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“The Top Seven Investment Trends 
for 2010 and Beyond!”

“Our two portfolios made stunning profits 
last year, up by 45.0 and 55.4 percent. How 
did we do this? And why do I expect we’ll 
continue to make jaw-dropping returns 
like these in the coming years?

“It’s all about anticipating the 
big trends and getting in front of 
them. That’s how you can be wildly 
successful even when others crash.

“As we start a new decade, here are 
my predictions for the most important 
trends that will impact your portfolio!”

• How We Got 45 and 55 
Percent Returns in 2009

• Seven ‘Harsh Realities’ 
That Will Rock the 
Markets This Decade!

• The Best Investments for 
2010 and Beyond

I hope you’ve been following our investment rec-
ommendations here in GEA!

Since its inception less than six years ago, 
the original GEA portfolio is up 149.11 percent. The 
GEA2 portfolio is younger, at only 14 months old, 
but is already up handsomely by 57.11 percent.

Their performances during 2009 were 45.0 per-
cent and 55.36 percent, respectively. Compare this 
to the broader market where the S&P rose less 
than half as much (19.7 percent)—and countless 
investors didn’t participate in that rise anyway, 

because they were all chased out of the market by 
crippling losses earlier in the year.

So why have the GEA portfolios done so well? 
Why have we made annual returns like 45 percent 
and 55.36 percent, even during the most brutal 
market we’ve seen in decades?

It’s simple. We do our homework and foresee the 
big trends that shift the markets. We then cherry-
pick the best companies that will profit from those 
trends. Finally, we use intelligent hedging strate-
gies to boost our returns even more.

Big Profits Are Coming

A new decade deserves a fresh look at where 
we’re going. In this extra-large issue, we’ll antici-
pate the most important market trends. 

Some of this material we’ve covered before in 
GEA, but it’s always important to remember why 
we invest the way we do. And since these subjects 
are usually covered piecemeal as new developments 

James DiGeorgia, Editor

Gold and Energy Advisor    1 © 2010 The Silver & Gold Report, LLC. All rights reserved.



occur each month, I thought it would be helpful to 
summarize each topic in one extra-large issue.

I have every reason to believe that we’ll do just 
as well in the 2010s as we did in the 2000s. Sev-
eral of the trends we’re currently riding are accel-
erating, and promise to have even bigger impacts 
on the markets than they have so far. Even better, 
there are still relatively few people paying atten-
tion to them. That means there’s still blue-sky 
profi t potential.

So let’s review the trends we’re following in GEA, 
and position our portfolios for the new decade!

Seven ‘Harsh Realities’ 
That Could Rock the Markets

I expect the ’10s to be the decade when the 
American people fi nally wake up. For whatever rea-
son, the public has been oblivious to several mas-
sive shifts in the global economy. But as you’ll see, 
these shifts are becoming impossible to ignore.

There are seven ‘harsh realities’ that I expect 
will hit the markets hard this decade. They all have 
the potential to transform your personal wealth. 

Harsh Reality #1: 
Peak Oil Will Be Recognized

In my book Global War for Oil, I wrote exten-
sively about “peak oil”: the fact that global oil 
production would assume a (roughly) bell-shaped 
curve, with the peak occurring when half the 
world’s reserves had been produced. See the side-
bar on the left if you’re unfamiliar with this idea.

Once peak oil occurs, petroleum prices will be 
forced inexorably higher, year after year.

I’ve been warning about this for several years. 
Its growing effect is one of the reasons our GEA 
investment and trading services have such spec-
tacular trading records. Nevertheless, the public 
has ignored the oncoming train… until now.

The Top Investment Trend 
of the ’10s?

If peak oil is truly upon us—and there’s grow-
ing evidence for it—then by the end of the decade, 
we might see crude’s price at several multiples of 

What is Peak Oil?

In the mid-1950s, Shell oil scientist M. King 
Hubbert predicted that US oil production would 
peak in 1970 or 1971.

Source: US Energy Information Administration.   

Hubbert was right on target. American oil 
production peaked in 1970, and has fallen by 40 
percent since then. 

Is this because oil companies don’t explore 
here anymore? No, they still do. There’s just 
not that much oil left to fi nd. And the oil that 
is left is found in deposits that are slower and 
more expensive to extract than before.

We don’t need to discuss the details of how 
this all works. What’s important is that the 
same process is occurring in the rest of the 
world.

Thanks to political issues, the world’s oil 
supply is more complicated to analyze than 
America’s was. Nevertheless, there’s a moun-
tain of data that point to a global peak occur-
ring right about now.

January 2010 — See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio     



what it is today.
Don’t misunderstand me—we won’t run out of 

petroleum. Peak oil means production will decline, 
not stop. But demand is anticipated to keep ris-
ing, even as supply is falling. This means prices 
are going to the moon.

So we won’t run out of oil. We’ll just run out of 
cheap oil. And that’s why it’s so important to ask… 

Are We Already at the Peak?

The tricky thing about peak oil is that we can’t 
identify the actual peak until it’s already past.

However, there are many clues that it’s occur-
ring right now. For example, the International 
Energy Agency (IEA) recently issued its assess-
ment of the world’s 800 largest oil fi elds, represent-
ing three-quarters of global reserves. It found that 
most of the biggest fi elds have already peaked. 

