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EXECUTIVE SUMMARY 

 
BRIEF 

  
The Key messages of this yearôs 2017 Thesis are as follows: 
 

2-  WHY GROWTH IS THE  STRATEGIC IMPERATIVE ï The Basic Capitalist System Underpinning  

 
1.  Marx postulated that a fter Capitalist Systems reach  peak  economic profit growth , there was  

a concentration of capital associated with falling rate of profit. In turn, this  would reduce  
the rate of investment and as such rate of economic growth.  

2.  Unemployment as a consequence increases. Class conflicts increase. Labor conflicts start 
and there are class revolts. Ultimately, there is a downfall of capitalism  (in the form we 
know it) .  

3.  Marxôs  predicted economic failure fundamentally stems from the Crisis of Over -Production  
4.  Monetary Policies of QE, QQE, ZIRP, NIRP etc have reduced the cost of money such that the 

world now has an Over -Production, Over -Capacity, and Under Utilization Problem.  
5.  Over -Production leads to the loss of Pricing Power, Market Share Wars which c ontributes to 

Global Deflation.  
6.  Developed Economies today have additionally reached the point of debt saturation where by  

economic growth is insufficient to support the expense of the debt . 
7.  Our modern business culture no longer fosters massive business risk  which  historically  has 

led to the creation of  new industries which fostered increased wealth, jobs and 
consumption.  

 

3-  A FLAWED GDP FORMULA  
 

1.  In 1980 the Global Balance of Payments was changed to allow a Credit Balance . This 
allowed the global banks to b ecome the conduit for an era of debt financed globalization.  

2.  As a consequence Japanôs export lead Mercantile Strategy came into existence based on US 
Deficit Spending , Current Account and Trade Balance , 

3.  The foreign f unding of US Debt by the global exportin g nations ( to the US ),  as well as 
through the mechanics of  both the Triffin & Gibson Paradoxôs allowed for US Money 
Expansion while maintaining falling Interest Rates thereby  fostered US Consumer 
Consumption  to the obscene level of 70% of the economy.  

4.  Aggr essive changes in Fiduciary accounting r egulations fostered the acceleration of 
ñFinancialization ò of the US Economy,  

5.   Real Inflation in the US now approach es 10% based on 1980 methodologies that donôt 
include statistical aberrations such as ñHedonicsò, ñSubstitutionò nor  ñImputationò etc. 

6.  Real Global GDP growth is likely currently shrinking at a rate in access of 2% annually , 
7.  To maintain the Illusion of Growth the US is forced to  maintain a ñStrong Dollarò policy at 

all cost  which controls US foreign polic y and the US military strategy.  

 
4-PRODUCTIVITY EXPOSES THE MYTH  

 

¶ In a 70% Consumption Economy the current level of  government transfer p ayments 
funding this consumption makes the historic GDP Formula misleading and therefore 
meaningless,  

¶ The current level  of government spending by  all three levels of US government , financed by 
fiscal deficit financing versus t ax receipts additionally makes the historic GDP formula 
m isleading ,  

¶ The current l evel of Investment into Productive Assets is now so low that it make s the ñIò in 
the GDP formula nothing more than a measure of the rate of money supply growth and 
debt creation.  This also makes the GDP formula misleading and misrepresentative.  

¶ The ñMò in the GDP formula ( Exports minus Imports )  has become a Trade Deficit for the US 

over the last three decades (and most developed nations). Therefore developed economies 
now  consume  more than they produce. This is an unsustainable economic condition.  

¶ The statistics of a f alling 10 Year Corporate Rolling Compounded Annual Nomin al EPS 
confirms that there is hardly any real growth occurring in the US, Europe or World Wide.  

¶ Steadily f alling Productivity is contrary to the basic premise  of a Capitalist Economy.  



 

 5 January 2017 Edition                                         Restricted & Confidential  
Copyright 2017 © Gordon T. Long    All Rights Reserved                                                        general@GordonTLong.com 

 
 

5-UNDERSTANDING WHAT GROWTH REALLY IS ï Capitalism  versus Creditism vers us Financialism  
 

¶ The real y ield received from debt loans or conversely the cost of d ebt borrowed are central 
to real economic growth  

¶ The limiting factor to real economic growth is the debt burden relative to the economic 

growth rate,  
¶ When interest rates rise , so does the  Weighted Average Cost of Capital (WACC), which 

mathematically makes valuations,  fall.  
¶ We now ñConsume  More than We  Produceò versus ñProducing More than We Consume ò, 
¶ We are now ñReceiving Less for More versus Getting More for Less ò, 
¶ Because of ñFinancializationò of the Economy we have now skewed Innovation such that it 

is now targeted p rimarily at Cost Savings versus  new high risk, high g rowth industries . 

