EXPER1ENCES

tirol | wien\ zuerich | berlin | hamburg | bielefeld

manfred schwaiger | gewerbepark 12/3, 6068 mils, austria e raining NS

manfred.schwaiger@experiences.at | mobile +43 (0)664 423 7240 | fax +43 (0)1 2533 033 7240

The Kondratieff Wave

http://kondratieffwinter.com/blog/tag/kondratieff-winter/

Kondratieff Summary
May 17th, 2010

The Kondratieff Wave

The Kondratieff Wave is an economic theory thatestéhat Western capitalist economies
susceptible to extreme performance volatility a&ytbxpand and contract over thears.
Unlike what is referred to as the business cytle Kondratieff Wave holds that the
fluctuations are in fact part of a much longer eypériods known as “super cycles” that
between 500 years or longer depending upon factors sucadmbogy, life expectancy
etc. and thus must be examined over their enticebe best understoc
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It is our strong belief that today’s economist amarket pundits are far too st-sighted in
their approach in that their analysis is derivad@pally from recent segments of these st
cycles and fails to recognize the hidden suspetsiegion accruing underneath that cc
unwind in a vicious manner as history has showre @md agail

The primary catalyst could be a single extranebasls or the arrial of an inflection poin
that accumulated excesses are no longer abledorained. Fresh signs of such excesse
now evident each passing week as the escalatidelfin the public and private sect
reveals the systemic weakness across mathe major credit market segme- mortgage
backed securities, asset backed commercial pa»eradged loans, and others. The conta
is approaching such a point that now more than eeemust come to understand the na
of these super cycles so wenaaitigate the fallout of a mighty nuclear Kondedtiwinter.
To proceed otherwise would render history unablepeat itsel

The articles below each contribute a special corapbto the nature of the Kondratieff We
theory.
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Who Was Kondratieff?

Article from www.kwaves.com

To introduce the Kondratieff Theory, we must gokbacer seventy years and examine a
remarkable story in economic history, encompass#dnithe life of one still little known
man. | am certain that, in time, Kondratieff weink with the giants of discovery as Einstein
and Newton. Like these men, his insights have béguatter radically and permanently our
perceptions of economic history. The Kondratiefiyeraycle goes through four distinct
phases of beneficial inflation (spring), stagflati@ummer), beneficial deflation (autumn),
and deflation (winter). Since, the last Kontratygele ended around 1949, we have seen
beneficial inflation 1949-1966, stagflation 1966329beneficial deflation 1982-2000 and
according to Kondratieff, we are now in the (wintéeflation cycle which should lead to
depression.

Professor Nickolai Kondratieff ( pronounced “Kon-DRA-
tee-eff’) Shortly after the Russian Revolution 8fL.Y, he
helped develop the first Soviet Five-Year Plarr wibich he
analyzed factors that would stimulate Soviet ecanom
growth. In 1926, Kondratieff published his findingsa
report entitled, “Long Waves in Economic Life”. Bak
upon Kondratieff's conclusions, his report was \eehas a
criticism of Joseph Stalin’s stated intentionstfoe total
collectivization of agriculture. Soon after, he veismissed
from his post as director of the Institute for 8tedy of
Business Activity in 1928.

He was arrested in 1930 and sentenced to the RuSsilag
(prison); his sentence was reviewed in 1938, aneteived
the death penalty, which it is speculated was edrout that
same year. Kondratieff's major premise was thaitabgt
economies displayed long wave cycles of boom astl faunging between 50-60 years in
duration. Kondratieff's study covered the perio@270 1926 and was centered on prices and
interest rates. Kondratieff's theories documentethe 1920’s were validated with the
depression less than 10 years later.

Today, we are faced with another Kondratieff Wir{tlgpression) when the majority of the
world anticipates economic expansion. Each indiaidieeds to weigh the risk of depression
in light of Kondratieff's work.

Accumulation and Consumption

U. S. wholesale prices dating back to 1800 showrs¢periods of accumulation followed by
periods of over consumption. Because these peastatistically difficult to measure our
outline follows historical events, pinpointing maghanges in trend. During periods of
relatively cheap prices, assets accumulate. Agpiitcrease, the consumption of assets are
necessary to maintain a standard of living. Whem peoduction fails to keep up with
consumption, due to relatively high prices, thenecoy begins to decline to another period of
cheap prices, and a new growth cycle begins.
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Four Phases of One Cycl@& Kondratieff cycle consists of four distinct pleasor
distinguishable, dramatic mood changes, the toneéhath determines the actions of
individuals involved in the economy. The awarer@dhiese characteristics allows for the
anticipation of the change in the economy and #yelpological mood that will prevail.