It also found that… 

Peak Oil Is Already Ravaging 
Our Oil Supply

Here’s a chart of the top 11 oil producing nations, 
as ranked by their peak production. Together, they 
account for over 60 percent of world production 
today.

The height of each bar represents that nation’s 
highest-production year. Green represents current 
production, and red represents post-peak decline. 

Note that 9 of the top 11 producers have peaked. 
Most have fallen considerably since then. 

The full global picture is even worse. Accord-
ing to BP’s most recent Statistical Review of World 
Energy, only 15 of the world’s 54 oil-producing 
countries and regions are fl at or expanding. The 
rest are declining (shown highlighted on the list to 
the right), and are down by at least 5 percent from 
their peaks. 

Country Peak 
Production

Last Year’s 
Production

Loss in 
Production

Russian Fed. 11484 9886 1598
US 11297 6736 4561
Saudi Arabia 11114 10846
Iran 6060 4325 1735
Mexico 3824 3157 667
China 3795 3795
Venezuela 3754 2566 1188
Iraq 3489 2423 1066
Norway 3418 2455 963
Libya 3357 1846 1511
Kuwait 3339 2784 555
Canada 3320 3238
Unit. Arab Emir. 2980 2980
United Kingdom 2909 1544 1365
Nigeria 2580 2170 410
Algeria 2016 1993
Brazil 1899 1899
Angola 1875 1875
Indonesia 1685 1004 681
Kazakhstan 1554 1554
Qatar 1378 1378
Oman 961 728 233
Egypt 941 722 219
Azerbaijan 914 914
Argentina 890 682 208
Colombia 838 618 220
Australia 809 556 253
Malaysia 793 754 39
India 774 766
Other Europe/Asia 762 427 335
Syria 596 398 198
Ecuador 545 514 31
Sudan 480 480
Yemen 457 305 152
Vietnam 427 317 110
Denmark 390 287 103
Equatorial Guinea 373 361
Gabon 365 235 130
Thailand 325 325
Romania 313 99 214
Other Asia Pacifi c 276 237 39
Rep. of Congo 266 249 17
Brunei 261 175 86
Trinidad & Tobago 230 149 81
Turkmenistan 205 205
Peru 196 120 76
Uzbekistan 191 111 80
Cameroon 181 84 97
Chad 173 127 46
Other S/Ctl America 153 138 15
Italy 127 108 19
Tunisia 118 89 29
Other Middle East 79 33 46
Other Africa 75 54 21

Source: BP Statistical Review of World Energy. Includes natural gas liquids.
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IEA Issues Shocking Report, 
Admits Oil is Peaking—

Then Tries to Cover It Up

Last year the IEA issued a report on world oil 
supply. Buried deep inside with little fanfare was 
a hair-raising chart (shown below).

It shows the IEA’s predictions for future oil 
demand, and where the oil will come from to meet it.

First of all, notice that the world’s demand for 
oil is projected to rise every year. Although Western 
demand won’t rise by much, demand from the rest 
of the world will. China and India alone account 
for about three billion people, and are industrial-
izing rapidly. Add it all up, and the IEA anticipates 
demand will soar by about one Mbpd (million bar-
rels per day) each year.

However, while demand is rising, supply is 
falling. Note that in the chart, production from 
existing fi elds is projected to fall sharply. Rising 
demand and falling supply means there will be a 
massive shortfall—about 44 Mbpd by 2030, accord-
ing to the IEA.

As I mentioned earlier, that’s the equivalent of 
six Saudi Arabias. Where will we get so much oil?

As we see in the graph, world leaders are look-
ing to several sources: 

• Natural gas liquids 
• Non-conventional oil 
• EOR (enhanced oil recovery) 
• Oil fi elds yet to be found 
• And oil fi elds yet to be developed. 

(continued on page 6)
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This has ravaged world oil markets. Even 
though global production is not yet declining, the 
world has lost almost 20 million barrels of daily 
oil production as various nations have peaked and 
fallen. 

On average each year, 
the world loses another 

510,000 barrels 
of daily oil production.

This is a grim statistic. It means that each year, 
oil companies need to fi nd and produce an addi-
tional half-million barrels of daily oil production 
just to maintain current supply. 

And obviously, this does nothing to satisfy 
growing demand—which has risen by an average 
of 989,000 daily barrels each year during this same 
time. 

Even before the world itself peaks, Hubbert’s 
Peak is taking a horrible toll on our energy sup-
ply. Just to maintain current production, we need 
to fi nd the equivalent of four Saudi Arabias in the 
next 20 years. 

If we wanted to meet increasing demand too, 
according to the IEA we would need to fi nd six 
Saudi Arabias. 

Obviously, that’s not going to happen. 
So why haven’t you heard about this from 

mainstream fi nancial analysts? Because world 
leaders are deceiving them with impossible fanta-
sies about oil substitutes.

January 2010 — See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio     



Since our inception in March 2004, about 6 years 
ago, we have made 126 recommendations for the 

original GEA model portfolio. We 
have taken only six losses. (And 
four of those were on hedges.) 
That’s a win/loss ratio of 95.2 %. 

Also, this amazing track record 
includes surviving the Banking 
and Credit Crisis that hit Wall 
Street in October of 2008, and the 
Wall Street massacre of March 2009.

Few would argue with a 95% 
success rate. It’s the kind of track 
record the biggest money-manager 
names on Wall Street would kill 
for. This is the caliber of recom-
mendations you receive as part 
of your Gold & Energy Advisor 
subscription.

