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Brief Lessons in History
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Todayos Topl cs

AVaIuations
AThe Inflation Deflation Debate
AA few investments look attractive

Apatience and why you need lots of it,
especially right now.



If you are hugely longthis mar ket é

Avaluations say you shouldn't be
/&Margin debt says you shouldn't be
/&History says youshouldn't be.



Jeremy Grantham, had some pertinent comments in
an interview with Charlie Rose on March 11, 2013.

A"There_is an enormous pressure in the investment
business to deliver good

Ac‘)Trust m e Good news sel
thri ve on 1t l nvest ment
o To go out there in a bu
overpriced markets I s an

news.
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"Real" Inflation -Adjusted 10 -Year Average Earnings Growth
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Real Earnings Have Grown at an Average Rate of 1.5% During the Fed Era
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Projected PE Ratios Based on Demographic Trends

Figure1

P/E ratio and M/O ratio

P/E ratio M/O ratio

35 1 M/O ratio r 1
(right scale)

30 A

- 0.8

25

20 | - 0.6

13 1 - 0.4

10 7 P/E Ratio

. (left scale) - 0.2
0 T T T T T 0
1954 1964 1974 1984 1954 2004

Sources: Bloomberg (PE) and Haver Analytics (MO).

Figure 2
Projected P/E ratio from demographic trends
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Myths That Donot Add Up

AForecast of current earnings
AThe idea the Fed can keep inflating asset prices perpetually
AThe idea that gold is overvalued



Federal Reserve Balance Sheet vs. Gold

10,000

Monetary Base, in Billions of Dollars

Last 94 Years of Printing Money and the Price of Gold

= Federal Reserve Monetary Base (1918-2012)

- 5000
Price of Gold
1,000 rr—
By 1980, gold had most
likely overshot its value. ™
f, - 500
o~
100 -
- 30
o 7 X
wr_¥ M
o In 1971, Nixon officially ended the convertibility of dollars
and gold. Based on the growth in the monetary base over
the vious decades, gold was significantly undervalued.
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"Great Moments in Fiat Hi st

Spending Per Non-Government Worker
35,000.00
2013 - Alleged Devastating Austerity
30,000.00
2008 to Present - Fiscal Stimulus + QE /
2007 - Recession
2005 - Housing Bubble Busts !
55 000.00 2001 - Greenspan Slashes Rates ,"
e Fueling Housing Bubble
20,000.00
2003 - Iraq War
15,000.00
’f
#7 #1994 - Greenspan Authorizes Sweeps
Effectively Ending Reserve Requirements
10,000.00
< 000.00 1965 - LBJ's "Great Society”
T Push to End P inUS
ush to End Poverty in 1971 - Nixon Closes Gold Window
1973 - Currencies Float
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What a Long-lerm Bear Market Looks Like Under a l'iat Currency
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The Inflation/Deflation Debate

A Do we have inflation or deflation?
A Which one?
A What direction from here?



CPLU Percent Change Year -Over-Year
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Consumer Price Index for All Urban Consumers: All Items (CPIAUCSL)
Source: U.S. Department of Labor: Bureau of Labor Statistics
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Component Price Inflation

Data Through Breaking Down the Consumer Price Index dshort.com
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Comparative Growth in HPI vs. OER



