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• 5 forces that will 
steamroller the dollar

• How to profi t even 
when other investors 
are getting hammered 

• The new Bull Market 
in gold!

It’s absolutely mind-boggling. For the fi rst time 
in history, the U.S. government’s national debt—
the accumulation of past budget shortfalls—has 
reached a new high according to the Treasury 
Department: a whopping $7 trillion.

This is the biggest debt accumulated by any 
nation in history.

The skyrocketing debt has already had a 

tremendous impact on the value of the U.S. dollar 
in recent months. Investors around the world see 
the fi scal mismanagement taking place in the 
United States, in both public debt and consumer 
debt.

In fact, total debt (public and private) in the 
U.S. is a staggering $22.4 Trillion, according to 
the Federal Reserve. That’s why the value of the 
U.S. Dollar has fallen so sharply in the past 18 
months.

One of the best ways to see the depreciation of 
the dollar is to look at the sharp rise in the price 
of gold. Gold is bought and sold in U.S. dollars, all 
over the world. When the value of the dollar drops, 
the price of gold rises. The 59% jump in the last 36 
months is only the beginning. 

The U.S. Dollar is in REAL trouble. Despite 
the economic “recovery,” our country is facing 
hard economic times—the Bush Administration 
is suffering the biggest job loss since Herbert 
Hoover. Even worse, the slow job growth will 

James DiGeorgia, Editor

   “The U.S. National Debt 
just topped $7 
Trillion for the 
fi rst time ever!

“It’s time to start worrying 
about a Dollar crisis...and
time to start buying gold!”
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hit tax revenues hard and further increase the 
skyrocketing Federal Debt. It’s a vicious circle 
that’s only being worsened by the cost of the 
war and occupation in Iraq, and the War on 
Terrorism.

The dollar may be heading towards a 
staggering crisis that sends it plummeting in value 
while sending gold to $1,000 or more. And this is 

just one scenario that can send gold to $1,000 an 
ounce—and higher—in the next few years.

Scary? Not if you’re positioned to profi t from it.

Big changes are coming in the markets. So big, 
in fact, that I’ve launched this newsletter just to 
focus on them. If you’re positioned properly, you 
can make a fortune in the next couple of years 
by riding these waves. If you’re not, you can be 
crushed.

This isn’t the fi rst gold newsletter I’ve ever 
edited. You might be familiar with my previous 
letter, the Silver and Gold Report. My subscribers 
made as much as 40.4% in six months... 75% 
in little over 30 days... even 243% in only two 
months! 

But I stopped editing it in 1997 because I saw 
that the precious metals markets were going flat... 
and equities were about to boom. So I started 
the 21st Century Investor newsletter, focusing 
primarily on stocks. It’s been a huge success. 21st

Century Investor has delivered a steady stream 
of profi table recommendations since its inception. 
In the last 12 months, its cumulative gains have 
amounted to 2,472%, thus making it the most 
profi table newsletter in the world.

Now it’s time to start gathering profi ts from 
metals and energy again. That’s why you’re 
reading this letter today.

Paradoxically, the tremendous opportunities 
before us are the result of forces that are going to 
hurt a lot of people. Many investors were smacked 
hard in the bursting stock bubble a couple of 
years ago. But this is nothing compared to what’s 
coming—a collapse of the dollar itself.

There are powerful forces gathering strength 
against the dollar. Some are political, some are 
economic, some are even religious. There are so 
many that it will take several issues of the GEZ 
just to mention them all. But for now, I’ll say 
this...

The dollar is going to get steamrollered 
over the next few years, and it’s crucial for 
you to understand what’s going to happen. 

That’s the only way you’ll know how to protect 
yourself, and even profi t, during the coming dollar 
crisis. We’ll start with...
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Dollar Steamroller #1: 
Jobs fl eeing overseas

Even if there were no debt crisis... or annual 
government defi cit... or any other problems, our 
economy would still be undergoing a massive 
change: outsourcing.

You’ve read about it in cover stories of national 
magazines like Time, Fast Company, and Wired. 
You’ve heard angry rants about it on radio talk 
shows. And you’re probably going to see some 
politicians pounding the podium, trying to win 
votes by promising to stop it.

