
B""BLACKSTONE FINANCIAL GROUP, LLC 
An Independent Firm 

132 RIVERVIEW DRIVE, SUITE D FLOWOOD, MS 39232 
769.216.3150  OFFICE 769.216.3153 FAX 

BLAKE.HEADLEY@RAYMONDJAMES.COM 
LARRY.PEEPLES@RAYMONDJAMES.COM 
TREY.RUSSELL@RAYMONDJAMES.COM 

 

 
SECURITIES OFFERED THROUGH RAYMOND JAMES FINANCIAL SERVICES, INC.  MEMBER FINRA/SIPC. 

 

REMEMBERING THE FUTURE 
Vol. 1, Issue 10, April 2010 

 
 A Eulogy of Bifurcation: Income and Growth Opportunities in an Era of Currency Debasement, 

Unfunded Liabilities, and Hard Asset Revaluations  
 

John E. Charalambakis PhD., Professor of Economics, Asbury University 
 
Introduction 

 
The markets have been going sideways for the last 

three months. They lack direction, inspiration, and 
perspicacity. This observation seems to apply to most asset 
classes. In developed economies like ours, when 
something like this takes place a bifurcation emerges. 
Markets under those circumstances tend to segment and a 
fragmentation takes place. The uncertainty of the 
banking/financial crisis has been succeeded by an 
uncertainty about the viability of public finances (hence 
the Euro fiscal uncertainties). As I explained in last 
month’s issue, tightening of the belt encompasses the 
danger of a double dip recession, since the private and 
public sectors go through a deleveraging cycle.   

 
We believe that this bifurcation will have two 

faces. The first one is already under way in the form of 
divergence/decoupling between the growth prospects in 
the developed and developing/emerging markets. The 
second one would involve a bifurcation between paper and 
hard assets, with the latter emerging not just as a clear 
winner, but also as a hegemon of all asset classes. With 
that in mind let’s examine the issues that are at hand and 
see whether that scenario is plausible. 

 
Bifurcation Phase I: Decoupling and Continent 
Segmentation  

 
The U.S., and partially the E.U., used to play the 

role of the consumer of last resort. Thus, when the Asian 
crisis broke out (1997-98) and was transmitted also to 
other parts of the globe (Russia, South America) the US 
through its leverage machine bailed out those economies 
that had structural imbalances. The latter were reflected in 
their current accounts due to lack of reserves and also due 
to huge trade deficits. Of course, such a scheme had been 

successfully tried before during the Mexican crisis of 1995. 
The late 1990s crisis encompassed several countries but 
also the counter-parties of the infamous LTCM (Long 
Term Capital Management). The running up of the 
leverage press inflated the undergoing bubbles (chief 
among them the internet stocks), while bailing out the 
parties that held the liabilities of those who used paper 
assets and derivatives to extract leverage and perpetuate an 
irrational party.  

 
The prosperity bought on credit had either to be 

paid back or to be passed on to another bubble. Rolling 
over debts by manufacturing bubbles (another bifurcation 
explained later is real production vs. paper asset 
production) and creative accounting schemes make up the 
theater of the absurd. We need to learn how to connect 
the dots. What followed the burst of the tech and internet 
bubble (stimulated also by low interest rates) was the burst 
of accounting scandals at Enron, MCI, and other major 
corporations that had been rolling over their debts using 
accounting tricks. It seemed that the people soon forgot 
about them since they had opportunities to participate - 
isn’t the democratization of finance a marvelous thing? - in 
other bubbles being manufactured in housing, derivative, 
and synthetic products that involve both the private and 
public sectors. These are the paper assets whose real value 
few - if any – understood and which derived their market 
prices by formulas rather than by fundamental historical 
values of production, sales, profits and cost assessments.  

