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Chapter 1

GOLD AT $10,000?

Thereisawar against gold. Politicians hate arising price of gold. So do central
bankers. A rising price of gold testifies against the politicians, who spend more money
than they collect in taxes or borrow at interest, and it also testifies against central bankers,
whose promises to stop rising pricesis alie that has not come true since about 1939.

So, these people do whatever they can to ridicule gold and gold buyers. They do
whatever they can to drive down the price of gold — everything except the one thing that
would drive it down: cease inflating.

Gold has risen to match price inflation. But has not risen slowly and steadily.
Because gold has moves in spurts for afew years, then stagnates or falls (1980-2001),
people hear about gold in the tail end of the bull phase. They buy. Then they look for
reasons why they bought. Thisistrue of most markets. Gold and silver are no exceptions.

The people who bought after one of the bull moves tend to become true believers
in gold. There are good reasons to become a true believer in gold, but the most popular
oneisabad reason: “I just bought gold.”

Gold's purchasing power today is close to what it wasin 1933, after Roosevelt
hiked gold’s price from $20 an ounce to $35 -- after the government had confiscated the
public’s gold. Thus, in the broadest sense, gold is an inflation hedge.

Y ou will hear hype about gold at $10,000, just asin 1999 there was hype about
“Dow 36,000.” If you are tempted to believe these headlines, consider the warning by
free market economist and retired finance professor, Michael Rozeff.

Looked at thisway, it is evident that gold in the portfolio is equivalent to
insurance against some devastating contingencies. Complete or partial
insurance are possible. The more gold you have, the more insurance you are
buying. Over-insuring is costly because the overall rate of return of the
portfolio goes down if nothing happens. That’ s because gold historically
provides no real return. Everyone has to decide for himself what the odds of
these scenarios or ones like them are, how to insure against them as with
gold or some other real assets, how high gold will go when other assets
decline, and how much to insure against these events. There are no pat
answers to these decisions, but they are within the realm of understanding
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and even sensible computation.

http://www.lewr ockwell.com/r ozeff/r ozeff16.html

Could gold go to $10,000? Yes, it could. But | could also write this: “Bread at $20
aloaf.” When the central bank inflates at the rate it has been inflating today, gold at
$10,000 and bread at $20 are conceivable.

If bread is at $20, you won’t want to sell your gold for $10,000.
Today, the Federal Reserve System isin panic mode. Take alook at this chart. It is

published by the Federal Reserve Bank of St. Louis. Look at what the Federa Reserve has
done to pump in fiat money since October 2008. This was followed by QE2 in 2011.
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Scary, isn't it? Y ou can follow these figuresin my site’s department, Feder al
Reserve Charts. If you forget my site's address, use Google to search for “federal
reserve charts.” My department is the top Google entry. | have numerous other support
materialsin that department, all free of charge.

| am providing this introduction in order to save you from grief. In the lessons that
follow, | present the case for gold as money. | also present the case for gold asa
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long-term hedge against inflation. | own gold. But | am not naive about gold. | used to
sell gold and silver coins. It was the right time to buy: 1973. But | understand that people
get married to their investments. Gold isagood long-term investment. It is a good
disaster hedge. But it moves up fast and then stagnates. So does silver. Be aware of this

before you buy gold or silver.
Y ou can monitor gold’s price here:

http://www.gar ynor th.com/public/department32.cfm

www.GaryNorth.com
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Chapter 2

GOLD’'STREMENDOUSLEVERAGE

Theterm “leverage” is used in several ways. Gold appliesto all of them.

The word usually refers to influence. When someone says of a politician, “he’'s got
alot of leverage,” it means influence.

Consider aU.S. Senator. He has one vote out of 100. But if heis the chairman of a
major committee, he has more influence than his single vote indicates. If his committeeis
important for generating pork barrel spending projects for the voters in other Senators
states, he has even greater leverage. Same person; different leverage.

A preacher hasleverage in his congregation. But if heisasatellite TV preacher, he
has alot more leverage. He has leverage in other preachers congregations.

The term “leverage” aso appliesto the world of investing. It usually refersto
certain debt contracts, but not always.

| do not think anyone should buy leveraged gold until he owns $10,000 worth of
gold bullion coins, such as American eagles or Krugerrands. But some people like to
speculate with leverage.

LEVERAGING GOLD

Consider gold. Say that you own a one-ounce gold coin. (I hopethisistrue several
timesover.) Gold's pricein dollars then doubles: $1,800 to $3,600. Y our gold coinis
worth twice as much in dollars. Of course, if the price of everything else has doubled,
your gold coin is worth twice as much in dollars, not twice as much in goods. But that’s
still much better than having held dollarsinstead of gold.

But what if your gold investment was leveraged? What if you had gone into the
futures market to buy the gold coin? The gold price doubles from $1,800/0z to $3,600/0z.
Y ou had $900 of your own money in the deal: 50%. Y our investment is now worth
$3,600. Y our profit is $2,700 ($3,600 minus the original $900). Y ou sell the gold coin for
$3,600, pay off the $900 loan, and pocket $2,700. It cost you $900 (plus interest) to make
$2,700 free and clear. Y ou made close to 300%. That’s sure alot better than 100%.
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But what if gold’s price falsto $1,500? Y ou would now owe $300 ($1,800 minus
$1,500). Y ou have lost one-third of your $900 investment. This arrangement called
buying on margin.

| assume that you want a safer kind of leveraged gold, akind where you can’'t be
sold out for this good reason: you never borrowed any money. Y ou don’t have amargin
account. It’s as safe as owning agold coin -- you can’t be sold out against your will -- but
it still offers leverage upward. Of coursg, it is risky on the downward side, too, but you
can’'t be sold out because you aren’t in debt. Y ou want debt-free leverage. Y ou can get it.

Thisiswhat North American gold mining shares offered back in 2001. That was
when | told my Remnant Review subscribersto start buying junior North American gold
mining shares. | got an expert to give specific recommendations. Sam Parks He described
the leverage feature in an interview with me in 2003.

Marginal producers offer the most leverage to gold. Say that a mining
company can show a profit of $5.00 per ounce of production when gold is
$350 per ounce. If we up the gold price by $50 per ounce, and the
company’s profit increases to $55 per ounce of production. This leverage of
course works both ways. If gold goes down $50, the company’ s profit per
ounce will go from $5.00 per ounce to aloss of $45 per ounce.

The potential for North American gold shares then was that gold’ s price has been
down for so long that investors had forgotten about gold, or were still scared of buying it.

They had heard of gold coins, but hardly anyone ever buys them. The number of
national dealers who make aliving by selling bullion coins like American eagles or
Canadian maple leafs can be counted on the fingers of two hands. The general publicisn’'t
in this market.

Another gold market is the commodity futures market: mostly debt-based, highly
speculative, and very risky unless you put down a high margin. The contracts are so large
that hardly anyone can afford to invest without alot of margin debt. Also, investors are
personally at risk for every cent borrowed.

This leaves gold mining stocks, which are mostly South African mines -- two miles

deep, operated by Africanswith AIDS, and supervised by a socialist government. The
few other mines that stock brokers know about are the larger North American mines. The
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most famous is Barrick. But Barrick has a problem: it issold short. That is, it has
promised to deliver gold in the future at afixed price. Parks commented in 2003:

In the past, hedging was profitable for the gold producers. In its 2001
annual report, Barrick stated that over the preceding 14 years, it had made
$2 billion from its hedging activities.

GN:
Two billion?

SP

Y es, two billion. For several years, Barrick was the most popular gold
stock. Much of its popularity came from its profitable gold-hedging
activities. But, as the gold market began to improve in mid-2001, the effect
on Barrick turned negative. Gold stock investors shunned the company
because it had so many ounces sold forward.

GN:
Quantify that -- how many ounces?

SP
At year end, 2002, Barrick had 18 million ounces sold forward at an
average price of $341 per ounce.

GN:
What effect has Barrick’ s hedging had on its share price since the bear
market in gold ended in 20017

SP

At the beginning of the 2001, two companies were trading around $17 or
$18. Newmont, the big major known for its disdain for hedging, is currently
about $28 and Barrick is stuck at $17.

Sadly, | got stuck with Barrick. It bought out Homestake, which | owned. But,
even S0, it isaround $50 these days.

What Parks did for Remnant Review subscribersin 2001 and early 2002 was to
identify smaller gold mines that most stock brokers had never heard of. (They still
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haven't.) These are margina mines, i.e., they are high-cost producers. But they are well
positioned for highly leveraged returns. They get “more bang for the buck” when gold
rises above their production cost per ounce. These mines are still the Rodney
Dangerfields of mining. They get no respect. Brokers still are unaware of them. Remnant
Review readers who took Parks' advice are up by 30 to one or more, depending on a
mine's leverage.

That wasthen. Thisis now.

But enough about how to make money. Let’s get back to the other meaning of
leverage: influence.

PERSONAL LEVERAGE

My initial example of leverage was a U.S. Senator with a committee chairmanship.
In asense, | want to put you in asimilar position within your circle of influence. That's
what The Gold Warsisredlly al about.

The number of people who are willing to read areport like thisis so small asto
constitute a remnant. I’m using the word in the biblical sense. God told the prophet Elijah,
who believed himself to be alone in Israd,

Yet | have left me seven thousand in Israel, all the knees which have not
bowed unto Baal, and every mouth which hath not kissed him (1 Kings
19:18).

Y ou have decided to read this report. Y ou have designated yourself as someone
who isinterested in gold. Thisis not the equivalent of being interested in pork bellies or
even copper. But there are more people today who are interested in gold than back in
2001.

Gold used to be the industrial world’s money. Then World War | broke out in
1914. The banks suspended redemption of gold for paper money. This broke al contracts,
but the governments all ratified this action. Then the governments had their central banks
confiscate the gold that had been stored in the vaults of the commercial banks. The public
has never returned to afull gold coin standard. Instead, the world went on afiat money
standard.

www.GaryNorth.com
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The governments' confiscation of the public’s gold transferred enormous leverage
to central banks, which can now issue credit money without the restraining factor of a
threat of agold run. Thelast gold run ended on Sunday, August 15, 1971, when President
Richard Nixon unilaterally “closed the gold window.” He announced that the U.S.
Treasury would no longer honor the IOU’ s to gold (T-bills) in the possession of foreign
governments and their central banks. In the first half of 1971, there had been arun by
central banks on U.S. gold (meaning gold which was held in the vault of the Federal
Reserve Bank of New Y ork) at $35 an ounce. Nixon ended this run on gold, which was a
run against the dollar, in the same way that the world’s commercial banks ended a similar
run in 1914, after the war broke out. He broke the contract.