SPRING - Inflationary Growth Phase A common premise among business cycle
economists supposes inflation as an inevitablegdagtowth. Government becomes a passive
participant in the inflation cycle. Growth begimerh a depressed economic base and expands
in an ever-increasing spiral. The interaction @ plarticipants within the economy causes
wealth, as represented by savings, and the prastuecticapital equipment to be accumulated
for the future. The expansion of production andlLafice causes prices to rise, and the
increased volume of goods requires a higher velafimoney, thus creating a higher price
structure.

Historically, the growth phase requires 25 yearsaimplete. During this time, unemployment
falls, wages and productivity rise and prices renmalatively stable. The mood of the growth
phase is one of accumulation and the desire forpreduct manufacture.

Accompanying growth is a shift in social demands wealth is accumulated and new
innovation introduced great upheavals and displacesntake place. The process of social
unrest builds with growth culminating in massivétshn the way work is defined and the
role of the participants in society.

SUMMER - Stagflation (Recessionkventually, the continuation of exponential growth
reaches its limits. Excess capital produces a agerdf key resources and the economy enters
a period where growth creates a shortage of ressufm economy will only support
expansion to the limits of its resources, both hu@ad material.

The mood of affluence also brings a change inuaigittowards work. As an economy gets
closer to its limits inefficiencies build up

The imbalances of this period have been histosieabggerated by what can be labeled a
“peak war”. Examples such as War of 1812, the Giar, World War | and Vietnam, came
at the end of a very affluent period. These Waoslpce strains on the economy increasing
the impact of inflation. A dramatic drop in outptapid rise in unemployment and unusually
severe recession characterize this period. Althdbighprimary recession is short lived
lasting only three to five years, it is key in &g perceptions and the structure of the
economy. No longer does excess create an abundémeéLimits to Growth” now define a
maximum level of economic activity that traps tltermomy into consolidation and tight
bounds for the next 20-25 years. With the changeesoa conservative shift in the popular
mood reinforcing the limits.

AUTUMN - Deflationary Growth (Plateau Period) The primary recession occurs out of an
imbalance forced upon the economy by real limitegiorhe rapid rise in prices and changes
in production correct this imbalance — at leastgerarily. The change in price structure,
along with the mood of a population used to constongaccompanied by the vast
accumulation of wealth from the past 30 years, estise economy to enter a period of
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relatively flat growth and mild prosperity. Duestructural changes and the limits of the
existing paradigm the economy becomes consumptiented.

Excesses of an unpopular war, along with fiscaritism, cause popular reaction toward
stability or normalcy. A mood of isolationism perates . The plateau period generally lasts
seven to ten years and is characterized by sedeiciiustry growth, development of new
ideas ( both technological and social ) and a gtferlings of affluence, terminating in a
feeling of euphoria. The inflated price structur@nh the primary recession, along with the
desire for consumption, produces a rapid increaskebt. Eventually, wealth consumption
expands beyond all practical limits, and econonpsshto a severe and protracted
depression.

WINTER — DepressionExcesses of the plateau period effect a collapteeqrice

structure. This exhaustion of accumulated wealtbef® the economy into a period of sharp
retrenchment. Generally, the secondary depressi@il€a three year collapse, followed by a
15 year deflationary work out period. The deflateam best be seen in interest rates and
wages that have shown a historic alignment withtitheng of the Long Wave — peaking with
and bottoming at the extremes.

Kondratieff viewed depressions as cleansing petfiloaisallowed the economy to readjust
from the previous excesses and begin a base imefgtowth. The characteristic of fulfilling
the the expectations of the previous period of ghaw/realized within the Secondary
Depression or Down Grade. This is a period of imaetal innovation where technologies of
the past period of growth are refined, made cheapemore widely distributed. Incremental
Innovation consolidates industries.

The Down Grade sees one final period of recessafor® transitioning to a new period of
growth. The final recession is mild with very lomflation and appears far more severe than it
will be remembered for later in the Growth Cycle.

Within the Down Grade is a consolidation of sogi@ues or goals. Ideas and concepts
introduced in the preceding period of growth whddical sounding at the time become
integrated into the fabric of society. Often theeeial changes are supported by shifts in
technology. The period of incremental innovatioavyides the framework for social
integration.

It is important to realize the Long Wave as gloMghile global issues are of prime
importance today with increased air travel and comication, the Long Wave defines a time
table for geo political events. The Growth Peris@me of political stability. Staring a the
peak old alliances become challenged. Throughriheegs of the Down Grade old alliances
fail and new alliances are formed. The final stagfate Down Grade is a period of
coalescing or “quickening” of the alliances thall \govern the next period of growth.