 
The theater of the absurd continued for a few 

years, perpetuated by easy credit, low interest rates, 
misguided ratings and overseas adventures, corrupt 
practices and policies, where even federal, state, and city 
governments started hiding their real debts (the cases of 
Greece, Alabama, and Milan where with the help of major 
investment banks the books were cooked, are only the tip 
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Introduction 

In the last few issues we have touched upon 
three issues that we believe are characteristic of financial 
crises, namely: Crises come in twins; deflation may hit; 
and nations may default.  The center of gravity for a 
financial crisis is debt. The latter is like a black hole that 
sucks everything in. The current gyrations in the 
markets reflect fear, uncertainty, and the lack of proper 
understanding of the risks that surround economies, 
financial markets, and the balance sheets of corporations 
and households. The global monetary system is driven 
by debt. The explosion of debt (corporate and sovereign) 
has been dramatic since the 1970s, when the Bretton 
Woods system of dollar convertibility to gold was 
suspended. The fiat monies that nations produce could 
potentially be sustained through a generation or two, as 
long as the collateral that backs up that debt is 
unquestionable and at least is based on some reasonable 
valuations. However, when the valuations become 
absurd and unreal (like tulips in 1630, railroad mania in 
1870s, internet stocks in late 1990s, and the housing 
sector in the beginning of the previous decade) asset 
prices deflate, especially when the assets used for credit 
creation were camouflaged into surreal valuation 
territory. In this issue, we have chosen to concentrate on 
the default risks that surround the current stage of the 
economic evolution. However, we cannot discuss that 
risk without linking it to the financial crisis and to credit 
creation. 

On Credit Mechanisms, Debt, and Crises   

Since the middle of the previous decade, we 
have been on record advocating the position that we 
need to allow hard assets to drive the credit creation 

mechanism. The global debt/bond market (operating 
without an anchor) was denominated in greenbacks for 
almost a generation. To be sustained without the 
introduction of an anchor – similar to the role that gold 
played for centuries – it had to be supplemented by a 
new debt market denominated in a different currency. 
Thus, the introduction of the Euro, and the Eurobond 
market was necessary (among many reasons) in order to 
minimize systemic risks in the global economy, as well 
to sustain somehow the value of fiat money and the 
options for growth (via leverage) and development in 
other countries. Thus, the Euro was born on January 1, 
1999 (as an electronic currency for the first two years) 
and the bond/debt/fiat currency markets enjoyed 
revitalization and an extension of life.  

Thus, the Euro became the front face of a debt 
resurgence whose goal was to perpetuate economic 
happenings based on fiat currencies. Obviously, central 
banks that play the most important role in the debt 
instruments markets were given opportunities to 
diversify their assets by diversifying their debt-
denominated holdings. The figure below shows that 
diversification. 

 10 

 

volatility, however we estimate that it will remain at or 
above the current prices for four reasons: First, because 
its industrial usage is low; second, because of its 
potential revaluation that should advance the goal of 
lower long-term debt to GDP ratio if we desire to lower 
the risks of another meltdown; third, because emerging 
markets and central banks should continue their 
purchases; and fourthly, because the deflationary 
pressures are expected to be low, thus the negative 
impact on commodities may be outweighed by the 
positive impact by the emerging economies. 

     It promises to be an interesting ride. We hope 
you enjoy it! 

 Opinions expressed are those of Blake Headley and Larry Peeples and not 
necessarily those of RJFS or Raymond James.  All opinions are as of this date and 
are subject to change without notice.  Newsletter written by John E Charalambakis 
and John is not affiliated with RJFS. You cannot invest directly in an index.   
International investing involves additional risks such as currency fluctuations, 
differing financial and accounting standards, and possible political and economic 
instability.  Also, investing in emerging markets can be riskier than investing in 
well-established foreign markets.  There is no assurance any of the trends mentioned 
will continue in the future.  Investing involves risk and investors may incur a profit or 
a loss, including the loss of all principal.  The information contained in this report 