If you go to the Bureau of Labor Statistics, you can use the Inflation
Calculator to see what has happened to the dollar as aresult of Nixon's
action. Select 1971 as the base year (or “debased” year). Enter $100. Then
click the CALCULATE button. See how much after-tax money it would
take today to match the $100 in purchasing power in 1971.

http://bit.ly/BL Scalc

The day after World War | broke out in July, 1914, awise investor with money in
the bank would have gone to the bank and demanded gold. The handful of people who
did this got their gold. But hardly anyone will do this, even when war breaks out. The
masses lose. They trust their banks, they trust their governments, and they get their gold
confiscated.

He who trusts the government to honor its contractsin amajor national crisisisa
fool. Most voters are fools. Most investors are fools. They trust professional liars -- the
same politicians who keep promising the moon in election years but who don’t deliver
after the election. They pay aheavy price for their misplaced trust.

If you want aclassic pair of examples of those who trust the government and those
who don’t, watch Gone With the Wind. Rhett Butler uses his ship to run guns -- illegal,
the North says. He also gets paid in gold -- unpatriotic, the South says. When he is caught,
he deliberately loses at cards in the yankee prison, so he knows that the commander won't
hang him. Heisin a position to settle his bets in yankee dollars. He has gold hidden
somewhere. In contrast is Scarlett’ s father, driven mad, sitting in poverty and holding
bonds -- “good Confederate bonds” -- as hisonly form of liquid capital.

www.GaryNorth.com
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No, gold isnot like pork bellies. Central banks still settle their accounts at the end
of the day by means of dollars and gold. Gold is not just another commaodity.

THE THREAT TO THE DOLLAR

The economic problem facing the whole world today is that the means of settling
payments -- the dollar -- isthe world’ s reserve currency. But there are no technical limits
on its creation. The Federal Reserve is pumping dollars into the economy in order to hold
domestic interest rates down, so as to stimulate the American economy. Americans are
running a trade deficit of well over abillion dollars aday, 365 days ayear. Thisdeficit is
now in the range of 4% of our economy. To this, add the growing Federal debt, whichis
growing at five billion dollars a day. See the national debt clock:

http://www.gar ynor th.com/public/department79.cfm

As Senator Everett Dirksen supposedly said a generation ago: “A billion here, a
billion there, and pretty soon we're talking big money.” It’s a shame he never said it. Now
it'satrillion.

Will the world keep trading in dollars? Not if our policies don’t change. But our
policies won’'t change without the outside pressure of an international monetary crisis.
Bernanke has made this clear. So have other members of the Board of Governors of the
Federal Reserve System. They are going to continue to inflate the dollar.

The reason why the dollar is the world’ s reserve currency istwo-fold: (1) central
bankers refuse to rely exclusively on gold, for gold imposes too many constraints on
them; (2) the U.S. economy is the largest on earth. But the U.S. economy is now
dependent on capital injections from foreigners equal to our balance of payments deficit.
Asiais catching up economically. Asians are supplying Americans with goods in the form
of loans and purchases of capital assets owned by Americans. Americans are mortgaging
their future to buy Asian goods; they are going into hock to Asian lenders.

THE WAR ON GOLD

The war on gold has led to the leveraging of government power over the public.
Governments can run huge budget deficits, central banks can crank out credit money to

www.GaryNorth.com
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stimulate the economy, and politicians can spend and spend to buy votes because we, the
public, have no way to restrain them directly. Prior to 1914, our great grandparents could
and did. One by one, with no one telling them what to do, they could walk into a bank,
hand over paper money, and say to the teller, “1 want gold coins at $20 per ounce.”

Today, hardly anyone knows this story. It isn’t found in history textbooks. Only a
handful of people know about the role that gold has played in the war of governments on
the public. What | call “the gold wars” arein fact a series of wars by governments on the
voters. The most powerful means of voting in 1913 was not in an election booth. It wasin
abank.

Y our neighbors are oblivious. Y our friends don’t know and don’t care. They may
think you're a bit nutty to worry about gold' s price. Ignore this. To the extent that you
understand today what the role of gold was long ago, has been in our day, and will bein
the future, you have leverage. Y ou have information about the past and the most probable
future that most people don’'t have.

Y ou may also own gold in various forms, from coins to gold mining shares.

In The Gold Wars, | do my best to explain the gold wars. | will try to show why
gold is not copper or lead, why gold is at the very heart of the conflict between the
expansion of government and the ability of the victimsto fight back.

We are in the midst of awar on gold because we are in the midst of awar on our
liberties.

YOUR FULL SCHOLARSHIP TO “OFFICERS CANDIDATE SCHOOL”

We have the military academies to train our generals and admirals. We have
Officers Candidate School to train our officersin the field.

The Gold Warsisaversion of Officers Candidate School for a handful of
dedicated people who want to know about the nature of the war against honest money by
dishonest politicians and their beneficiaries.

There are not many volunteers. The army is small. Y ou are part of the Remnant.

www.GaryNorth.com
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Asthe recruiting poster used to say: “Uncle Sam Wants You.” He also wanted our
gold, and he got it.

I’m going to show you how we can get it back, and the liberties that come with it.

www.GaryNorth.com
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Chapter 3

GREENSPAN, THE GOLD BUG (1966)

Y ou may already have read Alan Greenspan’s essay, “ Gold and Economic
Freedom,” which was published in Ayn Rand’ s Objectivist newsletter in 1966, and
reprinted in her book, Capitalism: The Unknown Ideal, in 1967.

Greenspan has never publicly retracted aword of this essay.

This essay is agood introduction to the government’ s war on gold. It summarizes
the basic issue: the comparative liberty that a government-guaranteed gold coin standard
offersto asociety. A gold coin standard places arestraint on the government’ s ability to
defraud the public through monetary inflation.

The problem is, a government-guaranteed gold standard is guaranteed by the
government. As| like to say, a government-guaranteed gold standard isn’t worth the
paper it’s written on. But, for aslong as the government redeems its paper money or its
credit money on demand -- in gold coins of afixed weight and fineness, at afixed
exchange rate with the government’ s money -- the public does possess a lever of power
against the government: the threat of a*“bank run” against the biggest bank, the
government’ s central bank. In the case of the United States, thisis the Federal Reserve
System. How ironic that Alan Greenspan was the chairman of the FED’ s Board of
Governorsin the bubble era. (The rest of this chapter is 100% Greenspan.)

GOLD AND ECONOMIC FREEDOM
Alan Greenspan

An amost hysterical antagonism toward the gold standard is one issue which
unites statists of all persuasions. They seem to sense - perhaps more clearly and subtly
than many consistent defenders of laissez-faire - that gold and economic freedom are
Inseparable, that the gold standard is an instrument of laissez-faire and that each implies
and requires the other.

In order to understand the source of their antagonism, it is necessary first to
understand the specific role of gold in afree society.

Money is the common denominator of al economic transactions. It is that

12
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commodity which serves as a medium of exchange, is universally acceptable to all
participants in an exchange economy as payment for their goods or services, and can,
therefore, be used as a standard of market value and as a store of value, i.e., as a means of
saving.

The existence of such acommodity is a precondition of adivision of labor
economy. If men did not have some commodity of objective value which was generally
acceptable as money, they would have to resort to primitive barter or be forced to live on
self-sufficient farms and forgo the inestimable advantages of specialization. If men had
no meansto store value, i.e., to save, neither long-range planning nor exchange would be
possible.

What medium of exchange will be acceptable to all participantsin an economy is
not determined arbitrarily. First, the medium of exchange should be durable. Ina
primitive society of meager wealth, wheat might be sufficiently durable to serve asa
medium, since all exchanges would occur only during and immediately after the harvest,
leaving no value-surplus to store. But where store-of-val ue considerations are important,
asthey arein richer, more civilized societies, the medium of exchange must be a durable
commodity, usually ametal. A metal is generally chosen because it is homogeneous and
divisible: every unit is the same as every other and it can be blended or formed in any
guantity. Precious jewels, for example, are neither homogeneous nor divisible. More
important, the commodity chosen as a medium must be aluxury. Human desires for
luxuries are unlimited and, therefore, luxury goods are always in demand and will always
be acceptable. Wheat is a luxury in underfed civilizations, but not in a prosperous society.
Cigarettes ordinarily would not serve as money, but they did in post-World War |1 Europe
where they were considered aluxury. The term “luxury good” implies scarcity and high
unit value. Having a high unit value, such agood is easily portable; for instance, an ounce
of gold isworth a half-ton of pigiron.

In the early stages of a developing money economy, several media of exchange
might be used, since awide variety of commodities would fulfill the foregoing
conditions. However, one of the commodities will gradually displace al others, by being
more widely acceptable. Preferences on what to hold as a store of value, will shift to the
most widely acceptable commodity, which, in turn, will make it still more acceptable. The
shift is progressive until that commodity becomes the sole medium of exchange. The use
of asingle medium is highly advantageous for the same reasons that a money economy is
superior to a barter economy: it makes exchanges possible on an incalculably wider scale.

www.GaryNorth.com
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Whether the single medium is gold, silver, seashells, cattle, or tobacco is optional,
depending on the context and development of a given economy. In fact, all have been
employed, at various times, as media of exchange. Even in the present century, two major
commodities, gold and silver, have been used as international media of exchange, with
gold becoming the predominant one. Gold, having both artistic and functional uses and
being relatively scarce, has significant advantages over al other media of exchange. Since
the beginning of World War I, it has been virtually the sole international standard of
exchange. If all goods and services were to be paid for in gold, large payments would be
difficult to execute and this would tend to limit the extent of a society’ s divisions of labor
and specialization. Thus alogical extension of the creation of a medium of exchangeis
the development of a banking system and credit instruments (bank notes and deposits)
which act as a substitute for, but are convertible into, gold.

