
Exploration, piracy, war and colonisation were motivated more by the hunt
for precious metals than the now commonly accepted myth of religious
fervour. Money meant power. By 1834, the global measure of currency
became gold. Its higher value and relative scarcity proved it a more suita-
ble commodity for growing global trade. Known as the GOLD STANDARD, it
remained intact until the outbreak of the Great War in 1914.

dŚĞ�ĐůĂƐƐŝĐĂů�ŐŽůĚ�ƐƚĂŶĚĂƌĚ�ĐƵƌƌĞŶĐǇ�ƌƵůĞƐ�ƌĞŇĞĐƚĞĚ�ĂŶ�ŽƌĚĞƌůǇ�ƐŽƉŚŝƐƟĐĂƚͲ
ed and intricate supply /demand model, which ensured each and every
country traded within its financial means. Prices and spending within each 
country by government, business and people had to be backed by a
;ĨƌĂĐƟŽŶĂůͿ�ƌĞƐĞƌǀ Ğ�ŽĨ�ƉŚǇƐŝĐĂů�ŐŽůĚ͘ �' Žǀ ĞƌŶŵĞŶƚ�ƐƉĞŶĚŝŶŐ�ǁ ĂƐ�ŬĞƉƚ�ŝŶ�
check by the need to hold gold reserves. If there was no capacity to in-
crease gold holdings, government spending was cut or taxes were in-
ĐƌĞĂƐĞĚ͕ �ƌĞƐƵůƟŶŐ�ŝŶ�ƉƌŝĐĞ�ĂĚũƵƐƚŵĞŶƚ�ŝŶŇĂƟŽŶ�Žƌ�ĚĞŇĂƟŽŶ�ĂŶĚ�ƐŚŝŌƐ�ŝŶ�
imports/exports. This mechanism soundly managed all booms and busts
ĨŽƌ�ŚƵŶĚƌĞĚƐ�ŽĨ�ǇĞĂƌƐ͕ �ƋƵĂƌĂŶƟŶŝŶŐ�ƚŚĞŝƌ�ĚƵƌĂƟŽŶ͕ �ďƵƚ�ŶŽƚ�ƚŚĞŝƌ�ƐĞǀ ĞƌŝƚǇ͘

WŽƐƚ�t t ϭ͕ �ƚŚĞ�h<�ĂƩ ĞŵƉƚĞĚ�ƚŽ�ƌĞĐůĂŝŵ�ŝƚƐ�ƉƌĞ-war global dominance but
ǁ ĂƐ�ůĞŌ�ŚŽƉĞůĞƐƐůǇ�ďĂŶŬƌƵƉƚ͘ �/Ŷ�ϭϵϯϭ��ƌŝƚĂŝŶ�ĂďĂŶĚŽŶĞĚ�ƚŚĞ�ŐŽůĚ�ƐƚĂŶĚĂƌĚ͕ ��
with many other countries, in order to allow governments to mindlessly
print money in response to The Great Depression. Hyper-ŝŶŇĂƟŽŶ�ĂŶĚ�ƚŚĞ�
resultant social & economic mayhem in no small way led to World War 2.

dŚĞ��ƌŝƟƐŚ��ŵƉŝƌĞ�ǁ ĂƐ�ĚŝƐŵĂŶƚůĞĚ�ĂŌĞƌ�t t Ϯ͘ �/Ŷ�ŝƚƐ�ƉůĂĐĞ�ƌŽƐĞ�Ă�ŶĞǁ �
ǁ ŽƌůĚ�ƉŽǁ Ğƌ͕�ƚŚĞ�hŶŝƚĞĚ�̂ ƚĂƚĞƐ͘ �ϭϴ�ĚĂǇƐ�ĂŌĞƌ�� -Day in 1944, an economic
ƐƵŵŵŝƚ�ŚĞůĚ�Ăƚ��ƌĞƩ ŽŶ�t ŽŽĚƐ͕ �E Ğǁ �, ĂŵƉƐŚŝƌĞ�ƌĞŝŶƐƚĂůůĞĚ�ƚŚĞ�ŐůŽďĂů�ŐŽůĚ�
standard and the US dollar became the new global reserve currency.

