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	The 90 Trillion Dollar Con Job
 
By Benjamin Franklin Junior and Associates
The United States is legally bankrupt, defined in the dictionary as being unable to pay one's debts, being insolvent, or having liabilities in excess of a reasonable market value of assets held.
America has long passed the point of ever honoring its debts and obligations with anything but substantially inflated Dollars and dramatically reduced services.
Read this report and make up your own mind.
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The Challenge: How to Survive Financial Armageddon and/or Financial Repression and Prosper
“This country is bankrupt” Ron Paul, US Presidential Candidate
If you are employed and/or hold any savings you need to read this. The odds of either losing your livelihood or fortune in the coming twenty four months are disturbingly high. You cannot afford to ignore this report. The odds of surviving, even prospering when Western debt markets and currencies implode are vastly improved when you apply some of the recommendations outlined in these notes.  I also offer some very doable government solutions. Americans deserve better than to be conned by their own leaders into personal hardship, big brother oversight, declining civil liberties and financial destitution. 
 

Summary
America’s elected rulers, corporate leaders and special interest groups are living for the most part in a deliberate state of public denial. They keep discussing deficit and debt problems based on meaningless and dramatically understated figures. The top Republican presidential candidates are arguing whether Social Security is a Ponzi scheme, of course it is. Much of the economic data published by the government is seriously flawed and manipulated and makes the economic picture appear far rosier than it is. The American public is systematically conned. Most advertised political solutions towards fiscal sanity miss the mark by miles. No major political leader besides Ron Paul tells the full truth about the sad and arguably hopeless state of America’s financial affairs. America is facing dramatic structural challenges which can only be resolved through profound structural change not band aids. America is facing a severe economic and lifestyle crisis. 
US Debt and deficit problems are far more calamitous than generally believed. They are also likely to blow up within the next 24 months. Horrendous and misleading Government accounting further obfuscates the scope of the problem. Economic data has been fudged so many times the resulting inaccuracy has led to a false sense of security and disastrous policy and investment decisions. 
All three holy cows (Social Security, Medicare, and Military) have to be replaced or at least re-engineered. Social Security is the greatest Ponzi scheme ever devised and requires a complete makeover. The Medicare funding gap is even larger and has to be restructured as soon as possible. Military and national security spending are insanely oversized and ineffective and need to be cut by two thirds at least. If all welfare costs were reduced to zero leaving millions without food and life support, the real deficit would only shrink by about 10 percent. Every year of inaction increases the magnitude of the problem by USD 4 to USD 5 Trillion.
Big Health, Big Food, Big Military, Big Energy, Big law enforcement and Big Banking run the show in Washington. Health care, agricultural subsidies, military and banking bail out costs and concealed subsidies have been running amok. Special interest groups which pay no meaningful taxes but fund and decide elections run the show in Washington for their own benefit and their wealthy owners and not the American public. These special interest groups have little or no interest in changing the status quo. Lobbying has to be eliminated. Elected officials have to be accountable and work for the greater benefit of the American people and not to their corporate paymasters.
The wars on Muslims and Crime/Drugs have both bankrupted America and rendered it uncompetitive globally. 
The Tax code has to be simplified and a national Sales tax has to be instituted if America wants to avoid hyperinflation and/or depression in the coming 24 months.
In only fifteen years US infrastructure has slipped from the top global rank to an also ran number 15 spot.
US government debt refinancing and new deficit funding could amount to USD ten Trillion in the coming three years. Who will continue to buy America’s junk bond debt yielding far less than real inflation? America’s Federal Reserve Bank is already the largest single owner of US Government debt and its largest purchaser in recent years. The Chinese are flirting with making the Yuan fully convertible by 2015 and are showing increasing anxiety regarding their USD holdings. Kuwait, Qatar, Saudi Arabia and the Arab Emirates are working towards a USD alternative. China, Russia, Brazil and India are trading increasingly without the use of American Dollars. The Europeans have their own problems as do the Japanese and must be considered weak supporters. Both entities have huge deficits and debt problems themselves and cannot be expected to prop up or purchase Trillions of US debt. 
The best news about America’s pathetic financial shape is the system is awash in excess fat. There are tangible solutions for the US government to avoid the almost inevitable debt and fiat currency collapse.  Sadly however, politicians will continue to deny reality and perpetuate lies. After all, most politicians owe their existence and political careers to lobbyists and special interest groups. Changing the status quo intelligently and effectively poses an almost insurmountable challenge for them. How can they bite the hand that feeds them? They are likely to apply the wrong medicine: more stimuli, more money printing, fleecing their citizens while reducing their personal freedoms. 
The status quo will fight what makes the most sense for the average American every inch of the way (lower inflation, better food, more affordable health care, less war, a better future for the children, less debt). Because there is so much waste and mismanagement in the American system, there are some excellent medium term solutions to straighten out America’s financial mess and render this once great nation competitive again. When the crisis reaches its crescendo logic may ultimately prevail:  Military spending will be cut at least by half. The tax code will be simplified. Medicare/Medicaid and Social Security will be reformed. The Federal Reserve Bank is phased out. A ten percent national sales tax is instituted, tax loopholes are closed, the personal and corporate tax rates are lowered and the Dollar is backed once again by Gold. Otherwise financial Armageddon is unavoidable. America’s inevitable restructuring will be brutal in any case. Poorly executed it could result in a Great Depression, hyperinflation, massive wealth destruction, de facto default and a severe curtailment of civil and financial liberties. Well executed it could lead to three to five years of severe pain but a bright future thereafter.
Assuming the government gets this restructuring right is naïve. 
“If you put the US Government in charge of the Sahara Desert, in 5 years there would be a shortage of sand.”
Milton Friedman
I have found not a single incident where excessive debt and deficits did not result in painful realignment, relative and/or absolute decline. The debt/deficit debacle outcomes range from severe inflation to hyperinflation (UK, Brazil, Serbia, Yugoslavia, Poland) and dramatic economic long term absolute decline to stagnation and long term relative decline (Japan) and severe temporary economic hardship (Finland, Sweden, Denmark, Iceland) followed by economic rebirth. Individuals and families need to be prepared. The inevitable Great Adjustment Period (GAP) will demolish most Western world middle and upper middle class families. This may happen in just a few years (Financial Armageddon) or take years or even decades (Financial Repression). The question will not be if this will happen but when and how. The only other relevant consideration is the degree of pain inflicted during this transition and how to best prepare yourself for the attack on your wealth. Without a doubt significant profits can be generated in such environments with the right long and short investments.
Fortunately, there are several investment alternatives and strategies to protect your assets and possibly prosper in the face of severe economic adversity in the coming financial meltdown. When the crisis is peaking there will also be a once in a lifetime opportunity to purchase world class assets for a fraction of their replacement value.
 

The True Scope of US Government Debt
·         Challenge: The US debt problem cannot be solved if the electorate and the politicians do not understand or refuse to admit its scale. 
“We are in the incredible place where the annual growth in total unfunded government obligations per above-poverty-line household exceeds the current annual income of the median household.”
Daniel Amerman
USA Today treated the US government debt and payment obligations like a corporation. The American Government’s total unfunded future obligations (mostly Medicare and Social Security) in one year alone (2010) rose by $54,600 per American household above the poverty line. The average American household earned slightly over USD 50,000 in 2011. 
American politicians like Obama critique Europeans for the sad and disorganized state of their financial affairs. Italy has been a major target. Italy has a primary surplus. By 2013 they are expecting a balanced budget. Italy's combined private and public debt is much lower than France, the UK, the US and Japan.  Italy’s household savings rate is five times higher than America’s. Its household wealth relative to disposable income is twice as high. That is using published, non-consolidated government figures.
Comparing apples to apples America’s consolidated government debt relative to GDP is three times higher than Italy’s. Its consolidated deficit is about six times higher. Italy’s government and household debt and deficit position is vastly superior to America’s. Yet American government ten year bonds are yielding 2 percent while Italian ones are yielding 7 percent. There are three reasons for this discrepancy. Economists and investment managers are conned by rigged government data and misleading, unfair and untrue accounting principles which allow the spread of misinformation. The American Dollar is the reserve currency of the world, albeit its status has been waning for two decades. The final reason is America’s military might. It ensures nobody misbehaves and stops using US Dollars for very long. Any country with superb natural assets which has tried to move into other currencies (Iraq, Lybia, Iran, Venezuela…) has either been blown to smithereens with their leaders executed, is about to be blown up, is on the CIA hit list for “regime change” (regardless of whether the government has been elected freely or not) and is actively demonized by the US media.
American Government Debt and payment obligations are wildly understated. Washington politicians and most mainstream media talk about total US government debt of USD 15.8 Trillion by calendar year end 2011. One highly regarded economist, Laurence Kotlikoff, estimates the US Government funding gap at over 200 Trillion Dollars. Forbes, USA today estimates US Government debt closer to USD 70 Trillion. Glenn Beck and Forbes are working with a total debt estimate of 78.8 Trillion. I calculate USD 90 Trillion by the end of next year. The last year before America’s house of cards collapses.
By the end of 2012 Social Security, Medicare and Medicaid obligations should amount to USD 52 Trillion. Federal employee, veterans and state employee unfunded pension payment obligations, state debt plus insurance and federal, state and local and other loan guarantees together could approach USD 15 trillion. Ginny Mae and Freddie Mac (majority owned by the US government) have about 5 Trillion in debt. Municipal and other local debt is estimated at around USD 3 trillion and student loan debt at about USD 1 Trillion. I estimate US total government debt and payment obligations of USD 90 Trillion not USD 16.5 Trillion as estimated by brainwashed, consensus analysts using US Government propaganda figures which are based on archaic, unlawful accounting principles by year-end 2012. 
These figures are terribly abstract. They mean very little to the average reader. That is why they need to be brought into context. Now the insane, relative scope of the problem: 
90 Trillion Dollars of debt is substantially more than the total annual economic output of the World of 74 Trillion and its 7 billion inhabitants.
This national debt estimate equates to just under USD 800,000 per household or almost eighteen times median US household income, almost USD 600,000 per employed American or just under USD 300,000 per capita.  90 Trillion is about 80 times more than legitimate US Government personal and corporate income tax minus FICA and Social Security Contributions. This debt can never be paid back from cash flow. Even considering Social Security and Medicare Contributions as revenue consolidated liabilities exceed Federal “revenues” by a minimum factor of 40 times. These debts will and can never be repaid from cash flow without dramatic inflation or dramatic cutbacks in Social Security and Medicaid and dramatic cutbacks in government expenditures.
US Government debt and obligations are easily double the value of all the quoted securities including equities and bonds listed on all stock exchanges on the planet.
It is about 40 Trillion or 80 percent more than the net worth of all US households.
The number is easily more than twice the net debt of all other nations combined on earth.
90 Trillion Is five times America’s Gross Domestic Product, three times more than Zimbabwe’s comparable figure and ten times more Argentina’s figure when the former experienced hyperinflation and the latter defaulted in 2002.
The US Government debt scenario equates to a middle class American with USD 48,000 of gross income and the equivalent USD 3.6 Million of debt. This is important: America’s consolidated government debt and payment obligations are 75 times larger than its income!
US consolidated debt relative to GDP exceeds 600%, a figure far worse than any other nation on earth or the present default candidates Greece, Portugal and Ireland.
These US government debt and payment obligations which I call the “hidden debt” presently grows by at about three to four percent per annum. USA today estimates the annual increase in our hidden debt from entitlements at USD 5.4 trillion per year. This figure alone exceeds total annual US government “revenue” (including social security and FICA contributions) by over 200 percent before all other spending!
Conclusion: 
America’s debt position using true and fair (US GAAP) consolidated accounting principles merits a low level junk bond rating at best.  Interest costs on US Government bonds may only constitute about 20 percent of real taxes (Federal taxes minus Social Security and FICA contributions) but interest rates are manipulated and therefore artificially for Government debt maturities (QE, debt monetization, and FED guarantee not to raise short term rates until 2013 at the earliest). America has never been more bankrupt yet interest rates have never been lower. The current AA+ rating is a joke and based on tainted, misleading and archaic accounting methodology, overly optimistic assumptions and faulty economic data. It is highly unlikely America can or will ever repay its debt (unless it hyper-inflates or engages in severe financial repression). 
Government spending chemotherapy (like Finland or Sweden) and tax reform combined with massive tax increases may save the day. Another option is spending chemotherapy combined with a simplified tax rate or financial repression. A default and a new Dollar currency is a viable and brutal solution in the short term but hardly anybody in government would be willing to propose such a dramatic course of action. Russia, Brazil, Argentina, Iceland and many other countries defaulted and came out smelling like roses a few years later. The odds for these scenarios in the coming two years are less than ten percent. The willingness of politicians to do the right thing now, with the exception of the Ron Paul camp, is largely non-existent.  Financial repression and low single digit inflation, no or low growth scenarios like the Japanese, hyperinflation and/or depression via massive Dollar printing are the more likely outcomes to the American debt/deficit catastrophe. 
 

The Full Extent of the US Government Deficit 
·         Challenge: Meaningful Deficit solutions require the full scope of the existing losses to be understood and communicated honestly and openly.
“Based on Congressional Budget Office projections, this year’s U.S. fiscal gap is $211 trillion, or about 14 times gross domestic product. By comparison, Greece’s is 12 times GDP. Germany’s is three times GDP. What’s more, our budget shortfall is growing rapidly. Last year’s value was $205 trillion. So the true measure of our nation’s insolvency grew in one year by $6 trillion, while the super committee is charged with saving a trivial $1.2 trillion over 10 years.”
Laurence Kotlikoff
The US collects income and other revenue of about 1.2 Trillion. About another 850 Billion results from social security and FICA contributions. In recent years the government has officially been spending about 1 to 1.4 Trillion more than what it considers “revenue” (tax revenue plus social security contributions). If one looks through the opaque US government accounting reports one ultimately finds consolidated cash based deficit of USD 2.08 Trillion for 2010, sixty two percent more than the official deficit figure. This is alarming in itself but to arrive at the true deficit add to this figure another 2.7 trillion in increasing annual liabilities which should be put aside every year to make sure retirees get their social security checks, federal workers their pensions and elders medical care. Under accrual based true and fair accounting principles the US is running a budget deficit of around USD 5 trillion give or take 1 Trillion. Using proper US GAAP accrual accounting total US Government spending amounts to about 7 Trillion versus legitimate revenue of 1.2 Trillion or a USD 5.8 Trillion deficit.  Only about half of the money spent shows up in the government cash based income statement. The remainder is charged to the Government credit card and shows up nowhere. 
Now the insane scope of the US deficit problem:
If every American wage earner handed over all their pre-tax income to the US government the amount would still be less than what the US government “spends” per annum currently. 
The estimated consolidated annual deficit on accrual accounting for 2010 of 5.8 Trillion exceeds all US household income.
If every US Corporation paid every dime of their pre-tax earnings to the US government the amount would not suffice to cover this deficit.
Indeed if every American and every American corporation would pay all their pre- tax income to the US government it would not be sufficient to cover the annual consolidated deficit. 
The consolidated deficit to GDP ratio, currently more than 30% of GDP, is the worst ratio of all developing nations and far worse than all current default candidates including Greece, Portugal and Ireland.
The official 2010 consolidated deficit of 2.08 Trillion using the government’s archaic and misleading cash accounting represents 14% of GDP, a figure associated with government junk bonds or national insolvency or default cases. The US GAAP accrual based deficit of 5.8 Trillion represents 39% of GDP. This figure is not only junk; it represents hard core bankruptcy.
The US government spends almost five times what it receives in legitimate taxes (not including social security contributions). This is like an American family with USD 50,000 in disposable income spending USD 250,000 per year into infinity.
Conclusions:
Unless, the US government increases revenues/cuts expenses by USD 20 Trillion over the next ten years or about USD 2 Trillion/year US government debt and the USD will implode rather sooner than later. Discussions of reducing the federal debt by two or even four Trillion over a ten year period are ludicrous and a waste of time. These figures equate to six months to eighteen months of hidden deficit increases. They are almost meaningless. Likewise balanced budget discussions are a waste of time. The US government cash accounting is wholly inadequate and paints a rosy phantasy scenario which simply does not exist. The US government budget process ignores the increasing hidden deficits and payment obligations and other liabilities. A balanced budget law only makes sense if the budget is based on consolidated, accrual based US GAAP accounting principles. 
An orderly default and debt/entitlement restructuring is the most logical remedy for US Government deficit/debt/entitlement problems. The deficit and debt piles are simply too huge to work out. Adding more debt and stimuli is like trying to cure a heroin addict with morphine injections. However, there are very tangible solutions to reduce these deficits without defaulting. However, these solutions will be challenged by the special interest groups and their political peons who have been mismanaging and manipulating America for more than four decades.
A ninety Trillion Dollar debt disaster and annual deficits exceeding five Trillion are not accomplished overnight. It has taken four decades and countless bad political decisions to bankrupt America.
 