In a world where everybody is connected by 
telephone and the Internet, American companies 
are cutting costs by outsourcing anything they 
can. Software engineering and development. Call 
centers. Accounting services. Technical writing. 
Even medical services such as radiology. All these 
jobs, and more, are going overseas, mostly to 
India but also to the Philippines and other Pacifi c 
nations.

These countries have educated work forces, 
and for the most part the people speak acceptable 
English. Many Americans tend to look down on 
non-Western countries, assuming that nobody 
could write software or read an x-ray as well as 
we can. 

Not so. For example, the Carnegie Mellon 
Software Engineering Institute rates companies 
that create software. It measures their adherence 
to standards for software development processes: 
basically, it rates the quality of the software that’s 
produced. Level 5 is the highest possible rating, 
and usually requires several years of strenuous 
effort for a company to achieve it. Only about 70 
companies in the entire world have scored a 5—
and 50 of them are in India.

According to the Gartner research fi rm, 1 out 
of every 10 technology jobs in the U.S. will be 
overseas by the end of this year.

Why is this happening? An American 
programmer costs $50,000 per year, plus benefi ts, 
taxes, and so on—but an Indian programmer can 
live like a king on $500 a month. Indian families 
can hire live-in servants (maids, dishwashers, etc.) 
for a mere $35 per month.

Outsourcing will continue to be attractive to 
American companies for as long as this imbalance 
continues. I think Congress will make some noises 
about it and pass a law or two, but this won’t 
accomplish much: outsourcing is too pervasive and 
too hard to control. Congress couldn’t stop our steel, 
textile, and other industries as they went overseas, 
so it’s hard to see how they can stop white-collar 
work from following.

If you don’t work in an affected industry, you 
might think this trend isn’t important to you. Not 
true: it affects all of us. Outsourcing is profi table 
because the dollar is so overvalued compared to 
other currencies. If a dollar wasn’t worth so much 
in New Delhi or Bangalore, then workers there 
would demand more of them as wages.

Lots of commentators complain about 
outsourcing, but I have yet to see anybody who 
correctly recognizes the root of the problem. 
Ultimately, our economy will continue to bleed its 
jobs to other countries until the dollar is weakened. 
Until that happens, American companies will 
be able to buy dirt-cheap labor elsewhere, and 
outsourcing will continue. 

My prediction: unless politicians pass harsh 
laws against it (which will create its own set of 
problems), outsourcing will continue to gain steam. 
Jobs will leak, and then hemorrhage, out of our 
economy. As the economy sinks, the dollar will be 
sucked down with it.

Dollar Steamroller #2: 

International trade defi cits

Goods, services, and capital all flow freely 
across national borders today. A nation’s economic 
health can be measured by tracking its imports vs. 
its exports.

A strong, healthy economy will produce goods 
and services, as well as consume them. A weak 
economy will consume more than it produces. 

For many years now, the United States has 
been a net consumer. This hasn’t always been the 
case: as late as 1982, the U.S. was a net creditor to 
the world of $147 billion. But no more.

In 2003, we ran a yearly trade defi cit of $489 
billion. This was up 17% from 2002, which was a 
record year in itself. Look at this graph:
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Since 1980, we’ve racked up over $3.5 trillion
in cumulative trade defi cits:

Why is this bad? 

Think of each nation in the world as being one 
family, or household. Some of the people in each 
family earn money, whether through jobs or owning 
businesses—so each household has income. But all 
of the people in each family are consumers: they 
eat food, wear clothes, etc., so family members buy 
these things. Each household has money coming in, 
and money going out.

A household that’s doing well has more money 
coming in than going out. This allows the family to 
save or invest the money for the future. 

On the other hand, a household that’s doing 
poorly will be spending more than it’s earning—
more money is going out than is coming in. Over 
the long term, this family is headed for disaster.

A family in this situation has a net outflow of 
cash each month. Where does this money come 
from? The family either has to draw down its 
previous savings, or borrow from others—and 
either choice leads eventually to bankruptcy.