A free banking system based on gold is able to extend credit and thus to create
bank notes (currency) and deposits, according to the production requirements of the
economy. Individual owners of gold are induced, by payments of interest, to deposit their
gold in abank (against which they can draw checks). But sinceit israrely the case that all
depositors want to withdraw all their gold at the same time, the banker need keep only a
fraction of histotal depositsin gold as reserves. This enables the banker to loan out more
than the amount of his gold deposits (which means that he holds claims to gold rather
than gold as security of his deposits). But the amount of loans which he can afford to
make is not arbitrary: he hasto gauge it in relation to his reserves and to the status of his
Investments.

When banks loan money to finance productive and profitable endeavors, the loans
are paid off rapidly and bank credit continues to be generally available. But when the
business ventures financed by bank credit are less profitable and slow to pay off, bankers
soon find that their loans outstanding are excessive relative to their gold reserves, and
they begin to curtail new lending, usually by charging higher interest rates. This tends to
restrict the financing of new ventures and requires the existing borrowers to improve their
profitability before they can obtain credit for further expansion. Thus, under the gold
standard, afree banking system stands as the protector of an economy’s stability and
balanced growth. When gold is accepted as the medium of exchange by most or all
nations, an unhampered free international gold standard serves to foster aworld-wide
division of labor and the broadest international trade. Even though the units of exchange
(the dollar, the pound, the franc, etc.) differ from country to country, when all are defined
in terms of gold the economies of the different countries act as one-so long as there are no
restraints on trade or on the movement of capital. Credit, interest rates, and prices tend to
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follow similar patternsin al countries. For example, if banksin one country extend credit
too liberally, interest rates in that country will tend to fall, inducing depositors to shift
their gold to higher-interest paying banks in other countries. Thiswill immediately cause
a shortage of bank reservesin the “easy money” country, inducing tighter credit standards
and areturn to competitively higher interest rates again.

A fully free banking system and fully consistent gold standard have not as yet been
achieved. But prior to World War |, the banking system in the United States (and in most
of the world) was based on gold and even though governments intervened occasionally,
banking was more free than controlled. Periodically, as aresult of overly rapid credit
expansion, banks became loaned up to the limit of their gold reserves, interest rates rose
sharply, new credit was cut off, and the economy went into a sharp, but short-lived
recession. (Compared with the depressions of 1920 and 1932, the pre-World War |
business declines were mild indeed.) It was limited gold reserves that stopped the
unbalanced expansions of business activity, before they could develop into the
post-World Was | type of disaster. The readjustment periods were short and the
economies quickly reestablished a sound basis to resume expansion.

But the process of cure was misdiagnosed as the disease: if shortage of bank
reserves was causing a business decline-argued economic interventionists-why not find a
way of supplying increased reserves to the banks so they never need be short! If banks
can continue to loan money indefinitely-it was claimed-there need never be any slumpsin
business. And so the Federal Reserve System was organized in 1913. It consisted of
twelve regional Federal Reserve banks nominally owned by private bankers, but in fact
government sponsored, controlled, and supported. Credit extended by these banksisin
practice (though not legally) backed by the taxing power of the federal government.
Technically, we remained on the gold standard; individuals were still free to own gold,
and gold continued to be used as bank reserves. But now, in addition to gold, credit
extended by the Federal Reserve banks (“paper reserves’) could serve as legal tender to
pay depositors.

When business in the United States underwent amild contraction in 1927, the
Federa Reserve created more paper reserves in the hope of forestalling any possible bank
reserve shortage. More disastrous, however, was the Federal Reserve's attempt to assist
Great Britain who had been losing gold to us because the Bank of England refused to
allow interest rates to rise when market forces dictated (it was politically unpalatable).
The reasoning of the authorities involved was as follows: if the Federal Reserve pumped
excessive paper reserves into American banks, interest rates in the United States would
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fall to alevel comparable with those in Great Britain; this would act to stop Britain's gold
loss and avoid the political embarrassment of having to raise interest rates. The “Fed”
succeeded,; it stopped the gold loss, but it nearly destroyed the economies of the world, in
the process. The excess credit which the Fed pumped into the economy spilled over into
the stock market-triggering a fantastic speculative boom. Belatedly, Federal Reserve
officials attempted to sop up the excess reserves and finally succeeded in braking the
boom. But it wastoo late: by 1929 the speculative imbalances had become so
overwhelming that the attempt precipitated a sharp retrenching and a consequent
demoralizing of business confidence. As aresult, the American economy collapsed. Great
Britain fared even worse, and rather than absorb the full consequences of her previous
folly, she abandoned the gold standard completely in 1931, tearing asunder what
remained of the fabric of confidence and inducing aworld-wide series of bank failures.
The world economies plunged into the Great Depression of the 1930's.

With alogic reminiscent of a generation earlier, statists argued that the gold
standard was largely to blame for the credit debacle which led to the Great Depression. If
the gold standard had not existed, they argued, Britain’s abandonment of gold payments
in 1931 would not have caused the failure of banks all over the world. (The irony was that
since 1913, we had been, not on a gold standard, but on what may be termed “a mixed
gold standard”; yet it is gold that took the blame.) But the opposition to the gold standard
in any form-from a growing number of welfare-state advocates-was prompted by a much
subtler insight: the realization that the gold standard is incompatible with chronic deficit
spending (the hallmark of the welfare state). Stripped of its academic jargon, the welfare
state is nothing more than a mechanism by which governments confiscate the wealth of
the productive members of a society to support awide variety of welfare schemes. A
substantial part of the confiscation is effected by taxation. But the welfare statists were
quick to recognize that if they wished to retain political power, the amount of taxation had
to be limited and they had to resort to programs of massive deficit spending, i.e., they had
to borrow money, by issuing government bonds, to finance welfare expenditures on a
large scale.

Under agold standard, the amount of credit that an economy can support is
determined by the economy’ s tangible assets, since every credit instrument is ultimately a
claim on some tangible asset. But government bonds are not backed by tangible wealth,
only by the government’ s promise to pay out of future tax revenues, and cannot easily be
absorbed by the financial markets. A large volume of new government bonds can be sold
to the public only at progressively higher interest rates. Thus, government deficit
spending under agold standard is severely limited. The abandonment of the gold standard
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made it possible for the welfare statists to use the banking system as a meansto an
unlimited expansion of credit. They have created paper reserves in the form of
government bonds which-through a complex series of steps-the banks accept in place of
tangible assets and treat asif they were an actual deposit, i.e., as the equivalent of what
was formerly a deposit of gold. The holder of a government bond or of a bank deposit
created by paper reserves believes that he hasavalid clam on area asset. But thefact is
that there are now more claims outstanding than real assets. The law of supply and
demand is not to be conned. As the supply of money (of claims) increases relative to the
supply of tangible assets in the economy, prices must eventually rise. Thus the earnings
saved by the productive members of the society lose value in terms of goods. When the
economy’ s books are finally balanced, one finds that thisloss in value represents the
goods purchased by the government for welfare or other purposes with the money
proceeds of the government bonds financed by bank credit expansion.

In the absence of the gold standard, there is no way to protect savings from
confiscation through inflation. There is no safe store of value. If there were, the
government would have to make its holding illegal, as was done in the case of gold. If
everyone decided, for example, to convert al his bank depositsto silver or copper or any
other good, and thereafter declined to accept checks as payment for goods, bank deposits
would lose their purchasing power and government-created bank credit would be
worthless as a claim on goods. The financial policy of the welfare state requires that there
be no way for the owners of wealth to protect themselves.

Thisisthe shabby secret of the welfare statists' tirades against gold. Deficit
spending is ssimply a scheme for the confiscation of wealth. Gold stands in the way of this
insidious process. It stands as a protector of property rights. If one grasps this, one has no
difficulty in understanding the statists' antagonism toward the gold standard.

http://bit.ly/GreenspanGold1966
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Chapter 4

GOVERNMENT GOLD STANDARD:
BAIT AND SWITCH

“A government’s gold standard isn’t worth the paper it’s written on.” -- Yogi Berra

Actually, Yogi didn’t say that. | said it. But if people believed that Y ogi said it, the
aphorism would gain greater currency.

One of the litmus tests of a person’s conservatism is his commitment to the ideal
of the gold standard. Thisis an appropriate test for conservatives. It shows a person’s
commitment to one of the movement’ s least understood and most futile political causes. It
also identifies the adherent as a card-carrying member of the movement’ s cognoscenti.
The listener thinks, “Maybe this person even understand’ s Gresham'’s law.” Most
important, it defends big government in the name of limited government. And, just like
almost everything else in the conservative movement, it eventually backfires. It backfires
for the same reason the other conservative programs backfire whenever inaugurated: it
calls on the State to limit the State.

THE THEOLOGY OF THE GOLD STANDARD

The person who calls for the re-establishment of “the” gold standard -- nobody
agrees as to exactly what “the” gold standard should be -- begins with an unstated judicial
presupposition: “The State has a legitimate legal right to control the issue of money.”
Thisis another way of saying: “Monetary policy is an example of market failure.” More
than this, it implies the following: “Because money is the central economic institution in a
high division of labor economy, the State has alegal right and amoral obligation to
control money, so as to retain influence over every area of the market.”

It goes far beyond this, however. One of the greatest little-known books in recent
history is Ethelbert Stauffer’s Christ and the Caesars (Westminster Press, 1955). Stauffer
was both a theologian and a historian of numismatics. coinage. His book traces the moral,
theological, and political confrontations between the early church and the Roman Empire.
He does this by means of a survey of the coinage. He shows, coin by coin, how the
messianic claims of the emperors as the source of salvation paralleled the debasement of
the coins.
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The coins were implements of political and religious propaganda. The images of
the emperors and the slogans on the coins were important devices in promoting faith in
the Roman Empire. Stauffer shows that the inscriptions on the coins were challenges to
all rival gods with universal claims. There was an inescapable war between Christ and the
Caesars.

There was awar against the Jews, too. During Bar Kochba srevolt (133-35 A.D.),
Jews issued their own coinage. These coins did not have any person’simage on them.

Most of the world' s currencies and coins today have images of politicians, either
dead or alive. By law, American coins and bills may not have the image of anyone living.
(Inthisinstance, | am strongly in favor thislaw. If | must daily look at pictures of
politicians, | prefer the dead ones.)

Kings and governments have long asserted an authority, if not an absolute
monopoly, over the coinage. It hasto do with control over the images. It hasto do with
the ability of the state to extract wealth from the public by means of currency debasement:
taxation by stealth, whose negative effects can be blamed on private speculators. But,
from the standpoint of economic theory, this monopoly over money has to do with a
theory of market failure.