A little History: How did this all happen?
“The succession of financial bubbles, and the amassing of personal and public debt, an eye brow view, an expression of the lizard-brained way of life. A color-coded map of American personal indebtedness could be laid on top of the Centers for Disease Control’s color-coded map that illustrates the fantastic rise in rates of obesity across the United States since 1985 without disturbing the general pattern. The boom in trading activity in individual stock portfolios; the spread of legalized gambling; the rise of drug and alcohol addiction—it is all of a piece. Everywhere you turn you see Americans sacrifice their long-term interests for short-term rewards.”
California and Bust by Michael Lewis
Americans kept the totalitarian advance of the Russians after helping defeat the Nazi war machine. They instituted the Marshall plan which allowed Europeans to get back on their feet after World War II. After that things got murkier politically and in terms of foreign affairs but not financially. In 1971 America’s great addiction to debt commenced, the year President Nixon abandoned the gold standard. At that time America was the world’s largest creditor, had the finest infrastructure and one of the best public education systems. No other major developed economy even came close in terms of household income. America’s standard of living was superb. The Dollar was rock solid, debts and deficits were immaterial. Unemployment was manageable. The population was healthy and athletic. Everybody outside of America wanted to be American. America and Americans were awesome. They kept the Russians at bay in Europe assuring freedom for 250 Million. Americans are still tops in many fields of endeavor: entrepreneurialism, biotechnology, higher education, sports, media and the arts and military technology. 
76 Million Americans were born between 1945 and 1964. In 1946 forty American workers supported one retiree. Currently three American workers support one retiree. The demographic expansion, longer life expectancy and medical and retirement cost increases well ahead of inflation led to over 50 Trillion in unfunded Medicare/Medicaid and social security liabilities. Unfamiliar with economic and personal hardship like their parents who had witnessed the Great Depression, World War I and World War II the baby boomers had it relatively easy. They would become the most obsessive consumers and over spenders the world had ever seen. Unlike their parents it was all about here and now. America shifted from community to society. Individual fulfillment became the Mantra for happiness. Happiness could be achieved by owning things. Rich jerks mutated to lovable eccentrics. Virtually nobody saved any money as personal debt skyrocketed.  The baby boomers were in love with objects and unlike their parents, they preferred to spend rather than save. Foreign investors and an accommodative Federal Reserve Bank were all too willing to finance America’s seemingly never ending shopping spree.
 

1971 to 2011 – Four Decades of relative Decline
With nothing left to contain spending and the printing of Dollars America’s love affair with debt, deficits and blatant consumerism began. Social Security and Medicare were indexed to inflation to please the baby boomers while life expectancy increased by more than a decade from 1971 until 2011. Politicians of both parties discovered that economic performance was the key to election success. Therefore tweaking economic performance and fudging data became critical for electoral success. 
Major lobbies emerged as industries consolidated into fewer and larger units: big pharma, big food, big military, big banking, big prison and big media all asserted their influence in the political process. Inflation became much more of a factor than ever before as spending and money supply accelerated and savings declined. Because the American Dollar was the only credible reserve currency after the collapse of the British Pound there were no checks and balances on the American Government and the consumer to max out the check book and credit card. America became completely addicted to debt as foreign nations would buy US Government debt without ever questioning America’s financial health, never looking beyond the misleading official US debt and deficit figures. Spending, debt binging and mindless consumerism was exported to the rest of the world courtesy of America’s largest banks.
The American fascination with debt and consumerism has been deadly from an economic, competitive, family, health and quality of life viewpoint. The American concept of endless opportunity and upward mobility is a myth for the poorest Americans. Upward mobility of the poorest in Europe, Brazil, even Russia, China and India is far superior. Over the last decade median US household incomes have declined by one tenth in real terms. Even worse, this figure is not adjusted for the fact that American families have more income earners.
 

2011 = Different types of World Records: Quality of Life Considerations
The richest country in the world (measured on economic output but actually the poorest when measured on net assets) has slipped heavily on the inglorious statistics since its love affair with debt began forty years ago. More than two thirds of the adult population is obese or overweight (world record). America ranks in the bottom third of developed nations in high school science and math. Three Trillion Dollars have been wasted on the war on drugs and another four Trillion warring in Iraq and Afghanistan without any sustainable benefit. Well, I should not be so negative. Iraq is now the fourth largest US arms importer worldwide. 60 Million Americans admitted to illicit drug use or addictions, 50 Million have no health insurance, 46 Million Americans receive food stamps and 40 Million (one out five adults) have criminal records. 
Poverty is not limited to poor Black and Latino welfare recipients. There are 60 million poor white people in America the broad media and politicians completely disregard. Over half of the population is classified as lower income or simply poor. America now has the smallest middle class, expressed as a percentage of the overall population, of all advanced nations. 
With only five percent of the world’s population Americans consume half of all the world’s drugs. Infant mortality in America is the highest of all developed nations and America has the highest prevalence of adult and childhood diabetes (world record).  America’s lowly 50th place on maternal mortality is simply shocking. No child population takes more drugs against mental, bi-polar, psychopathic disorders (world record). One of three American teenage girls is a mother (world record).America has the highest cost of providing healthcare for its citizens (world record). It costs America twice as much to provide the exact same set of medical services as France, Spain, Germany or Sweden. The United States has the most privatized health care system in the world, which happens to be by far the most expensive one as well. Some economists argue that the astronomical costs of medical services wipe out all the benefits Americans might otherwise enjoy thanks to a relatively low personal tax burden. 
Apart from being expensive, Medicare is also very inviting for criminals of all hues. Medicare fraud is estimated to cost taxpayers $60 billion to $90 billion a year. Don't take it from us – take it from Cliff Stearns, chairman of the House Energy and Commerce Subcommittee on Oversight and Investigations – he should know. (source Rt.com).
The average American household consumes more energy and generates more waste than any other national household (world record). The average German family consumes less than half as much energy as their American counterpart. America has a military presence in over 150 countries and spends more on espionage alone (USD 80 Billion) than the combined military budgets of all South American nations. America spends its entire legitimate tax revenue (tax revenue minus social security and FICA contributions) on military and internal security (world record). Many American states spend more on incarceration and law enforcement than on higher education. Prison terms are seven times longer than the European average and incarceration rates are eight times higher (world record). Even totalitarian regimes like North Korea, Iran, China and Cuba incarcerate a far lower percentage of their citizens for much shorter periods. 
Civil liberties are going down the drain from legalized wire-tapping, to Patriot act, the NDAA and CAPPS and HIRE laws and numerous other measures. The 4th   (unreasonable search and seizure) and 5th (protection against governmental abuse in legal procedures) constitutional amendments have been largely neutralized by the Patriot and NDA acts respectively.  Free speech is in free fall (1st amendment). Journalists can no longer adequately protect their sources and politicians are all too eager to attempt further curtailments of free speech (SOPA, PIPA) on a monthly basis. Within less than a decade of financial mayhem and two market crashes America has gone from one of the freest “democracies” in the world to one of the most restrictive. Far more serious restrictions on civil and economic liberties are certain to follow.
These are already rearing their ugly head in terms of financial and economic repression. Like some stone-age socialist one party republic America has become the only country in the world which taxes its citizens for renouncing their citizenship (Head Act). Mainstream media pacifies the American public with a barrage of irrelevant news and events coverage, reality shows and sporting events. The dramatic decline in economic and civil liberties receives insufficient coverage to reach the minds of the gullible and misinformed electorate. The average American spends 14 years of his life in front of the television (world record) being brain washed and pacified. Many US water utilities increasingly add fluoride, a toxin, which the Third Reich (1933-1945) used to pacify its citizens. Americans are probably already too dependent and too brainwashed to elect an anti-status quo candidate advocating a smaller, less infringing, less corrupt and less martial government such as Ron Paul. Not unlike a mature socialist republic, more than half of Americans receive more in benefits than they pay in taxes. US household savings rates are in the bottom five percent of all developed nations. The typical American household has just USD 18,000 saved for retirement. Those aged above fifty have less than USD 30,000 saved for retirement. They are told they can spend or grow themselves out of a structural and disastrous deficit and debt debacle.
 

US Government Enron Accounting
·         Challenge: US Government accounting has to be cleaned up and modernized completely so politicians have less room to lie and con in the present and the future.
"The federal government is bankrupt," Williams told WND. "In a post-Enron world, if the federal government were a corporation such as General Motors, the president and senior Treasury officers would be in federal penitentiary."
John Williams, Shadowstats
In 2010, 865,000,000,000 or over 40 percent of all Federal US Revenues were Medicare and Social Security contributions from its citizens. Citizens expect to receive future benefits from these contributions. They believe these funds are segregated and shielded like a corporate pension fund. Unfortunately, the US government has borrowed from these funds and spent them and given the Social Security and Medicare nonnegotiable IOUs instead. The system works exactly like a Ponzi scheme where one group invests and is paid by the funds of new investors until the money runs out.
The US Government disposes over social security contributions as if they were tax revenues.  From a true and fair accounting standpoint this is outlandish and very Enron like. If a private US corporation or company accounted for Pension and Medicare contributions like this and used the proceeds in any manner they wished and securing them with unsalable company IOUs, like the US Government, they would be charged, convicted and go to prison. “Like a Ponzi scheme the scam continues until benefit expenses exceed cash income and the accounts need to redeem the securities to meet beneficiary payroll.” (debtism.com)
Even Enron’s accounting was far more transparent and honest than the US Governments. Every month corporate executives are fined or imprisoned for violating various accounting, pension and transparency standards. American banks are being sued for Billions by their own government for their alleged complicity in the subprime mortgage debacle. The General Accountancy Office of the United States Department of the Treasury had the following to say about the quality of the US Government’s accounting figures:
Material Weaknesses Contributing to Our Disclaimer of Opinion on the Accrual-based Consolidated Financial Statement. The continuing material weaknesses discussed below contributed to our disclaimer of opinion on the federal government's accrual-based consolidated financial statements. The federal government did not maintain adequate systems or have sufficient, reliable evidence to support information reported in the accompanying accrual-based consolidated financial statements, as described below…..
The above is what auditor’s call a qualified opinion. It basically means the numbers have serious shortcomings and are neither plausible nor reliable. The auditor’s wash their hands like Pontius Pilatus before Jesus crucifixion. Qualified opinions are a serious warning signal for all professional investors. What the treasury department basically says is that US government accounting figures are a mess, impossible to decipher and cannot be trusted.
The full cost of the wars in Iraq and Afghanistan have are not fully reflected in deficit calculations. This is done by labeling them discretionary or extraordinary expenses, ergo non-recurring expenses. Obviously with the war in Afghanistan now older than a decade and the Iraq conflict entering its ninth year these expenses are not extraordinary one off items. Of course these expenses are massive and recurring. They need to be fully reflected in budget deficits. 
Only the US Government and its officials could get away with this organized con game.  They have legitimized fraud for their own purposes. The dual standard and hypocrisy is completely perverted but perfectly legal according to US federal laws. It would be in America’s best interest if its government were held to the same standards as its citizens and corporations. It should start by telling its citizens the truth and adopt modern accrual accounting standards. How can the country conduct a meaningful and informed discussion about its economic and financial affairs when the underlying data is thoroughly inadequate, understated and corrupted?
"We're a bottom-line culture, and we've been hiding the bottom line from the American people," says Rep. Jim Cooper, D-Tenn., a former investment banker. "It's not fair to them, and it's delusional on our part."
 

US Government Economic Data
·         Challenge: The US Government needs to produce numbers which are meaningful and trustworthy and not twisted for maximum political gain.
“Noone is better rigging data than the US Government” Porter Stansberry
Many major economic indicators are distorted in order to present a rosier picture. I have yet to see a new calculation methodology which did not improve the result of the former for the benefit of the ruling party. 
Critical economic data such as Inflation, growth, productivity and unemployment figures have been altered and bastardized so many times to further the economic agenda of the two party dictatorship that they are now largely meaningless. 
“Making the situation worse is that the US rate of unemployment is already arguably at a Great Depression level, as covered in my article, "Hiding A Depression: How The US Government Does It". As shown in the graph below, when you take the official headline "U3" rate of unemployment and you add to it the discouraged workers and involuntary part-time workers included in the full "U6" rate of unemployment, and then you also take into account the workers who are employed solely because the US is running a deficit equal to about 10% of the US economy - thereby employing many people who would not otherwise be employed by racking up impossible national debts - then the sum of that 1-2-3 combination is a full rate of unemployment in excess of 25%.”
Daniel Amerman
Traditionally German economists have pointed to America’s attractive economic growth figures as a basis for emulation. Using the US method for calculating economic growth, Germany’s economic growth has been higher than America’s over the last two decades.  
The Federal Reserve used to set targets for money supply growth. In July 2000 the Fed stopped setting target ranges for money supply growth because they thought money supply discipline and guidelines no longer had a bearing on the US economy. In 2006 the Federal Reserve Board stopped publishing the vitally important M3 money supply figures. M3 includes large time deposits, repurchase agreements with a maturity greater than one day at commercial banks and institutional money market accounts. As a justification they stated the costs of collecting and publishing the data were not justified. M3 data is one of the most critical inputs for any macro economist. The government’s explanation, the most profligate spender on earth, is unacceptable.
The US government started actively fudging economic data under the Kennedy administration by keeping “discouraged workers” out of unemployment figures. Richard Nixon’s scuffle with the Bureau of labor Statistics, pegging the unemployment rate to the lowest possible variable, is well documented. Lyndon Johnson’s administration is largely responsible for the accounting gimmicks responsible for hiding much of the US deficit.  The Carter administration was caught deliberately understating inflation. Richard Nixon had a highly publicized war with the Bureau of Labor Statistics on the unemployment data is well documented. The Carter administration was caught deliberately understating inflation. 