As I mentioned earlier in this 
issue, the GEA and GEA2 model 
portfolios fi nished up 45 % and 
55.36 % respectively for 2009. 

To celebrate our winning 
track record, I’m offering a two-year 
renewal for just $159 and giving 
away two FREE special bonuses:

Bonus #1: A copy of my new 
hardcover book, “The Trader’s Great 
Gold Rush: Must-Have Methods 
for Trading and Investing in the 
Gold Market”—a $49 value.

Bonus #2: A certifi ed ancient 
Roman Coin that’s at least 1,600 
years old, and graded in at least 
Very Fine in condition by NGC, 
one of the top two grading services 
in the world. These are the kinds 
of coins that sell on eBay and at 
coin shows for anywhere between 
$75–$150. TV coin shows sell 
them for $195–$225.   

Above you can see a good ex-
ample of the kind of coin you will 

receive. This is a Constantine I: a copper, bronze and 
leaded-bronze coin a little smaller than a quarter. 

Constantine I is of course Con-
stantine the Great: the Roman 
emperor from 324–337 A.D. that 
established Christianity as the of-
fi cial religion of the Roman Empire. 

There are only three perfectly 
reasonable limitations with this 
renewal offer: 

#1: At $159 for the two-year 
renewal, the bonuses are 
worth more than the renewal 
fee. Thus, there are no returns.

#2: The $159 price applies to 
US residents. Canadian subscrib-
ers please add $19 for shipping 
costs. Foreign subscribers please 
add $29 for postage. 

#3: This offer is good only 
as long as I have the coins and 
books. I have about 100 of each 
so PLEASE, if you want this 
renewal offer, call 1-800-819-
8693 and reserve your FREE 
book and Roman Empire coin now.

Over the years, I have given 
many valuable bonuses that 
have appreciated more than the 
cost of the subscription. The 
bonuses included everything 
from Gem Uncirculated 1928 
Silver Certifi cates (now worth 
$250 to $350), Gem Proof NGC 
Graded Silver Eagles (now 
selling for $150 to $200 a coin), 
and even gold coins that are 
worth far more than the renewal 
or subscription price. 

This latest offer of a NGC 
graded Roman coin is a genuine 
opportunity. It’s a smart way to 
renew your subscription. Call 
today: 1-800-819-8693.

From the desk of James DiGeorgia

“For a very limited time, you can get a FREE 
Ancient Roman Coin, along with a FREE copy of 
my new gold book, published by Wiley Trading. 

“All you have to do is keep receiving my GEA
investment recommendations... and enjoy our 
jaw-dropping success record of 95.2 percent!”

Get a FREE Ancient Roman Coin and a 
FREE copy of my latest book when you 
renew your GEA subscription today.
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Non-conventional oil. The primary sources 
of this are the Canadian oil sands and the Orinoco 
Belt deposits of heavy oil in Venezuela. But to call 
this stuff ‘oil’ is to be overly gracious. ‘Thick tarry 
sludge’ is a more accurate description.

I’ve discussed oil sands and the Orinoco deposits 
before in GEA. These reserves can produce petro-
leum, it’s true. But it’s far more expensive than 
conventional oil. Not only that, there are physical 
(and in the case of Orinoco, political) limits to the 
amount of oil that can be produced per year. 

So yes, there are billions of barrels of uncon-
ventional oil in the world. But they will do little to 
bring oil prices down. 

EOR (Enhanced Oil Recovery). With this 
‘source’ of new oil, the IEA hopes new technology 
will allow us to recover more crude from existing 
oil fields.

It’s true that petroleum engineers have made 
amazing advances since the first oil well was drilled 
in Pennsylvania back in 1859. Ground-penetrating 
radar, horizontal drilling, steam and water injec-
tion wells, and other technologies and techniques 
have greatly increased the amount of oil that can 
be extracted from a deposit.

No doubt more advances will be made in the 
future. But the IEA assumes that EOR will account 
for an additional 5 million barrels per day in the 
next two decades. That’s almost half of Saudi Ara-
bia’s entire production today.

Remember, the industry already squeezes each 
deposit for every drop that it can. So such a huge 
improvement seems extremely unlikely. 

Could it happen anyway? Maybe. But we can’t 
rely on ‘maybe’ to solve our energy problems.

Oil fields yet to be found. Now we come to the 
most obvious case of wishful thinking. The IEA’s 
projections require undiscovered fields to produce 
about 20 Mbpd by 2030. 

Since it can take 5-10 years to get a field online, 
that will require 20 Mbpd of new capacity to be 
found in the next 10-15 years. This is sheer fan-
tasy.

The most productive oil period ever was the 
1960s, with about 30 Mbpd added during that time. 
The IEA expects oil companies to find new crude at 
almost that same rate for the next decade. 

But that’s ridiculous. The 1960s were the end 
of the “elephant” period, when the world’s giant oil 
fields were discovered. They’re gone; there are no 
more elephants left to find. The only major part 
of the world that hasn’t been explored thoroughly 

Are these viable sources for new energy? Yes, 
absolutely. But they won’t supply six new Saudi 
Arabias. Not even close. 

Grossly Inadequate 
Oil Supplies

The IEA is hoping that somehow, 44 Mbpd of 
new production will come online in the next two 
decades. Let’s look at where it’s supposed to come 
from.