For two decades, the U.S. has been spending 
more than it’s been earning. In 2002, our trade 

Latest prices as GEZ goes to press—
March 15, 2004

Comex spot contract: silver $7.12, gold $398.70
Nymex spot platinum: $913.00, palladium $282.00
Nymex Light Sweet Crude Oil $36.19

           

Silver coins

100 1 oz. silver American Eagles              

100 1 oz. common rounds

$1,000 face value US pre-1965
    coin bag (circulated)

$1,000 face value US circulated
    silver dollar bag (VG or better)

US Morgan silver dollars   PCGS MS64
   PCGS MS65
   PCGS MS66

Platinum coins

U.S. Platinum Eagle: 1 oz.
   1/2 oz.
   1/4 oz.
   1/10 oz.

Gold coins

Australian Kangaroo
British sovereign  (Kings)
   (Elizabeths)
Canadian Maple Leaf
Credit Suisse 1 oz. gold bar
Mexican 50 peso Centenario
South African Krugerrand

US Gold Eagle:  1 oz.
   1/2 oz.
   1/4 oz.
   1/10 oz.

US $20 double eagle:
Liberty  Raw MS60
  NGC MS63
  NGC MS64
  NGC MS65
Saint Gaudens Raw MS60
  NGC MS63
  NGC MS64
  NGC MS65

Prices courtesy of Finest Known, Boca Raton, FL.
(800) 806-3468.
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$530
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$795
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$65
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$965
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$295
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$412
$496
$415

$416
$219
$112

$49

$510
$740

$1,450
$5,550

$500
$600
$795

$1,250
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defi cit was 4.0% of GDP; in 2003, it was 4.5%. As 
you saw in the previous graphs, it’s even been 
accelerating over the last few years, so we’re on 
track to have a $500 billion trade defi cit in 2004.

These accelerating trade defi cits are 
unsustainable. Capital is pouring out of our 
country into the pockets of others. But the well 
will run dry sooner or later.

So far I’ve portrayed the problem as 
overconsumption. That’s true, but it’s not the 
whole story. Although we as a nation save too little 
and spend too much, there’s a bigger problem...

The dollar is overvalued!

We can buy so many imports because the dollar 
is high relative to other currencies. An overvalued 
dollar makes imports cheap, while our exports are 
made expensive for others to buy. So naturally, 
imports dominate over exports.

The trade defi cit will continue until the dollar 
is devalued. Put another way, the defi cit will put 
increasing downward pressure on the dollar, until 
the dollar sinks far enough to correct it.

Why hasn’t this happened yet? To see why, 
we have to go back a few decades, when Western 
nations were still on the gold standard.

In the past, under the gold standard, trade 
defi cits were self-correcting. In theory, a nation 
that overconsumed would eventually go bankrupt, 
as more gold flowed out than came in. But it never 
came to that point.

As capital in such a country decreased, its 
ability to buy imports would lessen. Plus, its 
economy would sour. Jobs would be lost, purchasing 
power would sink, and prices would decline as well. 
This made goods and services cheaper, and more 
attractive for export, so exports would rise. Also, 
other nations would now be flush with the gold 
that had previously come out in trade, and so 
would be more willing to buy the exports. 

So imports would decrease and exports 
increase—and the trade defi cit would be corrected.

Today, the gold standard has been abandoned, 
and with it, this self-correcting mechanism. Now, 
currencies “float” against each other, and the 
situation becomes more complicated.

Dollars can be, and are, created at will by the 
Federal Reserve. We’ll talk more about the Fed in 
later newsletters, but for now understand that the 
Fed can create, out of thin air, as many dollars as 
Congress wants, whenever it wants.

The discipline of the gold standard is gone. As 
long as other countries will accept dollars, we can 
make more to give them. It’s a pretty good racket if 
you think about it: they give us valuable items like 
cars, electronics, clothing, and raw materials, and 
we give them back... freshly printed slips of green 
paper. Hundreds of billions of them, and there’s an 
infi nite number more where those came from.

You’d expect people in other countries would be 
reluctant to accept them. Lately, they have been: 
that’s why the dollar has crashed 30% against the 
euro in the last 2 years, for example. But other 
governments are trying to prop the dollar up. In 
an effort to maintain their own positive trade 
balances with the U.S., they want their currencies 
to be weak relative to the dollar, so they’re selling 
their own currencies and buying dollars. This goes 
on today on a massive scale: the Japanese central 
bank alone bought almost $100 billion just in 
January and February. 