According to a Shadowstats 2004 report, “Systemic changes were introduced during the Reagan administration to boost reported GNP/GDP growth on a regular basis. The wildest manipulations, however, happened at the time of the 1987 liquidity panic. 
Of course presenting outrageously overstated GDP figures is not a historical phenomenon. The economic data manipulation has reached outrageous levels.The following excerpt from www.financialarmageddon.com and is self-explanatory:

January 31, 2012
Our So-Called Recovery
Three recent articles (further) undermine the notion that we're seeing a light at the end of the tunnel.
The first examines the so-called rebound in growth:
"Dial 911 If This Story Makes Your Eyes Bleed" (New York Post)
In order to get to [the] 2.8 percent growth [reported last Friday,] the Commerce Department used a very unrealistic level of inflation in its calculations.
Let me explain: The government comes up with a figure on how much it thinks the economy grew, or shrunk. Friday’s figure was a first estimate for the fourth quarter, so most of the numbers used in the calculation are only guesstimates anyway. (But that’s for a different story.)
The government then takes that growth figure, subtracts the rate of inflation and comes up with the real growth it reports in its press release.
So, in other words, if inflation is rising it reduces the rate of actual, after inflation, growth — which is the figure that Washington reports.
In Friday’s number the government used 0.4 percent as the rate of inflation. Zero. Point. Four. Percent.
In which country is inflation that low? Certainly not in America. Absolutely not in the last four months of 2011.
The consumer price index, which is put out by the US Census Bureau, had prices up 3 percent for the year.
And the rate of inflation used in calculating the third-quarter 2011 GDP was 2.6 percent; in the first and second quarters, combined, the rate was 2.5 percent; it was 1.9 percent in the fourth quarter of 2010.
So how does the Zero-Point-Four-Freakin’ percent sound now?
That’s how Commerce got to the not-very-inspiring 2.8 percent growth it reported last Friday.
In addition to intervention in the futures markets by the New York Fed to help prop the stock market after the October 19th crash, direct and heavy manipulation of the trade deficit data, under the direction of the Federal Reserve and U.S. Treasury was used in conjunction with massive currency intervention to help bottom the dollar and to contain the currency panic at the end of 1987.”

Former Labor Secretary Bob Reich explained if the government inflated economic reporting, enough people would believe it to swing a close election. 
During the Clinton administration unemployment was redefined to eliminate five million discouraged workers and to lower the unemployment rate. Methodologies were changed to reduce poverty reporting, to reduce reported CPI inflation, to inflate reported GDP growth, among others. (source Shadowstats). In fsct applying 1980 inflation measurement tools to current CPI figures produces inflation north of ten percent according to some economic experts.
Unemployment calculations are the most obvious form of government data rigging. At the height of the 2008/2009 recession official unemployment was 10.2 percent. The official unemployment figure declined to 9 percent as the economy was said to be recovering. In early 2009 60.6 percent of the population was employed. That number slipped to 58.2 percent by the fall of 2011 (a 28 year low) while official unemployment declined from 10.2 percent to 9 percent during the same time span. Unemployment was only dropping because the US Government stops counting people not looking for work. The plain and simple truth was more Americans were out of work not less. As the unemployment methodology stands now the following would be possible:
There are 150 Million Americans working and about 15 Million unemployed. Now a further 10 Million Americans find their working hours have been severely curtailed and are working only ten rather than forty hours a week. Well, they’re still employed. There are about five unemployed for every job opening in America. The American reality is Millions are out of jobs not because they are lazy but because there are no jobs. Assuming those 15 Million currently unemployed give up looking for a job after a year simply because there are no jobs and the economy is in a severe recession. Most of them have not looked for a job in four weeks prior to the unemployment survey. Guess what: 15 Million Americans are barely employed and fifteen million can absolutely not find a job and no longer receive unemployment benefits. However, the unemployment rate would go to zero, ceteris paribus. According to the US Government there would be zero unemployment.
The George Bush administration expanded on the Clinton era initiatives, particularly in new and lower-inflation CPI methodologies. One tragic mistake was to change CPI housing cost increases from home ownership to home rental.  While home prices nearly doubled within six years rental costs were increasing by less than three percent at the time. 
Using rental cost inflation as the central housing CPI cost parameter was highly circumspect, especially with more than 70 percent of American households owning rather than renting their primary residence at the time. Since housing comprises almost fifty percent of core inflation, this shrewd manipulation alone understated true inflation by as much as two percent. 
This extremely material accounting gimmick understated true inflation severely for at least three years allowing Greenspan and his crony bankers to prolong the credit bubble and more than double the subprime mortgage loans outstanding. This in return allowed Federal Reserve Bank Chairman Alan Greenspan to keep interest rates much too low for much too long. 
As a consequence bad lending practices became even worse as the money supply shot through the roof. Had the CPI numbers reflected reality, interest rates would have been raised much earlier and the sub-prime mortgage market may never have developed to such deadly extent. 
Corrupted data led to poor interest rate policy decisions which ultimately resulted in a mortgage debt crisis never seen before in America’s history. Who paid for this folly: Politicians and bankers? Dream on. Where was the Securities and Exchange Commission investigating blatant market and data manipulation? 
As a consequence of these rogue, manipulative practices, complete disregard for lending discipline and out of control money expansion home prices detached completely from economic logic and historical affordability levels resulting in utterly unsustainable home price levels. Federal Reserve Bank Chairman Alan Greenspan kept interest rates much too low for much too long solely for political reasons. As a consequence bad lending practices became even worse as the money supply shot through the roof during his Federal Reserve bank Chairmanship. Had the CPI numbers reflected reality, interest rates would have been raised much earlier and the sub-prime mortgage market may never have developed to such a deadly extent. 
Economic reality always catches up to investment bubbles: U.S. home values dropped by 40 percent from their peak in June 2006 to September 2011, a decline fifty percent greater than the 25.9 percent drop in home prices recorded from 1928 to 1933 during the Great Depression.
The Obama administration mostly perpetuates the old lies. They are trying to tinker with the way Social Security payments are linked to inflation. That way they would have to pay out less in benefits. The idea was that pensioners could easily switch from costly items (like Filet Mignon) to less costly items (like Dog Food) during periods of inflation. Of course Consumer Price Inflation data is already heavily corrupted and understates inflation. The Obama administration reinforced by the Securities and Exchange Commission, the Treasury Department and the Federal Reserve Bank openly attacked and bullied Standard & Poor’s for lowering US Credit rating one notch while committing serious procedural and mathematical errors during the review process.  
That is like a serial killer criticizing a judge for ordering him to perform eight hours of community service work. The Obama supporter Buffett jumps on the bandwagon and calls US Debt quadruple A (AAAA) quality. How low has this once great investor sunk to propagate such blatant lies? I hear from fellow economists the Government statisticians want to change the CPI back from home rental to home ownership. Home prices are likely to stay low for many years whereas rental prices are going up with increasing demand. If they can cheat they will.  That would probably drop the CPI number (already excluding energy and food) quite a bit. What a sad circus to behold.
Intense Economic data discussions are way beyond the scope of this book. Rest assured the vital data is rigged, understated or tarnished just like the debt and deficit data. Only fools and pro-government economists would trust these numbers. Since 2009 Inflation has been closer to five percent than three percent. Unemployment on perfectly valid historical computations is well over 15 percent rather than 9 percent. GDP growth is already negative rather than an anemic 1.3%. The economic recovery has been a giant fake. Fewer people have jobs, average hourly wages are declining in real terms while inflation and low interest rates are undermining purchasing power. Anybody interested in further reading is encouraged to visit www.shadowstats.com.
 

Market Manipulation and Portfolio Pumping or What is Quantitative Easing?(QE1, QE2)
·         Challenge: Terminate the double standards in accounting, market manipulation and corrupted economic data.  Apply the same SEC Rules to the Government and the politicians as to US corporations and individuals!
“Of course I’ve already taken a very modest position on the monetary system. I do take the position that we should just end the Fed.”
Ron Paul
The Federal Reserve Bank creates money electronically and uses these funds to buy assets. In late 2008 the FED bought USD 600 Billion of trashy mortgage backed securities from commercial banks and injected funds into the likes of GM, AIG and others to prevent a financial and economic meltdown. From 2009 until the middle of 2011 The Federal Reserve Bank used these electronically created Dollars to purchase over half of all the debt issued by the US Treasury Department. By the third quarter of 2011 purchases of mortgage backed securities and treasury bonds exceeded USD 2.6 Trillion Dollars or a mind blowing USD 25,000 per US household. 
There used to be a 35 percent limit on how much of the debt issued by the Federal Government could be bought by the Federal Reserve Bank. This limitation was scrapped with the USD 600 Billion QE2 program. The QE programs have always been sold to the American public as a boost to economic growth. Nothing could be more absurd. During the height of the 2008-2009 financial crisis the FED was buying as much eighty percent of all US debt issues. Without the Fed’s massive purchases treasury yields would have been much higher. The FED basically controlled, dominated and thereby rigged the Treasury bond market in the absence of any other sizable buyers thereby bailing out the government. QE also kept interest rates much lower than they would be otherwise. Indeed, interest rates of all maturities declined to levels substantially below rates during several years of budget surpluses under the Clinton administration in spite of record debts, downgrades and budget deficits. As a consequence millions of frugal Americans earn no meaningful returns on deposits or Treasury bond holdings and see their effective purchasing power decline about five percent per annum. 
The tragedy of quantitative easing is not that it has not worked. The tragedy is that USD 25,000 in the hands of every American household or an intelligent infrastructure effort would have done wonders for the economy. That of course was never a choice. QE was nothing more than a cover for pumping money to the chronically overspending US government. The Government is addicted to debt and the FED has become its principal fixer buying even more debt than the Chinese and Japanese.
 

The Federal Reserve Bank (the last piece in the Ponzi Puzzle)
Challenge: How to phase out the FED and return to the Gold Standard?
"The Federal Reserve must be reformed to serve the needs of working families, not just CEOs on Wall Street." Governor Bernie Sanders, Vermont
Rigging treasury prices and auctions, constantly intervening in bond and currency markets and printing money to buy your own securities smells more like insider trading, market manipulation or portfolio pumping in a coordinated Ponzi scheme than promoting a healthy economic and financial environment by ensuring price stability, maximum employment and moderate long-term interest rates. What can be expected? The governor of the Federal Reserve Bank may be appointed by the President but its senior members are virtually all former commercial and investment bankers. The Federal Reserve Bank is a misnomer. The FRB is Private Corporation owned by big private banks ergo Wall Street. The detailed ownership structure is strictly confidential and has never been disclosed to the public, so much for transparency.
So we know the US debt and deficit figures are completely unreliable and based on Stone Age accounting principles which massively understate debts and deficits. We have learned that the Government tweaks the data to make things appear rosier than they are. We have grasped that markets are heavily manipulated by organizations such as the Federal Reserve Bank. A harder look at the Federal Reserve Bank in 2009 shows a woefully inadequate capital base for the size of the operations it conducts. USD 45 Billion in Capital serve as protection for USD 2.1 Trillion in exposure. A regulated Bank would need to show at least USD 120 Billion in equity not to trigger intense scrutiny from regulators.
“The Federal Reserve's balance sheet is so out of whack…If the Fed examiners were set upon the Fed's own documents—unlabeled documents—to pass judgment on the Fed's capacity to survive the difficulties it faces in credit, it would shut this institution down." 
Jim Grant, Editor, Grant's Interest Rate Observer, told CNBC. 
A Government Accountability Office review of the FED revealed 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. Trillions of loans were made to national and foreign banks at near zero interest rates. These loans were supposed to go to clients. Right!? Many of these banks then loaned these funds back to the Federal Reserve Bank at rates up to twelve times higher. According to Governor Sanders this is “A clear case of socialism for the rich and rugged, you're-on-your-own individualism for everyone else.”
The FED was created in 1913. Before then America did just fine for over 130 years without it becoming the largest creditor nation and richest nation on earth. Indeed inflation, the true enemy of the typical American family, was hardly an issue during the pre-FED days. The FED has done far more harm than good for the average American. 
“There is no longer any pretense of a free market when it comes to interest rates, but rather the Federal Reserve has taken near complete control of short term, medium term and long term interest rates.”
Daniel Amerman
 

Fat Folks and Junk Food are Awesome for Profits
·         Challenge: How to Reverse the Obesity Epidemic and Control the Lobbyists?
Medical Services and the Pharma/Health care industries have enjoyed growth rates substantially above the rate inflation for decades. The obese and overweight American population is a dream for medical practitioners and pharmaceutical companies: Diabetes treatments, angina treatments, weight loss prescription drugs, surgical procedures such as liposuction and tummy tucks, anti-depressants. The obesity/overweight treatment segment of US medical care is already the biggest cost item and growing faster than any other large category of health issues. 
The impact on national productivity is huge. Eric Finkelstein of Duke University estimates the productivity loss due to obesity, primariy lost productivity due to poor health among U.S. workers, at $73.1 billion a year, enough to pay 1.8 million new workers. About 5.7 percent of the U.S. population is severely obese with  40 or higher Body Mass Index (BMI). However,  close to 18 percent of women ages 40 to 59 are morbidly obese, close to 18 percent of women ages 40 to 59 and close to 8 percent of men older than age 60. These folks are literally killing themselves by overeating. They are not only killing themselves but America’s competitiveness with annual productivity losses of about $16,000 per extremely obese worker per year.  They are also killing the healthcare budget with a national estimated cost of 147 Billion and obesity related costs growing much faster than inflation.  Why would pharmaceutical companies, doctors, nutritionists or food companies want to stop this pandemic? It is the perfect gravy train. Obesity is fantastic for bottom line profitability. Any politician who dares to attack this monster issue directly will never be elected by the majority of fat and obese voters. 70 percent of American adults do not want to hear there are incorrigible gluttons. The obese do not die like smokers, quick and nasty from lung cancer. They often reach their full life expectancy but require a full array of costly medical and surgical treatments, again and again and again.
Obesity goes hand in hand with junk food, fat and sugar addictions. Evidence shows “sugar and fat highs” are triggered from chemicals in the brain known as opioids, which are released when certain types of foods are consumed. People get highs when they eat buckets of ice cream and stuff extra crispy ultra-fatty chicken down their throats. These chemicals also play a part in drug addiction and alcohol addiction.  The food industry loves fat people. They buy very high margin junk food in increasing quantities as they get fatter and fatter.  The fast food industry thrives on them. The more aware and self-disciplined move to more costly but nutritious organic food.  This sector is growing faster (20 percent per annum) than even the junk food sector and is increasingly controlled by the major food manufacturer as well as the junk food section. The market polarization is perfect: high profit junk food and high profit, high growth premium organic food.
To add insult to injury, the skinny Americans are subsidizing the fat Americans. The lifetime medical costs related to diabetes, heart disease, high cholesterol, hypertension, and stroke among the obese are $10,000 higher than among the non-obese. Because medical costs are higher for the obese and premiums do not depend on weight, lighter people in the same pool pay for the food/exercise decisions of the obese. Furthermore, the negative health effects of obesity decrease the ability of the obese to pay for government-mandated social programs. (Bhattacharya and Sood). How are higher premiums for bad driving and chain smoking institutionalized whereas costly, gradual suicide by overeating is not? The fattiest least nutritious food stuffs receive the largest governmental subsidies. Of course big food will produce junky, fatty food as a consequence. USD 20 Billion is wasted on agricultural subsidies per year, primarily corn feed and surprisingly even tobacco.   
 