One US dollar represented 1/35th of an ounce of gold to which the Franc,
WŽƵŶĚ͕ �D ĂƌŬ�ĞƚĐ͘�ƌĞƉƌĞƐĞŶƚĞĚ�Ěŝī ĞƌĞŶƚ�ƌĞůĂƟǀ Ğ�ǁ ĞŝŐŚƚƐ�ŽĨ�ŐŽůĚ͘ ��ůŽƐĞ�
ŝŶƐƉĞĐƟŽŶ�ŽĨ�ƚŚŝƐ��ƵƐƚƌĂůŝĂŶ�dƌĞĂƐƵƌǇ�ϭϬϬϬ�WŽƵŶĚ�ŶŽƚĞ�ƌĞǀ ĞĂůƐ�ƚŚĞ��ŽŵͲ
monwealth “Promises to Pay the Bearer in Gold Coin on Demand”.

Order was restored to global trade, accountability to governments and
ĞĐŽŶŽŵŝĐ�ŝŶĐĞŶƟǀ ĞƐ�ƚŽ�ǁ Ăƌ�ƌĂǀ ĂŐĞĚ�ŶĂƟŽŶƐ�ƚŚĂƚ�ǁ ŽƌŬĞĚ�ŚĂƌĚ͘ �ZĞĮ ŶĞͲ
ŵĞŶƚƐ�ƚŽ�ƚŚĞ�ŐŽůĚ�ƐƚĂŶĚĂƌĚ�ƌƵůĞƐ�ƉĞƌŵŝƩ ĞĚ�ĐƵƌƌĞŶĐǇ�ƌĞǀ ĂůƵĂƟŽŶƐ�ĂŶĚ�ĚĞͲ
ǀ ĂůƵĂƟŽŶƐ�ĂůůŽǁ ŝŶŐ�ĐŽƵŶƚƌŝĞƐ�ƚŽ�Į ŶĞ-ƚƵŶĞ�ƚŚĞŝƌ�ĞĐŽŶŽŵŝĐ�ƐĞƫ ŶŐƐ͘ �dŚĞ�
ƚƌĞĂƐƵƌĞĚ�ϭϵϱϬ͛Ɛ�Ăƚ�ůĂƐƚ�ƉƌŽŵŝƐĞĚ�ƉƌŽƐƉĞƌŝƚǇ�ĂŶĚ�ƐƚĂďŝůŝƚǇ͕�ƵŶƟů͙ ͘ ͘

dŚĞ�ƉĞĂĐĞƟŵĞ�ďŽŶƵƐ�ƚŚĂƚ�ĚƌŽǀ Ğ�h^�ĞĐŽŶŽŵŝĐ�ĚŽŵŝŶĂŶĐĞ�ǁ ĂŶĞĚ�ĂƐ�ƚŚĞ�
Cold War and expanding Communist threat, firstly in Korea, then Vietnam 
became more costly to repel. The space race against the USSR raised the
stakes and plummeted the US into a debt spiral. Like Britain before it, con-
fronted by an economy that had lost its wealth, the humbled US repudiat-
ĞĚ�ŝƚƐ�ŽďůŝŐĂƟŽŶƐ�ƵŶĚĞƌ�ƚŚĞ�ŐŽůĚ�ƐƚĂŶĚĂƌĚ�ŝŶ�ϭϵϳ ϭ, under threat from the

For many years we have expressed concerns that the world’s economy is
underpinned by both excessive government and household debt. We have
discussed quantitative easing, zero interest rates, unconventional eco-
nomics, all booms end, etc, etc. Yet the sky has not fallen in, nor the world
fallen apart. So what is the problem one may ask? Take a look at the
graphic below and focus on the thick blue line and its trajectory.

You are looking at history in the making. It is a debt bubble, a term we use
sparingly. Despite China’s huge contribution to growth, debt and GDP
have decoupled for so long and so widely, nations and citizens no longer
understand living within their means. Governments deliver services relying
on debt and households increasingly consume, also on debt, blinded by
illusory house prices. Who saves anymore? We have been taught to bor-
row to make money, rather than work, because rising asset prices do the
heavy lifting. Our world is so addicted to debt, its orderly function is now
dependant on it to keep prices high. The more we borrow, the greater will
be the cost, when the day of reckoning arrives. That is the problem.