does not purport to be a complete description of the securities, markets, or 
developments referred to in this material. The information has been obtained from 
sources considered to be reliable, but we do not guarantee that the foregoing material 
is accurate or complete.  Any information is not a complete summary or statement of 
all available data necessary for making an investment decision and does not constitute 
a recommendation. Investments mentioned may not be suitable for all investors. Past 
performance may not be indicative of future results.  Diversification does not assure a 
profit or protect against loss in declining markets.  Gold is subject to the special risks 
associated with investing in precious metals, including but not limited to: price may be 
subject to wide fluctuation; the market is relatively limited; the sources are 
concentrated in countries that have the potential for instability; and the market is 
unregulated.  Commodities are generally considered speculative because of the 
significant potential for investment loss.  Commodities are volatile investments and 
should only form a small part of a diversified portfolio.  There may be sharp 
fluctuations even during periods when prices overall are rising.  Investments related to 
a specific sector, where companies engage in business related to a particular industry, 
are subject to fierce competition, the possibility exists for rapid obsolescence and 
limited diversification.  US government bonds and Treasury bills are guaranteed by 
the U.S government and, if held to maturity, offer a fixed rate of return and 
guaranteed principal value.  U.S. government bonds are issued and guaranteed as to 
the timely payment of principal and interest by the federal government.  There is an 
inverse relationship between interest rate movements and fixed income prices.  
Generally, when interest rates rise, fixed income prices fall and when interest rates 
fall, fixed income prices generally rise.  Real estate investments can be subject to 
different and greater risks that more diversified investments.  Declines in the value of 
real estate, economic conditions, property taxes, tax laws and interest rates all present 
potential risks to real estate investments. 
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of the iceberg). When the time came for an audit e.g. at 
Lehman Brothers, they used Swaps (recorded as sales) to 
cover their nakedness. It was a house of cards destined for 
destruction. The issue at heart was not whether it would be 
destroyed, but rather when.   

 
“Crises come in twins,” I wrote last September. 

The second phase is underway. Deleveraging and a credit 
crunch pushed governments to take the role of consumer 
of last resort, rushing to inflate their budgets and deficits. 
While they are doing so with the assistance of central 
banks that resort to quantitative easing (a.k.a. exploding 
their balance sheets by the acquisition of 
questionable/toxic paper in exchange for fiat money), the 
result is some losses pass from the private to the public 
sphere. The latter is known as the tragedy of the 
commons, a.k.a. the socialization of costs while profits are 
privatized. At the same time, the perpetrators and 
originators of toxic assets enjoy the benefits of a carry 
trade where they borrow at zero percent from the central 
bank, and lend that money back to the government for a 
return of at least 350 percent more than their costs! In that 
perspective and in the life of collateralizing and securitizing 
again paper assets, major players can make huge profits 
and cover up some of their counter-party risks. 

 
Bifurcation Phase II: Unfunded Liabilities and 
Currencies’ Trajectories 
  

However, the postman always rings twice. The 
governments’ spending will push to the limit their ability to 
roll over their debts especially if they have given up their 
monetary sovereignty, as is the case with the Eurozone 
group. Such inability will create fiscal crises, political and 
social turmoil, and belt tightening. In some cases, it will 
even push for default that will take place in some form or 
another (e.g. when the IMF is involved we may sugarcoat 
it as structural assistance; however it simply implies 
inability to meet financial obligations).  

 
All these possible outcomes shake the faith of fiat 

currency, and this is what is taking place in the EU and the 
Euro these days. The situation in the United Kingdom - 
which has not adopted the Euro - is not that dissimilar. 
The currency crisis that we wrote about last September hit 
the EU first, because of their greater weaknesses, such as 
not having as many assets, camouflaged deficits, and not 
being the international reserve currency of choice. 
However, it is our belief that it will hit the US currency as 
well in the not too distant future. The greenback has not 
gained ground because of strong fundamentals, but rather 
because it has been perceived as a safe haven and/or as 
less weak than the Euro. When the postman rings the bell 
again, it will be the time when the greenback will see its 
foundations shaken like never before.  