6-  THE GLOBAL POLITICAL CRISIS NOW STEMMING FROM NO ñREALò GROWTH  
 

¶ A 'Growth first, Objectives  later' strategy isn't working and as a result in the past fifteen 
years the growth process has actually destroyed more resources than it has  created on a 
sustainable basis,   

¶ Artificial Growth is unavoidably shifting the w orld from a Uni -Polar to Multi -Polar World  due 
the US Dollar maintaining its Breton Woods era ñReserve Currencyò status, 

¶ Populist Politics is unwittingly p romising to re -create false nation state s ocialism without 
Globalism , 

¶ The Electorate in many countries is rapidly losing confidence in a ñbrighter future ò due to 
No Real Economic Growth  despite media reporting suggesting the contrary . A Crisis of Trust 
is being fostered with its attendant risks of ñstagnationô. 

 
7-  CAPITALISM TO CREDITISM -  The Greenspan Legacy  

 
¶ Federal Rese rve Chairman Alan Greenspan gave us a legacy of Economic Obfuscation  
¶ Capitalism Requires Savings,  

¶ Capitalism Requires Productive Investment of Savings,  
¶ Capitalism Requires Gains in Productivity,  
¶ Capitalism  Delivers an Increased Standard of Living , 
¶ Capitali sm Requires a Free Market System which we have lost through Over Regulation in 

the US.  
¶ Efficient Allocation of Capital IS NOT Happening  
¶ Risk is Incorrectly Priced,  
¶ There is a Lack of Price Discovery,  
¶ We have experienced an e xcessive and too sustained a p eriod of economic m alinvestment , 
¶ Household Savings IS NOT Happening. There is no Savings for Investment. Rather we have 

Credit Creation for Consumption  

¶ Quarterly Corporate Results Reporting  is potentially an impediment to long term economic 
viability of th e capitalist system,  

¶ We are penalizing longer term Investment which create s major breakthrough growth areas,  
¶ We are penalizing Risk Taking,  
¶ We are penalizing CAPEX expenditure,  
¶ Corporations are predominately not Investing but rather simply ñStripping Out Costsò, 
¶ Cheap Money has created Over Supply rather than the Wealth Effect intended to create 

Demand Pull (Even if successful is limited in time and scope). Rather what we face will be a 
demand hole which will be deflationary as Pricing Power is lost.  

¶ Leveraged Buyouts are now sought for Growth where costs are stripped. There is now little 
corporate organic growth.  

¶ Corporate Buybacks are stripping investable capital from productive use. This occurs when 

Corporations Don't See Risk Free Growth . 
 

8-  FURTHER CONSTRAINTS & IMPEDIMENTS  
 

¶ We have a Short Term oriented Corporate Culture that is Constricting Real Economic 
Grow th  

¶ We have Regulatory Shackles limiting g rowth,  
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¶ We have an Uneven Playing Field through the Advancement of Crony Capitalism,  
¶ We have a Massive  Inflationary Bleed of Capital from the Economy. Inflation is simply 

another form of Taxation,  
 

9-  WHEN GROWTH FAILS  

 
¶ We have a Global Eurodollar  Problem,  
¶ We have a US Dollar Reserve Currency Problem,  
¶ Leverage Will Fail Because of Cascading Rehypothecatio n,  
¶ Leverage Will Fail Because Repos are not Sound Collateral,  
¶ There is Now A Global Rush To Hard Assets and Away from ñDigitalò Representation of 

Assets  
 

10 -  A NEW WORLD ORDER (NWO) COMING  
 

¶ A Stealth, Secular, Structural Shift is Underway as Leverage is B eginning to Fail  because  of 
Collateral Shortages,  

¶ The End o f the Debt Super -Cycle is underway , 
¶ The Baby Boomer Equity Bull Market is Coming to a Close,  
¶ A great Debt for Equity Swap is taking s hape  

 
CONTRACTING REAL ECONOMY  

We believe  the Fedôs much publicized ñfear of inflationò (which is ostensibly driving the new rate hike 
regime) is a necessary public narrative that will let the Fed pursue its true objective ï a stronger dollar and 
deflation amid what is in reality a  CONTRACTING RE AL ECONOMY. 

Stock and bond markets in the advanced, financially -oriented economies, have devolved more into political 
imperatives necessary to maintain social services and the perception of wealth, rather than serving as the 

traditional means to build and price wealth and capital.   

It is our current view that  the  public traded financial exchanges  no longer serve societies or global trade  as 
effectively as they might . 

