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An Economist’ s View of Economists

Economists set themselves too easy, too useless
a task if in tempestuous seasons they can only
tell us that when the storm is past and the ocean

is flat again.
John Maynard Keynes

John Maynard Keynes. A Tract on Monetary Reform (1923) Ch. 3
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* Monetary Policy Primer

» Quantitative Easing (QE)

* QE Monetary Policy

* Monetary Policy Impact or Lack of

« US Monetary Policy Results & Implications
« Summary & Conclusions
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Monetary Policy Primer

* The term monetary policy refers to what a
nation's central bank does to influence the
amount of money and credit in the economy

« The goals of monetary policy are to promote
maximum employment, stable prices and
moderate long-term interest rates
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Monetary Policy Primer - Continued

* Tools of US monetary policy makers & targets
— Open market operations — FOMC - QE
— Federal funds rate — 0 to .25%

* If unemployment above 6.5%
 If inflation rate is below 2.5%

— Discount rate - .75%
— Reserve requirements — 0 to 10%
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Quantitative Easing (QE)

«Considered an “unconventional” monetary policy

*Central bank buys financial assets from:

— Commercial banks

— Other private firm

— Open market

— Thus increasing the monetary base

«Conventional buys or sells govies to target rates
*Another way central banks can stimulate an economy
Invoked: if conventional policy ineffective
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Quantitative Easing (QE) Continued

« Why did the US Fed and other Bankers use QE

— Non-performing or defaulted loans

— Zero interest rates

— Needed increased money supply

— Recession or depression systemic risk
— Alast resort to stimulate
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US QE Monetary Policies

« QE 1932 — 1936

— Fed purchased $1 billion of treasuries

— Treasury & White House $4 billion
* Qperation Twist 1961

— Sold short term debt and bought long term debt
 QE-1 Dec 2008 to March 2010

— $1.350 trillion of MBS and agency debt

— $300 billion of Treasury securities
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US QE Monetary Policies

QE-2 Nov 2010 to June 2011

— Purchased $600 billion longer dated bonds
— $75 billion a month

Operation Twist 2011

— Purchased $400 billion bonds 6-30 years
— Sold $400 billion bonds less than 3 years

QE-3 QE Infinity - Sept 2012 to ?
— $40 billion/month open ended MBS
— Fed Funds rate to be held near zero until 2015 or longer

10
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US QE Monetary Policies

« QE-4 Dec 2012to ?
— Increased MBS purchase to $85 billion/month
« QE-Infinity “Taper” Hint — June 2013

— Hinted of rate hikes IF inflation at 2% and unemployment 6.5%
— Hinted at cutting back on purchases
— S&P dropped 111 points in 4 days at the hint of “Tapering”

11
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Fed assets

GDP

Money supply and velocity
Employment

Debt

Commodity markets
Currency markets

Equity markets

12
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Federal Reserve Total Assets

All Federal Reserve Banks - Total Assets, Eliminations fromn Consolidation (WALCL)
Source: Board of Governors of the Federal Reserve System
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Ratio of Fed Assets to GDP
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Types of Money Supply

Type of money

MB

M1

M2

M3

MZM

Notes and coins in circulation (outside Federal Reserve Banks and the vaults of depository institutions)
(currency)

Notes and coins in bank vaults (Vault Cash)

Federal Reserve Bank credit (required reserves and excess reserves not physically present in banks)

Traveler's checks of non-bank issuers

Demand deposits

Other checkable deposits (OCDs), which consist primarily of Negotiable Order of Withdrawal (NOW)
accounts at depository institutions and credit union share draft accounts.

/0

Savings deposits

Time deposits less than $100,000 and money-market deposit accounts for individuals

Large time deposits, institutional money market funds, short-term repurchase and other larger liquid
assets!!0l

All money market funds

www. wikipedia.org,, Money Supply, 3 September 2013
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Monetary Base, M1 & M2 Money Supply

Data as of July 2013

Monetary Base (NSA), M1 Money Supply (SA) and M2 Money Supply (SA)
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Billions of dollars
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M2 Money Supply and Velocity

Data as of July 2013
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Billions of dollars Annualized Rates of Growth
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MZM (Money with Zero Maturity) Velocity

Velocity of MZM Money Stock (MZMV)
Source: Federal Reserve Bank of St. Louis
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Federal Funds Rate 1955 - 2013