Bad Medicine

Until the 19th century, most physicians practised “blood-letting” including
the use of leeches, as a treatment for many diseases. More often than not,
this trusted and widely used practice caused more harm than good. Medi-
cine had not yet developed any viable alternative. Today, painless anti-
biotics shots cure many of the deadly diseases of yesteryear.

In modern economics, a “reverse blood-letting” philosophy has been
adopted. Put simply, we know how to cure the world’s distorted financial
imbalances. However, the currently unacceptable prospect of western
austerity and a decline in living standards, drives us to dream up confound-
ed and plainly ill-conceived economic constructs, to delay the inevitable.

Commodity Based Money

Awareness of today’s warped and terminally fated system of money flows
has been somehow lost as a result of a denial to acknowledge the merit of
the systems it evolved from. Systems with embedded fiscal constraints.

Up to the 18th century, international and domestic money flows were
based on how many units of a currency equated to a unit of precious met-
als like silver or gold. All currency, coins and notes merely reflected the
equivalent weight of a precious metal. Unsurprisingly in the centuries of
British rule, a British Pound Note (£1) was the equivalent of 1 pound of
silver (or 240 silver pennies). This is the origin of the Pound Sterling.
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Debt Does Not Matter Any More… Well, At Least For Now

Investment Insight

2018 appears destined to close out as a financial non-event for investors with most markets barely moving. Mid year double digit returns
have evaporated, overcome by (excl. US) sluggish global GDP growth. Mounting international trade tensions, escalating US interest rates,
low wages growth and the Royal Commission enquiry into banking in Australia have skittled the once confident investment plans of both
countries and consumers. As each year passes and millions of boomers clock off from the workforce, their financial destiny seems increasingly
more difficult to predict. Built on unprecedented levels of borrowings, bailouts and stimulus, the post GFC boom is slowly running out of puff.
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Smart as we are, we haven’t learned much about people. Systemic prob-
ůĞŵƐ�ƌĞƋƵŝƌĞ�ƐǇƐƚĞŵŝĐ�ƐŽůƵƟŽŶƐ͘ �Commodity based currencies delivered
them, painful as they were, and taught us lessons. 21st century economic
ĂůĐŚĞŵǇ�ŽĨ�Y ��ĂŶĚ�ŶĞŐĂƟǀ Ğ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ�ƌĞĚƵĐĞĚ�ƚŚĞ�ďƵƌĚĞŶ�ŽĨ�ĚĞďƚ�ƌĂͲ
ther than the amount of debt. It avoids the pain and the problem. The
ǁ ŽƌůĚ͛ Ɛ�ŐŽǀ ĞƌŶŵĞŶƚƐ�ŶŽǁ �ŽŶůǇ�ŚĂǀ Ğ�Ϯ�ƌĞĂů�ĂůƚĞƌŶĂƟǀ ĞƐ͕ �ŚǇƉĞƌ-ŝŶŇĂƟŽŶ�ƚŽ�
dilute the cost of their debt, or a debt jubilee to cancel it. Think 2023-2025.

And The Winner Is….. Australia
hŶƟů�ŶŽǁ ͕ �ŽƵƌ�ƉĂƉĞƌ�ŚĂƐ�ƉƌŝŵĂƌŝůǇ�ĚŝƐĐƵƐƐĞĚ�ŐŽǀ ĞƌŶŵĞŶƚƐ�ƌĞĐŬůĞƐƐůǇ�ŝƐƐƵͲ
ing money, credit and IOUs. Because they can. Governments don’t die or
get sick, or lose their jobs. They can raise taxes or cut spending at will.
Now let’s consider householders, ordinary people working for the man and
ƉĂǇŝŶŐ�ƚĂǆĞƐ͕ �ǁ ŝƚŚ�ƚŚĞ�ǇŽŬĞ�ŽĨ�ůŝĨĞΖƐ�ŚƵŵĂŶ�ĨƌĂŝůƟĞƐ͕ �ĨĂƟŐƵĞ�ĂŶĚ�ĂƐƉŝƌĂƟŽŶƐ͘