 

It is our belief that at the core of the matter is the 
bifurcation between industrial and finance capital. As long 
as the two move together in a converging fashion 
everybody wins. When they start diverging, then it 
becomes a zero-sum game where usually finance takes the 
upper hand, industrial competitiveness declines, bubbles 
are created, trade deficits explode, fiat currencies are 
shaken, lives are destroyed and generations that follow pay 
the price. It needs to be pointed out at this stage that 
through successive bubbles, postponement of the dues 
may take place; however when the bill comes due it will be 
so big that may be unaffordable. 

 
Speaking of unaffordable bills let’s just review the 

case of GM. It was the unfunded liabilities that ultimately 
brought GM down, in a similar fashion to the Studebaker 
Corporation in 1966. The unfunded pension liabilities in 
the US alone are in the trillions of dollars, as the March 
2010 issue of the Institutional Investor points out in its 
cover story. However, before we proceed with the bigger 
numbers – which as shown in Figure III below exceed 63 
trillion dollars (4.5 times our annual GDP) let us review 
the unfunded Medicare liabilities enacted by Congress in 
2003. According to the table below, that amount exceeds 
7.1 trillion dollars. When the market takes that number 
along with the much worse numbers that follow, then it 
would be no surprise that it will discount the markets in 
general and the bond markets in particular, as well as the 
currencies affiliated with those liabilities. 
 

 
Source: The Financial Report of the United States 
Government, 2009 
Debts, Bonds, and Projections: What Does the Future 
Hold? 

 
In a January 2009 publication of the National 

Center for Policy Analysis we found – among other 
interesting facts - Table 1 and Figure II that follow, which 

Diversification and asset allocation do not assure a profit or protect against loss in 
declining markets.  Gold is subject to the special risks associated with investing in 
precious metals, including but not limited to: price may be subject to wide fluctuation; 
the market is relatively limited; the sources are concentrated in countries that have the 
potential for instability; and the market is unregulated.  Commodities are generally 
considered speculative because of the significant potential for investment loss.  
Commodities are volatile investments and should only form a small part of a 
diversified portfolio.  There may be sharp fluctuations even during periods when prices 
overall are rising.  Investments related to a specific sector, where companies engage in 
business related to a particular industry, are subject to fierce competition, the 
possibility exists for rapid obsolescence and limited diversification.  US government 
bonds and Treasury bills are guaranteed by the U.S government and, if held to 
maturity, offer a fixed rate of return and guaranteed principal value.  U.S. 
government bonds are issued and guaranteed as to the timely payment of principal 
and interest by the federal government.  There is an inverse relationship between 
interest rate movements and fixed income prices.  Generally, when interest rates rise, 
fixed income prices fall and when interest rates fall, fixed income prices generally rise.  
Real estate investments can be subject to different and greater risks than more 
diversified investments.  Declines in the value of real estate, economic conditions, 
property taxes, tax laws and interest rates all present potential risks to real estate 
investments. 

  
 

Details to footnotes 9-11 can be found in detail at the 
following link:  ww.gao.gov/financial/fy2009/09frusg.pdf 