In over - leveraged economies, stock and bond markets become co -dependent. To sustain market prices, 
debt and equity require  nominal  output growth. To sustain market  values , they require  real  output growth.  

The only way to increase nominal output growth and raise nominal equity prices in a hi ghly leveraged 
economy with leveraged currency is to raise the quantity of credit, which must eventually reduce real output 
and asset values.  The question before us is whether ñeventuallyò is occurring now? 

The US and global economies have begun to experi ence necessary structural changes that directly impact:  

¶ Incentives to produce and consume,   
¶ The fundamental manner in which the political dimension approaches monetary and fiscal policies, 

and  
¶ The way in which investors think about assets, liabilities, 

economics and capital markets.  

Investors seeking to create wealth by investing in broad equity 
markets face a fundamental structural problem caused by the 
irreconcilability of:  

¶ Naturally occurring commercial deflation,  
¶ Economies and political systems that rel y on inflation, and  
¶ The crowding out of consumption and investment by 

necessary debt service.  

We believe the primary reason stocks  and bonds  are peaking is 
SCALE.  

¶ Aggregate market caps, valuations, revenues and earnings 
of public companies cannot be sustained by the level of 
real production in the underlying US and global economy.  
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¶ We think bonds are on the eve of reconciliation for the same basic reason.  
¶ The scale of systemic leverage has already begun to reduce incentives to expand credit for capital 

formation, which, in turn, promotes debt deflation.  

INTRODUCTION  

 
The Road Map we have been following since the 2008 Financial Crisis  is fundamentally driven by insuff icient 

real economic growth relative to the rate of expanding debt interest payments.  

 
As we illustrate in Chapter 4, if we use the economic methodology applied  in 1980 by the US BEA (before we 
started mis represent ing  inflation) we would currently be reporting US domestic inflation to be running at 
approximately  an annualized rate of 10%. I t  has been compounding at over 5% for most of this period of 
time, and only weakening from more than 10% since the 2008 Financial Crisis to approximately the hist oric 
annualized mid -point.  
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If we then analyzed global GDP growth and conservatively adjusted it for a more accurate inflation rate then 
the 1.8% Deflator currently used, we see that global growth has in fact been contracting since 1980.  
 

 
 

It is important to fully appreciate that since 1980 a number of major structural ñadjustmentsò have been 
implemented as a consequence and are presently underway:  
 

1-  YIELDS : Yields have steadily fallen, thereby reducing government debt interest payments and 
raising the price of bond assets which has increased collateral values for debt being used as 
collateral and banking capital ratios.  
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2-  REGULATORY  FINANCIAL REPRESSION : Regulatory laws, accounting and fiduciary requirements 

have been steadily altered to allow increased ñFinancializationò of the economy to support the lack 
of real economic growth through debt & credit creation.  
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A FAILURE OF LEVERAGE -  A Shortage of Real, Unencumbered , Un -Rehypothecated Collateral  

 
The limit to a debt /credit based economic growth is the ability to service the debt payments. The problem 
eventually shows itself by insufficient collateral being available to secure new debt. This is because collateral 
values start to fall due to non -performing loans, malin vestment and being already encumbered.  When 
excess leverage is being employed to both create and additionally sustain debt, then the situation will  

become unstable very quickly.  
 
People who have experienced bankruptcy often describe it: ñIt was slow at first, then all of a sudden!ò 
 
Going forward w e expect to witness debt deflation coincident with central bank monetary inflation, which 
would offset the deflationéon paper (like feet in the oven, head in the freezer producing a reasonable 
average). Before thi s occurs, we expect a financial or economic event that focuses public attention on our 
massive  leverage problem . 

  
As liabilities without directly - linked offsetting assets, the purchasing power value of currencies is  always 
susceptible to dilution. Dilution comes in the form of credit issued by banks (and, potentially, non -bank 
lenders) that is either not collateralized by assets or collateralized by assets that themselves are liabilities 
(like Treasury notes).  
 
The wider the gap separating the amount of un -collateralized credit denominated in a currency from that 
currencyôs base money (bank reserves and currency in float) ï the ratio that determines monetary leverage 
-  the greater the amount of future monetary de - lev eraging will have to occur. (De - leveraging must 
ultimately occur so that debtors can service or repay their obligations and so producers have incentive to 
continue to supply goods and services in exchange for that currency.)  

THE GREAT DEBT FOR EQUITY SWAP  ï Real Ownership, Real Store of Value  

 
We believe the above problem is well understood by the top 1% who controls  most of the worldôs assets.  
 
To protect themselves we believe they are presently engaged in a massive debt for equity swap. They are 
employin g international banking control of yields and currencies to reposition their assets to be holders of 
real ñhardò assets. 
 