We haven’t seen the true effects of our trade 
imbalance yet, because foreign central banks are 
soaking up the extra dollars. But this can’t last 
forever. On March 2nd, Alan Greenspan warned: 

By doing this, foreign central banks are 
wrecking their own economies. They can’t 

keep this up much longer.

Sooner or later, central banks are going to 
stop propping up the dollar. Then we’ll see the full 
effects of our trade defi cit: we’re overspending and 
overconsuming by hundreds of billions of dollars 
each year, and their full impact will fi nally come 
crashing home.

Dollar Steamroller #3: 
Out-of-control defi cit spending

We’ve talked about external trade—now let’s 
talk about internal spending.

We’re on track to have a $520 billion defi cit this 
year—by far the biggest spending orgy Congress 
has ever indulged in. But that’s only the offi cial 
number—the real number is much higher.

If you look at the actual debt the U.S. 
government is ringing up day-by-day, the situation 
is far worse. For example, during the month of 
February, our debt increased by $82.709 billion. 
That’s over $2.95 billion per day... or $1.076 
trillion per year.

And it gets worse. According to the Federal 
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Reserve, not only is the U.S. national debt growing 
each year, its rate of growth is also accelerating. 
In 2002, our debt grew by 7.6%, which was bad 
enough. In 2003, it grew by 10.9%. How much will 
it grow in 2004?

Why isn’t the public told about the true 
numbers? This is the part that really makes my 
blood boil. Politicians and regulators have been 
pounding the podium lately about corporate 
chicanery. Lots of famous CEOs and other 
corporate executives are going (or are about to go) 
to jail right now, for lying to their stockholders and 
the SEC. And rightly so—these crooks should be 
locked up. 

But Congress pulls the wool over the public’s 
eyes even worse. Our government cooks the 
country’s books on a far bigger scale than any 
Enron or WorldCom—an accounting flim-flam 
literally hundreds of times bigger than any 
corporation ever dreamed of. But no politician lets 
out as much as a peep about it.

For example, the Social Security and Medicare 
programs collect billions more in taxes than they 
pay out in benefi ts. This excess was designed to 
store up funds for the inevitable retirement of the 
baby boomers. When the boomers retire, the ratio 
of workers to retirees will decline, and there won’t 
be enough people working to support the retirees... 
so the government is collecting extra money now 
and storing it in a trust fund, for later.

Or so they tell us, anyway. In reality, Congress 
is spending the money instead... and depositing 
IOUs (Treasury bills) in the trust fund in its place. 
This of course reduces the offi cial amount that the 
government has to borrow on the open market to 
fi nance its out-of-control spending.

Who is Congress borrowing the money from? 
The trust funds are government accounts. The 
government is borrowing from itself, promising to itself, promising to itself
pay itself back later... and if you think that makes 
no sense whatsoever, you’re right. Who’s really
going to have to repay this debt? The taxpayers—
and that’s you and me.

How high is this mountain of debt that we’ve 
accumulated? In a country of 290 million people, 
our government debt as I write this is $7.1 trillion. 
That’s $24,482 for every person in the U.S. So 
you already owe over $24,400... and so does your 
spouse, if you’re married... and so do each one of 
your children, if you have any.... plus each one 
of your friends and relatives, as well as their 
children... along with everyone else you know.

And every day the government adds more to 

the bill that you’ll eventually have to pay. Are you 
angry yet? 

Here’s the bad news. As bleak as it is, our $7 
trillion dollar debt isn’t even the worse problem 
we’re facing. That’s...

Dollar Steamroller #4: 
The $44.2 trillion abyss

I’ve already mentioned the problem that’s going 
to be created when baby boomers start retiring. 
Simply put, the following generations aren’t big 
enough to support the boomers in retirement.

Many people think that Social Security and 
other retirement “benefi ts” are a form of savings. 
The government takes money from your paychecks 
today, saves it for you, then gives it back to you 
when you retire.

This is incorrect—Social Security and other 
programs are pay-as-you-go. Money is transferred 
directly from the taxpayer to the retiree. The 
trust funds that I told you about earlier weren’t 
originally built into the system—they were added 
because the pay-as-you-go system is breaking 
down.