Natural gas liquids. As natural gas is pro-
cessed and purified, byproducts are produced. 
These include natural gas liquids (NGLs) such as 
propane, butane, and similar chemicals. As you 
saw in the graph, the IEA predicts that roughly 20 
percent of our future ‘oil production’ will be sup-
plied by NGLs. 

But this can’t work. First, it requires a massive 
expansion of current NGL production. Second, bar-
rel for barrel, NGLs contain only about 70 percent 
of the energy that oil does. The IEA report doesn’t 
reflect this. (Its numbers are based on volume, not 
energy content.) 

Third, there are practical issues when using 
NGLs to replace conventional oil and its deriva-
tives. The world’s cars, trucks, and ships burn gas 
and diesel, not propane or butane.

Summary: NGLs are useful in their own right, 
but they can’t replace crude oil.

What if Oil Doesn’t Peak?

Even if we’re wrong about peak oil, I still 
expect to make handsome returns from 

energy stocks this decade. There are other 
forces pushing crude prices up. Here are just 
a few:
• Supply disruptions. Oil is the only commod-

ity where terrorists, weather, and worker 
strikes can destroy or disrupt supplies.

• OPEC is an oligopoly. It can and does 
restrict supply, causing prices to stay artifi-
cially high.

• Much of the world’s oil is now off-limits to 
global oil companies. This restricts supply, 
decreases production, and undercuts invest-
ment in developing new resources.

• Production and development costs have 
gone up dramatically, and will probably 
continue to do so.
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today is Antarctica, and that’s off-limits due to 
international treaties.

You might be wondering about Alaska. It’s true 
that the Arctic National Wildlife Refuge (ANWR) 
seems to have some oil. 

The problem is that nobody knows for sure how 
much is there, or how high crude’s price must go 
before the deposits are profi table to extract.

According to the best estimates, oil from the 
ANWR would have little effect on oil prices. (The 
US Energy Information Administration calculated 
it would only lower oil prices by 75 cents per bar-
rel—and even if we started drilling immediately, 
that wouldn’t occur until the year 2025.)

So although new oil fi elds will undoubtedly 
continue to be discovered, we can’t expect them to 
solve our energy problems.

And that leaves us with… 
Oil fi elds yet to be developed.  I saved this 

one for last, because it’s the only source of oil that 
might actually meet the IEA’s projections. It refers 
to fi elds that have been discovered, but are not yet 
producing.

But as the graph shows, it’s not even enough to 
offset the declining production from existing fi elds. 
Since it’s the only source that doesn’t involve overly 
optimistic assumptions (or for that matter sheer 
fantasy), this means there’s serious trouble ahead 
for our oil supply.

And that’s why I expect in the next few years...

The Illusion will be Shattered

To summarize this prediction for the ’10s: 
It seems oil is about to peak, if it hasn’t done so 
already. Once it does, production will fall continu-
ously, year after year, even as demand rises. 

We won’t run out of oil. But we will see soaring 
prices.

This has been obvious for years, but nobody 
wanted to admit it. I predict that in the fi rst 
part of this decade, it will become impossible to 
deny any longer. As production fl attens and then 
plunges, even mainstream analysts will be forced 
to acknowledge the truth about our oil supply. And 
investors will stampede into energy stocks.

In our GEA portfolios, we’ve made huge prof-
its already just from the beginnings of this trend. 
Once it gets roaring, it will be a tidal wave—and 
we’ll ride it the entire way.

Harsh Reality #2: 
Peak Gold Will Be Acknowledged

We’ve seen that oil appears to be peaking right 
now. As it does, its price will soar. And we intend 
to position ourselves accordingly.

But oil isn’t the only commodity with this mas-
sive profi t potential. There’s also gold—which 
seems to have already peaked.

This means its mining supply is just beginning 
a long plunge. And since demand is not subsiding—
indeed, as we’ll see later, gold demand is increas-
ing—this means its price will shoot up.

I wrote about this extensively in the November 
issue, so I won’t repeat everything here. However, I 
do want this issue to summarize the largest invest-
ment trends for this decade, so here’s a review.

As a mined commodity, gold is subject to a 
growth-peak-decline cycle. Just like oil, all the 
deposits that are easiest to fi nd will be found fi rst. 
As deposits get more diffi cult to fi nd, new discover-
ies slow, and then decline. 

Although new discoveries will never cease, their 
average size will continue to fall, and their average 
cost of extraction will continue to rise. 

As you can see, gold is well along in this process.

Data source: CPM Group
Gold production peaked a decade ago, and has 

fallen sharply ever since.
Not only that, production has fallen by one-fi fth 

even as the price has more than quadrupled. 
In a non-peaked commodity, production would 

increase as the price increases. In gold, the oppo-
site is true.

This is a clear sign that…
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Gold has peaked. What does that mean to the 
market, and to our portfolios? Here are the most 
important implications.

Supply is not responding to increases in 
price. This means the gold market will not con-
form to the price cycle of a normal commodity bull. 
Prices will rise much farther and for a longer time 
than many analysts expect.

Supply is not responding to increases in 
exploration. Again, many of the usual forces that 
bring a commodity bull market back down will not 
occur.

Production costs are increasing. The Met-
als Economics Group reported this about the larg-
est gold companies: 

“The group’s average annual cost of pro-
ducing and replacing gold—incorporating 
operating costs, capital costs of new mines, 
sustaining capital costs at existing opera-
tions, and reserves replacement costs—
more than doubled over the past decade… 

“Only a tripling of gold prices… has pre-
vented a financial meltdown like that seen 
in the base metals sector.” 