Forget bailouts, QE and all the money tricks used overseas. Australia sailed
through the GFC unscathed, thanks to our Asian neighbours who needed
our red earth. By golly, RBA interest rates even fell from 7% in September
2008 to 3% by April 2009. The GFC was a borrowers’ bonanza with banks
ǁ ŝůůŝŶŐůǇ�ůĞŶĚŝŶŐ�ŵŽŶĞǇ͕�ŽŌĞŶ�ůŽƚƐ�ŽĨ�ŝƚ͕ �ƚŽ�ĂŶǇŽŶĞ�ǁ ŚŽ�ĐŽƵůĚ�ĨŽŐ�Ă�ŵŝƌƌŽƌ͘�
No wonder prices went up. For savers, cash became trash. Much of the
liquidity of European banks found its way to Australian in over $1tr of for-
eign debt͕ �ĨƵŶĚŝŶŐ�ŽƵƌ�ďĂŶŬŝŶŐ�ƐǇƐƚĞŵ�ĂŶĚ�ŽƵƌ�ĂƉƉĞƟƚĞ�ĨŽƌ�ŚŽŵĞ�ůŽĂŶƐ͘ �

dŚĞ�ŐƌĂƉŚ�ĂďŽǀ Ğ�ŝƐ�ƌĞŵĂƌŬĂďůĞ�ďǇ�ƚŚĞ�' &��ŝŶŇĞĐƟŽŶ�ƉŽŝŶƚ�ŽŶ�Žƌ�ĂŌĞƌ�ϮϬϬϴ͘��
US, UK, German and French households have lowered debt whilst other
countries, mostly those that supply Asia, ĐŽŶƟŶƵĞĚ�ƚŽ�ďŽƌƌŽǁ �ĂŶĚ�ƐƉĞŶĚ�
as their GFC experience was muted. Including China, these are the coun-
tries now most vulnerable to shock as their households are overleveraged.

�ŽŶƚƌŝďƵƟŶŐ�ƚŽ�Ă�ƉĞƌĨĞĐƚ�ƐƚŽƌŵ�ĨŽƌ��ƵƐƚƌĂůŝĂ͕ �ƌŝƐŝŶŐ�h^�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ͕ �ƐůŽǁ Ͳ
ŝŶŐ��ŚŝŶĞƐĞ�ŐƌŽǁ ƚŚ�ĂŶĚ�Ă�ƐŽŌĞŶŝŶŐ�ŚŽƵƐŝŶŐ�ŵĂƌŬĞƚ�ǁ ĞƌĞ�ĐĂƉƉĞĚ�Žī �ďǇ�ƚŚĞ�
findings of the Royal Commission (RC) into banking. It seems the Commis-
sion told us what we didn't want to hear—in cahoots with banks (who
ƉƌŽĮ ƚ�ĨƌŽŵ�ůĞŶĚŝŶŐͿ͕ �ǁ Ğ�ŚĂǀ Ğ�ďŽƌƌŽǁ ĞĚ�ƚŽŽ�ŵƵĐŚ͕ �ůŝĞĚ�ŽŶ�ůŽĂŶ�ĂƉƉůŝĐĂƟŽŶƐ�
and taken over 40% as fixed term interest only loans. This unholy trinity of 
behaviours mirrors that of the pre GFC US. Excluding property investor
debt, householders in Australia owe a staggering $2 trillion and rising.

dŚĞ�ƉŽƐƚ�Z��ƌĞƐƉŽŶƐĞ�ŽĨ�ďĂŶŬƐ�ŚĂƐ�ďĞĞŶ�ƚŽ�ƟŐŚƚĞŶ�ůĞŶĚŝŶŐ�ĂŶĚ�ƐůŽǁ �ĚŽǁ Ŷ�
credit expansion. While this may sound good, indeed overdue, the price we
ĂƌĞ�ũƵƐƚ�ƐƚĂƌƟŶŐ�ƚŽ�ƉĂǇ�ŝƐ�falling house prices, with more likely. Bank
shares are dropping, new car sales collapsing, retail sales slowing and confi-
dence eroding. These responses should not surprise readers, we have long
ĂŶƟĐŝƉĂƚĞĚ�ƚŚĞŵ͘ �t ŚĂƚ�ǁ Ğ�ĂƌĞ�ƐĞĞŝŶŐ�ŝƐ�ǁ ŚĂƚ�ŚĂƉƉĞŶƐ�ǁ ŚĞŶ�ǁ Ğ�return to
responsible lending. Erroneously called a credit crunch, what is yet to be
ƐĞĞŶ͕ �ŝƐ�ŝĨ�ŽƵƌ�ĐŽůůĞĐƟǀ Ğ�ŐŽǀ ĞƌŶŵĞŶƚ�ďƌĂŝŶƐ�ƚƌƵƐƚ�ŝƐ�ĂďůĞ�ƚŽ�ŽƌĐŚĞƐƚƌĂƚĞ�ĂŶ�
orderly unwinding of debt or something other than that. Watch this space.