The next time you hear someone waxing eloquent -- and, in all likelihood,
incoherent -- about the marvels of the gold standard, ask him this: “Why don’t you trust
the free market?’ This question isintended to elicit what | like to call ajude awakening.
(I refer the late Jude Wanniski, for whose education | wrote Mises on Money. | failed
completely to educate him. Jude never did have a clue about Austrian monetary theory.
Y et he thought he was Mises' intellectual disciple.)

Be prepared for ablank stare, followed by “Huh?’

“*ASGOOD ASGOLD”

This phrase iswell chosen. It presents gold as the standard of comparison. It
usually is applied to something that isn’t as good as gold.

In monetary affairs, it applies to a substitute for gold, or what is called a fiduciary
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instrument. It is a piece of paper that is offered in lieu of gold.
Gold hasits flaws. Its flaws are extensions of its unique benefits. Let melist three.

First, gold is heavy. Paper islighter. Digits are lighter still. A person can carry
pieces of paper with lots of zeroes rather than gold coins.

Second, gold is universally in demand, despite its impersonal nature. This means
that, when stolen, it is easy for the thief to find buyers. In the era of the gold standard, a
fence liked gold coins so much that he offered a reduced discount to the thief. So, people
with alot of money adopted checks and other less universal means of payment. Y ou can
stop payment on a stolen check.

Third, gold is highly transportable. Thismeansthat it is easy to lose. Lose a check,
and you have not lost much. Y ou can stop payment on a lost check.

But to retain their status as being as good as gold -- and alittle better under most
circumstances -- fiduciary instruments had to preserve the greatest benefit of gold -- its
scarcity due to the high cost of mining -- despite the low cost of printing. It is easier to
counterfeit paper than to counterfeit gold. It is easier to sign a promise to pay gold than to

pay gold.

All of the defenders of the gold standard believe -- | am not making this up -- that
the best way to reduce the practice of counterfeiting isto hand over alegal monopoly
over money creation to the most accomplished and universally recognized counterfeiters
in history: civil governments.

THE STING

A gold standard is a promise made by a self-licensed professional counterfeiter
that he will always stand ready to redeem his pieces of paper and official digitsin
exchange for gold at afixed ratio. As the mid-1950s comedian George Goebel used to
say, “ Suuuuuuure he will.”

The gold standard became universal in the nineteenth century. Because the public

had the right of redemption for a century, 1815 to 1914, the price level remained
relatively stable for a century. Thisright of gold redemption was invariably suspended
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during major wars, but it was restored afew years after the war ended.

Thiswas the era of free market economic theory and the politics of limited
government. We speak of “nineteenth-century liberalism”: free markets, low taxes, and
the gold standard.

The nineteenth century was the first stage of an international sting operation. Asin
the case of every con game, the con man must create a sense of trust on the part of his
mark. Whether it is a Ponzi scheme or amore traditional scam, if the targeted sucker
distrusts the con artist, he won’t surrender his money. For the con game to work, the con
man must create an illusion of reliability. In short, he must present himself,
economically speaking, asif he were “as good as gold.”

The eraof limited government led to enormous economic expansion. It also led to
the mass production of high-tech weapons. Governments had to get their hands on these
weapons in order to defeat other governments. There were few Third World nationsin
1880 that could afford fifteen minutes of ammo for a Maxim machine gun. The big
governments, in the words of nineteenth-century New Y ork City politician George
Washington Plunkett, “seen their opportunities and took them.” The age of
modern empires began in earnest.

The bigger the world’ s economy got, the bigger the national governments got. The
bigger the national governments got, the more they jostled with each other for supremacy.
By 1914, they were ready for mass destruction on an unprecedented scale.

World War | began with the suspension of gold payments by the commercial
banks. Thiswas aviolation of contract -- alie from the beginning -- that fractionally
reserved banks would redeem bank notes and accounts at any time for gold coins. As
soon as the governments all retroactively validated this violation of contract by
commercial banks, they used their central banks to extract the gold from the commercial
banks. They have yet to give it back.

The big crooks muscled into the territories of the small crooks. The big
counterfeiters extracted the loot from the little counterfeiters.
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CONCLUSION

The free market created money. Civil government spotted an opportunity and took
it. The State granted itself a monopoly over money. It did so in the name of law: the
defense of society from unscrupul ous cheats and counterfeiters. From the day King
Croesus (rhymes with “ greases’) asserted authority over the new invention of the round
metallic device that we call the coin, the State has muscled into monetary affairs. For
2,600 years, the public has accepted this arrangement. It worked for 1,100 years
in Byzantium: 325 to 1453. It has not worked anywhere else for longer than a century or
two.

Then came paper and ink. As Ludwig von Mises once supposedly said, but didn’t:
“Only government can turn valuable items like paper and ink into something utterly
worthless.”

There are conservatives who still present this 2,600 year-old con job asa
philosophy of limited government. Whenever | hear this assertion, | always hear the faint
sound of a piano playing Scott Joplin’s “The Entertainer.” My mind becomes clouded by
an image of Paul Newman and Robert Redford, arm in arm, walking away with my
money. Fade to black.
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TWO KINDS OF GOLD STANDARD

The British economist, John Maynard Keynes, is famous for one aphorism, “In the
long run, we are al dead,” which he applied to the operations of the price system, and one
phrase: “barbarous relic,” which he applied the phrase to the gold standard. He believed
that the free market needed to be policed by bureaucrats to be made efficient. He also
believed that the gold standard’ s restriction of State power isagreat evil.

Keynes' hostility to the traditional gold standard is shared by al inflationists and
statists. It places temporary limits on the government’ s ability to create fiat money and
thereby spend without taxing directly. | say “temporary,” because the traditional gold
standard is a promise made by a government. It is made to be broken later, during an
emergency that is declared by the government. It is ultimately paper gold. It is a misuse of
the peopl€’ strust.

The gold standard made possible much of the civilization of the ancient world,
until gold was abandoned by the in the third-century government of Rome. Then classical
civilization disappeared in the West. But in the Eastern Roman Empire (Byzantium), a
reliable gold coinage lasted for over athousand years.

Even in the Alexandrian and Roman empires, the government needed gold to pay
its troops. When the costs of maintaining Rome’ s war machine and its bread and circuses
at home grew too great for direct taxation to fund them, the government began to debase
its coins. This debasement parallelled the decay of the Roman Empire.

Isthe traditional gold standard really arelic? Yes. It becomes arelicin every
empire, as surely as there was gold at the beginning of that empire. No nation honors the
requirements of a State-run gold standard: the free convertibility of the State's money into
gold.

TWO VIEWSOF GOLD’SROLE

Thefirst view isthat of the free market. The gold standard is seen as the product of
voluntary exchange. The State’ s enforcement of the laws of contract leads to the
development of a commodity money. The commodity usually is gold or silver. Whatever
commodity is portable, widely recognized, divisible, and has a high value in terms of
weight and volume can function as money. But gold and silver are the common winners
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in the competition for money. Money is therefore initially not the product of State action.
It isthe product of voluntary exchange. Thisisthe view of Austrian School economists:
Mises, Rothbard, Hayek. See my eBook, Mises on Money.

http://www.lewr ockwell.com/north/mom2.html

The other view of gold argues that money is the product of State declaration, i.e.,
fiat announcement. Money is anything that the State saysit is. This has been the view of
al governments from the beginning of coinage in the sixth century B.C. The State’ s gold
standard can be extended as aresult of military conquest. The victorious nation steals the
gold hoard of the defeated nation. While the empire is expanding, the gold standard is
possible. When the empire shrinks, gold is abandoned. The costs of empire lead to the
debasement of the currency.

Keynes' statement on gold came in the early 1920s, which was when the British
Empire had begun to fade. World War | had nearly bankrupted the British government.
World War Il would end the British Empire.

Lenin’s famous quote on gold was that gold would someday be used for public
urinals. But that would be later. Under Communism, torture was common to get men to
surrender their gold to the state.

Barbarism began in the twentieth century when World War | broke out in 1914.
Within weeks, the commercia banks suspended redeemability in gold. The governments
authorized this, and then had their central banks confiscate the confiscated gold from the
commercial banks. The degree of barbarism that the war produced could not have been
accomplished had a gold standard been in force. The public would have stripped the
banks of the public’s gold. The governments would have had to come to terms with the
enemy. It was the abandonment of the gold standard that made modern barbarism
affordable.

THE STATE INTERVENES
Gold initially becomes the favored money metal because of the decisions of

individuals. The division of labor is not the product of State sovereignty over money. Itis
the product of the rule of law.
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Under contract law, if agold coin’s producer debases his coins, he can be sued in
court by hisvictims or by his competitors. Debasement is fraud: aviolation of contract.
The State need only enforce contracts in order for a gold standard to be extended by
market participants.

Government officials then see that gold coins circulate. They intervene, mandating
that all coins be stamped with the State’ s seal. The State comes in the name of its own
sovereignty to bask in the light of afree market institution: the gold standard. Itislikea
species of bird that lays its eggs in another species’ nests. It hasto fool the other birds. So
does the State have to fool the public. “Money is an attribute of the state’ s sovereignty!”
Not initialy, itisn't.

The State then offersto store coins for free and issues receipts. IOU’s. A free
service! How wonderful! Something for nothing! But the offer is bogus. The State's
goal isto get the public to start using IOU’ s for gold coins rather than actual coins. The
State can then more easily confiscate these coins: nothing for something!

Thereis no long-run limit on the State when the State controls the coinage. The
traditional gold standard is a paper standard, revocable at will by politicians.

Commercial banks can also issue |IOU’ s for depositors gold. The banks make the
same offer: redeemable on demand. The tip-off that thereis fraud in the arrangement is
when storage fees are not charged for the service. There are no free lunches. Y ou must
ask: How can the institution afford to offer afree service? Who pays now? Who will pay
later? Someone must pay for storage.

Thereisalimit on the ability of a bank to issue credit, but only when the
government enforces gold contracts. The government can and will change the gold
contract law during an emergency.

| suggest this relationship: a government-guaranteed gold standard is to money
what government-guaranteed health inspection is to prostitution. Both guarantees are
subsidies to the providers. Both guarantees create the illusion of decreased risk. Finally,
the operations of both systems are best described by the same verb.