Numerous other areas of extreme controversy stand out: frequent, increasing and mandatory vaccinations possibly related to record incidence in autism, attention deficit and bipolar disorders in children resulting in dramatic increases in children’s psychopharmacological medication. One of the largest areas of addiction is hardly talked about but hugely benefits the large pharmaceutical companies: Prescription medicine addiction. The prevalence is about five times higher than crack, heroin and cocaine addiction in America.  So where is the war on prescription medicine abuse?
What is the point? Obviously an addicted customer is the best possible customer of all. What’s really so different fundamentally about sugar and fat addiction and nicotine or alcohol addiction? It’s like spicing a soft drink with pure cocaine. What could possibly be better for customer loyalty especially if unlimited amounts of unsaturated fats and sugar both highly addictive and 100 percent legal? A sick patient is obviously more profitable than a healthy one.  A repeat, sick patient, preferably addicted who needs to be treated for costly, high margin procedures over many years, preferably decades is the best customer of all. If that customers spouse and children are also sick and need to be treated, so much the better. As long as someone pays the bills there is no incentive whatsoever for junk food companies or certain pharmaceutical groups to change their business strategies. They cannot even be blamed. They are simply maximizing their profits within the existing legal framework. Moreover, the Supreme Court, has recently lifted any limitations on corporate campaign contributions. It obviously makes sense for the largest corporations to protect their fiefdoms with extensive contacts and support of officials and regulators. 
 

Corporate Lobbyism Pays
The power of corporations has reached such heights that a definite correlation between lobbying expenses and tax payments has emerged. The table from Think Progress which was taken from www.bestoftheblogs.com shows 30 corporations who made billions from 2008 to 2010. Only one of the 30 paid any income taxes on that profit (FedEx). But all of them paid enormous amounts to lobby Congress -- ranging from $840,000 (Mattel) to $84,350,000 (General Electric). As a whole, these companies paid 475 million dollars to lobby Congress resulting in impressive tax savings and government cash disbursements.
Indeed, the return lobbying has achieved, is better than what any portfolio manager could ever dream of achieving over any three year period. The group of 30 had USD 163.7 billion in earnings. Assuming the statutory US corporate tax rate of 35 percent should amount to tax revenues of USD 57.3 billion for this group of companies. Instead, the group as a whole paid no federal income taxes at all but also received USD 10.6 billion from the US government. Besides appearing grotesquely unfair and very questionable these findings also suggest the US Government inherently favors large corporations over medium size and smaller corporations which do not have the power to compete with the largest US corporations in the lobbying arena. It also suggests politicians sell tax favors much too cheaply. Surely corporations would offer much more if they had to.
From a return on lobbying perspective these 30 corporations avoided potential tax liabilities of 57.3 billion and received US government cash of 10.6 billion for a total benefit of 69.9 billion. Given lobbying expenses of 475 million, lobbying investments produced a 147 fold (14,700 percent) return over three years or almost fifty times (5,000 percent) their annual lobbying investment per annum. No wonder Americans consider politics the least trustworthy of all professions according to the annual Gallup poll.
[image: ]
Obviously any major profitable company in America not optimizing lobbyism expenses is sub-optimizing shareholder profits and should be severely criticized by its stakeholders.
 

Military and Security spending and the Armaments Lobby
“We’re flat broke and cannot afford the empire. The moral and constitutional obligations of our representatives in Washington are to protect our liberty not coddle the world precipitating no win wars while bringing bankruptcy and economic turmoil to our people.”
Ron Paul
·         Challenge: How to reduce the vast War and Internal Security Machinery by 75 percent?
America has almost as many people serving in the military than in prison. What military and incarceration expenses have in common is they have a very low multiplier effect for general economic growth. Basically waging war and putting people in jail is economically unproductive with minimal economic trickle down effects. Federal military, espionage, security agency and homeland security expenses are easily ten times more than on federal education spending. Has America gone completely mad or are they simply brainwashed and apathetic and have left the running of their once great nation to food, pharmaceutical, financial, oil and military lobbyists? Ironically the last time corporate America had so much power over government was at the beginning of the Great Depression. 
Years after the facts were revealed the majority of Americans continue to believe Saddam Hussein was linked to Al Qaida, had weapons of mass destruction and nuclear capabilities. The American populace and increasingly the Europeans are so brainwashed on matters of terrorism American most believe Muslims want nothing more than to invade the Western World and convert all Christians to Islam by violent force.
“Any dictator would admire the uniformity and obedience of the U.S. media. The United States is unusual among the industrial democracies in the rigidity of the system of ideological control - "indoctrination," we might say - exercised through mass-media.” 
 
Noam Chomsky
 
They simply do not understand America has military and/or military bases in over 150 countries. The largest backer of terror and regime change has been America. No nation has toppled more democratically elected leaders over the last four decades, instituted fascist rulers and supported monarchies. In real terms, Military, security and espionage spending is dramatically higher today than during the cold war. People around the world do not like to be occupied. How would Americans feel if every state were controlled by Iranian soldiers and Mullahs, operating from large military bases employing sophisticated war technologies like drones, satellite surveillance and ubiquitous spy networks to control the locals? Would they rebel or applaud the omnipotent Iranian warlords who ensure monarchs and dictators remain in power against popular will? 
America spends more in three days on military and security matters than the combined annual budgets of all anti-American terrorist groups in the world combined. Al Qaida founding charter aimed to involve America in costly conflicts in the Muslim world and ultimately bankrupt America. Al Qaida has pretty much succeeded after four Trillion in out of pocket US expenses and more to come. 
What has America achieved except a few assassinated Al Qaida leaders and a profound sense of resentment among the global Muslim population of over one Trillion people? Four Trillion spent on US infrastructure or education would have done miracles for US competitiveness. The big armaments industry and their political cronies (GE, General Dynamics, McDonnell Douglas, Rumsfeld, Cheney….) have made out like bandits while middle and lower class Americans have lost their lives and have faced unemployment and postwar trauma after returning from active duty. The economic misery of the American bottom third is epitomized by the financial prowess of six Walton family Wal-Mart shareholders whose combined wealth is equal to the bottom 30 percent of Americans. 
America needs a far smaller, high tech, highly agile military and security apparatus and it needs to withdraw its occupying forces from no less than one hundred countries and start befriending rather than terrorizing Muslims.
Anyone interested in learning more on this subject is encouraged to read Addicted to War by Joel Andreas which can be digested in an hour and is available for free on the internet. 
 

Incarceration, Parole and probation and the law Enforcement Lobby
·         Challenge: How is America, obsessed with deeply emotional law and order and punishment fantasies, going to restructure this oversized apparatus pragmatically?
“I'm in favor of legalizing drugs. According to my values system, if people want to kill themselves, they have every right to do so. Most of the harm that comes from drugs is because they are illegal.”
Milton Friedman
No country sends more of its citizens to jails for longer sentences than America. The war on victimless crimes is rampant. Every 45 seconds an American is arrested for smoking marijuana. Drug addiction is a medical condition not a criminal act. Otherwise America should put another 20 Million alcoholics and seven Million prescription drug junkies in prison camps. Up to 70 percent of inmates are incarcerated for victimless crimes. Politicians who have tried to reduce law enforcement expenses have been labeled soft on crime and lost elections.
In 2009 7.23 Million adults were under correctional supervision (probation, parole or prison).This equates to about 3.1% of American adults. Of these more than 2.4 Million were in prison. According to Panamalaw.org estimates as many as 70 percent could be incarcerated for victimless crimes. Given an annual, direct costs of USD 50,000 per prison inmate these costs amount to USD 84 Billion or roughly the equivalent what the US Government pays on the food stamp program. Add another USD 15,000 in indirect costs on 70 percent of the entire incarcerated and supervised criminal population amounts to a further USD 75 Billion in unnecessary costs for an estimated grand total of USD 159 Billion. This figure is substantially higher than national education expenses. 
If every American under criminal under supervision would receive USD 1,100 per month (the US poverty limit) to clean the streets, work municipal jobs the total cost would amount to about 36 percent of the current probation/parole/prison outlays. After all the Federal Bureau of Labor statistics (BLS) says:
Employment of probation officers and correctional treatment specialists is projected to grow faster than the average for all occupations through 2018. Job opportunities are expected to be excellent.
“You want to get rid of all the drug crimes in this country? Fine, let’s just get rid of all the drug laws.”
Ron Paul
The United States has the highest documented incarceration rate in the world, substantially higher than the most repressive dictatorial regimes on earth. One in twenty Americans is tried for a criminal offense every year which constitutes another sad world record. Penal sentences are, on average, seven times higher than for the same offense than in Europe. America loves being tough on crime, but forgets it can no longer afford it. Two studies (Neidig, Russell, Seng) have found that at least 40% of police officer families experience domestic violence, in contrast to 10% of families in the general population. Rape is also believed to be far more frequent among police families on average. There is no obvious evidence America’s police state is working for the greater benefit of its population. However, it is obvious it is not affordable. 
 
Recent reports argue that greed and influence of private prison companies plus twisted and perfidious politicians play a role in the continuous growth of America’s prison population. According to the American Civil Liberties Union estimates for-profit corporations are responsible for 6 per cent of state prisoners and 16 per cent of federal prisoners.
America’s incarceration leader, Corrections Corporation of America (CCA), operates 60 prisons for federal, state and local governments, and owns 44 of them. This amounts to 85,000 beds in 19 states and the District of Columbia. Of course CCA pumps money into lobbying. "Between 2003 and 2011, according to the National Institute on Money in State Politics, CCA hired 199 lobbyists in 32 states," notes the Detention Watch report. On the federal level, according to the report, CCA spent more than $18 million on lobbying between 1999 and 2009, "often employing five or six firms at the same time.”
Campaign contributions are also noteworthy. According to the Justice Policy Institute's report, "Since 2000, the three largest private prison companies - CCA, GEO, and Cornell Companies - have contributed $835,514 to federal candidates, including senators and members of the House of Representatives. Giving to state level politicians during the last five election cycles was... $6,092,331."
America has become paradise regained for highly solvent special interest groups. Lobbying money hungry and servile politicians promises superior returns for American corporations. Not only is lobbying legal. Electoral contributions by corporations are now unrestricted. In order to maximize profits and stay ahead of the competition lobbying is absolutely critical for corporate survival and prosperity.
The growth of the private prison operators correlates highly with the number of Americans imprisoned. Since the 80s both Republican and Democratic administrations have lengthened sentences and reduced parole opportunities, leading to a 700 per cent increase in the US prison population. Since 1998, the numbers of undocumented immigrants jailed in detention centers has increased by 500 percent.  According to James Ridgeway, CCA also appears to have influenced Arizona’s SB 1070 law, which enables police to question and detain anyone who cannot prove they are in the country legally. No nation has more felony charges than America. The number of felonies has increased from 21 to over 4.500 since the founding of the United States of America. 
And why should anybody doubt these effects. Prison companies are like hotel or hospitals. They want the highest possible occupancy at the highest possible price. The target group needs to expand. Of course incarcerating rather than integrating illegal immigrants is a fantastic profit growth opportunity. Incarcerating dissenters and protesters might be an even more profitable growth market in the future.
At the state and federal level America’s obsession with incarceration and law enforcement (mostly for victimless crimes and medical conditions) is crowding out critically important funds for education and infrastructure. Increasingly states spend more on imprisonment and law enforcement than higher education. This is a hardly a promising formula for global competitiveness. 
 

Addicted to War and Empire
·         Challenge: America is spending more than it receives in tax revenue on unproductive wars. This is not only a financial but psychological challenge as Americans believe their model is infallible and seem to believe by throwing money at a structural problem will solve it.
The War on drugs and Muslims have already cost almost 7 Trillion Dollars or more than half of all US household debt or the cost of World War 2 in real terms. It is safe to say America pays more than 100 percent of what it legitimately earns in tax revenues on the military, security, law enforcement and the war on drugs. How about education, infrastructure, research and development? How about Social Security and Medicare?
The costs of the American police state are not affordable. Take Homeland security: There are over 1 Million Americans working in 2,000 private corporations and 2,000 public entities at an annual cost approaching the cost of Federal higher education. Add another 3 Million active and available personnel in the military, 800,000 police officers (1 for every three prison inmates), 2.2 million other law enforcement support or judicial personnel amounts to a total 7.0 Million Americans defending the law, the country against criminals, foreign terrorists and other real and perceived threats. Many of these expenses are not controlled, audited or monitored closely. The executive branch, especially the President seems to have an unlimited credit card. 
“Leading GOP candidate Ron Paul has warned in recent interviews that the amendments passed in the 2012 National Defense Authorization Act (NDAA) are not only dangerous, but authorize the establishment of total martial law inside the United States. Not only does the bill, in sections 1031 and 1032, declare the unconstitutional right to detain Americans indefinitely without trial, but it authorizes an Internet offensive and online Pentagon takeover under the pretext of cyber security and stopping online piracy.”
Aaron Dykes
Of course repression is not only financial. Fore seizure, Capps (hidden ability to tax 401K plans and other assets) and HIRE laws (restrictions on sending funds out of the US) and the Head Act, NDA Act (incarceration of Americans by military without trial), the pending Expatriation Act (stripping of US citizenship without trial) and SOPA Act (restricting free speech under the umbrella of restricing copyright abuse) to name a few provide ample evidence how far Financial Repression has advanced already in just a few years without the awareness of the broad public. 
Both financial repression and human repression will only get worse as long as America is embroiled in disastrous financial mismanagement and global violence. The National Defense Authorization Act for Fiscal Year 2012 was heavily supported and lobbied for by military contractors, including Honeywell and Bluewater Defense, who together have received millions of dollars in Pentagon guarantees in 2011 alone. NDA 2012 allows the military to torture and detain Americans indefinitely suspected of belligerent crime without the right of trial. This new law blatantly violates the US constitution, especially the right to a free and fair trial. Another sign of the coming brutalization for America’s own population is a congressional ruling which decided that women raped while serving their country won’t be provided coverage for abortions. Another civil liberties bastion, free speech and privacy, is crumbling fast. New York City Police have arrested accredited journalists covering the occupy Wall Street movement. The Stop Online Piracy Act (SOPA), would make unauthorized streaming of copyrighted content a felony. Internet access and content across America and the world will become largely censored. Increasing censorship is inevitable under the present circumstances. More worrisome for all countries, the online freedom bill (the perfect misnomer) seeks to regulate and punish the web activities of foreign countries and businesses by imposing its own one-sided standards on all other nations. If you think commercial and internet repression is a distant reality read the following comment:
The US courts are already shutting down numerous websites for what could be considered unauthorized use or infringement without a just trial ever being carried out. In a case against websites advertising allegedly counterfeit Chanel products, a District Court judge in Nevada allowed the manufacturer to seize around 600 domain names that were related to but not affiliated with the company. Additionally, restraining orders and injunctions were handed to the biggest search engine and Web companies in the world barring sites such as Google and Yahoo! from indexing or linking to the sites in question; all without due process. Draconian penalties have been granted by the courts in at least two other very visible cases without a trial. Congress imposing a formal cloak over the current practices seems like a waste of time. The legal process is already amok without a congressional resulting in unlawful seizure and immense fines and ultimately jail time.  It is not if but when the court’s commercial lawlessness transcends and curtails the freedom of expression on the internet in America. Nor should this surprise anyone. In the long history of historic financial, economic and stock market depressions have been followed by commercial, civil and financial repression and more often than not major wars.
 