As production costs increase, marginal deposits 
become unprofitable to work. This reduces the flow 
of gold to the market.

Exploration is producing diminishing 
returns. As oil peaks and exploration becomes 
less productive, energy companies are starting to 
spend money on acquisitions, dividends, and stock 

buybacks, rather 
than exploration. 
This reduces the 
future supply of 
oil, and drives the 
price up even fur-
ther. We’re about to 
see the same thing 
happen in the gold 
market.

This could hap-
pen a lot more rap-
idly than people 
think. The MEG 
chart shown here 
actually sugar-
coats the situation, 
because it shows 
discoveries as a 
three-year average. 

It’s covering up 
the fact that…

Gold’s Production Plunge  
is Irreversible

Here’s more evidence for this. Last year, Met-
als Economics Group released an industry report 
that shocked analysts. Among other things, it con-
tained the chart shown below.

The line shows the money spent on gold explo-
ration. We see that it fell sharply during the gold 
bear market of the late 1990s. 

Then, as gold prices recovered, exploration 
spending has surged—up to $3.1 billion so far.

So what has this multi-billion annual spending 
produced? A decreasing rate of discoveries! Over 
the last decade, even while exploration spending 
has almost tripled…

Gold Discoveries  
Have Fallen Like a Stone— 

Down 90 Percent in 10 Years— 
Despite the Massive Increase 

in Exploration!

Clearly, if the gold were there to find, we’d be 
finding it. Since we aren’t, we can conclude that 
undiscovered deposits are dwindling rapidly.
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The last couple of years 
have been a disaster.

As a footnote admitted, in the year before the 
report “no signifi cant gold discoveries” had been found.

Peak gold has one other implication: Gold 
companies are unable to replace the reserves 
they are producing. Every year, the world’s 
extractable gold supply shrinks further.

The MEG report noted that over the past 
decade, gold companies had discovered a potential 
377 million ounces in extractable global deposits—
less than half the amount they produced over the 
same time.

Peak Gold is Here.
The World’s Mined Gold Supply 

Will Continue to Plunge.

Does this mean gold’s price will soar? Yes—as 
long as two other things remain true. 

First, secondary gold supply (from government 
sales and recycled scrap) cannot rise far enough 
to compensate for plummeting mining supply. Sec-
ond, gold demand must remain strong.

I expect secondary supply to rise somewhat as 
gold’s price takes off, but it will not be enough to 
restrain the yellow metal. Offi cial sales have dried 
up—indeed, as I’ll discuss later, central banks are 
now buying gold instead of selling it. 

As for scrap recyclers, most are already operat-
ing at close to full capacity.  For example, Argor-
Heraeus in Switzerland is already operating three 
shifts, 24 hours per day. Even if they wanted to 
increase production, they couldn’t. And there are 
very high barriers to entry in this industry, so 
little new capacity is expected to come online. For 
more details, see the November 2009 GEA, where I 
discussed these and related topics in more detail.

That brings us to demand—which deserves a 
topic all of its own. 

South Africa, Australia, the United States, and Canada are the world’s four largest gold producers. Together, 
they account for 45 percent of world mining production. And all four of them have peaked. Source: CPM Group.
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Harsh Reality #3:  
Surging Gold Demand

Despite the blastoff in gold prices over the last 
five years or so, the metal is still widely ignored by 
the investing public. Except for its industrial uses, 
many analysts consider it a ‘fringe’ asset, worthy of 
little attention. Thus, investment gold demand still 
comes from fairly narrow segments of the market.

I think that will change in the ’10s. I expect 
gold will be recognized as an important financial 
asset, even among the broad investing public. Here 
are just a few of the reasons.

Gold investing is now available to every-
body. A few years ago, you couldn’t invest in gold 
through your retirement account. Now you can. In 
fact, there are several ways.

For example, the gold exchange-traded funds 
have become very successful. GLD alone has some 
363 million shares outstanding.

Don’t misunderstand me—I don’t recommend 
you invest in these. In fact, if you have invested 
in them, I recommend you sell your shares. (See 
the Flash Alert I issued last summer for details.) 
There are far better ways to invest in gold, with 
potentially higher returns and an avoidance of the 
default risk that these funds could carry.

But there’s no denying that GLD and the other 
funds have made gold available to even the most 
conventional investor. And that’s my point: Gold 
investing is becoming mainstream.

The Death of Privacy. The ultra-wealthy 
have always had access to opportunities that oth-
ers do not. One of those is the ability to hide their 
assets from tax officials and lawsuits through off-
shore accounts.

However, the world’s tax-haven nations have 
started buckling under pressure from the US and 
Britain. They’re violating centuries-old banking 
traditions, and giving up financial information on 
depositors who are accused of being “tax evaders.” 

Banks in Switzerland, Andorra, Austria, Liech-
tenstein, Luxembourg, Singapore, and Hong Kong 
have all pledged to sell out their customers to one 
degree or another.

Of course, the rich people in this world didn’t 
get wealthy by being stupid. They understand 
what’s going to happen as a result of this. Espe-
cially with the new political climate in Washington, 
anybody who’s wealthy is automatically suspected 

of “not paying their fair share.” When even death 
is a taxable event, a large bank account suddenly 
coming to light will be irresistible to every IRS offi-
cial who’s been told to crack down on “evaders.” 