Why is it breaking down? Because you need 
three things for it to work: 

1. There must be a lot more workers than 
retirees...

2. The period of retirement itself must be 
fairly short, and...

3. The benefi ts themselves aren’t too costly. 

All three of these conditions are now falling apart:

1. Number of retirees: with 77 million people, 
the boomers are a large percentage of the 
population. When they retire, the number 
of retirees will double, while the workers 
supporting them will only grow by 15%.

2. Length of retirement: Social Security was 
created in the 1930’s, when the average 
lifespan was almost 12 years shorter than 
it is today. Also, the boomers are a very 
healthy generation. Advances in medicine, 
along with the boomers’ interest in health 
and fi tness, mean that they will live longer 
in retirement than any generation before 
them. Each retiree will be collecting benefi ts 
for many more years than the system was 
originally designed for.

3. Cost of benefi ts: Medical costs spiral higher 
every year. Just one prescription can cost 
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hundreds per month... and the costs of a 
nursing home are ruinous (according to 
GE Financial, an average nursing home 
now costs $57,000 per year). Assuming 
that Congress continues to expand medical 
benefi ts to meet rising costs—which it’s 
always been very enthusiastic about 
doing—medical costs for retirees will be 
enormous.

Of course, I’m not alone in recognizing all 
this. According to the National Center for Policy 
Analysis, the current revenue surplus for Social 
Security and Medicare will be gone by 2008. Then, 
more money will be required from elsewhere to 
meet obligations.

Yes, that’s just four years from now.
By 2013, 5 percent of all federal income tax 

receipts will be needed to maintain promised 
benefi ts. By 2020, it’s 17 percent. 2030, 36 percent. 
In 2040, two years before the “Social Security 
Trust Fund” is exhausted under current estimates, 
these programs will require 47 percent, or nearly 
half, of all federal income tax receipts.

Of course, it will happen sooner than that 
anyway. These numbers assume that Social 
Security and Medicare spend the money in their 

“trust funds” fi rst... but, as we’ve already seen, the 
trust funds are empty.

A couple of years ago, then-Secretary of the 
Treasury Paul O’Neill asked two economists to 
study this issue (Jagadeesh Gokhale, with the 
Cleveland Federal Reserve, and Kent Smetters, 
of the Wharton School of the University of 
Pennsylvania). They used a relatively new 
technique called “generational accounting.”

Generational accounting was originally created 
to fi x an important problem. The government 
plans its budget according to current revenues and 
expenses. But, many government programs collect 
money from people today, with the promise to pay 
back even more later. Unsurprisingly, politicians 
never thought to ask: how much money will we 
owe in the future, from all these programs that 
we’re creating? Will we owe more than we’ll be 
earning? 

So, in the mid-1980’s, an economist named 
Laurence Kotlikoff created this new accounting 
method. It considers everything the government 
expects to spend—Social Security benefi ts, debt-
service payments, salaries, and so forth—along 
with everything it expects to receive in taxes and 
other income. The calculations reach far into the 
future, and are put into today’s dollars.

This technique required Gokhale and Smetters 
to make many assumptions about the rate of 
growth of taxes, spending, medical costs, and other 
items. In general, they decided to be conservative, 
and use the government’s own numbers. In one 
vital aspect, they decided to be wildly optimistic: 
medical costs historically have grown 3% above 
GDP, but they only used 1% in their calculations.

Even with their unrealistically optimistic 
assumption, the result was staggering...

Long-term over the next several decades, 
the government is facing 

a $44.2 trillion defi cit.

That’s one-and-a-half times the GDP of the 
entire world. It’s also about what you’d get if you 
sold every asset in our entire country: every stock, 
bond, and piece of real estate. Everything.

(By the way, if you change their 1% assumption 
for medical costs to just 1.5%, you get $65 trillion 
instead. Not that it matters much...)

The analysis also showed that the problem 
grows worse every year. It works like compound 
interest, only in reverse. Every year that we don’t 
fi x the underlying problems, we add another $1.5 
trillion or so to the ultimate fi gure.