“Everybody’s worried about stopping terrorism. Well there’s a really easy way: stop participating in it.”
Noam Chomsky
The wars are not only abroad. A culture of conflict, arms, espionage, state sponsored terrorism, US drones spying on US citizens, regime change, massive incarceration, economic data and fudged accounts combined with debt addiction and decades of deficit spending will begin to affect personal freedoms. The US government propaganda is shamelessly regurgitated by the mass media. Anyone questioning the underlying the logic America’s self-destructive action is either: a socialist, a communist, a pinhead, unpatriotic, a liberal even a nutcase. Of course there is logic to the never ending ridicule of those not sharing the main stream pro-special interest group views:
“The more you can increase fear of drugs and crime, welfare mothers, immigrants and aliens, the more you control all the people.”
Noam Chomsky
Fortunately not all Americans are yet completely brainwashed. After the passing of the Patriot, the creation of the TSA, increasing police empowerment of all Federal agencies such as the FDA, SEC a few Americans (mostly Libertarians and the internet community) appear increasingly conscious of their declining civil liberties and the increasing infractions by the ever growing military and police presence at home. After all Homeland Security does translate rather smoothly into Gestapo (Geheime Staatspolizei) from German. We do not endorse the following websites but they make for interesting reading: www.policestate21.com, www.hermes-press.com/police_state.htm.
“Every friend of freedom must be as revolted as I am by the prospect of turning the United States into an armed camp, by the vision of jails filled with casual drug users and an army of enforcers empowered to invade the liberty of citizens on slight evidence.”
Milton Friedman
The rapid growth of privately operated prison companies and unregulated private military operators like Blackwater are creating new powerful lobby groups who benefit from ever increasing military and criminal conflict. A full scale war on immigrants and later national dissenters would be very popular with the self-declared law loving patriots. A high tech war on Iran would be Nirvana for the government military partnership and major US oil and engineering groups.
A war on Iran (terrorists), Venezuela (communists) or even Saudi Arabia (fascists) could be sold with ease to the gullible and apathetic American public and would be actively supported by the armaments industry, the Big Oil lobby and domestic manufacturers. 
The war on Iran is highly likely. It is also a fantastic profit and growth opportunity for armaments manufacturers. Under American guidance Iraq has already become the world’s fourth largest arms importer. Saudi Arabian military orders are at all-time highs. The Emirates, Qatar, Turkey, Bahrain, Kuwait and Oman are all gearing up their arms spending using petro dollars to boost US corporate military bottom lines. A successful intervention and regime change in Iran would greatly benefit American engineering groups who can rebuild the country after it has been blown to smithereens. The arms industry would benefit just like in Iraq and big oil would finally get a solid hand on Iran’s oil assets. Even better, America could deal China a serious blow, the latter being by far the largest foreign investor in Iran. An attack on Iran would increase Obama’s chances for reelection. More people could join the military or private military contractors and die for corporate America further reducing unemployment figures. A war on China is less likely but cannot be ruled out entirely. Those nations located near China, such as Indonesia, are purchasing record amounts of American military warfare. Those little yellow people are saving too much, keeping their currency too low and keep winning global market share. They must be stopped somehow.
Americans are in love with violence and a strong leader who defends America’s inalienable rights to consumption, debt and waste.  Millions of voters would be entranced by high-tech war games on television; Muslim-bashing is an easy cause to sell to the American public and a boost to the tattered American psyche. The world will be a better/American place and there is no downside; at least from a simpleton’s perspective. It is profoundly ironic or depressing to observe how those nations and leaders who lied about the war on Iraq are now preparing to launch a war on Iran.
“As recent as the year 2000 we (the Republicans) won elections by saying we shouldn't be the policemen of the world, and that we should be nation building. And it’s time we got those values back into this country. If you like small government you need to work hard at having a strong national defense that is not so militant.” 
Ron Paul
Trade wars, which never work, have already seen minor skirmished and will gain traction.
Scenarios and Probabilities:
·         80 percent likelihood of renewed test of 2009 stock market lows
·         70 percent probability of a Great Western World Depression
·         100 percent probability of very painful US and European debt and deficit restructuring
·         50 percent likelihood of USD collapse and US Government default
·         Zero percent likelihood of returning to “normalcy” in the coming five years.
·         100 percent necessity to adjust and position investment portfolios actively
Major reforms until the November 2012 elections are highly unlikely but cannot be ruled out completely. Stranger things have happened. A tax increase is also unlikely. Tax reform coupled with a national sales tax is unlikely for now. It would make Obama look pretty clever and more like a unifier than separator. The republicans want to keep Obama look like unprincipled changeling. Further dithering, bad mouthing and positioning is likely. 
Americans have not even grasped the breadth or depth of their debt and deficit problems. They also lack a fundamental understanding of the real structural challenges ahead of them. The vast majority trust the Government’s Enron accounting and blindly accept the tarnished economic data they are fed. It is early days for critically needed structural reforms. 
Neither party has produced a plan which addresses the real issues in a convincing structural manner. It seems at times America is light years away from realizing the scope and depth of its challenges and proposing a functional, pragmatic plan of action. They seem to prefer discussing the morality of same sex marriages, school prayer, abortion rights, whether social security is a Ponzi scheme or not, building a wall along the Mexican border - anything but the most serious threats facing the US Dollar and the American economy in its entire history. 
Political gridlock should continue. The Democrats want to tax the rich and spread the wealth. The Republicans want to abolish or reduce all the Government handouts and punish the poor: Welfare, Medicaid, Social Security, food stamps. Neither party can effect structural change by itself. Neither party has a clue what it takes to avoid a financial meltdown. Both have sold their souls and services to different special interest groups.
The smartest foreign and domestic investors will continue to study the US deficit, debt and refinancing issues closely using true and fair, consolidated accrual accounting principles.  The smarter ones will realize the US is far more likely to default, enter a Depression and/or experience hyperinflation than address its structural deficiencies in a pragmatic, timely and effective manner. They will find numerous better places to invest their funds. The dumb money, afflicted with an overdose of the normalcy bias, will enter Financial Armageddon totally unprepared and exposed. The vast majority will be sucked into inappropriate investments based on artificially low, manipulated interest rates. 
The disintegration process will take 15-24 months. I expect the USD to perform reasonably until the fourth Quarter of 2012. Sometime in 2013 reality can no longer be ignored or covered up and the USD, USD denominated assets and US Government debt are likely to begin their precipitous decline.
The economy cannot recover materially with the current degree of political paralysis and uncertainty, huge deficits and debt burdens. 
 
Is Ron Paul a Shill?
There is only one force majeure clause: All bets are off it Ron Paul becomes America’s next President. Of course some deep thinking analysts believe Ron Paul is a shill. Fortunately twelve terms of voting records suggest he may be the real thing. RP has never voted for a tax increase, always voted for a balanced budget, has always been critical of special interest groups, always supported the constitutional right to bear arms and big government. He is the only candidate who served long periods in the US military. He is also the only GOP candidate who will cut one Trillion Dollars in government spending. In our opinion he is the biggest nightmare for the tainted and untrustworthy political and corporate elite. Expect the establishment will do everything possible to undermine him as he gains more traction with the electorate. 
He is facing an insane minefield of attacks, ridicule and subversion from corporate America, his own party and the Democrats. Yet his libertarian positions on drug use and incarceration, military and government downsizing have material appeal among many democratic, members of the military and independent voters. He is the only presidential candidate who predicted the 2008/2009 meltdown with remarkable precision and bought large gold positions in an astute manner years before the appreciated by several hundred percent. He is neither a changeling like Romney nor severely tainted Newt Gingrich. Without a doubt he is the most convincing contrarian candidate. He is likelihood to trump Obama in a presidential election is almost fifty percent, an excellent number compared to the other Republican candidates. Lastly from an investment perspective, a Ron Paul presidency will result in several years of extremely harsh economic adjustments followed by a better deal for our children and grandchildren. The adjustment period would provide attractive bargain basement shopping opportunities with a sound medium and long term perspective after the adjustment period. If Ron  Paul garners the Republican nomination short the status quo, especially arms manufacturers and those companies which have received the highest benefits from lobbying and those most likely to suffer from the one trillion Dollar spending cut.
 

5 Scenarios: 
I.                    Functional Bi-Partisan Compromise/Survival Model (15 percent probability)
This is, without doubt, the best case scenario economically for the short term but not for the longer term. The system keeps fuddling along. Compared to the very public and well documented problems in Europe the USA seems relatively safe. Of course the US true debt and deficits are far worse but it will take the markets a while to figure this out. Foreigners keep buying US Debt because they always have. Flight capital from the Euro and Yen is sufficient to absorb Treasury supply for the coming three years. 

Investors engage in normalcy bias and cannot associate the UK currency and economic crisis, hyperinflation in Poland, Serbia and Brazil, the economic collapse and restructuring of Finland, Norway and Sweden in the nineties with America’s current problems. Analytically they cannot even remember marginal tax rates of 70 percent and fifteen percent inflation under President Jimmy Carter three decades ago.  

The economy drags along near zero growth rates, employment levels keep declining. Inflation is eroding the middle class but does not show up in official figures. Seniors are suffering. Their costs including health care, food and energy are growing painfully every year. Household savings rates keep increasing. There is modest and meaningless Social Security, Medicare and tax reform.  Debts and deficits keep growing faster than the economy. China passes America as the world’s largest economy within five years as it allows the Yuan to strengthen.
 
II.                  Political Paralysis, Polarization, Non-Cooperation and Class Warfare (30 percent) and economic/financial blow-up by 2013. 
This is a rather negative scenario. America has been on a vicious cycle for over a decade. These cycles are very difficult to transform into virtuous cycles with a cataclysmic event. While all the problems are highlighted and discussed no meaningful structural change is affected to resolve them. The fronts between Republicans and Democrats are too divided. Democrats will fight Republicans on necessary and inevitable Social Security, Medicare/Medicaid reforms yet Republicans will not concede ground on higher taxes for the most affluent. Great proposals like tax reform combined with a national sales tax are be shelved because they contain a tax increase element. The Federal Reserve Bank buys tarnished property assets from delinquent homeowners and other such nonsense is undertaken by various US agencies prior to the election. This environment is toxic for business and investor confidence. Foreign bond holders hate it and will run for the exit. Expect markets do decline severely.
America will experience heavy inflation and will enter a deep recession or depression. Major wars and conflicts have been started in these scenarios to deflect attention from profound domestic problems.
 
III.              The Democratic Model (20 percent) > Socialism Revisited, Big Government continues
Obama wins the next election and the Democrats revitalize and refocus themselves to become the party of the poor, the middle class, the disenfranchised, minorities, government workers, gays and lesbians, unions, backpackers, intellectuals and tree huggers. 
Unfortunately many Democrats seem to believe bigger government and stimulus programs can solve deep rooted, structural financial and economic problems. Their lobby friends are primarily pharmaceuticals, the military manufacturers, Wall Street and big media. Moreover, they believe higher taxes on top earners are the key to balancing the budget. That is numerically impossible. The deficit and debt holes are simply too big. They have no clue about the breadth and the depth of the debt and deficit problem. They seem not to be able to grasp basic economics and accounting principles. You cannot possibly expect real change from this party. They do not even understand the problem. They are bleeding heart, big government clueless liberals. 
Assuming they win the elections (easily a 50 percent likelihood) and retain the majority of the senate expect more of the following: Senseless quantitative easing or other ineffective stimulus programs, further debasing of the US Dollar, serious inflationary pressure especially from rising food prices, more economic data manipulation and accounting haircuts on Social Security and Medicare/Medicaid. Denial and delusion and an accelerating decline in civil and financial liberties.
If the Democrats manage to stay in and consolidate their power expect restrictions on foreign bank accounts and corporations, gold and silver ownership, exit visas, much larger IRS, CIA, FBI, TSA, SEC and other government agencies. Expect more media and free speech repression. America will not be a fun place.
Expect markets to decline severely.
 
