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Three Crumbling PillarsThree Crumbling Pillars
� Mortgage Securitization as Wealth Creation

� Globalization & the virtue of the China Price

� American Hegemony & the US Dollar as Global Reserve  
Currency 

Three ImplicationsThree Implications
� A rising real price for gold as investment demand r esponds 

to currency volatility, and higher real prices for raw materials
as the renminbi-dollar peg is abandoned

� Fragmentation of the Global Economy as environmenta l 
protectionism leads to geographically constrained e conomic 
zones & a redistribution of production

� Strategic Logic eclipses Economic Logic in the valu ation of 
raw material assets as Security of Supply concerns escalate



Mortgage Securitization:
Creating a Global Real Estate 
Bubble and a Consumption 
Boom by dissolving the 
traditional self-regulating 
relationship between lender 
and borrower. Game Over.



Unemployment still Unemployment still 
rising, consumer rising, consumer 
credit continues to credit continues to 
decline, what is decline, what is 
going to drive job going to drive job 
growth in the US?growth in the US?



Low savings 
yields have fueled 
an equity rally that 
has stopped the 
net worth decline 
of US households, 
but can this last?



Another big real Another big real 
estate crunch estate crunch 

coming!coming!



Wealth & Power in the US Demographic FutureWealth & Power in the US Demographic Future

� Boomers born 1946-1964

� Will all be 65 & over by 2030

� Will be 20% of US population

� Minorities 18-64 will be 46% of 
population by 2030

� Retired boomers will control the 
majority of real estate & equity 
wealth

� Hispanics projected 1 in 3 by 2050

Beast of 
Burden 

Voting Bloc



The China PriceThe China Price
� Cheap Labor – urbanization of 

rural China and the dismantlement 
of state run enterprises

� No Health & Safety for Workers

� No environmental emission 
controls

� No Unions to secure medical or 
pension benefits

� US Dollar Peg: the devil’s bargain 
of maintaining an undervalued 
yuan by bankrolling the US trade 
deficit through the accumulation of 
US treasury debt

� Piracy and Counterfeiting

� FDI: foreign direct investment and 
technology transfer

Made in China and Packed with 
Pride in America

Globalization Globalization 
wandering wandering 
towards its towards its 
extinctionextinction





Project for a New American CenturyProject for a New American Century

� Bush “elected” in 2000

� September 11 terror attack

� Neo-Cons push PNAC

� Permanent War on Terror

� Homeland Security

� Weapons of Mass Destruction

� My Way or the Highway

� Shock & Awe

� Intelligent Design

� Taliban surges in Pakistan



“Eyes in the Sky”

“32 million surplus males”

Petro-Dollar Recycling?



All Just Fun & All Just Fun & 
Games?Games?



Or will one day Rupert Murdoch try to 
call off the “joke” only to discover that 
it has evolved far beyond a “joke”?

Just a joke in peaceful Moraga?Just a joke in peaceful Moraga?





A Matter of PerspectiveA Matter of Perspective

1 Billion OECD1 Billion OECD 3 Billion BRIC3 Billion BRIC

Is your standard of living shrinking or growing?Is your standard of living shrinking or growing?

Is your footprint growing or shrinking?Is your footprint growing or shrinking?



What will Americans do that is of What will Americans do that is of 
value to the rest of the world?value to the rest of the world?

What will the Chinese do to keep What will the Chinese do to keep 
their economy growing?their economy growing?

In a New World Order where military power is impote nt, oneIn a New World Order where military power is impote nt, one --way trade in way trade in 
IOUs is no longer an option, and the China Price re mains cheapesIOUs is no longer an option, and the China Price re mains cheapes t:t:



ChinaChina ’’s Solution: Borrow a chapter from American Historys Solution: Borrow a chapter from American History
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Source: New Scientist Feb 25, 2009



AmericaAmerica ’’s Solution: Transformatives Solution: Transformative Infrastructure RenewalInfrastructure Renewal

American Society of Civil Engineers
estimates $1.6 trillion needed over next 5 
years just for infrastructure maintenance!