we consider eye-opening. They point (based on 2004 data - 
the situation now is worse) to the following facts:  
First, the unaccounted and unfounded liabilities in the EU 
are on average almost 450% of their GDP.  
Second, the respective figure for the US is also 450%.  
Third, unless substantial reforms take place in both sides 
of the ocean, then either default will occur or taxes will eat 
away disposable income, thus lowering standards of living, 
while poverty and misery will occupy the headlines.  
Fourth, the need for significant savings (recall that 
estimates are based in 2004 figures) amount to more than 
8% of the GDP. Given, that none of the countries 
involved have a savings rate even close to that, the cost of 
re-financing their debt obligations will either increase 
substantially (see the Greek spreads) or currency 
debasement will have to take place.  
Fifth, postponement of the needed measures add future 
generational pain to the tune of trillions of dollars (e.g. in 
the US case it adds about $1.5 trillion annually when 
inflation adjustments are taken into account).  
Sixth, those who fund existing debt will either demand 
higher yields or abandon the bond market of the particular 
nations altogether (it may not be a coincidence that in the 
last few months the Chinese are net sellers of US bonds), 
with the result that the nations may be forced to debase 
their currencies and inflate their debts away.  
Seventh, the problem could be pushed away for a few 
years by creating another bubble (that’s where our 
comment below about a possible green energy bubble fits. 
Regarding the latter we have found the February 2008 
article in Harper’s magazine, very interesting and 
enlightening. You may access that article at the following 
link: 
http://www.harpers.org/archive/2008/02/0081908).  
Eighth, municipal bonds would also prove to be very 
shaky and risky as an asset class given that states’ unfunded 
liabilities exceed 3 trillion dollars.  
Ninth, the rational choice for individual and institutional 
investors is to turn their focus to hard assets and their 
valuations given the generational, technological, economic, 
and political developments.  
Tenth, as asset classes are being revalued the macro global 
focus will shift to developing and emerging economies 
making the bifurcation dual, namely: in asset classes and 
continent-focus.  
 

  

 
 
 

 
Figure I: US Government Debt Held by the Public 

 

 
Source: The Financial Report of the United States 
Government, 2009 

rhodium, uranium, aluminum, nickel, copper powder, 
cerium, neodynium, terdium, samarium, ruthenium, etc.) 
that encompasses the REEs may experience anew an 
upswing due to supply and demand conditions in general; 
due to people’s understanding of what real wealth is and 
where it is produced; due to new technological, economic, 
and social trends; due to an expanding middle class in 
newly industrialized countries; due to forthcoming 
geopolitical tensions; and finally due to an emerging 
movement that central banks anchor their fiat currencies 
with real hard assets. 
 
 Feel free to call the offices of Blackstone Financial 
Group for a further discussion and specifics on the above. 
 

As always, it promises to be an exciting ride. 
Please enjoy it!  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure IV: The Evolution of Financial Conditions 

 
Source: Hatzius et.al. Financial Condition Indexes: A Fresh 
Look after the Financial Crisis 
 
 
Figure V: Issuance of Asset-Backed Securities 

 
Source: Hatzius et.al. Financial Condition Indexes: A Fresh 
Look after the Financial Crisis 
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Figure III 

 
Source: The Financial Report of the United States 
Government, 2009 

 

At this stage and in a summary form regarding the 
unfunded liabilities, we would like to focus your attention 
on figures I – III above, and allow the Comptroller 
General of the United States Government to speak in an 
elegant and simple way where he expresses the dire 
situation we are facing as a nation, and as issuers of the 
international reserve currency (with its moral obligations 
around the world). The three figures point to the reality 
that the debt is unaffordable, that we are going broke, and 
that inaction today implies misery for future generations. 
Here is what the Comptroller General concludes in his 
remarks contained in the 2009 Financial Report of the U.S. 
Government: 

The federal government faces even larger challenges 
in the long term.  As discussed in this 2009 Financial 
Report of the United States Government(Financial 
Report), the federal government is on an 
unsustainable long-term fiscal path driven by rising 
health care costs and known demographic trends.  
The Statement of Social Insurance, for example, 
shows that the present value of projected scheduled 
benefits exceeds earmarked revenues for social 
insurance programs (e.g. Social Security and 
Medicare) by about $46 trillion over the next 75-year 
period9.  In addition, our most recent long-term 
simulations for all federal government programs 
show that absent policy changes, debt held by the 
public as a percentage of GDP could exceed the 
historical high reached in the aftermath of World War 
II in a little over 10 years10.  Absent a change in 
policy, under this scenario, the interest costs on the 
growing debt together with spending on major 
entitlement programs could absorb 92 cents of every 
dollar of federal revenue in 201911.  Clearly, this is not 
sustainable. 