IV. Ron Paul Model (10 percent) > Profound/Intelligent Structural Reform
This scenario causes serious disruption over the short term but has long term appeal. Strangely enough the Republicans are vastly more innovative these days. Some senior politicians seem to have a solid handle on the debts and deficits. Governor Perry calls rightfully calls Social Security a Ponzi scheme. Ron Paul calls for closing the Federal Reserve Bank, canning all agricultural subsidies, reducing the military apparatus and doing away with the drug laws. Since the US economy cannot recover in a meaningful way before the November 2012 presidential elections the next US President will be Republican. The Republican power base is primarily upper middle class. Republicans could not give a damn about the poorest twenty percent and would love to eradicate Welfare and Medicaid. They completely lack compassion. However, the economy is in such shambles they control both houses of government.
They believe by slashing welfare, food stamps, Medicaid/Medicare and Social Security America will balance its budget and prosper. They are numerically wrong but at least heading in the right direction. Revenue has to be raised unless America is prepared to default on its debt and payment obligations! Without a doubt, Republicans have a better handle on the numbers and therefore superior ideas how to fix the problems than the Democrats. Nonetheless they tend to ignore the pitfalls of a permanent 100 Million citizen Lumpenproletariat (including sixty Million white impoverished, semi-literate, poorly trained citizens with few prospects for advancement) encompassing almost every third American. A permanent, poorly educated and growing underclass undermines America’s long term economic prospects and global competitive position. 
The Ryan/Rivlin plan is the best health reform proposal around at least for the upper economic quartile. Two senior Republicans (Paul, Huntsman) want to cut special interest group subsidies and legalize drugs at least partially. Several prominent Republicans are advocating returning to the Gold Standard. The Achilles heel of the Republican proposals is, if they are not phased in intelligently, these changes are likely to send the nation into an immediate recession without dramatic positive impulses. Moreover, their profound love affair with the war, security, law enforcement, energy and engineering enforcement lobby will prevent them from slashing the budgets of the most useless government apparatuses. Interestingly over the last three decades republicans have piled up more debt than the Democrats. Self-declared Patriots are often dangerous idealists and America’s civil liberties are likely to suffer further under a republican President as well as under Obama. 
One major problem with this positive scenario unfolding is impractical, dogmatic debates (same sex marriage, pro or anti life, school prayer). Reagan would have never passed the tea party litmus test. He raised taxes and instituted some smart left leaning reforms. Most of all he instilled confidence. He was a unifying rather than dividing force. He also did not engage in costly, multiyear wars. Clinton was very pragmatic, rather republican and reduced the Federal Government’s role more than Reagan.
Both parties (jointly or separately) are fully capable in engaging in very dangerous and expensive military or commercial conflicts: Iran, Venezuela, trade wars with China, import restrictions, currency restrictions…The Republicans are more likely to reduce the Federal government apparatus than the Democrats but their spending record is just as appalling as the Democrats’ since 1971. As history shows Republicans are very capable of raising taxes.
Ron Paul could do wonders for America and restore fiscal sanity and confidence. Paul accepts no funds from corporate sponsors and has little or no conflicted funding at all. There are serious questions regarding the commitment towards superior public education, a critical element for any nation’s competitive position. However, a major cut in useless military expenses, a tax code simplification are massive first moves in the right direction. The restructuring pain would be sharp for two to three years but America’s long term prospects and competitive profile would improve. 
Expect short term market turbulence but as smart measures are enacted expect positive anticipation.
V.                 Financial Repression (25-35 percent)
“Yet make no mistake. Turbo-capital's one per cent counter-revolution is already on - and it will be beyond ruthless. History shows that every crisis of capitalism is "solved" by outright repression.”
Pepe Escobar
This scenario is likely both under a Republican President or Obama. Financial repression is arguably the most likely scenario. Less than one in one thousand American or European University graduates even know what this is. You better learn about it now since it likely to affect you and your family. Financial repression is so far under way that it will dramatically restrict your investment options and even your ability to diversify and invest outside of America in the coming two years. Similar legislation is either already in place of at an advanced legislative stage in several European countries. This model is likely (not under a Ron Presidency) whether or not another Republican wins or Obama stays in power. There are clear investment strategies how one can benefit from declining asset prices and interest rates below the real rate of inflation. More about this in next week’s conference call.
Arnold Bock in his article Are You Ready to be Financially Conscripted (http://www.financialsense.com/contributors/arnold-bock/get-ready-to-be-financially-conscripted) does a fine job explaining it:
Financial Repression is a policy cocktail comprised of large doses of monetary inflation, commonly known as money creation far in excess of the growth in the economy, coupled with interest rates that are below the real rate of inflation.  While that may not sound particularly scary, the policy is designed to cause asset and price inflation which is reflective of, and caused by, a devaluing dollar. A much lower standard of living is the inevitable outcome. 
What’s the Purpose of Financial Repression?
The purpose of Financial Repression is to allow the US federal government to cope with its overwhelming accumulated debt and unfunded promises for future Social Security, Medicare, Medicaid and employee pensions.  It also prevents a proud nation from having to ‘restructure’ its debt as run-of-the-mill dead beat nations periodically are forced to do.  Insolvency is just plain un-American for the world’s largest economy, the only remaining super power and the owner of the world’s reserve currency.  To declare the equivalent of a private sector bankruptcy is just not in the cards. 
In order to make Financial Repression work, the FED needs to keep a cap on nominal interest rates preferably at four percentage points below the real rate of price inflation.  Aside from the highly negative impact of decimating the nest eggs of citizen-savers, it has the beneficial effect of inflating away debilitating, pesky and otherwise unmanageable financial obligations of the federal government. 
Of course we are well under way towards full scale FR. Controls are critical for FR’s success. As discussed earlier inflation data is already and will be increasingly corrupted. Interest rates are totally rigged and manipulated at all durations by the Federal Reserve Bank. Starting in 2013, under HIRE, all US-sourced investment payments leading to financial institutions outside the United States will have to be reported to the US federal government, with pre-emptive 30% withholding taxes collected when the foreign entity doesn't prostate itself before US tax authorities and effectively agree to report to the IRS on the foreign activities of US citizens. Americans can pretty much forget opening a bank account anywhere in the world even if they are fully tax honest that year. Many of those Americans who have foreign accounts now will be asked to close them by their foreign banks. Those who have their money abroad will be slapped with withholding penalties. After all it is unpatriotic to support hostile, unfair competitors with US money by American citizens. All sorts of new black lists will make the rounds from the obvious low tax shelters all the way to powerful exporters who allegedly mistreat their employees. 
Obtaining a second passport for Americans will become far more difficult. The Head Act, passed comfortably by both Republicans and Democrats, slaps a very onerous renunciation tax on wealthy Americans who give up their US citizenship. Moving physical Gold out of the US is subject to increasing restrictions. Even melting or exporting US nickels, dimes and other currency is punishable with up to five years in prison and/or a USD 10,000 fine.  Expect further limitations on how Americans, private and public worker pension funds can invest. Without the slightest doubt America is rapidly turning into a full-fledged, repressive police state.
And expect many of the same measures in Europe. The era of largely unrestricted capital flows for Western world citizens has passed its zenith. Import restrictions and tariffs are often an integral part of Financial Repression.  Expect more attacks on China in particular as well as other low cost exporters. In order to survive the next elections blame has to be shifted away from the politicians towards cold blooded billionaires, rogue exporters, immigrants, socialists, Muslims and so forth. The hate lists seem to be growing daily.
Who would want these toxic customers from such a hostile, interventionist and warmongering nation? Restrictions on moving physical gold are in place. Restrictions on cash use are increasingly likely and technically feasible. After all cash use enables terrorist funding, drug barons and tax evasion. 
Using cash, given these massive abuses, is unpatriotic and needs to be restricted. Restricting the use of cash even further (presently over USD 10,000 have to be reported when crossing borders) will greatly facilitate FR. Having a foreign bank account and not reporting it is now a felony and punishable by long prison sentences. Obtaining a second passport and not reporting it can lead to long prison sentences. Not filing a tax report is a felony and punishable by a prison sentence. The 2008 legislation which heavily penalized expatriation (unique on a global basis) was an FR move under the Bush administration and passed with a 97 percent bi-partisan majority. The scary thing about Financial Repression is its universal appeal to those in power faced with huge government debts and deficits.
“The repression may or may not be successful at preventing a total financial meltdown.  Crucially, however, meltdown investors must understand that if currency collapse is dodged, even if there is a sustained but high real rate of inflation that is deliberately deployed as part of a strategy of Financial Repression, part of the very design of the playing field and tax structure will likely be to squeeze out and crush the assets of those pursuing simplistic and traditional meltdown strategies.  The government actively makes the rules, and history shows that in times of emergency, motivated governments change rules very quickly on a wholesale basis.  Unfortunately, however, too many people mistakenly believe that a desperate government that is scrambling to prevent financial collapse will merely passively maintain the current rules. What this ignores is that we now have an openly and massively manipulated Treasury market, where interest rates are explicitly forced down as a matter of national policy.”
Daniel Amerman
 

Investment Strategy:
If you are European, American, Canadian, Russian, Brazilian, Chinese, Russian or even Australian seriously consider getting a second passport from a country which allows you maximum visa free travel combined with a very favorable tax regime. 
The odds governments will increase taxes, seize assets, default or inflate you out of your wealth with Financial Repression and restrict civil and financial liberties further are well north of eighty percent. Severe economic environments generally increase government power. Any well to do individual needs to protect his or her assets from the coming government asset, income and financial repression grab.
I predict Doom and Gloom in 2013 but certainly by 2014 at the latest with a minimum 35 percent probability. Very little structural reform will happen during 2012 an election year, albeit a war on Iran is increasingly likely as are increasing trade tensions. I am bearish on 2013 because politicians are extremely unlikely (less than ten percent) to find the perfect balance between smart economic incentives and intelligent structural reforms. 2013 year will also mark the one hundred year anniversary of the Federal Reserve Bank. The FED was singlehandedly responsible for the institutionalization of inflation in America. I am betting America’s politicians will keep making smaller and larger fatal mistakes before they have exhausted all other options and the economy is in shambles. The brinkmanship thus far suggests further incompetence. Mostly they will beat around the bush achieving nothing of structural relevance. Obama’s job plan is pathetic. The idea to tax the rich more misses the point of profound, inevitable spending chemotherapy completely. It is just another salvo in the escalating Financial Repression scenario. Financial Repression in Europe will be at least as severe as in the US.
I predict Financial Repression with the about same probability. While it is rather easy to prepare yourself for Financial and Economic Armageddon it is far more difficult to prepare yourself against Financial Repression. FR results in declining Asset Values (in real terms at least) while the purchasing power of your money also declines. These scenarios are exacerbated by higher taxes. The after tax, after inflation and devaluation effect of Financial Repression guarantees that less than one percent of the population can evade the government wealth grab in the common decade. 
It will require a lot of carnage before American politicians and the electorate begins to fathom what makes the most sense for the vast majority of all Americans. This could take years even decades. North Americans and Europeans must be especially alert not to be pulled into the Maelstrom of reckless debt and deficit pyramid schemes. A few recommendations on how to preserve your assets in the coming super crisis:
The US Dollar is appreciating is standard behavior in a crisis environments. That is exactly what world reserve currencies are expected to do. Moreover the doomsayers underestimate the remarkable resources of the status quo to prolong the agony much longer than once could possibly imagine. The USD demise and US bond disaster doomsayers have been largely wrong on their timing.
 
Given the economic outlook, preponderance of fiat money around the globe backed by empty promises and negative net worth, investors have been unwinding what they consider riskier positions. 
 
The authors strongly disagree with the financial Armageddon community on timing. It can take a long time before the USD loses it reserve currency status. Bringing overseas corporate cash back to the US would create positive vibes. An abolition of all corporate taxes based on required reinvestment and hiring plans would definitely create some economic growth momentum. The Fed could decide to buy distressed residential mortgages or subsidize residential mortgage payments. Even modest entitlement reform and spending cuts are excellent propaganda to mellow anxious US Dollar and government bond holders. A simplified tax code and lower taxes will be well perceived. The rating agencies are busy bashing Europe, which is overall in far better shape than America. For political reasons they even start downgrading China. This distracts investors from focusing on the US Dollar and US Government bonds which are performing admirably relative to almost all other alternatives. US corporate dividend yields are growing and look super attractive compared to 10 year US government bonds. The authors can think of several dozen ways how the Government and the FED can prolong the road to the final reckoning. 
 
The second largest currency block, the EURO, is unraveling giving further impetus to USD strength. Stay out of the euro for now. This may be the last great hurrah of the USD and US Treasury Bonds and I recommend using it to your advantage. On the other hand, the USD could easily appreciate 10 to 25 percent more against major currencies and even gold from this point. Even the stock market could behave nicely for another few years as a modest recovery is already in evidence. 
 
Most commodities could halve in a severe recession and more in a depression. Gold has had about 25 corrections averaging 13% since its bull run began ten years ago. A peak to trough correction of up to 35 percent would not be abnormal. Silver could decline further. Off 40 percent from its peak, we estimate the low point in the USD 22 to USD 25 range. Precious metals had severe corrections in 2008 and 2009 which provided a superb buying opportunity. So do not let yourself get unnerved if gold and silver exhibit downward volatility. As long as the European and Americans are generating record deficits and printing piles of Dollars and Euros to plug these deficits their long term bull market will continue. One strategy short term is to stay 30 percent in superb non-dollar currencies, 30 percent in short maturity T-bonds and 40 percent in Gold. Current strength, based on liquidity, herd instinct and fear, is your best friend. It will allow you to prepare your on overvalued European and American Government bonds and a seemingly resurgent US dollar at far superior entry points. 
 
The risk reward ratio for equities, bonds and the US Dollar in an inflationary depression or during many years of financial repression is awful. Your upside may be 10 to 25 percent from here but your downside is much greater.
 
3 year time horizon theoretical risk/reward scenario:
 
[image: ]
 
Based on our scenarios the standard holdings offer unattractive risk/reward incentives from now until 2015. Many of America’s best forecasters (Robert Wiedemer, Doug Casey, Stansberry, Gerald Celente, Marc Faber) and outstanding lateral thinkers and analysts (Nassim Taleb, John Williams) expect far greater downside in the USD, US equities and the US Dollar based on very compelling arguments. Of course there are a handful of self-declared geniuses which always pick the top and the bottom perfectly and they are called liars. Therefore, unless you are an extremely savvy and agile investor glued to your computer 24/7, you’re better off betting on black or red at the roulette table. 
 
There are some decent alternatives:
	You could be long great currencies, gold, farmland and cash. 
	You could build a medium term short position into strength on long term US and European Government bonds, European and US equities and the USD and Euro employing a 33 percent stop loss.
	Or you could blend the first and the second strategy.
	And if you are very traditional and do not believe anything we say and absolutely want to own equities, the US Dollar and bonds you may consider limiting yourself to much more attractive shorter term bonds denominated in first rate currencies such as the Norwegian Krone, a portfolio of dividend spinning, less cyclical world dominators like Wal-Mart and Microsoft and keep your cash in a currency pegged to the US Dollar, whose underlying nation is in excellent financial while offering higher yields like the Emirati Dirham.

 
Overall the three alternatives should provide a better risk/reward ratio given the current macro-economic threats.
 
Arguably the best strategy for profiting from a rapidly and seemingly ever increasing Dollar supply is to borrow long term at record low fixed interest rates. The proceeds should be kept at least partially in cash to be liquid for deeply distressed asset prices but some of it should be invested in higher yielding assets of a non-cyclical or counter cyclical nature. Even first rate commercial real estate at distressed prices is an option. Superb precious metal miners selling at 30 to 50 percent discounts to their proven reserves and intrinsic value can be found. Floating rate notes of strong currency nations (Singapore Dollar, Norwegian kroner, Swedish Kroner…) should be considered. While most of the Brazilian, Argentinian and Uruguayan farmland provides investment yields ranging from 5 percent to 10 percent, yields north of 20 percent on farmland are easily available in Paraguay, Bolivia and Colombia. Even corporate bonds, especially those of non-cyclical and less cyclical blue chips offer far better value than treasuries and can provide an attractive positive carry after funding costs.
 
The US Dollar’s profound fundamental weakness and the US debt and deficit debacle is becoming ever more apparent in the months leading up to the election. The Republicans are alienating too many people (Latinos, the middle class, poor white folks) combined with a rigid image of the party of the rich. A war on such scale could be a welcome distraction from the real issues (structural unemployment, debt, deficits, infrastructure, education, corporate overreach...) for the Obama administration. 
 
If Republicans stick to their pledge (no new taxes) they will have to ultimately cut expenses and entitlements on such a dramatic scale a depression and mass unemployment is virtually guaranteed. Former Secretary of Labor Robert Reich says that unless the government takes swift and intelligent action (this sounds like an oxymoron), the number of unemployed could soar from 25 million to 35 million.
 
If the Democrats win and seek to resolve the problems through massive Dollar printing and taxing the richest Americans the likely outcome will be stagflation or recessionary or depressionary inflation. In any case, Republicans are vastly more prepared to effect structural change than the Democrats. However, Republican change will be brutal for middle and lower income Americans. 
Start studying currencies and bonds of nations with better balance sheets and income statements providing a superior and safer  interest return relative to the US such as Canada, Singapore, Chile, Mexico, Colombia, Uruguay, Brazil, Indonesia, Malaysia, China, Russia, Norway, Denmark, Switzerland, Sweden, Finland, Austria, Germany, Australia, Netherlands, Malta, and Qatar to name a few. Which governments and highly solvent corporations will pay you bond interest in excess of true inflation? Start diversifying over the next twelve months especially when the US Dollar is stable or even appreciating due to market nervosas and volatility. During a crisis the fearful always run to the biggest and sturdiest barn. While they do this unload US Dollar bond, equity and cash assets.  It will take a while yet for the dumb money to figure out that their supposed safe haven is burning. The window for diversification may not be longer than one year.  Be prepared to have 25 percent or more of your funds in stronger currencies. Stay away from longer bond maturities. Interest rates are at artificial record lows, much lower than when America posted government surpluses under President Clinton.
Buy some physical assets with superior crisis performance now: Gold and gold coins, platinum, silver and silver coins. The majority of coins and physical Gold or Silver should be stored outside of the USA or Europe. Keep some coins handy where you live. Be prepared to have up to 20 percent or more of your funds in precious metals.
Buy productive farmland at returns exceeding only four to five percent in America and South America.  You should consider investing as much as ten percent of your assets in this manner.
If this is not possible, buy ETFs (Exchange traded funds) in basic food commodities to shield yourself against further food inflation or buy one of the major commodity index ETFs (such as Rogers commodity ETF). But you must wait for a sell-off or at least average into these positions.
Build a list of farmland owners and farm operators in the US, Europe, Asia and South America. Consider up to ten percent in farmland, farming shares or major balanced commodity indexes.
Open several foreign bank accounts to shield your assets from a possible government asset grab. Never deposit your funds with a bank for the coming two years but invest the assets into segregated funds. Consider moving up to 50 percent of your assets outside of the US and only into the safest twenty banks in the world.
But you must keep cash, for now in USD, to be able to bottom fish and to switch into much more solid currencies down the road.
Economist Harry Dent expects a cataclysmic seventy percent drop in stock prices by 2013 with the Dow Jones Industrial Average plunging to 3,000.

