The banks were the first real widespread
failures with 608 in 1930. Between February and August 1931, the commercial banks

Roosevelt's intention to confiscate gold. Although he denied that was his policy
the night of the elections, he remained silent refusing to discuss the issue until
he was sworn in. on March 6, 1933 just 2 days after taking office, Roosevelt called
a bank "holiday" closing the banks from which at least another 2,500 never reopened.

All of these events are contrasted by the collapse in national debtg in
Europe. Other than Herbert Hoover'smerrpir.s, I have yet to read any analysis of

It is true that today we have Keynesian and Monetarist theories to manage
the crisis. Sad to say, neither one will now work. Bernanke has responded in

force dropping the fedearal funds rate from 5.25% to .25%. He has also opened



the Fed Window and thrown out more than $1 trillion in 13 months. However,

as admirable as this may be, he has no tool that will do the job. Milton
Friedman was correct! The Great Depression was not causeq by the decline in the
the stock market. The event was set in motion by the credit and banking crisis
that resulted in a one-third contraction in the money supply.

Interest rates do nothing. The flight to quality always takes place so
what happens is a two-fold punch, (1) interest rates collapse because capital

Furthermore, we are now in a Floating-Exchange Rate system that has made
the global economy far more complex than it was in 1929. We all know that China
is one of the biggest holders of Us government debt. With the contagion spreading
to Russia, South America, and China aside from Europe, we see a steeper decline
in the China stock market than we do in the United States because that is where
capital had concentrabadniunestically. If China needs money to stimulate its own

even capable of stimulating the purely domestic economy. Lower interest rates
to virtually zero like Japan did during the 1990s, then if capital finds a
better place to invest, it can leave for a higher rate of interest as capital
did from Japan to the United States, which is why their domestic economy was
never stimulated by the lower interest rates,

debts who cannot print money to cover their shortfalls, and we are looking at a
contraction of debt that is simply beyond all contemplation,

. 5@ What Now,? :

So now that we see it is not Wall Street, again, but the banks, perhaps
we can separate the facts from the fantasy, We can now see that there are two
separate and distinct forecasts to be made - (1) economy and (2) stock market.
Economic Depressions have a duration unfortunately of generally 23 years with
an outside potential of 26 years. The 1873 Panic led to a economic depression.
of really 23 years into 1896, There was bouts with high volatility and injection




1893 was quite a memorable one, The point is, the stock market is not a reflection
of the economy. It often trades up in anticipation of better times, and trades
down on those Same perceptions of bad times. In both cases, new highs or lows

unfold even contrary to economic trends.

sharp decline to test the extreme Support at 3,600-4, 000 by as early as April 19th,
2009 going into May/June 2009, If we were to drop so quickly into those targets,

want to review those VIDEO tapes. The volatility we were looking at 20-30 years into
the future is nNow. As 3 of the 5 major investment bankers failed, Merryl, Leman and

The major Support is 3,600 on the Dow Industrials. During '09, the support area
appears to be 6,600, 5,000, and 4,000-3,600. Clearly, resistance is shaping up at
9,700-9,800. It would take a monthly closing back above the 12,400 level to
~ signal new highs are likely. If we saw a complete collapse into a low by April
2009 or June 2009.reaching the 4,000 general area, this would be the major low
with most likely a hyper—inflationary spiral developing thereafter, In that case,
the Dow Jones Industrials could be back at even new highs as early as mid 2011 or
going into late 2012.

with the potential for an exponential rally into 2015 if there is any kind of a low
going into 2011.45. The key to watch will be Crude 0il. The collapse of Investment
Banks has removed the Speculation that €Xaggerated the trend. A year-end closing
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The Emperar has No Clotheg

It is hard to explain to Sameone who believe he has power, that he really has
nothing of any significance. Thig becomes the story of the Emperor Has No Clothes.
No one will tell him, and if you do, it may be off-with-your-head. This is more
akin to the man behind the curtain in the Wizard of oz trying to keep up the whole

illusion. After all, why do we vote for people unless we believe that will somehow
change our lives?

