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“MARKET TURMOIL”

The past 5 weeks, starting in early May 2006 has
witnessed a confluence of market price adjustment
and outright turmoil that rivals anything we’ve seen in
recent years.

Stocks, Bonds, Currency, Gold, Energy, other
commodities, and the related economic outlook have
Undergone dramatic change in a short timeframe.

When in turmoil, markets tend to move rapidly, to
“flee”, and to pressure prices up or down until new
“comfort zones” are established.

Today we’ll look at the causes, the direction, the
probable extent, and the implications of this turmoil.



MAY 2006: CONFLUENCE OF MAJOR
ECONOMIC & MARKET ISSUES

1) Global baby-boom retirement problem
2) Int’l finance of the U.S. “twin deficits”
3) Housing Bubble questions

4) Financially exhausted consumer

5) Abrupt global stock market selloff

6) Downward turn in the U.S. Dollar

7) Dramatic rallies in Gold & other metals

JUNE 2006: WHAT’S CHANGED ?

1) Currency direction less clear

2) Dramatic SELLOFFS in Gold, etc.

l
3) Bond rally underway ¢ -



3L—Bab¥:Boom Retiremept Debacle Starts 2008-2011

T

The baby-
boomers are
about to retire,
and it’s going to
cost us—big.
Here’s what the
overnment
oesn't want
you to know.

BY ANNA BERNASEK

ast fall Paul O’Neill, then Sec-
retary of the Treasury, wanted
a simple answer to a thorny
question: repared was
the nation today to pay all its
future bills? Two government
experts worked for months to
calculate the answer. Their findings, which
shocked even them, were never published—
the Bush administration made sure Of that. ,
The reason for the silence was that by the
time the two researchers had completed
their study, O'Neill had been thrown out of
the Treasury and replaced by the more po-
litically astute John Snow. No savvy ad-
ministration power player would dare point
out, right in the middle of tax-cut season,
that there was a huge hole in the country’s

finances—a $44 trillion hole.
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MAN WITH A MISSION Boston University's
Kotlikoff is a one-man fiscal warning system.
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U.S. Retirement programs are completely unsustainable

THE BABY BOOMERS AND THE U.S. POPULATION

_ IN 1960, 1990, 2030
United States Population in 1960:  United States Population in 1990:  United States Population in 2030:
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SOCIAL SECURITY AND MEDICARE PART A
CUMULATIVE CASH SURPLUSES AND DEFICITS
IN CONSTANT 2001 DOLLARS 2001-2075
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- Increase the figure by $7 Trillion for the Prescription Benefit !



"There are tens of trillions of dollars in discounted net present value

of commitments and obligations that aren't adequately addressed...

.We would have to have tens of trillions of dollars invested at Treasury
rates today to make good on those promises and we just don't have it..."

"... We face a demographic tidal wave that is unprecedented in the

history of this country..."

Donald Walker, Comptroller General of the United States

Fortune, Sept. 10, 2003

"This particular insurance company [the Federal Government] has made
promises to it's policyholders that have a current value $20 trillion
or so in excess of the revenues that it expects to receive..."

Peter Fisher, Treasury Undersecretary for Domestic Finance

Wall Street Journal, Jan. 2003

GULP The first massive wave of baby-boomer retirees will hit five years from now. That
will leave fewer workers to pay for ballooning Social Security and Medicare bills.

Workers per retiree

4
3.3 workers

3

2
1.7
workers
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Pity the Kids

General Revenue Transfers to Social Securlty
and Medicare as a percentage of lncome taxes

L2003 2010 200 2030 2040 2050 2060 2080
Notes: Federal Income Taxes are estimated to be 10.89% of GDP,
which Is the 50-year average,

- Source: 2004 Social Security and Medicare Trustees Reports and
author's estimates.

How the expected budget shortfall
of $44.2 TRILLION* breaks down i

7 TR!LLIO $0.6
8 i TRILLON

Medicare
. $36.6 TRILLION

*Based on current government revenue and spending.

grow enormously in the future.

A ,Cdnsdmiﬁg Problem A

Under current eligibility requirements,
federal spending on entitiement
programs, particularly Medicare, would

SPENDING AS PERCENTAGE
OF GROSS DOMESTIC PRODUCT

Medicare
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Stephen Sackur talks to America's Auditor -in-Chief, David Walker. Is America facing
an economic disaster? :

Click here to watch the full interview

The richest, most powerful nation on earth faces a fiscal "tsunami" which threatens to overwhelm
Government and citizens alike.

Who says so? America's auditor in chief, David Walker, whose job it is to oversee all Federal
spending.

He's pleading with US politicians and taxpayers to face up to the harsh economic realities that
come with an ageing popuiation and spiralling budget deficits.

But is economic disaster really s&close at hand?

.The choices you have to make are exactly

pposite to what wins elections...” Leon Panetta

HARDtalk can be seen on BBC World at 04:30 GMT, 0830 GMT, 1130 GMT, 1530 GMT,
1930 GMT, 0030 GMT

Stephen Sackur talks to David VBke

It can also be seen on BBC News 24 at 04:30 and 23:30
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See 25 minute TV interview with Donald Walker, Comptroller General
at: http://www.FullHouseTrader.com/aaii_presentations.htm
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Medicare Will Go Broke By 2018,
Trustees Report [ﬁﬂ]

iavent

By Amy Goldstein
Washington Post Staff Writer Agvertizement

Tuesday, May 2, 2006; A03 [ﬁﬁ]

The financial troubles daunting the Medicare system e

have deepened during the past year, according to a ;
government forecast that says the federal fund that - .*
pays for hospital care for older Americans will \ ’ i
become unable to cover all its bills a dozen years from NOW EVE RYT HIN (7 O

now.

The annual report, issued yesterday by the trustees
who monitor the fiscal health of the Medicare and
Social Security programs, said the trust fund for the -
health insurance system for the elderly will run out of me%
money in 2018 -- two years sooner than predicted a
year ago and 12 years sooner than had been
anticipated when President Bush first took office.

The problem, the report says, has accelerated largely because hospital costs last year were greater than
expected.

The forecast also said that Social Security's financial condition has weakened, although its problems are
not as great or urgent. It said the retirement system will have enough cash to pay the benefits it owes
retirees, disabled workers and workers' survivors until 2040 -- one year less than expected in the 2005
forecast.

In releasing the report, the trustees -- including three of Bush's Cabinet secretaries -- slightly altered the
message accompanying the forecast the past few years, when the administration sought to use the
predictions as leverage to persuade a reluctant Congress to embrace the president's goal of letting
Americans divert some of their payroll taxes into personal retirement accounts. That emphasis prompted
Democrats and other critics to chastise the administration for dwelling on Social Security while
Medicare's problems were more acute.

Yesterday, the president's aides -- and Bush himself -- drew attention equally to the frailty of the two
largest benefits programs that form the twin pillars of the government's assistance to the elderly. The
solution, they said, is for Congress to approve changes Bush already has proposed.

Treasury Secretary John W. Snow, one of the trustees, said the programs "form the basis of a looming
fiscal crisis for our nation as the baby-boom generation moves into retirement."

"The systems are going broke," Bush said in a health-care speech earlier in the day. "And now is the é&
time to do something about it."

Administration officials portrayed the report as containing some bright news, because spending on the

http://www.washingtonpost.com/wp-dyn/content/article/2006/05/01/AR2006050101448_pf.... 5/3/2006
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