When money fails, legitimacy islost, too. Gold's priceis atest of political

legitimacy: the value of a national currency. A rising gold priceis avote of reduced
confidence in the State’s money. Thisis why governments since World War | have done
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everything they could to remove gold coins from circulation. Politicians want no public
referendum on the legitimacy of the state. They allow political voting. Political voting can
be controlled. Gold coins cannot be controlled. So, they are abolished by law.

Thisiswhy governments sell off gold. It de-legitimizes gold and legitimizes
government currency. But this can go only for aslong as central banks sell their
confiscated gold.

THE PROBLEMSWITH GOLD COINS

Most of the problems are obvious. Coins are bulky. They must be carried with you,
which increases the risk of robbery and loss. There are problems with making small
change.

The solution is an |OU redeemable in gold. The IOU must be signed over by the
existing owner to a new owner. The IOU, if trusted, results in wide acceptance. It is“as
good as gold.” It may even be better than gold: less risky.

But then comes default on the IOU contract. If the agency that stores the gold and
issues the IOU is protected by the government, as banks are, or if the issuer is an arm of
the government, then the risk of default in wartimeis high.

We see an extension of trust: by the public to the banks, by the banks to the central
bank; by the central banks to the State. The transfer of trust moves from economicsto
political sovereignty. But a system based on political sovereignty is not trustworthy. It has
the ability to cheat, and no agency can bring charges. No agency of appeal exists.

During World War |1, the Bank for International Settlements (Basle) was created
so that agents of the various central banks of warring nations could clear their accounts. It
was a neutral third-party agency that enforced the rules. This made a gold exchange
standard possible among central bankers. What they did not allow to the masses whose
gold had been stolen by the commercia banks they demanded from each other: settlement
in gold. This allowed the national war machines to continue their bloody efforts.
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MONETIZATION

In the republican phase of government, the State monetizes gold. It placesits
stamp of approval on gold coins. It asserts sovereignty over money in the name of
preserving the value of money by guaranteeing the fineness and weight of the coins.

Then, in the empire phase, debasement begins. The State de-monetizes gold. It
substitutes base metals and calls the new coins equally valuable. The free market assesses
the truth of this claim, exchange by exchange.

The result of the de-monetization of gold is the de-capitalization of the State. The
de-monetized IOU’ s become |OU nothings. The State finds it more difficult to get the
masses to accept its money.

In the twentieth century, the State persuaded the masses to accept its |OU nothings.
The result has been a vast expansion of state power and state debt, coupled with a vast
depreciation of money’ s purchasing power. Thiswill not be reversed until the debt system
overwhelms the monetary system (deflation), or the state’ s official money is abandoned
by the public (inflation).

CONCLUSION

The State’ s gold standard is a preliminary to eventual confiscation or debasement.
The State’ s promise of redemption on demand should not be trusted.

A gold coin standard by profit-seeking storage organizations can be trusted with
less risk, but not if the storage is offered for free. There are no free lunches. Someone will
eventually pay for free services. When it comesto fractional reserve banking, that
someone is always the late-coming depositors.

Thisiswhy any call by conservatives for the State to adopt a gold standard is
futile. No one will listen. Even if voters understood the case for alimited State, they
would not be able to limit the State by a State-run gold standard. A State-run monetary
system, with the exception only of Byzantium, becomes a debased standard.

Thisiswhy the free market is the only reliable source for the re-establishment of a
gold standard. Honest money begins with these steps: (1) the revocation of legal tender
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laws that require people to accept the State’s money; (2) the enforcement of contracts; (3)
laws against fraud, which fractional reserve banking is. The free market can do the rest.

For afree copy of my book, Honest Money, go here.

http://www.gar ynor th.com/HonestM oney.pdf
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Chapter 6

|IF GOLD GOESTO $3,000

Sam Parks, the gold mining specialist, thinks that gold is going to $5,000 an ounce.
For this to happen, there would have to be a disaster in the international currency markets.
The dollar would have to lose its reserve currency status. Is this possible? With an annual
deficit in the balance of payments of more than $500 billion a year, of courseit’s
possible. The dollar cannot maintain its reserve currency status with this level of
imbalance of trade.

Lessradical but still off today’ s radar screensis Richard Russell’ s prediction of
Dow 3,000, gold $3,000. Russell is a master investor. Hisletter is close to half a century
old. I have tracked his advice for two decades. | know of no one any better.

Back in the early 1980s, Russell went into print with a prediction: gold might
suffer atwo-decade bear market. It fell for 21 years. So, for Russell to become an
overwhelming bull on gold and a bear on the stock market is atwo-fold reversal. Heis
not agold bug. He is not philosophically committed to gold. But he sees a disaster coming
for the Federal Reserve System. He has said for aslong as I’ ve read him that the FED has
only two options: inflate or die. He has always said the FED will inflate.

To dismiss Russell’ s predictions as the nightmare of a madman is to dismiss one of
the most gifted market watchers of the second half of the 20th century.

LEVERAGE

| wrote in 2001 and 2002 that North American gold mining shares would
outperform the appreciation of risein the dollar price value of gold bullion, at least in the
early stages of the move upward. Thisis because the mines are margina producers. A $50
rise in the price of gold has an enormous “kick” effect for the share price. Now think
about a$2,600 risein gold’ s price.

Of course, that high an increase would reflect (not create) havoc in the currency
markets and all markets related to the currency markets. But if you' re going to go through
havoc, it would be better to be sitting on profits of twenty to one in dollars than sitting on
dollarsthat are stuck in a bank account at 1% interest before income taxes.
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It's not that | want to see the disruption of markets that gold at $3,000 would
reflect. | much prefer stability. But | am not in a position to manufacture stability. But |
am in a position to hedge myself against havoc more profitably by being in gold and gold-
related assets.

Today, | recommend gold bullion coins for most investors. It isfar lessvolatile
than the mining shares.

WILL YOU RIDE GOLD’'SWAVE?

| wish that every reader will make money from the information that | have already
published, let alone from the information | will publish. But | have been in this business
too long to believe that this wish will come true. Pareto’s 20-80 law teaches otherwise.

| would settle for 80 gainers, 20 losers. But even that is too much to hope for.

When | decided to set up, Gary North’s Specific Answers (www.GaryNorth.com),
| had misgivings. My goal is to help readers make money -- or at least not lose money.
But because of the way human nature works, | may wind up losing alot of money for
most of my readers. Here’ s why.

One group of readers will be old time gold investors. They own gold coins. They
keep gold as areserve against the disaster of monetary inflation, which eventually will
turn into price inflation. They subscribe in order to keep up on gold, which includes the
logic of gold. For them, thisis an ideal newsletter: not only free but written by along-
term gold bug. It will confirm them in what they decided to do years ago.

There are not many of these people.

The next group, even smaller, is made up of newcomers who have only recently
heard about gold as an investment. They read that the price bottomed in 2001 at under
$260. In March 2008, it went over $1,000. “Maybe there is money to be made here.”

| assure you, there are very few cutting edge investors in any market. These are the
people who tend to make big money in stocks -- and lose money. They spot atrend early
and put their money -- not too much, but some -- on the trend. Then they sit back and let
late-comers make money for them.
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Thelargest group on my mailing list -- Pareto’s 80% -- will provide the largest
number of people who lose big: the “NASDAQ, 1999" people. Why? Because they found
out too early for them to take action, psychologically speaking. They want to wait and see.
They want confirmation from others who are more innovative and who will make the
most money. They think, “I'[l look at thisfor awhile.” They look. They read. They
ponder. Then they read some more.

If gold' s price falls, they will not get hurt. But what if gold’ s price rises? When it
does, these “wait and see” readers will think, “I should have acted. If gold ever goes back
down, I’ll buy.” They are asking for the improbable. They are waiting for confirmation.
The whole idea of confirmation is that confirmation must confirm upward. Procrastinators
don’t respond to setbacks, i.e., unconfirmations downward. It’s confirmation that drives
the price up.

If gold rises, they’ |l say to themselves, “It'sagood thing | didn’t buy. Gold is
going even lower.” If it reverses and goes back up, they will say, “I knew it! If it goes
back down again, I’'ll buy.”

They prefer life on the see-saw’ s axis. They are in the middle so that they see the
price go up and down, but they don’t actually participate in the ride.

The key istheir refusal to take action. It is possible to buy any investment asset by
placing an order to buy at any price. Thisorder is placed in advance. A person can specify
apurchase at a price 20% lower or above the current market price. He can place a pair of
orders. at alower and higher price. So, of the price falls, he buys, but if it never falls, but
instead rises, he buys. Only if it doesn’t hit the trigger price does he not become an owner.

Both approaches are economically rational. Both offer a prospective investor a
logical reason not to act now. He thinks it may go lower, but he fears that he might miss
out if it doesn’t, so he places an emergency “don’t let it get away” order at a higher price.

SELF-DECEPTION FIRST, FRENZY LATER
Few people ever place buy specific advance orders with a broker. They prefer to
deceive themselves into believing that they really do intend to take action “one of these

days.” Their opposite arguments-- “I’ll buy if it ever goeslower” and “I’ll buy if it starts
to move upward” -- are in fact illusions. People are really saying, “I don’t intend to buy at
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al, but I'll pretend to myself that | can predict the future. I' [l pretend that | won'’t put off
making a decision, no matter whether the price falls or rises.”

The problem with self-deception comes when the emotionally paralyzed person
stumbles onto an investment that is poised to go sky-high. He refuses to buy. He thinks,
“If it ever goes lower, I’'ll buy.” But he won't. The proof of thisisthat he refuses to place
abuy order with his broker at the specified lower price. He isjustifying his own inaction.
He pretends that he will buy when it goes lower, but the fact that he refuses to place a buy
order testifies against him.

In falling markets, it doesn’t matter. He never buys. But in booming markets, it
does matter, because he had fair warning in advance that this asset’ s price would rise. So,
he sitsin awe asit rises. He kicks himself all theway up. “I knew! | knew! If only | had
bought!” He plays another round of “if it ever goes back to [$x], I'll buy.” But it doesn’t.
It just keeps going up.

At some point, he will be unable to stand the self-recrimination. He will buy. That
Is the point at which the experienced investors, who bought when it was low, start
unloading. The self-recrimination buyers get in at the top of the market.