Gokhale and Smetters calculated that we 
must immediately cut all “government transfer 
payments” (Social Security, Medicare, Medicaid, 
welfare, and food stamps) by 44%. Or, boost federal 
income taxes by 68%. Or some combination of the 
two. Any way you look at it, the solution will be 
excruciatingly painful.

Of course, those fi gures assume the problem 
is addressed right away—and it hasn’t been. 
Remember, the number gets bigger every year 
it’s not fi xed. Instead, it’s actively being made 
worse—Congress recently passed a new hundreds-
of-billions-of-dollars prescription drug benefi t, 
which has increased the eventual imbalance to a 
surreal $51 trillion.

Gokhale and Smetters hoped their report 
would wake up our government. Instead, Secretary 
O’Neill was fi red, and their report was met with 
a stony silence. (As Fortune magazine put it: 

“In Washington, generational accounting is as 
popular as a skunk in a garden party.”) The Bush 
Administration merely sniffed that this report 
was never intended to be part of an offi cial budget 
forecast. (So what?) 

I wasn’t surprised when the whole matter was 
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swept under the rug. Gokhale and Smetters were 
left to publish their paper in an obscure economics 
journal, and went back to their private practices. 
They, along with Kotlikoff, pop up in the media 
every once in a while—they’re still trying to get 
the word out—but for the most part their work has 
been ignored.

Nevertheless, the problem remains, and is 
quietly growing and gaining strength. Another 
$1.5 trillion is added every year—that’s $4.1 billion 
every day.

How will the government escape this trap? My 
prediction is...

Dollar Steamroller #5: 
The Only Way Out

I’ve shown you that jobs are hemorrhaging 
out of our economy, fleeing overseas where a few 
dollars pays for a month’s wages...

I’ve shown you how we’re bleeding out a net 
half-trillion dollars to other countries each year, 
because other currencies are weaker than ours...

I’ve shown you how we already owe $7 trillion 
in our national debt, and are adding over a billion 
to that fi gure each day...

And I’ve shown you how we’ve painted ourselves 
into a corner with out-of-control spending and 
benefi ts programs, making $51 trillion worth of 
promises that we won’t be able to keep.

What’s the only way out?

Devaluation of the dollar!

Throughout history, governments have spent 
themselves into bankruptcy. Ours is no different: 
trillions of dollars of current debt, plus tens of 
trillions more that we’ve already promised to pay, 
counts as bankruptcy as far as I’m concerned.

Also throughout history, governments in 
trouble have had the same options open to them: 
raise taxes, decrease spending, or inflate their way 
out. Which will the U.S. choose?

If a Democrat is elected in November, I expect 
we’ll see some tax increases. We might even see 
them if Bush is re-elected. But any tax increases, 
as painful as they might be, won’t be enough to 
solve the underlying problems.

Government spending isn’t likely to be cut 
anytime soon, either. Even after the report from 

Gokhale and Smetters, retirement benefi ts have 
been drastically increased rather than cut. Plus, 
we’re running half-trillion dollar defi cits under a 
Republican President—what will happen over the 
next four years if a Democrat is elected? I don’t 
expect we’ll see any real reduction in government 
spending.

That leaves inflation. It always comes down to 
this—when governments have spent themselves 
into a corner, they’ll inflate their way out. Or so 
the theory goes, anyway—it’s never as painless as 
they hope.

It all sounds so easy. If you owe a lot of money, 
just print up some more. You don’t need to reduce 
the amount of debt—you can just reduce the 
amount of value it represents. But inflation always 
backfi res—the pain and suffering is always worse 
than expected.

The United States has actually been inflating 
the dollar in earnest for some time now. Constant 
inflation is built into our Fed-based monetary 
system anyway (more on this in future issues), 
but lately it’s been approaching banana-republic 
fi gures. According to the Federal Reserve, in the 
last 36 months our M3 money aggregate is up 
22.6%. 

We haven’t seen the full effects of this inflation 
yet—the real estate bubble is soaking up a lot 
of it locally, and central banks are absorbing it 
internationally—but I expect we’ll start to feel it 
soon. 

How can you protect yourself? In times of 
economic trouble, investors flee to gold as a safe 
haven. And in times of inflation—especially 
massive inflation, like I see coming—gold really 
shines. Put the two together, and I expect to see 
gold above $1,000 an ounce before this is over.