Interest Rates

When an economy is rising and the stock market is exploding, interest rates
always rise because the demand for money is rising because people believe that they

was merely that the government over-shoots the differential between expectations and
the rate of interest. 1f you believe the stock market will double, you will pay 20%
interest, A rising interest rate does not create a bear market. Only when the rate

In both cases, the government may accelerate the trend, but by no means can they
create the trend or alter the trend. Lowering interest rates to zero right now will
Dot reverse the econcmic decline. People will look out the window and until they
feel confident again, they will not come out from behind the castle walls. Japan
lowered interest rates to virtually zero for nearly a decade. All it did was fuel

Monetary Theory

The Fed has already put into the system about $1 trillion in 13 months, The
real problem is they are buying back US government debt injecting cash into the
system. But if those bonds are sold to the Fed by foreign holders, there can be no
injection of cash into the domestic economy. This amounts to the monetization of
our debt in any event. Clearly, buying bonds from the market is not a g11arar)teed

The rise and fall of the dollar itself can now either attract foreign capita.'lt with
an advance or repel capital with its decline. Like we needed another new variable.



Infrastructure Spending

the coming Economic Depression. The unemployment rate at the end of 1930 was only
about 8.9% - similar to the 1975 recession, Things were very slow back then. Even
housing was not moving and people took whatever offers came their way. It was the
Dust Bowl that began in 1934 that sent the unemployment rising after the 1932 low

in the stock market. About 40% of the work force was agrarian. Hence, Congress

could not pass a law to make it rain, The real devastation was that this presented

a huge portion of the work force that had to be retrained into skilled labor. 1t

was the Great Depression that finally by force of necessity, created an industrial
work force that may have taken another 200 years to unfold by gradual transformation.

The WPA was formed in 1935, 3 years after the low in the stock market (1932).
It had a slow and marginal success. At best, if we attribute all improvement to
this one program, very unlikely, unemployment was only reduced by about 20%.

1935 1936 1937 1938 1939 1940
20,33 16.9% 14,3% 19.0% 17.2% 14.6%

Even if we attribute everything to the WPA,all the way into 1940, the most
the unemployment declines was by 30%. However, at the end of World War II, we
See an unemployment rate of 1.9% by 1945, Any ideas that we can spend trillions
on infrastructure and this is somehow going to make it all better, forget it,

Turning to infrastructure in the middle of a debt crisis makes no sense. The
idea of just spending money will somehow stimulate the econamy, will not work. This
is like trying to fight in the desert of Iraq using the same tactics as in Viétnam.
There has to be some connection to what we are doing. Just because FDR instituted
the WPA when we had a huge displacement issue in the work force, almost 6 years
after the crash began, makes no sense at all for our current problems, As I said,
this is like buying your wife a mink coat to somehow influence your kid at college
to get their grades up. The connection is tenuous at best and nonexistent in all
reality.

SUMMARY

Unless we attack the debt structure directly, there is no point in counting
upon any government to help mitigate the problem and more-likely-than-not, our very
future may be recast in so many ways, the level of frustration will rise, and that

The oldest trick in the book, is to blame the quy next-door down. Unless we are
honestly prepared to truly reorganize the structure of government and how we even

do business such as just do a slow-burn and monetize the national debt since 72%

is going to interest, reorganize the entire debt structure both private and public,
regulate leverage, restore usury laws that will free up personal income, and look

at just eliminating the federal incame tax in combination with establishing a new
national heathcare system that will restructure all pension plans public and private,
there is not much hope for the future from government, Our definition of money (M1)
does not include bonds sowecan fool ourselves by issuing $10 trillion in bonds =
is different than printing the cash. Tt is still money. Taxes are needed in a gold
standard where money cannot be created. Stop competing with the states, control the
budget as a percent of GDP, increase the money supply to that degree, and stop the
taxing when money is created by leverage and velocity anyway. This will restore jobs
and inject huge confidence as in 1964 when the payroll tax was cut permanently. One-
offs never work. People save the rebates for a rainy day. We need real honest reform
since the states will go broke and seek handouts as well. So, it is time to get real.
It is time we restructure the entire system including the banks who always cause

the problem. We don't need excessive regulation of things that did not create the
problem when the real culprits always escape.