What About The Here And Now?

WƌĞƐĞŶƚůǇ͕�ǁ Ğ�ĂƌĞ�ƌĞůĂƟǀ ĞůǇ�ĐŽŵĨŽƌƚĂďůĞ�ǁ ŝƚŚ�ŵŽƐƚ�ŵĂƌŬĞƚ�ƌŝƐŬ�ƉƌŝĐŝŶŐ͕�
ďĂƐĞĚ�ŽŶ�ĐƵƌƌĞŶƚ�ĐŽŶĚŝƟŽŶƐ. We are however, mindful of its acute fragili-
ƚǇ͘��ĚĚƌĞƐƐŝŶŐ�ŝŶĐƌĞĂƐŝŶŐ�ƌŝƐŬ͕�ƌĞƐƚ�ĂƐƐƵƌĞĚ�Ăůů��ĂŶĂĐŽƌƉ�ĐůŝĞŶƚ�ƉŽƌƞŽůŝŽƐ�ĂƌĞ�
ƌĞǀ ŝĞǁ ĞĚ�ĂŶĚ�ǁ ŚĞƌĞ�ŶĞĐĞƐƐĂƌǇ͕�ĂƐƐĞƚ�ĂůůŽĐĂƟŽŶƐ�ĂĚũƵƐƚĞĚ͘ �/Ĩ�ǁ Ğ�ŚĂǀ Ğ�ŶŽƚ�
already, we will contact you. Your financial well being is our concern.

&ƌĞŶĐŚ�ƚŽ�ƌĞĐůĂŝŵ�ŵŽƐƚ�ŽĨ�ƚŚĞ�ŐŽůĚ�ŝŶ�&Žƌƚ�<ŶŽǆ͕�ƌĞƉƌĞƐĞŶƟŶŐ�ƚŚĞŝƌ�ƌĞƐĞƌǀ ĞƐ͘ �
These events were only 47 short years ago. But few recall them.

&ŽƌƚƵŝƚŽƵƐůǇ�ĨŽƌ�ƚŚĞ�h^͕ �ƚŚĞ�ǁ ŽƌůĚ�ƐƟůů�ƐƵƉƉŽƌƚĞĚ�ƚŚĞŝƌ�ĐůĂŝŵ�ĂƐ�ƚŚĞ�ŐůŽďĂů�
reserve currency. Thus, so long as the Greenback remained in demand,
ƐƵĐĐĞƐƐŝǀ Ğ�h^�ŐŽǀ ĞƌŶŵĞŶƚƐ�ŚĂǀ Ğ�ĨŽƵŶĚ�ĨŽƌĞŝŐŶ�ŶĂƟŽŶƐ�ǁ ŝůůŝŶŐ�ƚŽ�ƵŶĚĞƌͲ
write their deficits, with seemingly no adverse consequences. As most inter-
ŶĂƟŽŶĂů�ƚƌĂĚĞ�ǁ ĂƐ�ĂŶĚ�ŝŶĚĞĞĚ�ŝƐ�ƐƟůů�ƚŽĚĂǇ͕�ĚĞŶŽŵŝŶĂƚĞĚ�ŝŶ�h^�ĚŽůůĂƌƐ͕ �ƚŚĞ�
h^�ĐŽƵůĚ�ƵŶŝƋƵĞůǇ�ƚƵƌŶ�ŽŶ�ƚŚĞ�ĐƵƌƌĞŶĐǇ�ƉƌŝŶƟŶŐ�ƉƌĞƐƐ�ĂŶĚ�Ăǀ ŽŝĚ�ŝŶŇĂƟŽŶ�
ĂŶĚ�ůŝǀ Ğ�ďĞǇŽŶĚ�ŝƚƐ�ŵĞĂŶƐ͕ �ŐĞŶĞƌĂƟŽŶ�ĂŌĞƌ�ŐĞŶĞƌĂƟŽŶ͘ �>ŝŬĞ�ƚŚĞ�ZŽŵĂŶƐ͘