And in the US, with 5 percent of the world’s 
population but 70 percent of the world’s lawyers, 
having substantial assets exposes you to being 
sued for whatever frivolous reason a greedy con-
tingency-fee attorney can dream up.

With the death of offshore privacy, how will the 
rich store their wealth now? Banks are no longer 
an option. Nor are any kind of registered accounts: 
stocks, bonds, money markets, whatever. 

So what’s left? Real estate? Nope—its owner-
ship isn’t private. Fine art? Not if you don’t have 
world-class expertise—otherwise you’ll get ripped 
off. Diamonds? No, they aren’t fungible. Crude oil? 
Nope—too bulky to store.

Only precious metals can truly meet this need. 
They’re the only asset class that’s not only private, 
but also liquid, portable, fungible, divisible, and 
valuable enough that a small amount can store 
a massive amount of wealth. And of the precious 
metals, gold is the best. 

According to the Tax Justice Network (an inde-
pendent group based in London), some $11.5 tril-
lion is squirreled away in offshore accounts and 
other assets. If even one percent of that were trans-
ferred into gold, that would be almost four times 
the entire annual investment demand for gold. The 
impact this would have on gold’s price is obvious.

Taxes are soaring. In case you haven’t heard, 
Congress and the Obama Administration are plan-
ning to raise tax rates back to pre-Reagan levels. 

Again, the wealthy will demand privacy for 
their assets, to obtain shelter from the taxman. 
Again, gold is one of the premier ways to store 
wealth privately. 

The pre-Reagan comparison applies to more 
than just tax rates, though. With blowout spend-
ing, skyrocketing deficits, huge new social pro-
grams, and an apparent indifference to economic 
realities, Washington seems determined to re-live 
the late 1970s. 

Think back to the Jimmy Carter economy. 
Think back to how painful that era was. And think 
back to gold prices exploding up by 643 percent in 
just three years.

Governments are buying gold. In the past, 
Western governments deliberately suppressed the 
price of gold. After all, rising gold represents a vote 
of no-confidence in the world’s national currencies. 
As Alan Greenspan told Congress, “Central banks 
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stand ready to lease gold in increasing quantities 
should the price rise.”

This wasn’t just talk. If you’ve been investing 
in gold as long as I have, you’ll remember a long 
list of central bank sales, leases, and jawboning to 
keep gold down. For example, the Bank of England 
sales in the late 1990s body-slammed the metal 
very effectively, and were partially responsible for 
that period’s slump in gold’s price.

But those days are (finally) over. Today, instead 
of selling their gold, central banks are net buyers 
of gold.

Last year alone India bought 200 tonnes (met-
ric tons) of gold. And China revealed that since 
2003, they have increased their gold holdings by 
454 tonnes. Russia and Brazil are also rumored to 
be shopping for large quantities of the metal. 

When a source of supply switches to being a 
source of demand, that’s a huge shift in a market. 
And it’s happening in gold today.

Summary of this trend: gold investing is becom-
ing more and more attractive to the wealthy, the 
broader investing public, and even governments. 

This is exciting because gold is still a tiny mar-
ket. The entire world’s mined gold supply last year 
was worth about $54 billion. The international 
bond market is estimated at $67 trillion—over 
1,200 times as much. Daily turnover on the foreign 
exchange markets averages $3.2 trillion each day.

If even a tiny sliver of the money currently 
invested elsewhere goes into gold instead, the met-
al’s price will explode. And as gold goes mainstream, 
we’ll be very happy to have gotten in early.

Harsh Reality #4:  
The Meltdown of Social 
Security and Medicare

Way back in 1996, Alan Greenspan gave this 
stern warning to Congress:

“Today the official unfunded liability for the Old 
Age, Survivors, and Disability funds, which takes 
into account expected future tax payments and 
benefits out to the year 2070, has reached a stag-
gering $3 trillion.”

What “unfunded liability” was he talking 
about?

Over the years, Congress has erected a massive 
structure of benefits programs. Social Security, 
Medicare, OASD (Old Age, Survivors, and Disabil-
ity), and other benefits have all been promised to 
current and future retirees.

But here’s the dirty little secret of social ben-
efits. There’s no money to pay any of them.

Despite all the warnings they’ve received from 
Greenspan and many others, our Senators and 
Representatives in Congress have not fixed this 
problem. Instead, they’ve made it worse—disas-
trously so.

Alan Greenspan said  
a $3 trillion unfunded liability 

was “staggering.”  
Today the liability has 

ballooned up to an 
incomprehensible $107 trillion.

The unfunded liability is the difference between 
the benefits that have been promised to current 
and future retirees and what will be collected in 
dedicated taxes and Medicare premiums. Last year 
alone, this debt rose by $5 trillion.

How big is $107 trillion? The number is too big 
to understand, but it’s about seven times the size 
of the entire US economy, and almost 10 times the 
size of the outstanding national debt.

For the most part, the American public has 
been kept in the dark about this financial black 
hole. That will change in the 2010s, because both 
programs (Social Security and Medicare) will go 
bankrupt during this decade.

The aftermath of this event is unclear. There 
are several possible outcomes, and they’re all grim 
news for the dollar. More on this in a moment.

First let’s discuss how such a monstrous liabil-
ity is still unknown to most Americans. 

The World’s Largest  
Ponzi Scheme

In 2009 we saw several large Ponzi schemes 
collapse. Bernie Madoff’s was the most notorious, 
but there were others.