What’s the best way to invest in gold? 
Gold stocks can be a great investment. I 

recommend placing 15% of your stock portfolio 
in gold stocks including American Barrick (ABX) 
and Newmont Mining Corporation (NEM). These 
are both senior producers of gold and should do 
extremely well in the new gold bull market. 

I’ll have a lot more to say about gold stocks 
in future issues. My new book, The New Bull 
Market in Gold: $1,000 Gold and the Many Ways 
to Profi t from it also covers some of my top gold 
stock picks. But in this issue, I want to talk about 
the foundation of your portfolio: gold coins, kept in 
your own possession.

Why not have “paper” gold investments 
(futures, futures options, managed funds, etc.) 
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as your foundation? “Paper” gold has that name 
because ultimately, that’s what you own: a paper 
asset in one form or another.

Paper gold has its place, and we’ll talk about it 
more in future newsletters. For one thing, paper 
investments often provide high leverage to the 
spot price of gold. But with that leverage usually 
comes a higher risk of losing some or all of your 
investment, and so you have to be more careful.

Also, paper gold investments 
all share one crucial drawback—
you don’t keep the gold yourself. 
Whether it’s in a vault somewhere 
(as in a fund or an IRA), or it’s 
someone else’s promise to sell 
you their gold later (as in futures 
contracts), or even just a leveraged 
bet on the future price itself (as in 
futures options), you don’t have 
the metal in your possession.

And this is a critical aspect that 
I hardly see anyone mentioning. 
Gold is your “when-all-else-fails” 
investment. It’s your refuge when 
other markets are crashing all 
around you. It’s a safe store of 
value regardless of government 
defaults, corporate bankruptcies, 
or market meltdowns. Even better, 
its value usually skyrockets in 
these situations. 

But in order to do so, the 
gold must be in your possession. 
Otherwise you’re still relying on the performance of 
someone else—to store it for you as promised, and 
deliver it to you when requested. But you want 
your gold to be there for you even when nobody 
else is able to keep their promises.

About the worst investment tragedy I can 
imagine is to foresee the problems with the dollar... 
correctly recognize that gold is going to explode... 
make a substantial investment in it, even though 
others scoff... watch as you’re vindicated, when 
dollar-based paper investments burn to ashes and 
the price of gold goes through the roof... but then 
not be able to profi t, because you trusted your 
metal to someone else, who defaulted.

Think I’m exaggerating? Ask the investors who 
thought they were long palladium in the summer 
of 2000. A short squeeze had developed, and the 
market had gone berserk. An ounce of palladium 
shot up from $434 earlier in the year to $850. 
Those who owned physical palladium were able to  

sell it, and make a killing. But those who thought 
they owned “paper” palladium (futures contracts)... 
didn’t really own anything, as they soon found 
out. 

The Tokyo Commodities Exchange, to bail out 
the shorts, shut down the trading of palladium. The 
contract price collapsed, of course. But that wasn’t 
all—in a series of hikes, the New York exchange 
then cranked up its margin requirements from 

$8,775 to $135,000 per contract. 
This was about 80% more than 
the price of the contract itself. A 
more brazen attempt to crash the 
market can’t be imagined—and it 
worked very well. Investors who 
were long palladium futures were 
crushed. 

Or for a worse example—ask 
the owners of the millions of ounces 
of silver held by Handy & Harman 
Refi ning Group. HHRG was one of 
the largest refi ners of silver in the 
world, and had been in business 
for over one hundred years. Then 
suddenly one day in March of 
2000, poof — they announced that 

they couldn’t meet their obligations, 
and went bankrupt. If you owned 
metal there but weren’t one of the 
biggest players, tough luck. 

(Just last year, a bankruptcy 
court document observed that, “it 
appears that HHRG’s employees 

may have transferred refi ned silver to a few favored 
customers when HHRG possessed insuffi cient 
metal to satisfy all customer obligations.”) 

Even the big holders got stiffed in this 
bankruptcy: Coeur D’Alene Mines Corporation 
had stored about 67,000 ounces of silver and 5,000 
ounces of gold at the refi nery, but HHRG gave it all 
away to some of its other creditors.