20.0

U7 D |

15.0

L2250

10.0 -

7.5

(Percent)

5.0

750 |

0.0

Effective Federal Funds Rate (FEDFUNDS)

Source: Board of Governors of the Federal Reserve System

=74,
1950

FRED -~

1960

1970 1980 1990 2000

Shaded areas indicate US recessions.
2013 research.stlouisfed.org

2010

2020

http://research.stlouisfed.org/fred2/series/FEDFUNDS, September 2013

21



A

Cornerstone”
Global Group

LLC

3 Month US T-Bills Yields

Data as of August 2013
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Real GDP and Industrial Production

GDP Data as of 2Q 2013

Data as of July 2013

Real GDP and Industnal Production
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Capacity Utilization Total Industry

Data as of July 2013

Capacity Utilization
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USA Productivity

UNITED STATES PRODUCTIVITY
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www.tradingeconmicscs.com & U.S. Bureau of Labor Statistics 2013 25



Cornerstone”

Global Group

LLC

Payrolls

Data as of July 2013
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Ave. Weekly Hours of Production Workers

Data as of July 2013

Average Weekly Hours Of Production Workers
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Ave. Hourly Earnings of Production Worker

Data as of July 2013

Average Hourly Eamings Of Production Workers
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Unemployment Rates — U3 & U6

Data as of July 2013
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Personal Outlays

Data as of July 2013

Personal Outlays
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US Debt Clock — 4 September 2000

US FEDERAL TAX REVENUE INCOME TAX PAYROLL TAX CORPORATE TAX .
$1,961,233,793,640 |s 963,743,556,598 | s 639,795,886,559 | $199,914,865,952

STATE REVENUE STATE DEBT LOCAL REVENUE
% 988,656,079,313 | %594,758,500,131 % 651,346,758,724

&

LOCAL DEBT
$911,886,878,374

Largest Budget Items }

.
SOCIAL SECURITY MEDICARE/MEDICAID DEFENSE/WARS US GROSS DOMESTIC PRODUCT TOTAL FEDERAL/STATE/LOCAL SPENDIN
$399,881,020,607 4% S 328,750,559,781 (o) $307,416,714,413 $9,595,987,504,545 $3,465,589,586,422

)

INTEREST ON DEBT INCOME SECURITY FEDERAL PENSIONS GROSS DEBT TO GDPRATIO |  ( REVENUE TO GDP RATIO ) [ SPENDING TO GDP RATIO
$ 225,254,360,838 (2 $137,389,742,263 [ $87,033,845,366 59.3861590%) | 37.5288008°%) | 36.1147909 %

US TOTAL INTEREST INTEREST PER CITIZEN US TOTAL DEBT TOTAL DEBT PER CITIZEN ) (TOTAL DEBT PERFAMILY)  (SAVINGS PER FAMILY
$2,500,372,924,417 ri $8,847 $26,575,031,843,864 i $94,034 $366,172 $5735

CONSUMER DEBT
fR $1,657,112,008,521 g $659,474,793,375

Money Creation

FEDERAL RESERVE MONETARY BASE M2 MONEY SUPPLY TREASURY SECURITIES BANK PROFITS
$600,462,586,548 $4,853,554,283,256 $222,792,658,583 $193,111,793,815

Trade Numbers 3
US DEBT HELD BY FOREIGN COUNTRIES US TRADE DEFICI‘I’)_\_’,{US TRADE DEFICIT « CHINA
$1,026,406,352,565 | $401,553,042,110 & $78,952,018,963

SMALL BUSINESS ASSETS CORPORATION ASSETS HOUSEHOLD ASSETS —{ TOTAL NATIONAL ASSETS )} (355575 PER CITIZEN
$3,753,767,326,624 (3 8,726,808,436,553 (s 41,931,829,262,294 (o) $54,412,405,025,446 $192,530

US IMPORTED OIL
| $99,005,112,370

IMPORTED OIL + OPEC
2 $48,791,676,909

US POPULATION
282,614,067
US INCOME TAXPAYERS
104,481,567

US WORK FORCE
135,379,972 }
NOT IN LABOR FORCE

68,760,964 )

OFFICIAL UNEMPLOYED,
5,664,271

ACTUAL UNEMPLOYED
9,539,549

US RETIREES
38,523,731

DISABLED (SS1)
8,557,737

LIVING IN POVERTY
31,647,479
FOOD STAMP RECIPIENTS
17,024,332 J

STATE/LOCAL EMPLOYEES
17,800,843 }
FEDERAL EMPLOYEES
4,130,933 )