The pain of having missed the opportunity of alifetime iswhat drives the
procrastinators to their final, desperation move. In contrast, those many millions of people
who never heard about the particular investment until it made 80% of its move don’'t pay
much attention. They heard about it too late. They don’t get into self-recrimination mode.

Thisis not true of the handful of people who found out early, pretended that they
would buy “if it ever drops again,” and watch in agony when it keepsrising. They are the
people who come in at the top of the market because of the pain of having known early,
having done nothing al the way up, and deciding at last to get in.

NOT JUST GOLD

What I’m describing here applies to every investment that becomes the focus of a

mania. As the maniaincreases, the early comers who did nothing become the most

frenzied buyers at the end of the bull run.

| also believe that it’s better to buy gold coins than gold shares for most investors.
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Thereislessleverage with the coins, but there is a steady market. The U.S. government
mints gold coins. Thereis stability here, though less leverage.

KNOW THYSELF

If you'reinterested in learning more about gold for philosophical reasons, you' ve
come to theright place. If you are reading this to find out how to make money, you have
come to theright place. But if you are reading this as a bystander who wants to see other
people get rich by taking action, while you sit on the sidelines and watch, it is best that
you click the link at the bottom and get off the list.

Aslong asyou don't really care when other people will make alot of money from
information that you knew about, then this newsletter will be safe for you. There are good
reasons to learn more about gold other than making money with this knowledge. Thereis
more to gold than making money. Gold serves as one of the pillars of our economic
liberty. It's good to know about gold even if you never invest iniit. It's like the Second
Amendment: you don’t have to own agun in order to benefit from the Second
Amendment. (But it helpsif you do.) So, some of my reports will be so informative about
gold and monetary theory that they will be positively boring to thousands of subscribers.

As an editor, | want subscribers to my newsletters and websites. It’s as easy to
send out a newsdletter to 10,000 people as 1,000 or 100, thanks to Web software. But, as
someone who wants to help people, | don’t want subscribers on this mailing list who are
likely candidates for the “1 knew! | knew!” syndrome. They stay paralyzed until the top.
Then they buy.

Hereisthe deal: if you want to make money from gold, you must own gold or
gold-related assets. | know that it sounds silly to say this. | mean, | would not bother to
tell a person who dreams of winning the lottery that he has to buy aticket. He knows. But
with gold, people really don’t know. They say they know better, but they don’t. They
think they can make more money later by buying in later. They don’t recognize the fact
that they won't buy on the way down. They will always wait for another dip. They will
buy only on the way up -- way, way up.

Thelogic of gold stays the same. The supply may change, due to government

dumping (called gold-leasing). Or demand may change. But the logic of gold stays the
same. | will cover the logic of gold in this newdletter.
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| want subscribers calmly to decide to buy gold coins and hold them, and also to
buy gold shares and eventually sell them. | just don’t want my readers who refused to buy
to wind up buying from my readers who did buy and who are now selling into the mania.
Y ou must know yourself. Y ou must assess the effects of a gold mania on your future
investment decisions. Y ou must take steps now to head off any mania-induced investment
strategy. | don’t want you to get hurt because of this report.

CONCLUSION
Y our action steps today include these:
1. Decide why you want to read this newsdl etter.
2. If you want to make money, distrust fiat money.

3. If you want to learn more about the economics
of gold, stay onthelist.

4, If you aren’t ready to buy gold or gold shares,
decide a buy price -- below today’ s market or
above -- and place an order with a broker.

5. If you are not convinced yet, but you want to
learn more, stay on the list.

6. Finally, if you want to make money in the gold
market, but you are not willing to buy until the
price goes back down to [$xxx], and you are
also unwilling to place an automatic purchase
order with a broker at this price, then it really
would be best if you avoid gold. | don’t want
you to get hurt in the mania. Trust me: you are
playing with emotional fire.

| don’t want to lose you as areader, but I’ d rather lose you than hurt you. Know

your limitations. If the tremendous profits that you almost had -- “coulda, woulda,
shoulda” -- will drive you to buy when you should stay on the sidelines, stop reading.
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GOLD AT $3,500 BY 2013?

| wrote the original version of this chapter in 2005. When we think of gold’s price
at $850, we think of 1980. That was a bad year. There had been reckless expansion of
money under the Federal Reserve Chairmanship of G. William Miller, who everyonein
1980 wanted to forget, and generally the public has. He is remembered, if at al, mainly
by his appearance at a Washington costume party, dressed in a Batman suit. Paul Volcker
replaced him in August, 1979, and the FED then slammed on the money breaks. The
flame-out of gold and silver took place in January, 1980. Then, down, down, down for
over two decades.

The FED under Volcker brought monetary inflation under control long enough for
price inflation to recede. It took back-to-back recessions, 1980/1981 to accomplish this. It
also took Ronald Reagan’ s reduction in top marginal income tax rates. We forget about
his desperation hike in Social Security taxesin 1983, when SSI technically went
bankrupt, and the large tax hike in 1986, known as TEFRA.

We have seen the triumph of the dollar and the collapse of Communism. We have
seen the rise of America as the only superpower. All of thislooks likeit’'s forever. But
nothing is forever. The futures markets being what they are, forever is about as secure as
the NASDAQ wasin early 2000.

| have been watching the gold wars since about 1963. That is 45 years. It'smy
entire adult life. Old men lament, “What | have seen!” Well, | don't think I’ ve seen
much yet.

What one generation saw, 1910-1950, was something to be seen. In the America of
1910, there was no Federal Reserve System, no income tax, and afull gold coin
standard was in operation. There had been neither World War | nor World War 11. The
following names were unknown: Lenin, Hitler, Mao.

My teacher Robert Nisbet put it best. In 1913, the year of his birth, the only contact
that the average American had with the Federal government was the Post
Office.

That was then. Thisis now.

35
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THE AMERICAN EMPIRE: EASY COME, EASY GO

We live in what appears to be era of the American empire. Three events have made
thiseravisible: thefall of the Soviet Union (December 31, 1991), September 11, 2001,
and the fall of Iraq (March, 2003). The question is: How long will it last?

If Europe were still the main competition, the answer would be ssimple: along
time. Europeisin decline. Its population statistics reveal this. Muslims are replacing the
original inhabitants. Europe is no longer where the challenge will come from. Asiais. |
think the Europeans know this.

Empires are noted for military strength at the beginning and fiscal weakness at the
end. The military budget grows as a percentage of the total budget.

Thiswill not be true of the American empire. The expenses of the welfare system
for the aged will swamp the military budget long before there is a significant military
threat to the United States. The fall of the American empire will be fiscal, asthe fall of
every empireis. But foreign occupation costs, military recruitment costs, and weapons
costs will not be the collective cause. The unfunded liabilities of actuarially unfulfillable
political promises will be. It will not be enemies at the gates who overwhelm the
American empire. It will be the army of politically armed economic dependents inside the
gates. Granny will bring it down. If you want a mental picture image of the end of
American empire, imagine aman dressed in uniform, holding an automatic rifle, being
pelted mercilessly by an old lady who is beating him over the head with her handbag.

SAME OLD, SAME OLD

In The Asia Times (July 15, 2003), John Berthel sen began with a conventional
survey of the Asian economy and America srolein it. The numbers were nevertheless
astonishing. American investors have become inoculated to these numbers -- abad sign.

The problem is Asia' s build-up of dollar reserves. Private Asian investors and
central banks have been buying dollar-denominated assets in order to keep their
currencies from rising against the dollar. The decision-makers don’t want their export
markets to fade. But, in effect, when governments and their central banks follow a policy
of debasing their currencies for the sake of their export markets, they have adopted a
foreign aid program for America. | call it the Marshall-san Plan. Berthel sen writes:
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At atime when the United States remains tightly focused on its domestic
economic problems and its international military adventures of the past two
years, Asia has been quietly running up an absolutely staggering surplus of
USdollars.

By the end of 2003, according to JP Morgan Chase economistsin Hong
Kong, the combined countries of Asia are expected to hold an astonishing
70 percent of the world' s currency reserves. In the past decade, they
estimate, Asia has added US$1.2 trillion to its US dollar reserves asit runs
up whopping trade surpluses with the rest of the world -- principally the
United States, whose annual trade deficit is expected to reach US$500
billion. Credit Lyonnais Securities Asia (CLSA) in Hong Kong put the
Asian reserves even higher, at perhaps $1.5 trillion.

These numbers are gargantuan. Y et it's much higher today. This appeared in the
Wall Street Journal (March 24, 2009).

The Haves and the Have Mores

Foreign-exchange reserves, in trillions; quarterly data
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Nate: Currencies have not been identified for another $2.67 billion in industralized countries’
foreign-exchange reserves and another 52.533 trillion in developing countries’ reserves,
Source: International Monetary Fund

http://tinyurl.com/dkh479
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Updating Senator Dirkson’s apocryphal comment, “atrillion here, atrillion there, and
pretty soon we're talking big money.” Back to 2003.

Is this a danger to the world economy? For many years, America's
strong-dollar policy served the world and chiefly the United States very
well. Their currencies cheap against the US dollar, Asian manufacturers
profited by making relatively inexpensive exports and selling them in the
United States at a healthy profit. In akind cat-and-rat-farm analogy, in
which the cats eat the rats, are skinned for their fur, and then are  fed back
to new rats, the Americans benefited by getting cheap goods that kept their
consumer-led economy roaring. The financial communities benefited from
the repatriation of those profits as the funds flowed back in a ceaseless
waterfall into US stock markets, treasury and corporate bonds,
money-market funds and other financial instruments.

WEell, as Pearl Bailey sang five decades ago, it takes two to tango. America's
formerly strong-dollar policy has been matched step for step by Asia s weak-currency
policies. When no currency offers unrestricted redeemability in gold coins, it'sal a
matter of comparison.