Current Economic CyclesWith four distinct phases in the K-wave a numdesurtalysts

have compared them to the seasons. Spring (infkatyogrowth, expansion), summer
(stagflation, recession), autumn (deflationary gtgwlateau) and winter (depression).
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Our chart below summarizes the generally acceptadgs since 1784 in the United States.
We have noted the significant wars that accompahiedecession (price peak) and
depression (trough) phase. We have also noted¢heame for the Autumn periods that were

characterized by massive debt growth and specalatibbles.

Spring {(expansion)

Summer {recession)

Autumn (plateau)

Winter (depression)

1734-1800 18001815 1816-1835 18351844

(War of1812) {"Era of Good Fealings") | (Mexican American YWar)
18451858 18591864 1864-1874 187518496

{Armerican Chil Wan {'Reconstruction) {Spanish American YWar)
1896-1907 1907-1920 1920-1929 1929-1949

(iorld War 1) {'Roaring 20 (World War 2)
1949-1966 1966-1982 1982-2000 2000-7

(Wietnarm Yyar) {'Mew \Wiorld Order)y (WWar on Terror? Or?

Many have argued as to whether the Kondratieff wawalid for the post WW2 economy
given the fiscal and monetary tools of a modermeawy. Others have argued that trough of
the K-wave has already passed. Their count is ftenstock market trough of the Great
Depression in 1932. Add the average 54-year K-vp&v®d and we are in the spring
expansion of the new K-wave.

But what the Kondratieff wave is about is a stuflioag cycles of debt buildup and
repudiation. It is not exclusively about price atfbn and deflation periods. Deflation is
caused in part by the debt collapse. It is alsereerational thing as the next cycle of debt
buildup and collapse is renewed every 2-3 genaratis the previous generation that went
through comparable periods dies off. The old adage“this time it is different” means the
circumstances are different, yes, but they faretmognize that the previous period was the
same in terms of excesses and therefore the enld iethe same.

Most analysts take the last K-wave to have madinias trough in 1949 when interest rates
and prices bottomed. The effects of the Great Bssjpwa were softened by WW2 and it was

in the 1950’s that the world firmly started to skakf the long two decades of depression and
war. The K-wave has followed quite true to formhtibhe solid growth and low inflation of

the 1950's and 1960’s followed by the commodityderinflation and recession driven

1970’s. Commodity prices peaked in 1980.

Following the steep secondary recession of they 4880’s the markets embarked into the
Autumn K-wave plateau. We had stock market andestate bubbles, a collapse in
commodity prices, a collapse in interest rateslandnflation. But we also had a huge build
up in debt that allowed us to buy our way out @f tbcessions of the early 1980’s and early
1990’s. Each succeeding recession required highretd of debt to purchase an additional
dollar of GDP.

Now the debt has become unsustainable and theéyabilbuy our way out of further
problems is severely compromised. One only neetistoat the decade long nightmare of
Japan to see that zero interest rates and altithalation in the world has failed to bring it
out of its slump. We are witnessing merely the beig of the debt implosion that inevitably
follows the excesses.
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The collapse of the tech market and NASDAQ, EnAddelphia, K-Mart, Global Crossing,
WorldCom, Arthur Anderson and numerous others laeecorporate face of the scandals and
the debt collapse. On the country side we havénpéosion of Argentina and possibly
Brazil, which would imperil all of Latin America.fAcan countries never seem to be out of
bankruptcy. As the job losses mount the consumeelieconomy will fall into a deep funk
and the consumer will go through their own debtlosjon.

As occurred at the end of previous Autumn plateauake’s (1920-1929) the winter that
followed revealed numerous financial scandals. ©his has been no different. Enron and
WorldCom are big and visible but are they merebytip of the iceberg? The Autumn plateau
K-wave brings on excesses in both the stock mahkeétthe board room. Even the early part
of the Autumn plateau K-wave had its share of salnand debt implosions with the insider
trading scandals of the 1980’s followed by the deiglosion and scandals of the Savings &
Loans. If the 1990’s were a decade of loss of faithovernment for its excesses of debt
buildup then the first decade of the millenniuml\wée the same occur with capitalism and
the corporation.

One of the more intriguing characteristics of a Ewe& winter is the buildup of sinister forces
that are religious in nature. The 1930’s saw the af Nazism that led to WW2. But in an
earlier generation K-wave winter in the latter daaof the 19th century we saw the rise of
the Klu Klux Klan as a backlash to the South logimg Civil War.

Today it is the so-called war on terrorism led gdigly by Muslim fundamentalist fanatics.
There is a titanic religious war being played duite Arab/Palestinian/Israeli conflict has the
attention and imagination of conservative evangedikreligions in the United States. It is
their belief that the current conflict was ordainedhe Bible and will ultimately lead to the
apocalypse. The President of the United Statesggadt. Bush owes his election to these
same conservative religious groups (as was Roneddj&h before him). Many of his key
aides are cut from the same cloth. Thus the maeyamces to God and evil empires that dot
President Bush’s speeches.