—_—

http://www.usdebtclock.org, 4 September 2013
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US Debt Clock — 4 September 2013
(575,926,222,902,467 W esases JLeramrze )| (o2 765216036412

US FEDERAL SPENDING US FEDERAL BUDGET DEFICIT STATE REVENUE STATE DEBT LOCAL REVENUE LOCAL DEBT
%3,540,803,150,199 (&) ©775,587,120,377 %1,537,235,952,548 | %1,186,493,001,913 | |#1,053,827,288,277 | 1,785,247,877,331

.

PAYROLL TAX CORPORATE TAX
1,294,715,833,071 | #940,225,742,873 | £254,573,496,266

Largest Budget Items } N\ e —
T T DEFENSEIWARS US GROSS DOMESTIC PRODUCT TOTAL FEDERALISTATE/LOCAL SPENDING US POPULATON
(s852,848,708,210 ;55 $806,829,921,921 ;6: $615,145,039,729 ' $15,877,804,016,611 $6,386,048,387,787 il
US INCOME TAXPAYERS

INCOME SECURITY NET INTEREST ON DEBT FEDERAL PENSIONS GROSS DEBT TO GDP RATIO REVENUE TO GDP RATIO ) [ SPENDING TO GDP RATIO 114,267,588
%349,377,390,320 () $256,282,784,355 [ $226,716,873,319 106.6030446 % 33.7344571% 40.2199516% —

US WORK FORCE
144,482,649
US TOTAL INTEREST + 2013 INTEREST PER CITIZEN US TOTAL DEST TOTAL DEBT PER CITIZEN) (TOTAL DEBT PERFAMILY)  (SAVINGS PER FAMILY MOT D\ LABOR FONCE
| $2,841,777,076,601 {x 8,976 $59,756,136,226,897 {I+188,742 £748,981 $3,173 90,112,198
A A ‘ ,112,
OFFICIAL UNEMPLOYED
TOTAL PERSONAL DEST MORTGAGE DEBT STUDENT LOAN DEBT CREDIT CARD DEBT PERSONAL DEBT PER CIT, 11,394,452
$15,821,497,639,569 & =12,943,030,377,975 mmm $49,974 ACTUAL UNEMPLOYED
. ¥ ¥ 3 f
Money Creation _W

FEDERAL RESERVE MONETARY BASE M2 MONEY SUPPLY TREASURY SECURITIES CURRENCY AND CREDIT DERIVATIVES 46,673,052
%3,393,151,975,708 %10,697,489,540,973 %1,098,133,630,936 $629,700,273,059,095 DISABLED (S51)

Trade Numbers 14,221,447

US DEBT HELD BY FOREIGN COUNTRIES US TRADE nsncn)ﬂ_((us TRADE DEFICIT + CHINA US IMPORTED OIL H_('( IMPORTED OIL * OPEC LIVING IN POVERTY |
%5,475,451,654,366 $691,525,924,025 2 $318,183,229,788 | | $397,548,906,371 25154,852,224,935 50,484,496
' FOOD STAMP RECIPIENTS
47,936,146

SMALL BUSINESS ASSETS CORPORATION ASSETS HOUSEHOLD ASSETS TOTAL NATIONAL ASSETS ASSETS PER CITIZEN ,

$8,271,514,602,481 (5 $18,177,626,071,571 (& $75,562,984,571,572 (&) $102,012,124,871,304 (=] $322,210 STATE/LOCAL EMPLOYEES
19,319,080

SOCIAL SECURITY LIABILITY PRESCRIPTION DRUG LIABILITY MEDICARE LIABILITY US UNFUNDED LIABILITIES LIABILITY PER TAXPAYER TEDERAL EMPLOYEES
$16,552,998,094,819 (3 $21,900,889,773,235 (o $87,094,236,111,025 (&) $125,548,123,966,838 [al1,098,722 4,377,261

http://www.usdebtclock.org, 4 September 2013 33
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US Debt Clock — 4 September 2017