I could go on, but I’m sure you understand my 
point. These examples happened in normal market 
conditions. When the full-blown dollar crisis hits, 
there’s no way to know who’ll be able to withstand 
the storm. You need to keep the foundation of your 
portfolio safe in your own possession.

Notice I’m not recommending you sell 
everything you own and buy gold bullion. I’m 
talking about the safest, most foundational, ride-
out-the-storm part of your portfolio. It’s up to you 
to decide what percentage of your portfolio this 

This 1926 Gem Uncirculated 
MS-66 $20 Saint Gaudens, 
graded and certifi ed by PCGS, 
is exactly the kind of coin that 
investors should be putting 
away as the bull market in gold 
starts to take off.
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represents: I suggest putting 15% of your entire 
net worth in physical bullion and U.S. rare gold 
coins…

In the bullion arena I like American 
Eagles: their weight and purity are guaranteed 
by the U.S. Government, and as a result they’re 
widely recognized and accepted. These have been 
minted from 1986 to date and come in 1 ounce 
through tenth ounce sizes. 

You can buy common-date Gem Uncirculated 
1 ounce gold American Eagles for between 5-9% 
over the spot price of gold delivered — depending 
on the quantity. 1/2 ounce, 1/4 ounce and 1/10 
ounce coins sell for slightly higher premiums over 
the spot price of gold. These coins have a strong 
after-market and much of that premium over gold 
is recovered on re-sale. 

I also like the early dates of this American 
Eagle series, especially the 1986 examples graded 
and certifi ed by NGC or PCGS (the two premier 
grading and certifi cation services). You can buy 
a virtually flawless MS-69 coin for about 22% 
over spot and receive a coin that gives you both a 
bullion and rare coin play. 

The proof examples of these coins are gorgeous 
and have VERY small mintages. Coins double- 
struck on highly polished planchets and sold in 
small numbers by the US Mint each year have 
a huge collector market, and I suspect they may 
enjoy a 2 to 1 appreciation in a hot gold market. 
One ounce Proof Eagles graded in virtually perfect 
condition (graded PR-69) can be bought for about 
$695. I think these are great deals. 

Other great items are the 1997 and 1999 $5 
Gold Proof Eagles. These are one-tenth of an ounce 
limited mintage gold coins. (Their mintages are 
tiny: 35,164 and 19,919, respectively.) 

I think these coins have the potential of 
jumping from their current prices of $195 and $245 
to as much as $1,000 per coin when gold jumps to 
$1,000 an ounce. My reasoning is simple: these 
coins are dramatically underpriced as compared 
to the more common years, like the 1988 examples 
which saw 143,881 minted. These more common 
coins trade at the same price as their much rarer 
counterparts. Once the gold market heats up, 
collectors and investors should sit up and notice 
the tremendous rarity, and drive the prices up on 
the low mintage examples. 

Remember, stick with coins graded by PCGS 
or NGC and insist on coins that are graded PR-69. 
These are, for all intents and purposes, flawless 
coins. 

In the rare coin arena, I love Gem MS-66 
Saint Gaudens $20 Gold coins dated 1908-1928. 
(See picture on previous page.) You can buy 
gorgeous coins for $2,850 right now and I expect 
with gold at $1,000 an ounce these will trade for 
$18,500. Slightly better dates like 1925, 1926 
and 1911-D can be bought for just a few hundred 
dollars more and are well worth the premium. 

For a more modest budget, the Choice 
Uncirculated MS-64 graded coins at $795 are a 
wonderful opportunity. At $1,000 gold I expect 
these to go for $3,950.

If you’re interested in either bullion or rare 
coins, be sure to speak with Vincent La Loggia 
or Chuck Aultman of Finest Known at 800-806-
3468 or 561-750-8483. You’ll fi nd them extremely 
knowledgeable and friendly.  They understand our 
investment philosophy and will make additional 
approved recommendations in this area.

Next month: the new Bull Market in silver!

A PCGS-certifi ed 1999-W Proof $5 Gold 
American Eagle. I highly recommend these 
low-mintage coins: they should appreciate 
dramatically in the new bull market in gold. 
This is enlarged to show detail. Note: these coins 
are stunning, and pictures don’t really do them 
justice.