To keep a pyramid scheme going, its operator 
must constantly collect new money, distributing it 
to previous ‘investors’. In the process, he accumu-
lates an even larger liability, until eventually the 
liability has outgrown his ability to bring in rev-
enue. At that point, the pyramid collapses, to the 
ruin of everybody who is still involved.

Gold and Energy Advisor    11 



This is exactly how the federal government has 
been running the social benefit programs.

Every American who gets a paycheck is taxed 
to fund these programs. Many, perhaps even most, 
people who pay this tax think they are paying into 
a savings account that will pay them back once 
they retire.

But that’s not how these programs operate. 
From inception, they have been “pay as you go.” 
Money that’s collected from workers today is imme-
diately distributed to current retirees. There’s no 
savings account—just taxation and redistribution.

This system is now broken, and on the brink of 
collapse. There are several reasons for this.

‘Too many’ people are living to collect 
their benefits. When Social Security was created 
in 1935, most people didn’t live to age 65. So only 
a small percentage of the population would collect 
benefits under this program. In the decades since 
then, everything has changed. Thanks to advances 
in medicine, people now live an average of 12 years 

longer. Each retiree is collecting benefits much lon-
ger than the system was designed for. 

Medical costs are soaring. An 85-year-old 
incurs about double the annual medical costs of a 
65-year-old.

There are too few workers supporting 
each retiree. The national birthrate has fallen 
dramatically. That’s why the generations after the 

“Baby Boom” are much smaller. Boomers alone are 
almost one-third our entire population.

When Social Security was created, 16 workers 
supported each retiree. Today, that number has 
been slashed down to 3.3. And it will plunge even 
further as the Boomers retire—down to only two 
workers per retiree.

Congress has greatly expanded the social 
insurance programs. For example, a married 
couple that retires now, who earned the median 
income throughout their lifetimes, will have paid 
about $43,000 in Medicare taxes. But they’ll get 
joint Medicare benefits of $283,500. The net loss to 

In Update #791, we issued a recommendation 
to buy 1,000 shares of Compton Petroleum (sym-
bol CMZ). Although it is a speculative stock, we 
stated our reasons for believing it has tremen-
dous potential in the future (which is why we 
own shares of it ourselves).

In Update #792, we added to our positions on 
Anadarko Petroleum (APC), Hess Corp. (HESS), 
Berry Petroleum (BRY), and Bill Barrett Corp. 
(BBG). On APC, we sold the Dec. $55 puts (sym-
bol AZWXK). On HESS, we sold the Jan. $50 
puts (IGGMJ). On BRY, we sold the Dec. $25 
puts (BRYXE). On BBG, we sold the Jan. $25 
puts (BBGME).

In Update #794, we noted that two of the firms 
we’ve recommended were being acquired by other 
companies. Encore Acquisition (EAC) is being 
bought by Denbury Resources, in a deal worth 
about $4.5 billion. We have owned and profited 
from trading EAC several times since 2005 and 
made good money every time. In addition, Exxon 
Mobil is buying XTO Energy (XTO), in a deal 
worth about $31 billion. Again, we have profited 
from XTO numerous times, and at the time this 
deal was announced, held shares in both GEA 
portfolios. We recommend selling them now, as 
we don’t want to own shares of Exxon Mobil.

In Update #796, we issued hedge instructions 
for subscribers who own Apache Corp. (APA), 
Devon Energy (DVN), and EOG Resources (EOG). 
On APA, we sold the Jan. $105 calls (APAAA). 
On DVN, we sold the Jan. $75 calls (DVNAO). 
On EOG, we sold the Jan. $100 calls (EOGAT).

In Update #797, we issued hedge instructions 
for subscribers who own ATPG Oil & Gas Corp. 
(ATPG), Anadarko Petroleum (APC), Forest Oil 
Corp. (FST), and Energy Exploration and Pro-
duction ETF (XOP). On ATPG, we sold the Jan. 
$20 calls (HKUAD). On APC, we sold the Jan. 
$65 calls (APCAM). On FST, we sold the Jan. 
$22.50 calls (FAHAX). On XOP, we sold the Jan. 
$41 calls (XOPAO).

In Update #798, we issued instructions for 
subscribers who sold the Dec. $30 calls on Pioneer 
Natural Resources (option symbol is PXDLF), and 
bought the Jan. $50 calls on Suncor (option sym-
bol was formerly YYUAL, then was changed to 
SUAJ). We rolled up PXDLF to the Jan. $30 calls 
(PXDAF). We closed out our position on SUAJ.

In Update #799, we listed the premiums we 
would keep due to expiring options. We made 
approximately $1,500 this month, and will use 
the premiums to lower the cost basis of the under-

(continued on next page)
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taxpayers: $240,200.
That’s just for one couple, and it doesn’t even 

count Social Security (which whacks the taxpayers 
for another $128,000).

Why This is the Biggest 
Pyramid Scheme in History

All the problems mentioned so far are not 
new. They’ve been anticipated for decades. That’s 
why the government raised payroll taxes back in 
the Clinton Administration—to fund the higher 
expenses that would occur in the future.

The excess money was supposed to be saved 
in special accounts, awaiting the day when all 
the bills would come due. In reality, it was spent 
immediately. (The funds were given non-market-
able Treasuries instead. In other words, the gov-
ernment wrote IOUs to itself.)