INCOME TAX PAYROLL TAX

US NATIONAL DEBT DEST PER CITIZEN) (DEBT PER TAXPAYER | US FEDERAL TAX REVENUE
(520,556,848,634,903 6,395 (5 166,201 |

CORPORATE TAX

$1,450,415,810,979 |$1,060,750,247,496 | $291,499,387,677

LOCAL REVENUE
$1,100,522,047,984

STATE REVENUE
$1,742,981,564,081

%3,071,883,142,303
US FEDERAL SPENDING US FEDERAL BUDGET DEFICIT
$3,552,206,236,835 [ 480,248,804,364

LOCAL DEBT
$1,876,504,558,596

STATE DEBT
$1,245,225,834,208
Largest Budget Items
DEFENSE/WARS
(2)$474,576,458,504

MEDICARE/MEDICAID SOCIAL SECURITY
$977,470,337,224 (3%1,008,203,518,533

NET INTEREST ON DEBT FEDERAL PENSIONS
G0 % 330,052,751,323 (2 $309,096,386,268

US GROSS DOMESTIC PRODUCT TOTAL FEDERAL/STATE/LOCAL SPENDING
$16,669,807,519,890 | |+6,881,236,345,989

INCOME SECURITY
+450,431,677,168

123.3178655 %

(" us popuLATION L
329,456,963

US INCOME TAXPAYERS

US TOTAL INTEREST + 2017
$2,576,668,711,288

BTEREST PER CITIZEN US TOTAL DEBT
fg %64,055,508,844,837 194,427
TOTAL PERSONAL DEBT MORTGAGE DEBT CONSUMER DEBT CREDIT CARD DEBT PERSONAL DEBT PER CIT,
$15,362,277,122,410 i $11,742,574,452,050 ﬂi $724,480,312,503_} $46,631

Money Creation
FEDERAL RESERVE MONETARY BASE M2 MONEY SUPPLY TREASURY SECURITIES CURRENCY AND CREDIT DERIVATIVES
$8,085,629,434,549 $13,968,316,727,620 $462,727,766,837 $577,731,678,413,973

Trade Numbers
US DEBT HELD BY FOREIGN COUNTRIES US IMPORTED OIL )_\_(_{ IMPORTED OIL * OPEC
$6,772,940,196,179 | $298,403,210,781 2 $103,041,780,465

CORPORATION ASSETS HOUSEHOLD ASSETS TOTAL NATIONAL ASSETS ASSETS PER CITIZEN

(3 $23,187,369,504,861 (3,$142,720,200,668,869 (o) $172,153,783,194,947 (o] $522,538

SOCIAL SECURITY LIABILITY PRESCRIPTION DRUG LIABILITY MEDICARE LIABILITY US UNFUNDED LIABILITIES LIABILITY PER TAXPAYER
$20,274,116,433,814 (s 26,824,215,587,220 © $106,673,043,377,993 (&) $ 153,771,375,398,725 101%51,243,229

US TRADE DEFICIT L _{US TRADE DEFICIT + CHINA
$581,282,476,270 & $329,014,872,745

SMALL BUSINESS ASSETS
$9,185,092,232,636

http://www.usdebtclock.org, 4 September 2013

GROSS DEBT TO GDP RATIO REVENUE TO GDP RATIO SPENDING TO GDP RATIO 123,686,950
f {35.4813617%} {41.2717228 % —
— — US WORK FORCE L
152,929,555
SAVINGS PER FAMILY NOT IN LABOR FORCE L
$774,649 96,687,905 )

OFFICIAL UNEMPLOYED
7,589,930
ACTUAL UNEMPLOYED
18,434,914
_{US RETIREES ),
51,518,337
DISABLED (SS1)
15,697,823 v
LIVING IN POVERTY
55,725,460 )
FOOD STAMP RECIPIENTS)
52,686,018

P |

STATE/LOCAL EMPLOYEES
20,819,299

FEDERAL EMPLOYEES
4,228,073
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Commodity Index CCI & QE
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US Dollar Index (DXY)

L

US DOLLAR INDEX (82.0480, 82.6710, 82.0240, 82.6010, +0.51400)

I3

US Dollar:Index (DXY)
Monthly
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US Dollar Index Inverted & S&P 500
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S&P 500 and QE

[ &P 500 INDEX (1,635.95, 1,659.17, 1,633.41, 1,655.65, +22.6801)
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weekly chart
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DJIA & Margin Debt

Data as of July 2013

Dow Jones Industrial Average
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DJIA & DJIA in Gold