Not to be outdone, the fall of the Berlin wall in 1989 led to the European
&ƌĂŶŬĞŶƐƚĞŝŶ�;ŽƚŚĞƌǁ ŝƐĞ�ŬŶŽǁ Ŷ�ĂƐ�ƚŚĞ��ƵƌŽƉĞĂŶ�hŶŝŽŶͿ�ĂŶĚ�ƚŚĞ�ĐƌĞĂƟŽŶ�ŽĨ�
ŝƚƐ�Žǁ Ŷ�ďƌĂŶĚ�ŶĞǁ �ĐƵƌƌĞŶĐǇ͕�ƚŚĞ��ƵƌŽ͕ �ďĂĐŬĞĚ�ďǇ�ŶŽƚŚŝŶŐ�ďƵƚ�Ă�ŵƵůƟ-
ŶĂƟŽŶĂů�ĂŐƌĞĞŵĞŶƚ͘ �dŚŝƐ�ĐŽŶǀ ĞŶŝĞŶƚ�ƚƌƵƚŚ�ƉĞƌŵŝƚƐ������ŚĂŝƌŵĂŶ�D ĂƌŝŽ�
�ƌĂŐŚŝ�ƚŽ�ƉƌŽŵŝƐĞ�ƉĂƌƟĐŝƉĂŶƚ�ŶĂƟŽŶƐ�͞ ǁ Ğ�ǁ ŝůů�ĚŽ�ǁ ŚĂƚĞǀ Ğƌ�ŝƚ�ƚĂŬĞƐ͟ �ƚŽ�ƐĂǀ Ğ�
them. Well why not, just add zeros on a computer and it is done!

In two decades, centuries of Western fiscal responsibility, based on com-
modity backed currencies was undone. Bureaucrats decided they could
ƌƵŶ�ƚŚŝŶŐƐ�ďĞƩ Ğƌ�ƚŚĂŶ�Ă�ƉƌĞƐĐƌŝƉƟǀ Ğ�ŵŽĚĞů͘�D ĞĚĚůŝŶŐ�ǁ ŝƚŚ�ĞĐŽŶŽŵŝĐ�ƉƌŝŶĐŝͲ
ƉůĞƐ͕ �ďĂŶŬĞƌƐ�ƉƌŽŵŝƐĞĚ�ƐŽĐŝĞƚǇ�ƐƵďƐŝĚŝƐĞĚ�ĞĚƵĐĂƟŽŶ͕ �ŚĞĂůƚŚĐĂƌĞ�ĂŶĚ�ǁ ĞůͲ
ĨĂƌĞ͘��ĞĐĂĚĞƐ�ůĂƚĞƌ͕�ƚŚĞ�ĐŽƐƚ�ŽĨ�ƚŚĞ�ŶĞǁ �ĂŐĞ�ŽĨ�ĞŶƟƚůĞŵĞŶƚ�ĂŶĚ�ƐŽĐŝĂů�ũƵƐƟĐĞ�
has ballooned. US debt is currently US$21trillion. Unfunded future obliga-
ƟŽŶƐ�ƚŽ�ĂŶ�ĂŐĞŝŶŐ�ƉŽƉƵůĂƟŽŶ͕ �ƐƵŐŐĞƐƚƐ�ƚŚĞ�ĚĞďƚ�ŝƐ�ƵŶůŝŬĞůǇ�ƚŽ�ďĞ�ƌĞƉĂŝĚ͘ �dŚĞ�
US dollar says “In God We Trust”. Ironically, God may end up with the bill!