� Footprint Consciousness as a response to the end of  debt fueled consumption

� Repatriation of manufacturing through green protect ionism – carbon trading

� Indebting future generations by creating legacy rat her than looting for the 
benefit of boomers

� R&D boom in materials science and process engineeri ng

� “Infrastructural” consumption by buying efficient, d urable and lower impact 
goods while shunning “disposable” consumption

� Reduce oil dependency through electrification of tr ansportation





NoSoMerica

UpForGrabs

AustralAsia

EurAsia

PostPost --Globalization Economic Zone FragmentationGlobalization Economic Zone Fragmentation



Implications of the Collapse of Globalization Implications of the Collapse of Globalization 
and the loss of US dollar reserve currency and the loss of US dollar reserve currency 
status for the global economystatus for the global economy

� Price discovery through futures commodity markets 
becomes chaotic

� Cost structure in so far that self-sufficiency with in a closed 
system has not been achieved becomes unpredictable

� Economic analysis involving discounted value of fut ure 
cash flows becomes pure guesswork

� The survivors will be those who have title to the m eans of 
production and security of supply with regard to th e raw 
material inputs

� The global system will gravitate towards an equilib rium 
established through diverse and localized productio n







� New mined gold supply declining as the cost structu re rises and the “in the 
money” ounces in the ground deplete

� Investment demand as a long term hedge on a changin g world is rising

� With no successor to the US dollar as a reserve cur rency gold’s price will 
increase against all currencies

� As a fragmented global economy grows and adapts to a new energy reality, 
increasing gold ownership demand will result in a h igher real price

� There will be a rush to develop gold deposits once thought marginal







Security of Supply for Critical Materials is becomi ng Security of Supply for Critical Materials is becomi ng 
an issue for Europe, Japan and the United States as  an issue for Europe, Japan and the United States as  
China moves to secure its own needs.China moves to secure its own needs.

Source: EC Commission – The Raw Materials Initiative













Critical & Strategic MetalsCritical & Strategic Metals
� Chinese trend is for state controlled entities to m ake investments in raw material 

supply around the world which often go hand in hand  with parallel infrastructure 
investments and which are guided by long term secur ity of supply rather than 
profit goals

� Free markets in which metals go to the highest bidd er will become thinner and 
less reliable for just-in-time procurement strategi es

� Mainstream mining companies are unlikely to invest in primary specialty metal 
mines such as rare earth deposits, and will at most  add circuits to recover them 
as by-product metals from existing base metal mines

� Volatility in currency exchange rates and energy co sts rule out long term price 
based contracts while lack of transparency and poor  price discovery 
mechanisms make spot market pricing unreliable

� End users with large downstream markets at stake wi ll need to make upstream 
equity and/or debt investments in resource juniors which raise risk capital to 
acquire and advance specialty metal deposits

� Rare earth producers will either need to be owned a nd operated by a consortium 
of downstream users, or the producers will need to own downstream operations 
which add value to the mined raw materials

� Profits will reside in the downstream products for which metals are a critical but 
incremental input, not in the margin between mining  cost and market price



Economic vs Strategic LogicEconomic vs Strategic Logic
� Is it a pure commodity play?

� Is there a security of supply problem in terms of l imited geographical 
sources? 

� Is the metal a critical but minor input to downstre am products with a 
substantially larger value?

� Could an unexpected supply glut expand market deman d by 
encouraging aggressive product innovation and marke ting with 
minimal negative impact on metal price?

� Would control of secure supply with surplus potenti al give a fabricator 
a competitive advantage in downstream products?

� Could a large system which is sub-economic over the  life of the mine 
be initially high graded so that it can provide a s hort payback period?

� If so, what strategic premium might such a project command?

If strategic logic can come into play, add a strate gic 
premium to the net present value of the project.



� Global reserve base “sufficient to 
meet conceivable demand for 
centuries” (USGS)

� China lacks chromite resource

� US has 54% import reliance

� No substitute for chromium in 
stainless steel production

� South Africa pushing to restrict 
chromite ore export, dominant 
producer of ferro chrome

� Kazakhstan unreliable supplier



� TSXV listed resource exploration junior

� Zero revenues and no prospect of such

� Market cap of $122 million

� Owns 100% of Black Thor chromite 
discovery and 40% of Big Daddy in 
northern Ontario

� 100 million tonne open-pittable footprint, 
grade range 25%-45%, below South 
African standard 

� Estimated $1.5 billion capital cost

� Subject of hostile paper bid by other junior

Cliffs Natural Resources IncCliffs Natural Resources Inc

Freewest Resources Canada IncFreewest Resources Canada Inc

� NYSE listed producer of iron ore 
pellets and coking coal

� 2008 revenues of $3.6 billion

� Significant NA operations

� Supplies US steelmakers

� Market capitalization of $5 billion

� Invested $5 million in Freewest to 
acquire 7% equity stake





$50 billion TREO in 
the ground, $2 billion 

market cap



Thank YouThank You
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