Dent says, "I think the stock crash started in late April. This is just the first wave down,” Dent, who heads his own economic research firm HS Dent, told CNBC. The Dow has dropped about 15 percent from its April 29 high. Baby boomers around the world, and all the developed countries — Europe, North America, Australia — they have peaked in their spending cycles. They've been driving up real estate prices and stock prices and the economy for decades, and now they're going to be saving and not borrowing,"
Reduce all your marginal stock market position. Avoid banks, insurance companies and other financials for now. Build sizable cash position for future bargain hunting and maximum flexibility. Consider up to 25% in cash held in Dollars or better long term currencies. Cash is critical. The odds for a severe stock market decline as a result of much higher inflation (Democrats, Bernanke) and a possible Depression (Republican restructuring) are high. Look at rock solid extremely well-funded market leaders with a strong global presence, preferably in the Far East and to a lesser extent South America. Look at companies with dividend certainty and non-cyclical or less cyclical activities.
Prepare a list of inverse ETFs which go up when: the stock market goes down, and when interest rates go up. Be prepared to go short equity markets around the globe, the Euro, the USD and Long term government bonds in Europe and America. This is particularly relevant if you see European governments as well as the United States increasingly trying to money print their way out of this crisis rather than institute structural long term change. Long term Financial Repression bodes poorly for the USD and the EURO. 
Buy survival, non-perishable food supplies for at least one year for you and your family. Make certain your energy requirements (oil, electricity, water, gas…) are secured for at least one year.
 

Playing Devil’s Advocate and Timing Considerations
Note of caution: Do not misinterpret this section to do nothing and get too clever on timing. You need to shelter your assets abroad and while you still can and before repressive legislation makes it very difficult and costly. You need to begin diversifying out of US government debt when prices are high, accumulate gold on weakness and make a list of inverse ETFs or short candidates now. You need to be prepared and ready to pull the trigger. It is by no means too late to start this process now.
This section aims to dispel myths that America is standing on a precipice and will fall off the cliff in the coming weeks or month. As long as the FED is allowed to expand incredibly bloated balance sheet the US government can continue to both spend way beyond its means and refinance expiring debt for another 12-24 months. Why should the FED not buy another USD 3 trillion of government debt if nobody stops them? That would cover about 18-24 months of funding cash deficits and leaves one trillion for refinancing expiring debt. 
The government can easily continue to manipulate inflation data. Only little known unorthodox economists like John Williams unmask the truth. Of course inflation, using more honest and reliable measures, is closer to 7 percent than the official CPI figure of 2 percent. While the average American is rapidly losing purchasing power and savers are punished the mainstream economists and foreign US treasury buyers are likely to remain clueless.
America may decide to grant a total tax exemption on assets held overseas if they invest the repatriated funds in America over 5 years. In spite of absurd real deficits of 5 Trillion a dramatically lower corporate tax rate of 10-20 percent would attract significant corporate capital from around the world and probably boost growth significantly. Corporate tax revenues are minimal constituting only about six percent of federal revenues. Any oil producing nation which does not use petrodollars will either be blown up or subject to covert war and hard core sanctions (like Iraq, Libya and Iran). This may strengthen the Dollar’s status as a reserve currency.
The rating agencies may pulverize the ratings of alternative currencies making the US dollar the only viable ultra-liquid currency option. 
Surely the economy is no longer declining. Indeed the US id growing faster than Europe. Of course the GDP growth data is manipulated but what prevents the government rigging them even more. Most people believe these statistical lies and act accordingly. Vulture funds and bottom fishers are buying distressed residential properties well below replacement value. This should shrink the overhang and may begin to stabilize real estate prices. If this happens bank lending may return to more normal levels and the economy will continue to expand. 
The unemployment figures will continue to decline, as we explained earlier in this report, simply because many of those without jobs are no longer captured in the unemployment statistics.
A full scale nuclear attack on Iran may shift the attention from debt and deficit issues for months. 
A massive government/private initiative on infrastructure or the development of huge shale deposits would benefit growth and employment. 
Medicare reform is not unthinkable. The government could easily reduce the COLA adjustments and wipe out the benefits of the wealthy. Social security could be privatized boosting the American stock, municipal and corporate bonds would benefit from the inflows.
Medicare and Social Security reform could be tied to a 10 percent value added tax increase.
A shrewd government would immediately institute a 10 percent value added tax phased in over three years beginning in 2014 and offer refunds to those households earning less than USD 50,000 per annum. Let’s assume a 5percent value added tax is phased in 2014, followed by a three percent increase in 2015 and 2016. Would a five percent price increase not fuel consumption and the economy? Would it not, for now, restore America’s credibility with its creditors? Even better if the value added tax is used to fund and reform social security and/or Medicare, reduce corporate or individual tax rates. The Dollar’s imminent demise would appear greatly exaggerated. A value added tax would spike inflation. So what? The government is keen to debase the USD and increase inflation. Inflation greatly facilitates debt repayment.
Why should US government, state, municipal and even corporate and private pension plans be allowed to invest outside of America at all? America badly needs every dime to finance its 5 trillion Dollar deficits. Restricting investments sourced from American labor to American assets is truly patriotic especially in a time of dire need. The HIRE laws are only the beginning of this trend. Why should Americans be allowed to engage in potential tax fraud by having overseas bank accounts? Why should Americans be allowed to own foreign assets at all?
America controls many rich and highly dependent nations such as Saudi Arabia, the Emirates, Bahrain and Kuwait. These countries are already forced to spend their petrodollars on US arms. They should spend their savings and cash flow exclusively on US treasuries in return for American protection for assuring their totalitarian regimes.
Imagine 2-3 Trillion flowing into US government bonds from US portfolios and dependent Arab autocracies, clueless Japanese, Koreans and Chinese. Add to that 2-3 Trillion from the FED. Add another trillion from ultra-rich families and a trillion from extremely liquid corporations purely concerned with safe harbor assets. How can the Dollar or treasury bonds collapse given such purchasing power in the short run? If one takes these arguments even further and argues that in a few years only dependent parties and Americans own 90 percent of outstanding and tradable debt, GDP levels relative to Gross Domestic Product could easily double from here, reaching Japanese levels (where Debt to GDP is 200 percent) and nothing disastrous may happen to the economy and US financial markets. 
How about bashing China and slapping huge taxes on their exports to America? Such a move is idiotic economically but may improve the American balance of trade and once again trigger inflation, which is welcome by the FED and the Obama administration. Blaming others for their own incompetence is increasingly popular. Americans could force the Chinese to revalue their currency or simply slap on huge punitive taxes on Chinese exports. America is noticeably expanding its military presence in China’s backyard. One cannot categorically rule out “corrective” military actions or localized “skirmishes”.
How about legislating that every finished product exported to America needs to have 50 percent “Produced in America” content? Another stupid move, but who could not support such patriotic legislation.
Gold ownership could easily be disallowed removing one of the few outstanding hedges against inflation and government spending excess from the investment menu. This has happened before.
All those earning over USD 250,000 could be taxed at 30 to 50 percent under a second Obama administration. Why should passive earnings be taxed at less than active earnings? America’s tax rates are regressive. Secretaries pay more than twice the tax rates than their billionaire bosses. Does that make sense? There is a vast pool of untaxed wealth in America. Ronald Reagan increased taxes several times when he faced fiscal reality and never reduced government spending overall. 
Voices of dissent like us could easily be silenced, incarcerated without trial for subversive anti-American activities. Who can wake up America without soliciting the rage of the global American police apparatus? How and when will Americans understand the naked truth; a truth so perfectly concealed from 99.9 of the population?

There are numerous ways to delay the inevitable. Most of the aforementioned possibilities will only acerbate the decline and make zero structural sense.  The one dimensional commercially minded doomsayers should stop underestimating the government’s and the status quo’s ability to delay the inevitable for much longer than their “act (subscribe) now or perish” reports suggest.
 

Inflation versus Deflation
An in depth discussion of this critical topic is way beyond the scope of this report, but readers have to understand that a severe deflationary recession can occur prior to hyperinflation (Argentina). Most deflation proponents simply ignore the fact that politicians abhor deflation and will do everything in their power to prevent it. Imagine a politician having to explain insolvency, bankruptcy or default to his constituents. This human component does not enter into their economic models. Deflation models also do not capture the unwillingness to cut government payrolls, benefits and handouts. The politicians are the last to cut back on expenses, long after the broad population has experienced severe hardship. In the current deficit/debt environment naturally prefers inflation and even hyperinflation as a better remedy. Imagine deflation in the face of huge debts and deficits. Expenses are largely fixed (Social Security, Medicare, Military, Welfare). Government revenues would be declining sharply while expenses, based on an aging class of baby boomers, are increasing. Forget about it. The end game is inflation even if there are deflationary scares beforehand. The Franklin Roosevelt administration simply outlawed the private ownership of Gold and deflation was over. The second most compelling argument is that over the last 500 years every period of extreme levels of debt in a society has been followed by sharp bout of inflation and even hyperinflation. Who, in the right mind, would argue against 5 centuries of human behavior and economic history? Prepare for more inflation. Disregard the rigged government inflation figures and realize your purchasing power is declining by about 5 percent per annum. Deflation is excellent for the wealthy. Significant inflation or hyperinflation shifts the balance of wealth from savers to debtors or from solvent, cash rich individuals to governments. There are only a few remedies. Take on long term loans at record low interest rates and invest these proceeds into inflation resistant productive assets such as farmland or increase your holdings in precious metals. Invest into solid currencies, move your money offshore while you can and get a second passport.
 

America’s Debt and Deficit Solutions
Challenge: How are inept and conflicted politicians going to resolve the most demanding structural crisis of the last eighty years? How can those who caused the problems provide the solutions?
“There is no credible scenario of addressing our current fiscal problems without inflicting economic pain,”  Alan Greenspan
Not only does the upcoming restructuring guarantee severe economic pain and social disruption. A successful restructuring will also require brilliant timing, coordination and just the right mix between confidence building measures and cost cutting. This would be very difficult for a gifted country manager. It is highly unlikely America’s politician will execute the necessary changes smoothly, swiftly and intelligently.
The American Economist, who has the most profound grasp of America’s debt debacle and funding gap disaster, Professor Laurence Kotlikoff, also provides the most complete and pragmatic set of structural solutions. Readers are strongly encouraged to study his proposals. (www.kotlikoff.net)
Phase out Social Security. Social Security has only held US government bonds which have earned horrific, subpar returns when compared to corporate bonds, domestic and international equities, precious metals and other commodities over the last four decades. Privatize Social Security and allow Americans to invest contributions into segregated, private funds which can invest in abroad range of securities.
Medicare/Medicaid: The Kotlikoff Voucher system is very similar to Rivlin/Ryan plan. This system has worked very well in Israel and Germany. The insurers, the American Medical Association will fight this but unless these costs are contained Kotlikoff says “we will end up like Argentina”.
Institute Financial Reform and Limited Purpose Banking
Professor Kotlikoff’s central objective is to take the risk out of commercial and investment banks, hedge funds, and insurance companies by turning them into focused, limited purpose intermediaries. LPB would transform all financial corporations, including insurance companies and hedge funds, into mutual funds. (for further reading see: Jimmy Stewart is Dead, Laurence Kotlikoff one of the most acclaimed books on financial sector reform and innovation).
Other Recommendations:
Institutionalize higher medical insurance costs for obese people. Americans need a financial incentive to live healthier. 
Terminate agricultural subsidies. Expect less corn syrup and other high cholesterol products. Cattle may be fed by grass rather by grain.
Hold the US Government accountable to the same accounting and quality standards as it holds American citizens and corporations. This will vastly reduce the ability of politicians to spend what they do not have. 
Repeal the Patriot Act, the HIRE Act and all CAPPS laws. They contain financially hostile and restrictive legislation. A lengthy discussion goes well beyond the scope of this report. America is well on its way towards systematic civil and financial repression. Anyone interested in learning more about the dark and increasingly rogue tactics should read Susan Lindauer’s book "Extreme Prejudice: The Terrifying Story of the Patriot Act and the Cover Ups of 9/11 and Iraq[image: http://www.assoc-amazon.com/e/ir?t=thepeoplesvoi-20&l=as2&o=1&a=1453642757]," This book  describes her analytical work covering Iraq and Libya, and her arrest on the Patriot Act shortly after requesting to testify before Congress about the CIA's advance warnings about 9/11 and a peace option in Iraq.
Economic data is to be distributed and calculated only by an independent organization reporting to the Federal Accounting Standards Board with complete transparency for the public. Resume collecting and publishing M3 money supply data.
Phase out the Federal Reserve Bank within 5 years and return to the Gold, Silver or a Hybrid precious metals standard over the next five years.
Institute a 10 percent National Sales tax, excluding basic, essential non-high cholesterol and fat food items. Institute this tax over two years beginning in 2013.
Lower the personal income tax rate to a 20 percent flat rate. Income earners below the poverty threshold need not pay any taxes. It strikes me as bizarre the secretaries of the nation’s richest face higher tax rates than their bosses and virtually and all presidential candidates enjoy a lower tax burden than the median American family. Capital gains, interest and dividends should be taxed at 20 percent as well.
Phase out deductions for debt service over five years. Increase deductions for education for families for all tax payers on a sliding scale. Lower the corporate tax rate to 20 percent as well. This is an extremely competitive global, corporate tax rate. It motivates outsiders to invest in America and confirms to American entrepreneurs they are valued at home. But close all corporate loopholes. Allow corporations to return foreign held cash free of any taxes or face annual 5 percent penalty on cash balances held in low or no tax jurisdictions. 
Reduce military and other security expenditures by 70 percent. 
Provide provisional American citizenship and passport to anyone with a clean record who provides a minimum three jobs over five years and USD 1,000,000 of investment capital. After three years citizenship becomes permanent. Restructure immigration (Green Card) criteria according to merit and qualifications. Australia and Canada have successful immigration models worth studying.
Legalize and tax marijuana and send drug addicts to treatment centers or provide alternate, controlled drugs like methadone or other synthetic opioid alternatives. Anything is less costly than throwing addicts into prison for victimless crimes and/or medical addiction. Alternatively let the states decide for themselves whether they want to legalize marijuana or not. 
Legalize and tax prostitution and require monthly health checks and registration. Canada and Mexico and numerous developed nations do this successfully with a dramatic drop in related infectious diseases, abuse and crime rates.
Completely outlaw corporate political/electoral contributions (this includes Unions as well) and limit individual contributions to USD 100,000. 
A nine percent corporate tax rate, nine percent personal tax rate and a nine percent sales tax without any deductions as proposed by former presidential candidate Cain or a twenty percent flat tax is a valid starting point always assuming entitlements are reformed and spending is reduced.
The quickest and most direct path to structural change for Americans is to elect Ron Paul for President in 2012. He is the only presidential candidate who fully grasps this complex array of problems and challenges and who can provide tangible and effective long term solutions. 
 