Fiat Currency

Fiat currency means a currency with no intrinsic value, established as
ŵŽŶĞǇ�ďǇ�ŐŽǀ ĞƌŶŵĞŶƚ�ƌĞŐƵůĂƟŽŶ. Its value is based exclusively on counter
ƉĂƌƟĞƐ�ĂŐƌĞĞŝŶŐ�ĂŶĚ�ĞŶŐĂŐŝŶŐ�ŝŶ�ŝƚƐ�ƚƌĂĚĞ�ŝŶ�ĞǆĐŚĂŶŐĞ�ĨŽƌ�ŐŽŽĚƐ�ĂŶĚ�ƐĞƌͲ
ǀ ŝĐĞƐ͕ �ƌĞƐƟŶŐ�ĞŶƟƌĞůǇ�ŽŶ�ƚƌƵƐƚ�ŝŶ�ƚŚĞ�ŝƐƐƵĞƌ͛Ɛ�Į ŶĂŶĐŝĂů�ŐŽŽĚ�ƐƚĂŶĚŝŶŐ͘�

Presently the US and EU bankers can create currency without limit. There is
no silver, no gold and no value guarantee to the holders of notes or coins,
only trust in US/EU government to make good. Assume this can last another
4-ϲ�ǇĞĂƌƐ�ĂŶĚ�ƚŚĞŶ�ĐŽŶĮ ĚĞŶĐĞ�;Žƌ�ƚƌƵƐƚͿ�ŝƐ�ĐĂůůĞĚ�ŝŶƚŽ�ƋƵĞƐƟŽŶ͘ �dŚĞŶ�ǁ ŚĂƚ͍

As it happens, we have a current country with 32 million inhabitants who
can tell us it may not end well. Ask a Venezuelan. It may be hard to believe
that in the 21st century, a significant country rich in oil can have a hyper-
ŝŶŇĂƟŽŶ�ƌĂƚĞ�ŽĨ�ϴϯ ͕ ϬϬϬй ͘ ��ŽŶƚƌŽůůŝŶŐ�ŵŽƌĞ�Žŝů�ƚŚĂŶ�̂ ĂƵĚŝ��ƌĂďŝĂ͕ �ĨŽŽĚ͕ �ƉŽǁ Ͳ
er, even toilet paper, are in extreme undersupply with millions fleeing the 
country. This is fiat money where TRUST is lost. The economies of Turkey,
WĂŬŝƐƚĂŶ�ĂŶĚ��ƌŐĞŶƟŶĂ�ĂƉƉĞĂƌ�ƚŚĞ�ŶĞǆƚ�ƚŽ�ĨĂůů�ǁ ŝƚŚ�ŵƵĐŚ�ŚƵŵĂŶ�ƐƵī ĞƌŝŶŐ͘�
�Ž�ǇŽƵ�ƚŚŝŶŬ�ƚŚĞ�ĐŝƟǌĞŶƐ�ǁ ĞƌĞ�ƚŽůĚ�ƚŚŝƐ�ǁ ĂƐ�ĐŽŵŝŶŐ͍ �t Ğ�ƐƵƐƉĞĐƚ�ŶŽƚ͘ �

A problem with fiat currency is that it develops unhealthy social expecta-
ƟŽŶƐ͕ �ĐŽůůĞĐƟǀ Ğ�ĐŽƌƌƵƉƟŽŶ͘ �<ŶŽǁ ŝŶŐ�ƚŚĂƚ�ƉƵďůŝĐ�ŵŽŶĞǇ�ŝƐ�Ğī ĞĐƟǀ ĞůǇ�ůŝŵŝƚͲ
ůĞƐƐ�ŵĞĂŶƐ�ǁ Ğ͕�ŝŶĚŝǀ ŝĚƵĂůůǇ�ĂŶĚ�ĐŽůůĞĐƟǀ ĞůǇ�ďĞůŝĞǀ Ğ�Ğǀ ĞƌǇƚŚŝŶŐ�ĐĂŶ�ďĞ�ƉĂŝĚ�
for and the wants of all accommodated. It is in no one’s interest to put an
ĞŶĚ�ƚŽ�ƚŚŝƐ�ďůŝƐƐ͕ �ĂŌĞƌ�Ăůů͕�ǁ ŚŽ�ǁ ĂŶƚƐ�ƚŽ�ƵŶŶĞĐĞƐƐĂƌŝůǇ�ĞŶĚƵƌĞ�Į ŶĂŶĐŝĂů�ƉĂŝŶ͕ �
Žƌ�ĂƉƉĞĂƌ�ƵŶƐǇŵƉĂƚŚĞƟĐ�ƚŽ�ƚŚĞ�ůĞƐƐ�ĨŽƌƚƵŶĂƚĞ͍ ��ĞŵŽĐƌĂĐǇ�Ăī ŽƌĚƐ�ƚŚĞƐĞ�
ƐŽĐŝĂůůǇ�ĂůƚƌƵŝƐƟĐ�ŐŽĂůƐ͕ �ĞǆĐĞƉƚ�most individuals prefer others bear the cost.