America’s supposedly strong-dollar policy was simply an extension of the
weak-dollar policy imposed overnight by the Federal Reserve and other central bankersin
1985: the Plaza Accord. There has been no significant reduction in the rate of American
monetary expansion since 1985, except for two years, 1994-95. Y ou can see the statistics
for money narrowly defined, 1990-2002, which reveals Federal Reserve policy better than
the broader definition of money. Y ou can compare FED policy with policies of the other
major nations. Check the figures for China, especially. Don't call this a strong-dollar
policy. Cal it aweak yuan policy.

http://bit.ly/WeakY uan

Thisisan Asian-subsidized program of accumulating reserves. The original
“Asian tiger” strategy of export-led growth, which is widely understood as the cause of
the enormous growth of Asia, 1950-90, is being imitated. The problemis, this
understanding was incorrect. That there were large numbers of exports is ungquestionable.
But these exports were made possible because of the low-taxation policies of the
governments, which freed up their economies as never before. Also, the import of
entrepreneurship -- “madein the U.S.A.” -- helped transform non-Communist East Asia.
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But government policy-makers misunderstood the cause of their nations’ economic
success. They adopted mercantilism as their explanatory methodology: export-led balance
of payments surpluses. China has especially been guilty of this faulty economic analysis,
which now dominates central bank policy.

China, whose share of exportsin total gross domestic product (GDP)
averaged 10.8 percent in 1985-89, now is producing exports at 28.4 percent
of GDP. South Korea s exports were at 23 percent during the same period
and now are at 54 percent of GDP. Hong Kong, then at 77.8 percent, is now
at 153.5 percent of GDP. These figures are being repeated across virtually
every economy in Asia. These exports continue to flow into the United
States despite a three-year economic downturn that, if rationality were to
prevail, should have slowed consumer purchases. The US Federal Reserve's
easy-money policy and record cutsin interest rates, however, have kept
consumers buying at a feverish pace, far too often on credit.

In contrast to European mercantilists of the 17th century, who sought the
expansion of their governments' gold reserves, Asian central have sought dollars.

The currencies of Asia, however, have almost all remained firmly tied to the
dollar, either through currency pegs, reserve boards or, asin the case of
Japan, as governments have bought dollars to keep their currencies static
and thus to preserve their terms of trade.

Despite the US attempts to talk the dollar down, Asian governments regard
any negative changesin their trade balances as inimical to their economies.
While supposedly loosening restrictions so that their consumers can
participate in a demand-led consumer revolution, Asiain fact is more
dependent on exports today than at any time over the past two decades.

Now, as always, Asian mercantilist policy must face the monetary results described
In the mid-eighteenth century by David Hume: a build-up of foreign exchange. A free
market would raise the exchange rate of the exporting countries. This would make Asian
Imports more expensive for Americans, who would have to pay more dollars to obtain
Asian currencies. Asian the central banks refuse to allow this market-produced
development. They insist on subsidizing exports to Americans. This policy comes at the
expense of domestic consumersin Asia and American manufacturers. It cannot go on
indefinitely. In theimmortal words of the late Herb Stein, the chairman of Nixon's
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Council of Economic Advisers, when something cannot go on, it has a tendency to stop.

But perpetual-motion machines don’t work. The monumental scale of

Asia sdollar reserves and the size of America' s deficit are starting to make
economists and strategists nervous. Wayne Godley, an economist at the
Levy Economics Institute in New Y ork, writes: “If the balance of trade does
not improve, there is adanger that over a period of time the United States
will find itself in a‘debt trap’, with an accelerating deterioration both inits
net foreign-asset position and in its overall current balance of payments (as
net income paid abroad starts to explode). Such atrap would call
imperatively for corrective action if it is not at some stage to unravel
chaoticaly.”

It has been widely reported that the US must take in about $1.3 billion a day
-- about $55 million an hour -- in foreign investment to finance its overseas
debt. If that river of money falters or dries up, the difference must be made
up by an inexorable fal in the value of the US currency. Indeed, if it had
stopped aready, the fall in the US stock markets since equities began to
lose their luster in 2000 would have been catastrophic.

The American economy is growing ever-more dependent on Asian investments
here. Berthelsen is correct: thisisthe result of central bank policy, not free market
entrepreneurship.

Certainly, Asia has been on abuying spree in US securities of all types.
Despite a three-year economic pause in the United States, Asians bought a
record $201 billion worth of long-term US paper in 2002. That includes
another record $97 billion in US government securities. Asian central
banks, with their enormous overhangs of US dollars, are increasingly doing
the buying.

AN APOCALYPTIC FORECAST

Berthelsen also reported on an in-house report by Christopher Wood, an economist
for Credit Lyonnais Securities Asia.

| had not previously heard of Mr. Wood. | am familiar with Credit Lyonnais, but
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not its Asian branch. What impressed me about the report is that it came from a

company that makes money by advising clients. It does not make its money selling
newsletters. This means that its recommendations are aimed at conventional people with a
lot of money to invest. Therefore, reports generated by such large retail organizationsin
the financial world tend to be reserved. Wood' s report was not reserved.

“S0 long as America continues to secure easy funding, there is no pressure
on policymakers in Washington to do anything other than run super-easy
policiesto try to keep their own consumer credit cycle going,” says
Christopher Wood, global emerging-markets equities strategist for CLSA
Hong Kong. “Like any profligate debtor, market discipline will only be
imposed on America when foreign investorsdemand an interest-rate
premium for owning dollars.”

Wood tends to grow apocalyptic. “The current trend can continue for a
while,” he writesin his 110-page first-half 2003 overview of the world
economy, published last month. “But the longer American excesses are
financed, the more inevitable will be the ultimate collapse of the US
paper-dollar standard that has been in place ever since Richard Nixon broke
with Bretton Woods by ending the dollar’ s link with gold in 1971. The
result will be amassive devaluation against gold of Asia’s hoard of
dollar-exchange reserves.”

The statistics then were really quite remarkable. Berthel sen summarized the
concentration of reservesin the central banks of a handful of countries.

Japan’ s foreign reserves currently total $496 hillion, followed by China at
$310 billion and Taiwan at US$170 billion, according to figures compiled
in April by the Hong Kong Monetary Authority. Hong Kong, with 7.5
million people, has reserves of $114 billion, nearly seven times the total
money in circulation in the territory. Other Asian treasuries are similarly
bulging with dollars.

To hiscredit, Wood calls a spade a spade: mercantilism. Thisis one reason why | am
impressed with his overall analysis.

“Asian central banks could abandon their mercantilist policies. They could
let their currencies rise, which is what would happen given Asia’ s high
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savings rates if market forces were alowed to prevail. Thiswould in turn
boost Asia s consumer demand cycle. Thisis also what should be
happening from atheoretical standpoint, as satiated American consumers
have aready borrowed alot and need to rebuild their balance sheets.”

American consumers have no realization about what is happening, nor should they.
They go into Wal-Mart, and they buy imports from China. It is not their
responsibility to assess the impact of their purchases on the balance of payments, the
build-up of Asian central bank reserves, or anything else that economists love to chatter
about. They buy their items and walk out of the store. Before they start their cars
engines, Wal-Mart has re-ordered the items they bought. Why not? Wal-Mart is being
subsidized by Asian central bankers.

In the old Saturday Evening Post, there used to be aregular column modeled after
a baseball pitching analogy, “The Long, Slow Curve. . . and Then the Fast Break.” Here
comes Wood' s fast break.

Then, turning truly apocalyptic, Wood predicts that by the end of the decade
there will no longer be a possibility that the world' scentral  banks can
control the situation, and there will be atruly massive devaluation of the US
dollar. “The view hereisthat the US dollar will have disintegrated by the
end of this decade. By then, the target price of gold bullion is US$3,400 an
ounce.” That isroughly 10 times gold’s current level. If that were to
happen, Asia’s holders of dollars would be forced to start selling them or
see their own reserves collapse. If they start to sell them, the price of
America s paper will fall even faster.

Think about this estimate: gold in the mid-$3,000 range. Berthel sen summarizes:

That istruly apocalypse now, or in 2010. Isit possible? The policymakersin
the administration of President George W Bush in Washington are far more
sanguine. They regard economists, often said to be the only field in which
two individuals have shared the Nobel Prize for saying exactly the opposite
things, to be basically irrelevant, and presumably by extension strategists.
The administration, facing an election in ayear and a half, and the Federal
Reserve intend to keep the party going if they can.

http://www.qgar ynor th.com/snip/823.htm

www.GaryNorth.com



http://www.garynorth.com/snip/823.htm
http://www.GaryNorth.com

The Gold Wars 43
CONCLUSION

On the fringes of opinion from the fringes of Asia has come aremarkable
prognostication. If it turns out to be correct, then the world of international commerceis
going to hit abrick wall sometime in the next ten years, a brick wall so thick that it might
even affect the price of real estate in Northwest Arkansas.
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Chapter 8

GOLD ISA POLITICAL METAL

If | wereto write areport called The Copper Wars, it would not attract many
subscribers, even for free. The Slver Wars might attract afew more, but not many. But
The Gold Wars has been read by tens of thousands. Why?

When | imply that there is awar against gold, gold bugs with silver hair nod in
agreement. When | say that the government is opposed to the public’ s using gold coinsin
exchange, gold bugs understand exactly. They see that the war on gold is awar of
government officials against private owners of gold.

When | say that gold is a political metal, | mean more than the obvious fact that
gold has political ramifications. | mean something more significant. | mean that gold has
always been intertwined with politics, that gold, alone among metals until the success of
the Manhattan Project added uranium to the list, has been the uniquely political metal.

In some societies, we can speak of “the silver wars.” China used a silver standard
for generations. The same was true in the colonial United States. “ Pieces of eight” were
Spanish silver coins that served as America s primary currency until the mid-nineteenth
century. (The most detailed and accurate Constitutional history of American money is
Pieces of Eight, by Edwin Viera. The older, shorter edition is more suitable for normal
people. The two-volume edition at 1,600 pages is not aimed at normal people; it's aimed
at legal historians. At $400 a set on the used book market, few will read it.)

After the end of the Napoleonic warsin 1815, Western European governments
moved to the gold standard for international commerce. This made the gold standard the
domestic monetary standard, too. But because governments adopted fixed prices between
gold and silver -- price controls -- their laws would drive one or the other metallic coinage
out of circulation. The legally overvalued money metal coins stayed in circulation. The
legally undervalued money metal coins went into hoards, the black market, or were
exported. This, of course, is the inevitable consequence of price controls: shortages of the
item whose legal price is below the market price. Gresham’'slaw -- bad money drives out
good money -- is merely an application of the law of price controls.
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WHY POLITICAL?

Political rulers throughout recorded history have asserted a monopoly over money.
They have argued that the State possesses |egitimate authority over the creation and
distribution of money. Because gold and silver have been widely used as money metals,
the State has asserted control over the monetary uses of these two metals.

