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The creation of the euro zone may have given participants one currency, but it created
other problems as well. One interest rate was supposed to fit all. Those sovereigns on the
financial periphery of the 17 nations found low interest rates too good to be true. As a
result, the borrowed funds they shouldn’t have borrowed to finance current debt, was
thrown off by the economy. During the 1990s we wrote that one interest rate for all would
destroy the euro, but as usual no one wanted to listen. The reason was simple, each nation
was and is at a different stage of development and a nation paying 2% rates could now
borrow at 4%, which is a giant difference. As debt grew the credit crisis occurred and the
rules changed externally. As rates rose sovereigns got into more and more trouble.

European banks were allowed to purchase sovereign bonds leveraged at 40 to one versus
their existing capital. Normal prudent leverage is 9 to one. That means any sort of trouble
was mega trouble. The result of this is what you are seeing today.

That is why Greece and others are in such trouble today. The banks created too much
money and in their greed buried themselves and the sovereigns who the bankers know
should have never had those loans in the first place. The result of the bank lending and
political borrowing has led to the current state of affairs, insolvency. The size of debt cannot
be sustained.

In the case of Greece, discussions are talking in terms of defaulting on 70% of debt, which
we do not believe will solve the problem. Greece will have 50 years of austerity and poverty,
all this to remain in the euro zone where hopelessly they cannot compete. If they can’t
compete why would they stay in the euro zone? It is all about Greek leadership and its
connection to bureaucrats, bankers and others that demand their inclusion into world
government.

As of late interest rates have been falling from their lofty heights with the help of a $1
trillion loan from the Federal Reserve. We suppose that will continue over the next year. The
rates will depend on internal events as well as external. Pushing against interest rates will
be inflation, massive money creation, growing debt, stagnant economies, the threat of
Greece, Ireland, Portugal, Belgium, Spain and Italy going into default and a possible lack of
credit that will restrict world trade. Lenders already see European banks cutting back in the
commercial loan area as the spectra of tariffs, particularly in Europe and England stalk our
world. A reflection of the above is that European banks won’t even lend to each other, due
to lack of trust. The EU and the euro zone were bad ideas from the very beginning. It has
been one vast orgy of spending, debt, and trade imbalances, showcased in all the profligacy
of banking. Germany is in a really difficult spot, austerity reins, losses from bond holdings
face them, and the weak countries such as Greece need even more money to survive. If
Germany lends and funds losses they can extend the game. If they do not the system comes
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unglued. If you look at the numbers you will see that Portugal is where Greece was last year
and that Italy is where Portugal was last year. Thus, if little changes it could be that along
with Spain they could fail one after another year by year and they probably will. That will
allow the bankers to greatly string out their problems, which they are very adept at doing. A
country like Greece even with a 70% debt write off, and staying in the euro, as we have said
before, will live in poverty for the next 25 to 50 years. A full default and exit from the euro
would leave them with a 5 to 10 year depression. At first the latter will be disastrous. The
barter system and a rampant black market will flourish. Then austere normality will occur.
The next Greek election is two months away and the opposition has been dragging their feet
trying to get more bailout support and then put their own touch on to develop the future.

If Greece does a partial default they will be on life support for years within the euro zone.
Their partners won't like it, but their thought process is aid in perpetuity in exchange for
economic and financial existence, as a part of the euro zone - EU units. EU members know
that if Greece leaves, Portugal and Ireland will follow, perhaps followed by Belgium, Spain
and ltaly. If that happens the EU could fail and the Illuminists’ dream of world government
could end. Yes, there is no doubt in our minds that the Greeks are stalling until their April
election. In the meantime they want Germany to financially carry them. We do not see any
option for Germany but to carry them. Otherwise, the euro and EU may blow-up as a result
of that default. All these noises that Germany is making are for show. They know what we
know. The euro zone position is weak and they know it. Greece fails and the avalanche
follows, as Portugal and Ireland follow the same path.

Making things more difficult are the French elections. Can France’s Sarkozy and Merkel's
Germany take the political risk of saving Greece at this late date? Yes, we think they have
too. The loss of Greece, Ireland and Portugal would cause chaos and they know it. Thus,
there will be a stopgap financing before the end of March. Waiting in the wings are the debt
of Spain and Italy of some $4 trillion. Italy has to roll $455 billion in current debt this year.
Does one think that is possible? We think Italy and Spain will use ECB loans to roll their
bonds and fund their governments. That means that debt is really being transferred from
respective governments to the ECB, which is to the people. The next year, 2013, the same
could happen - it’s either the Fed supplies more money or the banks fractionalize. There is
no question the sovereigns would choose the ECB because of 1% interest rates and the
reluctance of the ECB to call default on the loans. Needless to say, such actions would cause
the euro to decline versus all currencies and particularly versus gold and silver. You can see
again why you do not want to be in currencies.

We see Portugal wobbling again and Ireland just waiting to pull the plug on its debt laid
upon the people by the previous government. They unbelievably assumed all the foreign
bank debt they had no part in creating. Where is the IRA when we need them?

We expect that this sovereign debt this year will be bought up by banks, sovereigns of the
ECB. Thus, from a funds’ flow point of view the roll over and new debt will be covered. In
addition there are the bailout funds under EFSF and perhaps ESM. Due to those backstops
Europe is comfortable and the public doesn’t understand what is going on. That gives a
relief to French banks that hold almost half of Italian debt. France is losing competitiveness
and that doesn’t help one bit. Their taxes already onerous are not high enough and outgoing
President Sarkozy wants a financial transaction tax and an increase in the VAT. He will try to
get these past the legislature before leaving office after April’s election.



Since last September the banks have been demanding more and more money in Europe.
They just received $1 trillion and they want $1 trillion more, which we believe they will get,
so they will have received $3.3 trillion since September. What the banks want beyond that is
just another $2 trillion. This is a totally nationalized banking system. Money just falls out of
the sky via the Fed and the ECB. It is inconceivable that banks would want a total bailout
and that is what this is. They have no compunction about demanding the funds and their
exhausted position remain in tact. This is the way these people think. They have lost touch
with reality.

Olli Rehn, EU Economic & Monetary Affairs Commissioner says EU members will have to
make a slightly larger contribution to keep Greece afloat. Greece needs the funds and they
will receive them, because their are not getting them could force Greece out of the euro
zone and perhaps even the EU is something the one-worlders do not even want to
contemplate. The debt is unpayable, but these elitists do not care, as long as the end result
is world government. They are not paying for the bill anyway, you are. As far as getting
money from Germany for Greece there is no problem. The elitists will end run Germany by
getting the funds elsewhere. Maybe the IMF might even pop for the additionally needed
funds.

Germany believes the banks should be picking up these bills, but anyone of sound mind
knows that cannot happen, because the banks are broke. The burden will be distributed
among all the players. That is why Europe’s elitists have a strategy of continuing the policy
no matter what the costs.
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