Why No Inflation?

Purists would argue the post GFC global explosion of fiat currency should 
ŚĂǀ Ğ�ƌĞƐƵůƚĞĚ�ŝŶ�ƌĂŵƉĂŶƚ�ŝŶŇĂƟŽŶ�ĂĐƌŽƐƐ�ƚŚĞ�ŐůŽďĞ͘�dŚĂƚ�ŚĂƐ�ŶŽƚ�ŚĂƉƉĞŶĞĚ͘ �
D ŽƐƚ�ĐŽŵŵŽŶ�ŵĞĂƐƵƌĞƐ�ŽĨ�ŝŶŇĂƟŽŶ�;�W/Ϳ�ĐĂƉƚƵƌĞ�ƚŚĞ�ƉƌŝĐĞ�ŵŽǀ ĞŵĞŶƚ�ŝŶ�Ă�
ďĂƐŬĞƚ�ŽĨ�ŐŽŽĚƐ�ĂŶĚ�ƐĞƌǀ ŝĐĞƐ͘ �dŚĞ�ĐŽŵďŝŶĂƟŽŶ�ŽĨ�ĐŚĞĂƉ��ŚŝŶĞƐĞ�ŐŽŽĚƐ͕ �ƚŚĞ�
ƉƌŝĐĞ�ĚĞƐƚƌƵĐƟǀ Ğ�ŶĂƚƵƌĞ�ŽĨ�ŐŽŽĚƐ�Ăǀ ĂŝůĂďůĞ�ŽŶ�ƚŚĞ�ŝŶƚĞƌŶĞƚ�ĂŶĚ�ƐƚƵďďŽƌŶůǇ�
low wages growth across the planet, has uniquely suppressed CPI price
ƌŝƐĞƐ͘ �, Žǁ Ğǀ Ğƌ͕�ŝŶŇĂƟŽŶ�ŚĂƐ�ĐŽŶƐƉŝĐƵŽƵƐůǇ�ƉƌĞƐĞŶƚĞĚ�ŝƚƐĞůĨ�ĂůŵŽƐƚ�Ğǀ ĞƌǇͲ
where in extreme credit driven ASSET PRICE INFLATION.

The post GFC global economic response of cheap and easy money has failed
ƚŽ�ůŝŌ�ƌĞĂů�ŝŶĐŽŵĞƐ�ďƵƚ�ƐƵďƐƚĂŶƟĂůůǇ�ŝŶĐƌĞĂƐĞĚ�ďŽƚŚ�ĂƐƐĞƚ�ǀ ĂůƵĞƐ�ĂŶĚ�ĚĞďƚ͕ �
ŝŶĚƵĐŝŶŐ�ǁ ĞĂůƚŚ�Ğī ĞĐƚ�ĐŽŶƐƵŵƉƟŽŶ�ĂŶĚ�ǁ ŚĂƚ�ĂƉƉĞĂƌƐ�ƚŽ�ďĞ�ĞĐŽŶŽŵŝĐ�ƌĞͲ
covery. In this unnatural world of funny money, we believe neither is sus-
tainable. dŚĞ�ƉƌŝĐĞƐ�ŽĨ�ƐŚĂƌĞƐ�ĂŶĚ�ƉƌŽƉĞƌƚǇ�ĚŽ�ƌŝƐĞ͕�ƵŶƟů�ƚŚĞ�ĚĂǇ�ƚŚĞǇ�ĚŽŶ͛ ƚ.