This involves the ownership of assets that have always been considered as representing wealth and are not 

held by paper, digital repre sentation.  
 

 
 

It is not the intent of this paper to explain the Swap underway but let me say that ownership of public 
companies is now not really through stock ownership. Rather in an era of debasement and lack of growth , 
ownership payout and control is through  being the senior secured lender in the capital structure .  Anyone 
who has attended a board meeting of a major corporation quickly realizes whose  opinion counts the most!  
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1-  THESIS 201 7 

 
WHERE óILLUSION OF GROWTH ô FITS 

 
Previous Annual Thesis Reports:  
 

1.  2000 -  Extend & Pretend  

2.  2011 -  Currency Wars ï óBeggar- thy -Neighborô 
3.  2012 -  Financial Repression  
4.  2013 -  Statism  
5.  2014 -  Globalization Trap  
6.  2015 -  Fiduciary Failure  
7.  2016 ï Crisis of Trust  

 

OUR ABSTRACTION  PROCESS 

 
Last Year  
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This Year  
 

 
 
SPRING BOARDING FROM LAST Y EARS óCRISIS OF TRUST  

 
Last year we spelled out the emerging Crisis of Trust of what it would mean going forward.  
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We believe it has unfolded as we predicted and continues to do so.  
 
UNDERSTANDING HOW TRUST HAS FURTHER BROKEN DOWN  

 
                Confidence  
  TRUST ======== Č  OTHERS 

           Faith  
 
 Trust is about placing your confidence and faith in others  

 
On the surface this is something everyone can understand. But there is more in it than that. This can be 
seen b y considering the opposite or a  an tonyms  of the above.  
 
 
                Confidence  
  TRUST ======== Č  OTHERS 

           Faith  
   
 
        Skepticism  
       UNCERTAINTY ċ======== YOURSELF  

    Cynicism  
 

There is a relationship between Trust and Uncertainty which comes from our personal way of thinking about 
things.  
 
When we are centered on ourselves versus others we become more cynical and skeptical versus having 
confidence and faith in others. It is a feedback loop.  
 
Trust inspires investment an d risk taking. Uncertainty begets stagnation and decay  
 

Stagnation and Decay quickly undermine the unwritten 
Social Contract.  
 

 
THE SOCIAL CONTRACT  ï The Unwritten Understanding  

 
The Social Contract is the unwritten agreement between 
the Citizenship and G overnment, that if a person does 
the right things, the government will create an 
environment such that they will be rewarded.  
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Instead what they now see is not only this not happening, but those closest to the government (such as 
Crony Capitalists, Governm ent Employees, those living off the government), doing well but everyone else 
hurting.  
  
Corruption is often tolerated by the citizenship until a person can no longer live the life they want. They then 

resent the government free loaders and demand change and or revolt. When they canôt support their family 
they revolt. We are nearing that point  in many developed economies .  
 
We are seeing more and more  fringe parties taking dominate positions around the world. The status quo and 
social contract is now under fire in most developed economies! Promised entitlement payouts  are now being 
called into question as time has come for governments to deliver on their promises  

ANTI STATUS QUO, ANTI -ESTABLISHMENT & ANTI -GLOBALIZATION  

 
We believe that what the above is  telling us is that there is a massive social change about to occur . A 

change being brought on by lost faith in the system.  
 
Our Annual Thesis last year entitled ñCrisis of Trustò and two years ago entitled  ñFiduciary Failureò are telling 
us about an increasing degree of lost faith in the status quo.   
 
The situation has  only got worse in the last year as we see more and more populist parties dominating on 
Anti -Establishment, Anti -Status Quo, Anti -EU and Anti -Globalization platforms.  

 

 
 

The citizenship now believes that the system is no longer working for them.   
 
They see that when they do all the right things (go to school, train, work hard) it no longer delivers on 
expectations. The American Dream is no longer a reality to the vast majority of Americans. It is a broken 
dream.  

A FAILING SOCIAL CONTRACT ï The 
Telltale: Rising Political Movements  

 
Inequality has become so blatant that 

the current US Presidential Primaries 
have been ñset on their earò by 
massive turnout for candidates who 
are talking about the degree of 
corruption, incompetence and 
ineffectiveness of the U S government.  
People are frustrated and getting 
mad.  
 
What has happened is that the Social 
Contract has broken down.   
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ROADMAP AHEAD 

 

 
 

 

 
 
 

OUR INITIAL TIMING PROJECTIONS  

 
The roadmap we laid out in 2008 is tracking to a ñFiat Currency Structure Failureò by late 2019 ï early 
2020.  
































































































































































