The religious right firmly backs only Israel in thenflict. They view Israel as integral to their
fermentations of the coming apocalypse (Time Magazi The Bible and the Apocalypse,
July 1, 2002 Vol. 160). On the other side consévedtuindamental groups, some of whom
see glory in suicide bombings, are swaying the Musglorld.

We have entered the downside of the current K-wakis wave could last anywhere from
nine to twenty years as we saw in earlier wintex#ites. The K-wave is the rise and fall of a
generation and covers both the social and econlifieiaf the period. The ancient Mayans
knew of the inevitability of the cycle and tookgseto mitigate its effects (although ironically
in the end it did not save them). Our challengé belto see that we come through so that
once again we can rebuild.

The current winter K-wave is still young. We hawead in the past that following a
speculative bubble things have a tendency to retuwhere they started or stated another
way the gains of the previous period are wiped Alieady some stocks such as Nortel
Networks have fallen 98%. Other big names aredisstppearing period. We highly suspect
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that the NASDAQ will ultimately lose at least 90%its value from the top. That means a
fall to at least 500 over the next decade. We ladraady fallen about 75%.

For the Dow Jones Industrials, in theory at |elaat tould translate into a fall back to 1000.
While that may be only for some super bears vimdgination we believe that at a minimum
the Dow Jones Industrials will ultimately fall @@aist 50%-60% or down to around 5000. The
highs of January 2000 are but a dream for yearsrite.

The current 4-year stock cycle is coming to an wine thought it ended last September 21,
2001. It may still be in play and could bottom arlg July 2002 although we suspect it will,
following a summer rally, bottom later in the fafl2002. That should set up a decent run in
2003, which should allow for graceful exits for slecstill caught in the malaise of the first big

drop. That would set the next cycle bottom for a@005/2006, which could be the ultimate
low for the markets. Time of course will tell.

The Winter of the K-wave is a dangerous period. iBwill be eased for those holding gold or
gold stocks. That new bull market is still in itdancy and may yet face a significant shakeout

to make its final bottom. But we would all be wisehold at least a little gold. The winter of
the K-wave is upon us.

The Kondratieff Wave
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THE KONDRATIEFF WAVE

Peaks and troughs are associated with major pdliccultural events.
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Summary Probably Kondratieff's greatest contribution te sgtience of investment is not his
observation the world economy operates in longesydCycles would suggest a repetitive
nature to events. While the underlying economiaddagons will repeat over time due just to
the physical nature of our world, our reactiond alivays be tempered by knowledge and
experience. The history of man has been one lanthdiigher. Kondratieff recognized

progress as the irreversible trend.

Imposed upon our progressive nature are the physides of life. It is the interaction of
these physical limits with our dreams and aspiratithat creates the constant push pull of the

economy known as the Long Wave.

K-Wave
May 7th, 2010
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The Kondratieff Wave is an economic theory thappses capitalist economies are
susceptible to extreme performance volatility a&ytbxpand and contract over the years.
Unlike what is referred to as the business cyble Kondratieff Wave holds that these periods
of expansion and contraction are part of much loogeles lasting 50-60 years and that each
one of these super-cycle periods repeat in muckahe fashion. The material offered here
on the Kondratieff Wave theory will establish tkfa¢ ebb and flow of all economic output
and stock performance over time are both govermexligh the interaction of the universal
forces of nature. One could say they can be idedtdnd observed as readily as we see and
feel the seasons change every year.

In fact, Kondratieff categorized the different segnts of each cycle as seasons beginning
with spring, summer, autumn, and finally winterce@eason of approximately 15 years
contained certain features that would occur in eatessive cycle. Careful examination of
the economic data since the mid-1750’s makes atr ¢teany observer that these features are
indeed evident and our content will show you whg th no coincidence.

What is so important about studying economic dataggback several centuries? Only by
examining this pattern can we truly appreciatedigerence of its structure. Knowing this
pattern enables us to make better decisions tadayrieconomic and societal planning.
Sadly, our leaders and society as a whole has seeerfit to seek such an approach to
policy-making that utilizes the wisdom of long waa@nomic super cycles.

So naturally, our leaders react to the defininghevef each generation instead of accounting
for them in advance. An approach to planning araisttn-making that denies that our
activities, output, and human condition are goveioe natural cycles plays a fool’s hand and
fails to best serve the public’s needs. We hopettraugh the material presented here we can
make a cogent case for the practical applicatidhede concepts for the benefit of our
welfare. Hopefully, our readers will see the urgeed for radical reform of our policies with
twilight of the K- Winter season now upon us.
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