 
Asset Allocation and Choices Under Bifurcation 

 
Having reviewed the above figures and also the 

conclusion of the Comptroller General, let us highlight 
two facts: First, this is not something that would hit us in 
the distant future. It will take place in the next ten years. 
Second, also in the next ten years the interest on the debt 
along with the entitlement but unfunded programs will be 
eating away 92 cents of every government revenue dollar.  

 
Unfortunately, financial interests crowded out 

production and industrial interests. The former 
masqueraded and exploited unfunded liabilities passing 
them on as lovable securities that can make us wealthy. 
The reality is that those securities make our future and the 
future of our kids and grandkids insecure. It seems that we 
forgot the lessons of previous empires and hegemonic 
powers, that wealth is created and preserved via 
production of real assets and not by marketing toxic paper 
“assets”. The bifurcation between industrial and financial 

interests is a phenomenon of the developed economies, 
while developing and emerging nations such as China, 
Russia, Brazil, India, Indonesia, Malaysia, etc. allow the 
two interests to run in a parallel fashion. Therefore, the 
growth and income opportunities are higher in those 
nations and in the currency of nations (e.g. Australia, 
Canada) that allow such a convergence and parallel move 
to take place.   

 
Faith in paper currencies a.k.a. fiat money is 

weakening and the signs of it abound. Things will become 
even worse when the postman rings the bell again. We do 
not know when the latter will take place, but we do know 
that it will take place and probably will be within the next 
two-four years. While we anticipate the markets to be 
going sideways in the next couple of years, contemplating a 
double dip in the midst of public and private sectors’ 
deleveraging, a new force (and who knows maybe even a 
new bubble given that chameleon financial institutions 
know how to securitize and sell ice to the Eskimos) will be 
developing in the commodities and rare earth elements 
(REE). The countries that are endowed with resources in 
commodities and REE will experience significant gains, 
and such hard assets will anchor their currencies. 
Companies that are involved in these sectors (from mining 
to distribution and sales) could also benefit significantly.   

The Financial Times on January 28, 2010 and then 
on February 11, 2010 published two articles on REE. At 
the heart of those articles is the reality of hard assets and 
the valuations we anticipate to start taking place in the 
near future.  The February 12th article starts as follows: 
“China's leading producer of rare earth metals has been 
given government approval to build a strategic reserve, 
exacerbating concerns that Beijing is tightening its grip on 
the valuable minerals needed to produce green and high-
technology products. China supplies about 95 per cent of 
the global market for rare earth elements used to produce 
everything from hybrid cars to iPod music players.” 

 Prices of REEs have on average increased fivefold 
since 2000. Their extensive industrial usage (e.g. Avalon 
Rare Metals stated in a study that about 25% of new 
technologies rely on REEs) in combination with new 
technologies, and with new environmental and 
economic/social trends will put increased pressure on their 
prices. Thus, control of the REEs, hard assets, and of 
commodities in general may prove to be the most 
fundamental move governments and investors do in the 
next few years.  
 

Currently, China controls 97% of REEs. Of 
course, as prices increase, mines in other nations, such as 
ours or in Australia, will start operating. However, the fact 
is that China will remain the big player in the game that is 
being drafted nowadays. China’s quotas on REEs exports 

intend to attract foreign investors into the country for in-
house operations, thus through synergisms and value-
added chain of production Chinese growth can be 
sustained. Anthony Lipmann of Lipmman Walton, a UK-
based trader says: “China does not want to supply rare 
earth elements to build a Prius or Volt car battery: it wants 
to build and market the vehicle.”  

 
In our case, the National Academies Report on 

REEs states that REEs “have a number of high-tech 
applications that are important for the economy because 
they are marked by a tighter degree of supply risk than the 
more traditional base and ferrous metals.” No doubt then, 
that the Pentagon is contemplating stockpiling REEs.   
 