Thisisthe origin of the war against gold. Gold is widely recognized and desired as
an investment. It is a highly marketable commodity. This was far more true in 1913 than
it istoday. Prior to the de-monetization of gold, which began in 1914, a person could take
agold coin anywhere where international trade was common and buy just about anything.
It did not matter which ruler’ s image was on the coin. The coin was valuable because of
its gold content. The image may have helped to convey information about the coin -- so
much gold of a certain fineness -- but the face on the coin had merely a brand-name
recognition effect. The British gold sovereign was so widely recognized that James Bond
carried sovereigns as late as the mid-1960s. In From Russia With Love, the coins were in
the booby-trapped briefcase. The ruler’ s image verified the quantity of gold in the coin. It
did not add value except as akind of Good Statekeeping Seal of Approval.

Gold' s value is not independent of governments. This is because governments buy
and sell gold. This activity affectsits price. Gold' s value is also affected by laws against
the circulation of gold coins. The Soviet Union had such laws. So did the United States,
1933-1974. But gold’ s value as amoney metal can exist independently of a government’s
actions to subsidize or stigmatize gold’ s use as money. Gold circulates as money precisely
because it has a value independent of government policies. Or it did. It no longer does.
Gold has been de-monetized by governments and their acolytes, the economists.

Aswith any scarce resource, gold moves to those holders who bid highest. The
more widespread gold’ s use as money becomes, the more likely that trade will accompany
gold. Gold reduces risk by reducing the likelihood of default or fraud on the part of the
State or its licensed agents, fractional reserve banks. A government can go bankrupt, but
its gold coins will still circulate at gold’s market value. The same istrue of any coin-
issuing agency. The gold may be marginally more or less valuable in a particular form
because of the degree of recognition of the producer, but a government that accurately
certifiesits gold coinswill find that its coins circulate at full value even if the government
itself faces bankruptcy or extinction.

Gold’ sindependence from the fate of governments points to a political truth that
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governments despise: governments are not the source of the value of gold. To the extent
that gold is money, gold testifies against the sovereignty of the State in the realm of
money. It testifies to the sovereignty of consumersin afree market. The free market, not
the State, is the primary source of gold’' s exchange value.

This means that consumers can escape from the State' s anti-consumer policies.
They can buy gold. This provides them with international money, black market money,
and “hoard it and spend it later” money. It provides one group of citizens with the
personal escape hatch from the effects of government power-seeking. Which group?
Political skeptics who do not trust the government’s money.

In olden days, this escape hatch was an insult to a king, whose face was on the
coins that he was debasing by adding metal of lower value. The king wanted to increase
his spending, but there was tax resistance. So, he would call in the old coins, melt them,
add cheap metal, and try to spend them into circulation at the old rate for coins with
higher gold content. The plan never worked. The new coins would always fall in value.

This enraged the government. It made theft through deception less effective. The
citizens who spotted the fraud early would buy gold by exchanging the debased new coins
for old gold coins, leaving the less perceptive, more trusting citizens holding depreciated
new coins. Private citizens did what the king was trying to do, and this invasion of the
king's asserted prerogative to steal enraged kings for centuries.

Today, there are no kings, other than “King” Farouk’s famous kings of clubs,
diamonds, hearts, and spades. But politicians still play the old games, and play it much
better. They want the monopoly of theft that comes from passing the new, counterfeit
money to the suckers (citizens) at yesterday’s lower prices. So, when afew of the
recipients of the new, phony bills and credit money start unloading them to buy gold, the
politicians take action. They do not want to share the benefits of being able to buy at
yesterday’ s prices with today’ s more plentiful money.

When gold’ s price rises steadily when there seems to be no war imminent or other
international disaster, people start looking for areason. The main reason is that the
government isinflating. If gold’s priceisrising in one currency but not others, thisis
additional evidence of policies of monetary inflation.

The government wants people to believe in “something for nothing.” It wants
people to believe that digital money creates wealth. But if one group seeksto gain a
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disproportionate share of wealth by exchanging fiat money for gold, only to see gold’'s
price rise, the politicians try to stop this. They cry out against “ speculators’ who are
“acting against the public interest” by “profiting at the expense of widows and orphans.”
Thisis amore acceptable way of saying: “ These private amateurs are invading our turf in
the ever-profitable business of looting widows and orphans.”

A rising price of gold islike atrip-wire alarm that announces: “The politicians are
at it again. Bolt down the furniture.” Itisasignal, published in the newspapers, that there
Is something untrustworthy about the central bank’s monetary policies. It alerts
entrepreneurs to start buying goods before prices rise further. So, pricesrise even faster.
This makes it even more expensive to buy votes with fiat money. The new money buys
fewer of the goodies that politicians hand out to buy votes.

The skeptics who say “the government should never be trusted” get rid of the new
money and buy at yesterday’ s prices. The trusting souls who say, “The government is our
friend” hang onto the money, only to seeit fall in value. The skeptics win; the State-
trusting citizenslose. Thisis an affront to the politicians. It raises the cost of trust.
Economic law then takes over: “At a higher cost, lesswill be supplied.” More citizens
begin to distrust the government.

The politicians deeply resent this aspect of gold, for the same reason that a burglar
resents the widespread installation of burglar alarms.

THE CAMPAIGN AGAINST GOLD

The State has adopted several strategies in undermining the use of gold as coinage.
Here are afew of the more common strategies.

1. I ssue paper 10U’ sfor gold, called gold certificates.

2. | ssue more of these certificates than thereis gold to redeem
al of them on demand on the same day. “ Suckers!”

3. Allow commercial banks to do the same thing. “ Suckers!”

4, Create a central bank that stands ready to issue gold to ball
out any bank that experiences a gold run.
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Allow commercia banks to suspend redemption of gold
during a national emergency. “ Suckers!”

Allow the central bank to confiscate the gold of the now-
protected commercia banks. “ Suckers!”

Make the ownership of gold illegal for citizens.

Create a gold-exchange system internationally in which
foreign central banks buy interest-bearing bonds from one or
two countries that back their currenciesin gold: IOU’sfor
central bankers.

Create a central bank for central banks that will lend gold
during anational bank run. Call it something other than a
bank, such as the International Monetary Fund.

Suspend gold payments to foreign central banks when too
many of them catch on that there are more 10U’ s out there
than gold to redeem them. “ Suckers!”

Persuade all of the other central banks to store their gold in
the senior branch of a central bank whose nation used to
redeem gold on demand by foreign governments, but which
defaulted decades ago. “ Suckers!”

If the price of gold rises, calling attention to the monetary
fraud of legalized counterfeiting, sell some of this gold to the
grandchildren of those trusting citizens from whom you stole
the gold. But call the sales something else, such as gold
leasing. Don’'t reveal areduction in the official reserves of
gold.

Allow central banks make a substitution: written promises to
pay gold, issued by private organizations called bullion banks,
instead of actual gold.

Wait for the price of gold to rise, thereby bankrupting the
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bullion banks, which will not be able to repay. These are all
corporations, and so enjoy limited liability benefits. No one
goestojail.

In thisfinal scenario, who wins? All those people who bought gold while the gold-
leasing operations lowered the market price of gold.

Today, the central banks' gold is steadily being repatriated to private owners. The
central banks are subsidizing the future net worth of gold buyers.

When there isfinally no more gold to lease, or when central bankers at long last
figure out that IOU’ s issued by recently bankrupted gold bullion banks are not really what
central bankers need to establish public confidence in their forecasting abilities, the price
of gold will skyrocket. At that point, the public will decideit’stime to buy -- at high and
rising prices.

Those who have already bought will then look at the rest of the population, which
failed to buy while the buying was good, and very quietly, in private circles, issue their
unofficial assessment: “Suckers!”

THE SHORT RUN

Politicians are guided by the short run. Central bankers take alonger view than
politicians, but ultimately, they are the handmaidens -- if that’s the correct metaphor -- of
the politicians. They do what they are told during a political crisis.

Politicians care nothing about gold today. Thisis something new. Thiswas not true
in 1971 or 1931. The economists care just as little. What gets politicians’ attention is the
interest rate. The sameistrue of investors. So, the central bankers can play games with
gold, lending it at 0.3% per year, asif this were awise move. Of course, this arrangement
isawhale of adeal for bullion banks, which borrow low, sell the gold, and lend high.

But what about the day of reckoning? What about when gold starts up, and bullion
banks cannot afford to buy it back and pay off the central banks in the commodity
borrowed? Central bankers don’t care. They think that gold will never again be afactor in
the monetary affairs of mankind. When they think “never,” they mean in their lifetimes.
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They may be right. But the lifetime of one generation is short compared to the
affairs of mankind.

Events will speed up and opinions will change fast when the public at last figures
out that they have once again been the victims of the government’ s experts. They will see
the price of gold rise. They will once again pay attention to the price of gold. Thiswill
focus attention on monetary policies. Thiswill put central bankersin the place they hate
to be: the spotlight.

But, in the meantime, central bankers can create short-term losses for the long-
term winners. They can sell (Ilease) more gold and turn gold price increases into spikes.
They can scare off most gold investors for along time: skeptics who don’t have deep
pockets. They can restrict the speculative gains and increase the set-backs by dumping
gold.

They will do this. Count on it. Central bankers do not want to let the public know
that “the public’s gold” (ha, ha) is gone, that it has been sold to jewelry wearers and
industrial manufacturers. The game must go on, but arising price of gold reveasthe
corruption and deception of the players who make the rules.

What is happening, unseen, is that what was the public’sgold in 1913 is being sold
back to them. The whole idea of “the public’s gold” was a sham from day one, away to
get the suckersto turn over their gold for IOU’ s issued by commercia banks or
governments. Deposit by deposit, the public’ s gold was turned over to professional liars
and counterfeiters: fractional reserve bankers and politicians. When the gold was
confiscated by central bankersin 1914 and 1933, in the name of “the public good,” the
public ceased to own any gold. The entire notion of “the public’s gold” that isheld in
trust by the government and the central bank isthe very reverse of the actual situation.
The public’s gold ceased to be the public’s gold when it became “the public’ s gold.”

CONCLUSION
The common man will lose. He always loses when fraud is legalized by the
government. The common man wins only when markets are free, contracts are enforced,

and fraud is prosecuted. None of this applies to the gold market because the State asserts
a higher law than the law of contracts: the law of State sovereignty over money.