Conclusion:
The odds America will enter financial Armageddon for many years maybe even decades of Financial Repression are easily 80 percent or more in the coming 24 months based on the above scenario analysis. But these numbers are possibly too low due to execution risks and unforeseen black swan events. Moreover, the challenges highlighted throughout this report are truly daunting. The problem has not even been sufficiently defined and quantified by the government. Ergo, The US Government and the European Union are presenting mostly garbage solutions to their constituents. Moreover, blame is shifted towards the Chinese, the billionaires.
“As we are already seeing in Europe as well as the US, the general governmental reaction to the increasing failure of government policies is not to say "we screwed things up, we're all resigning in shame and here is your power back and a return to sound money".  Rather the government's reaction to its own failure is to try to ratchet up its own power in the name of emergency, and to increase its control over its own citizens in the process.”
Daniel Amerman
America’s makeover will require several substantial high risk operations. Several very potent medicines have to be applied using the perfect dosage. Poorly administered these treatments are likely to result in the patient’s death. This delicate restructuring process will be incredibly challenging. Poorly executed the US and Israel are fully capable of nuclear warfare on Iran. The propaganda drums are beating loud. Many US politicians are and public figures are aching to engage their largest creditor China, in a massive and punitive trade war. This could have serious repercussions. 
America has trade deficits with 87 other nations. The trade deficits are largely the result of minimal and even negative savings rates, living beyond one’s means for decades on unlimited debt made possible by the US Dollar’s status as the world reserve currency. In fact the China’s currency, the Remnibi, has appreciated by more than 30 percent against the US Dollar since 2005. The US Senate already passed anti-China trade legislation. The charges are preposterous and hypocritical. The proposed actions blatantly violate WTC rules. 
“China-bashing in the US speaks to a corrosive shift in the American psyche. It deflects attention away from those truly responsible for perpetuating the greatest saving shortfall in history. The US has been seduced by the political economy of false prosperity. That seduction has allowed the US to live beyond its means for nearly two decades. Now the game is up.
The ultimate test of any nation’s character is to look inside itself at moments of great challenge. Swept up in the blame game, the US is doing the opposite. And that could well be the greatest tragedy of all. After all, America’s 88 deficits did not arise of thin air.
While it may be expedient to hold others accountable for the US' problems, this is bad economics driving bad politics. In an era of open-ended US government budget deficits and chronic shortfalls in personal saving, the US is doomed to suffer subpar savings and massive multilateral trade deficits for as far as the eye can see.”
Stephen S. Roach
America refuses to acknowledge the scope, severity and urgency of its debt and deficit problem, preferring to focus on the most peripheral and irrelevant affairs. Politicians of both parties openly blame America’s largest creditor for its homemade financial and economic disaster. Such behavioral patterns bode poorly for a timely and pragmatic solution to America’s most serious economic and lifestyle challenge since the 1930s. 
Military intervention and/or regime change in Venezuela, Pakistan is conceivable. The war on immigrants is already in full swing creating severe problems for agriculturists in Georgia and Alabama. How about a little class war? Fortunately, America can always deploy its slave wage, huge and ever growing prison population to replace the marginalized and criminalized migrant workers to help with the harvests in a profitable manner.
We are also not assuming any exogenous political, economic, military or climatic shocks. Adjusting for these factors, a severe recession or depression, stagflation or hyperinflation are far more likely scenarios than a return to normalcy.  The odds of the market and political leadership sorting out this financial debacle without extreme pain are ten to fifteen percent at best. Besides the obvious debt and deficit fiascos, there is too much hatred, partisanship and negative energy. You cannot assume these issues will be resolved in a pragmatic and intelligent manner. You need to prepare yourself now! Never, ever underestimate the perseverance, viciousness and determination of those in power.
“Think of governments as being enormous, dangerous beasts who have been backed into a corner and are fighting for their lives. Bloodied, wounded beasts with full control over not only what the language of the law reads - but perhaps even more important - which laws are enforced and how they are enforced.”
John Amerman
Past political brinkmanship and massive conflicts of interest do not suggest politicians will get it right this time. Moreover the electorate seems unwilling to do away with an utterly unaffordable and cozy public employee pension system, totally oversized and unaffordable law enforcement, military, and espionage and Homeland security organizations. Empirical historical analysis suggests there is no way out of such a profound financial mess without pain. Major banking crisis are usually followed by government debt implosions within a few years. The trend has already engulfed the European Union. With finances in much worse shape in the US and Japan both nations cannot escape a European debacle unharmed as the domino pieces collapse successively. Kyle Bass of Hayman Capital concluded: With this much debt In the System Inflation becomes default. 
Hyperinflation, stagflation and/or a severe deflationary recession or depression, even full scale financial repression (assets deflate as purchasing power declines) are all far more likely than a benign resolution. Moreover, a rapidly aging electorate appears utterly unwilling to accept Social Security and Medicare cutbacks. They elected spendthrift Bush and then spendthrift Obama. This should surprise no one. Consumers exercised little or no self-restraint, nor did government officials, central bankers and Wall Street. The good guys, the savers, those with meaningful unencumbered assets will be forced to foot the bill for the reckless majority. The vast majority of Americans were just as undisciplined and financially reckless as their federal, state and local governments. All these factors bode poorly for an orderly and effective restructuring. Get ready for massive turbulence and revolt. 
Other regions and nations will suffer first giving Americans and USD investors a false sense of security as funds flow into US fixed income and USD assets. The Europeans may even come up with solutions to salvage their troubled banks and most indebted economies and delay financial mayhem for another year or two. Patriotic US rating agencies will do their national duty by downgrading other nations in droves before they make further substantial downward US Government rating adjustment. 
When perceived US safe harbor government bonds, value, defensive and high yielding stocks are filled with risk adverse global capital to the maximum, Treasury bonds and the USD are likely to begin a protracted decline inflicting severe financial pain on their holders and the entire western world. This will be the onset of the Great Adjustment Period (GAP) which will result in defaults, devaluations and depressions around the globe and provide the smartest investor an opportunity to purchase the most sought after assets at tremendous discounts.
“So, even if it was never phrased that way - the 4th fatal flaw at the very heart of conventional financial planning has been and continues to be this absolute need for a separate economy / universe for retirement investors.  A place where the economy and corporate earnings were completely unaffected by changes in spending by an aging generation of spendthrifts running out of money and borrowing capacity - and eventually health and working capacity.  A place where fantastic government deficits - and the government taking an ever increasing share of the economy - never slowed down private sector growth rates.  A place of sunshine and light, to which prepared investors could turn and reliably pull a comfortable standard of living from, even while their less fortunate and less prepared peers endured a dark and bleak world with rapidly falling standards of living amid the wreckage of failing government programs, rising tax rates, and an economy that was plunging downwards.”  
Daniel Amerman
 

Background Motivation and Purpose:
Dear Concerned Citizens, Analysts and Investors:
This report was written without any financial motives or corporate considerations. The authors are all deeply concerned about the demise of the American middle class and the unfortunate direction America is heading. They all hold advanced degrees from leading universities in Finance and Economics. They are or have been successful entrepreneurs and senior corporate executives. 
This report is a wake-up call advocating profound structural change. The authors are fed up with denial by the corrupt political community, corporate excesses and heavily biased and one sided analysis by the mainstream media. The authors are sick of the established politicians interested only in increasing their net worth and influence by rigging the rules of the game for their seemingly omnipotent military, financial, pharmaceutical/medical, law enforcement and agricultural paymasters while mortgaging the future of our children. Citizens on both sides of the Atlantic need to avoid the vast majority of conflicted politicians and elect only those with a record of fiscal integrity promoting civil liberties, smaller government, non-aggression and economic pragmatism.
The authors are sick of the senseless and unaffordable wars on Muslims, immigrants, drugs, drug addicts, the middles class and a systematic erosion of personal freedoms. They are sick of regime change, unlimited espionage spending and constant US aggression around the globe on all levels while the nation is decaying at home. 
Much what has been written thus far on the declining American empire is meant to sell books, investment newsletter subscriptions or asset management programs (Doug Casey, Porter Stansberry, Peter Schiff, Weiss Research, Jim Rodgers, Robert Wiedemer, Michael Panzner…). While some of the insights by these authors and commentators are truly excellent the research does not address the following topics in a decisive manner: Deflation versus inflation, timing and probability issues, financial repression versus a sudden collapse. Most of these reports do not even mention or consider financial repression as an obvious government policy choice and the economic consequences. 
Their principal weakness is that absurd financial conditions (record low interest rates and firm US Dollar in the face of record debt, horrendous deficits and considerable real inflation) can last much longer than those who benefit from warning of an imminent demise may suggest. None of the reports contain a Devil’s Advocate section which lists a considerable tool box of government options to postpone the demise.
The report was compiled for two distinct parties 1) the broad investing public and 2) individuals who or institutions that published critically on financial excesses by governments or abusive lobbying/corporate practices which harm the greater good of the broad population. This research report was prepared by a team of European and American economic and finance experts who prefer to remain anonymous to protect their privacy in light of ever increasing encroachments on free speech and repression of civil and economic liberties by government authorities in America and Europe. 
This report will surprise even experienced and knowledgeable economists, central bankers and investment managers with important details, insights and perspectives. The report addresses spending and debt excesses, governmental, corporate corruption but also quality of life parameters. Unlike most critical doomsday reports it provides solutions for deficit and debt reduction. It exposes governmental Enron type accounting, economic data manipulation and government Madoff like Ponzi schemes. 
Most importantly, the central message is relevant for all strata of the population, most of who suffer from a normalcy bias. Much of what is predicted here is already happening and highly likely to get worse. The probability of a benign resolution is only about ten percent. Of course the message and its content are not distributed via the main stream and status quo corporate media owned by arms manufacturers, global tycoons and powerful special interest groups. 
This report encourages an active and unbiased discussion of the central threats facing our societies (excessive debt, harrowing deficits, ineffective education, declining infrastructure, and attack on civil liberties, employment, and disintegration of the US middle class and appalling quality of life measures). The Status Quo (both government and big business) wants to keep things as they are and keep extracting maximum cash flow with relatively low risks. As a result of one sided and uniform media manipulation more than nine of ten adults cannot even begin to conceive of the brutal challenges our Western World is facing. This sad truth also applies to a 90 percent of all financial professionals. Most financial professionals are too orthodox and work with misleading and cosmetically improved government data on which they base their investment assumptions. If this report succeeds to wake up only a few people who will be better prepared to master financial Armageddon or a creeping environment of high inflation and declining asset prices it will have served a valuable purpose.
The report does not predict disaster this year. There is a good chance 2012 could be a reasonable year financially. The dangers in 2013 and thereafter are far more unsettling.
Every adult income earner or retiree in Europe or North America with USD or EURO assets needs to prepare either for an accelerating financial repression (destructive long term inflation (possibly preceded by a period of brief deflation) asset value erosion, negative real interest rates and lower benefits) or a profound, much more sudden life changing depression most likely by next year or the year thereafter. Citizens need to realize they can effect change by electing candidates who are sincerely interested in less invasive, less conflicted, smaller and more effective government. Severe structural problems require dramatic change. Ron Paul is the only presidential candidate who grasps the massive challenges and recommends measures which stand a chance of success. The other candidates have zero cost cutting credibility at the government level and have all sold their souls to powerful special interest groups. 
For the last three years America’s deficit and debt problems have increased dramatically. This trend may well continue into 2013 making the inevitable decline and subsequent restructuring phase so much more painful. 
The authors and their motives:
The authors, who consider themselves patriots, neither derive any financial interest or benefits from publishing this report. Nor does this report endorse Ron Paul, even though Dr. Paul offers the only credible structural solutions to restore America. The authors are dedicated to maximizing civil liberties, economic self-determination and minimizing government encroachment on private lives. The authors are biased against lobbyists and special interest groups which corrupt government. The authors want a smaller, fairer and more efficient government, a simplified tax code, less but more sensible regulation in banking and the environment. They advocate a more efficient, effective and cost competitive medical solutions. They favor first rate education for all sectors of the population and less incarceration as well as medical rehabilitation for drug addicts. They believe every adult should have the right to choose drugs or pay for sex. They believe every woman has the right to abortion during the first 90 days after conception. They want the government out of the bedroom, the boardroom, out of our lives and give women choice rather than restricting them. They are strictly against incarceration for drug dependency (either a choice or a medical condition which requires treatment) and much lower law enforcement spending and criminal penalties. They want America to stop meddling in and policing everybody’s affairs around the globe and imposing their consumerism, debt addiction, military antagonism, obesity and double standards on any every country and society on earth. 
They want America to focus on its own pressing domestic issues and once again lead by positive example without behaving like the self-declared, intolerant, self-righteous moral authority they have become. Last but not least they want to see an end to America’s senseless and prohibitively expensive military conflicts without compromising national defense. The authors want America to return to its constitutional roots and end the perversion of and encroachments on personal liberties on a national and global scale which we are witnessing daily.
The authors and contributors, most of whom are Americans, all want the USA to focus on its inherent and historical strengths:
·         Tolerance for all religious groups
·         Repeal of the unconstitutional Patriot act, ACTA the NDA and other legislation
·         An end of imprisonment for those incarcerated for victimless crimes
·         Small government
·         A simple tax code 
·         A balanced budget based on true and fair accounting
·         No FED
·         Free trade and commerce
·         Government out of the boardroom and bedroom and Business and Lobbyists out of Government
·         Innovation and Entrepreneurialism
·         Conscientious, effective and efficient regulation of capital markets and the environment
·         Human rights
·         Women’s rights
·         Fiscal conservatism
·         Excellent broad-based and elite education
·         A superior infrastructure
·         Strict adherence and interpretation of the constitution
·         Radical lobbying and political contribution reform
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Table 1. Three-Year Totals for U.S. Profits, Federal Income
Taxes Paid, and Lobbying Expenses, in Millions (2008-2010)

Company U.s. Profits_Taxes Paid _Lobbying
General Electric 510,460 | 54737 | ¢gass
PGRE Corp. 54855 | 51027 | $78.99
Verizon Communications | $32,518 5951 | $s234
Wells Fargo 549,370 $681| s11.04
‘American Electric Power 5,899 5525 | sagles
Pepco Holdings $882 %508 | $376
Computer sciences 51,666 %305 | sa39
CenterPoint Energy 51,931 $284|  s265
Nisource 1,385 5227 |  s183
Duke Energy $5,475 5216 | s17.47
Boeing 9,735 5178 | ss229
NextEra Energy $6,403 5139 | s9.09
Consolidated Edison $4,263 $127] 5179
Paccar 5365 112|076
Integrys Energy Group $818 $92[  so7
Wisconsin Energy 51,725 585 | s2a5
DuPont 52,124 72| s1375
Baxter International $926 566 | s1045
Tenet Healthcare 5415 45| s3a3
Ryder System $627 546 s096
€l Paso $4,105 41| s29s
Honeywell International $4,903 $32| s18.30
M5 Energy 51,292 529|  s3as
Con-way $286 526 s229
Navistar International $896 $18]  sea1
DTE Energy $2,551 17| sa37
Interpublic Group. $571 $15|  s130
Wattel $1,020 9|  soss
Corning 51977 4] sam1
FedEx 54,247 $37]  $s081
Total $163,601 | -$10,602 | $475.67
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