Conclusion 
 
  Let us conclude this month’s newsletter by first 
reviewing the financial conditions. In a new collaborative 
and comprehensive index recently created, Hatzius et.al., 
show that in the last few months the financial conditions 
in the country have started deteriorating again. This may 
be in anticipation of the Fed’s intentions to suspend its 
extraordinary programs of buying paper from banks as 
well as in anticipation of reversals in carry trade that will be 
needed.  
 

Whatever the cause might be for such 
deterioration, our position is that catharsis was not carried 
out, and like in old Greek plays unless cleansing takes 
place, new beginings will be defective, deficient, and could 
only postpone the inevitable, which is another crisis that is 
looming over the heads of individuals, institutions, and 
governments. Slumps follow booms when booms are 
created using inflated and artificial monetary stimuli rather 
than assets produced in the real economy. A house of 
cards will always be a house of cards. Figure 4 below 
shows the deterioration that is taking place in the last few 
months in the financial markets. Furthermore, the last 
figure (figure 5 below) also portays a similar picture. It 
demonstartes that the Asset-Backed Securities market has 
not been revatilized, and the issuance of new securities is 
almost as dead today as it were a yar ago. The credit 
(despite unprecentended Fed’s moves) does not flow 
because it is used to cover up holes and counterparty risks, 
enhance the balance sheet of institutuons that are too big 
to exist, while being wasted in other similar unproductive 
purposes that do not create jobs, but rather perpetuate and 
worsen a sickening situation that destroys the real 
economy’s moral fiber.  
 
 Our position is to stay with hard assets (see 
previous newsletters), REEs, and be invested in countries 
where real production takes place and in currencies that 
are linked with those economies. The era of commodities 
and of companies related to their production, distribution, 
and sales (gold, silver, oil, copper, palladium, zinc, 
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we consider eye-opening. They point (based on 2004 data - 
the situation now is worse) to the following facts:  
First, the unaccounted and unfounded liabilities in the EU 
are on average almost 450% of their GDP.  
Second, the respective figure for the US is also 450%.  
Third, unless substantial reforms take place in both sides 
of the ocean, then either default will occur or taxes will eat 
away disposable income, thus lowering standards of living, 
while poverty and misery will occupy the headlines.  
Fourth, the need for significant savings (recall that 
estimates are based in 2004 figures) amount to more than 
8% of the GDP. Given, that none of the countries 
involved have a savings rate even close to that, the cost of 
re-financing their debt obligations will either increase 
substantially (see the Greek spreads) or currency 
debasement will have to take place.  
Fifth, postponement of the needed measures add future 
generational pain to the tune of trillions of dollars (e.g. in 
the US case it adds about $1.5 trillion annually when 
inflation adjustments are taken into account).  
Sixth, those who fund existing debt will either demand 
higher yields or abandon the bond market of the particular 
nations altogether (it may not be a coincidence that in the 
last few months the Chinese are net sellers of US bonds), 
with the result that the nations may be forced to debase 
their currencies and inflate their debts away.  
Seventh, the problem could be pushed away for a few 
years by creating another bubble (that’s where our 
comment below about a possible green energy bubble fits. 
Regarding the latter we have found the February 2008 
article in Harper’s magazine, very interesting and 
enlightening. You may access that article at the following 
link: 
http://www.harpers.org/archive/2008/02/0081908).  
Eighth, municipal bonds would also prove to be very 
shaky and risky as an asset class given that states’ unfunded 
liabilities exceed 3 trillion dollars.  
Ninth, the rational choice for individual and institutional 
investors is to turn their focus to hard assets and their 
valuations given the generational, technological, economic, 
and political developments.  
Tenth, as asset classes are being revalued the macro global 
focus will shift to developing and emerging economies 
making the bifurcation dual, namely: in asset classes and 
continent-focus.  
 

  

 
 
 

 
Figure I: US Government Debt Held by the Public 

 

 
Source: The Financial Report of the United States 
Government, 2009 
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