Data as of August 2013

Dow Jones Industrial Average and Dow Jones Industrial Average in Gold $
(Monthly High/Low)

W,WW/ W \/\VW
50 mrhwn/)\vw/ 50

15

' ' L ' : ' s L ' \ ' : ' ' L ' : ' s L ' \ ' : ' ' L
T © ¥ @ ¥ @ €w o ¥ o ¥ o ¥ O ¥vT 2 W OO W O YT O T O T D ow
B8 8 2 22 T D 9 9@ @ € 2 ¥ ¥ @9 L L oo e 2 @ 2 2 2
®® RS s TS s s v s s s s s s s s s s s s s s =
= = = = O £ Q Q@ @ @ @ @ @ © ©@ © © © © © © © © 9 9 &
R R I I B B B B R S B o S B S B S SN N SN S S N S S |
« « - = = = v v v v v v v v v e e - - -
a4 N N N
- - - -

Copyright & 2013 Thechartstore.com

www.the chartstore.com, August 2013



A

Cornerstone”
Global Group

LLC

Purchasing Power of $1

Data as of December 2012

Purchasing Power of the Consumer Dollar
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30 Year US T-Bond

US T BONDS SEP3 (135.656, 136,844, 129,875, 130.156, -5.68750)
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Quarterly Continuous - unadjusted
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Historical — S&P 500 Secular Bear Markets

e 9/30/06, -70% decline,171 months to bottom,
263 months to recover prior high

« 9/30/29, -69% decline, 237 months to bottom,
360 months to recover prior high

 11/30/68, -66% decline, 165 months to bottom,
289 months to recover prior high

« 3/30/00, -65% decline so far, 108 months to
3/30/09 low so far
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US Monetary Policy Results & Implications:

 The Congress established the statutory
objectives for monetary policy:

— Maximum employment
— Stable prices
— Moderate long-term interest rates
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US Monetary Policy Results & Implications:

 Policy of “LSP” and low rates resulted in:

— A stubborn unemployment rate
» U3 rate of 7.4%, average 40 weeks of unemployment
« UG rate of 14%

— Alow growth rate of real GDP

* 1.1% annualized for the first quarter 2013
» 2.5% annualized for the second quarter 2013

— Long term rates — 30 year T-Bond

. 2.4% in July 2012
. 3.9% in August 2013
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US Monetary Policy Results & Implications:

 Policy of “LSP” and low rates resulted in:
— A current Inflation rate of 2%
— An increased Fed balance sheet at $3.7 trillion
— Stimulation of more risky asset investments in US
— Stimulation of emerging markets
— Concern with lack of impact of QE3 & QE4

— Tapering fears
* Probable volatility in many asset classes
* Premium on hedging

e Cost to Federal Reserve i
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US Monetary Policy Results & Implications:

« US Equity Markets — QE induced bubble

» Concerning factors in August
— Over valued - Schiller PE
— Over bullish - sentiment
— Over bought - technical indicators
— Rising interest rate environment
— Secular bear market status
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Summary & Conclusion

« Natural market adjustments delayed
« EXxcess debt and too much capacity

* Probability continues to favor:
— Commodities indices lower
— US Dollar Index higher
— A USA equities top, trend to a major bottom
— US Bond yields bottom, then long upward trend
— Global economies to bottom after equities

e |f so, great boom ahead in equities
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Summary & Conclusion
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Adapted from original work by:
P.Q. Wall Forecast, Inc.
(PQWall.com)

P.O. Box 15558

New Ordeans, LA 70175

The Idealized Current Global Long Wave

Inflation Rate and Interest Rate Peak

|

Summer

1966 1981 1994 2012

InfManos Adpesied Japanese stOcks peaked & 1989 - Basiness Cywele #11)
Inffatom Adpssted US stoCk peces peaked m 2000 - Busimess Cycle 714

Stock price date tums do pot always match business ¢ycle dale tams

Busaness Cycles marked by stock prices are not necessarily officially' recogmred
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Take Away Summary

« There can be few fields of human behavior in which history
counts so little as in the world of finance. Past experience,
to the extent that it is part of memory at all, is dismissed as
the primitive refuge of those who do not have insight to
appreciate the incredible wonders of the present.

John Kenneth Galbraith

http://www.softpanorama.info/Skeptics/Quotes/famous galbraith quotes.shtml 50
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