This is why the whole process is really just a 

variation of a Ponzi scheme. The money that comes 
in today is immediately redistributed to previous 
‘investors’ (retirees). The people who are paying 
that money (today’s workers) are promised future 
benefits—for which there is no money set aside.

And just like any other Ponzi scheme, it is 
doomed to collapse eventually. 

Unfunded liabilities have now 
reached $107 trillion. 

That’s $345,161  
for every man, woman and 

child in this country.

Ponzi schemes implode when the operator 
can no longer raise enough new capital to pay off 
previous investors. This usually occurs when the 
operator runs out of new suckers to pull into the 
swindle.

(continued from previous page)
lying position, or take as short-term profits in the 
GEA portfolios.

In Update #804, we gave instructions for 
subscribers who hedged Apache Corp. (APA), 
Anadarko Petroleum (APC), Devon Energy 
(DVN), and Energy Exploration and Production 
ETF (XOP). On APA, we rolled up our Jan. $105 
calls (APAAA) to the Feb. $110 calls (APABB). On 
APC, we rolled up the Jan. $65 calls (AZWAM) to 
the Feb. $65 calls (AZWBM). On DVN, we rolled 
up our Jan. $75 calls (DVNAO) to the Feb. $75 
calls (DVNBO). On XOP, we rolled up the Jan. $41 
calls (XOPAO) to the Feb. $41 calls (XOPBO).

In Update #805, we issued instructions for 
subscribers who hedged Forest Oil Corp. (FST). 
We rolled up our Jan. $22.50 calls (FAHAX) to 
the Feb. $22.50 calls (FAHBX).

In Update #806, we issued instructions on 
Pioneer Natural Resources (PXD). Our PXD posi-
tion has turned out to be one of only six losing 
recommendations in the 126 made so far in the 
GEA model portfolio (thus giving us a win/loss 
ratio of over 95 percent). 

In this Update, we issued repair instructions 
for this position. For the original GEA portfolio, 
we closed our hedge (the Jan. $30 call, symbol 
PXDAF), exercised our Jan. $50 call (PXDAJ), 
and sold to open the Feb. $45 calls (PXDBI). For 
the GEA2 portfolio, we rolled up our Jan. $30 

calls (PXDAF) to the March $35 calls (PXDCG).
We also noted that despite being in the 

investment newsletter business since 1986, we 
can’t recall any other newsletter editor or ana-
lyst showing their subscribers how to repair a 
losing trade. For that matter, few if any ever rec-
ommend put options or call options to hedge their 
recommendations or to pile on the profits.

This is one of the reasons our recommenda-
tions in GEA outperform so highly.

In Update #807, we exercised our Jan. $60 call 
(symbol OXYAL, original symbol was WXYAL) 
on Occidental Petroleum (OXY). We had origi-
nally paid $36.50 for the option, but with option 
writing we got our cost basis down to $23.25. We 
also added to our position by selling short the 
Feb. $75 put (OXYNO). If the stock is assigned, 
it will lower our average cost; if not, we will keep 
the $140 premium.

In Update #808, we reported the expiration 
of many of the options we had sold, thus allow-
ing us to keep the premiums. We made approxi-
mately $540. We used the premiums to lower the 
cost basis of some of the underlying positions, 
and took the rest as short-term profits in the 
GEA portfolios.

We noted that the premiums from this month 
alone would pay for your entire Gold and Energy 
Advisor subscription.
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The math of social insurance is inverting. The 
implosion is coming.

Why The Collapse Will Come 
This Decade

Mathematically, the collapse has begun. Medi-
care is already broke—it only receives 45 percent 
of the money it pays out each year. Social Security 
will also go broke, starting in 2016.

However, the important issue isn’t math, it’s 
politics. In this decade, the American public will 
finally be confronted with the horrible implications 
of the social insurance time bomb.

Most people of retirement age have always 
assumed that their social benefit ‘savings’ would 
be available later in life. For many, it’s their only 
source of income.

Therefore, if benefits were slashed far enough 
to defuse the social benefits bomb, an entire gener-
ation of retirees will be impoverished. This would 
be politically unacceptable, and so it seems very 
unlikely.

A far more likely scenario is that benefits will 
not be substantially reduced. And here’s where the 
math gets interesting.

The government can’t raise taxes far enough to 
make a meaningful difference. The money required 
is too overwhelming.

By 2020, in addition to existing payroll taxes 
and premiums, Social Security and Medicare will 
require more than one in four federal income tax 
dollars. 

Plus, the money required shoots upward every 
year. When today’s college students start retiring 
in the year 2054, Social Security and Medicare 
taxes will need to be above 33 percent.

In other words, one-third of all 
wages earned in this country 

will need to be confiscated  
just to pay for Social Security 

and Medicare alone. 

And that’s before a single dime is collected to 
pay for the military, interest on the national debt, 
and all other federal expenses.

Obviously, this impossible burden can’t be 
paid with additional taxes. The economy would be 
strangled, and voters wouldn’t stand for it.

For Social Security and Medicare, this process 
is unfolding now as you read this. The Baby Boom-
ers are starting to retire, which means workers are 
changing into beneficiaries. 

But the following generations are smaller than 
the Boomers. This means new taxpayers aren’t 
being added to the workforce as quickly as the old 
ones are leaving.
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The Only Way Out

There’s one key difference between a private 
Ponzi scheme and the one the US government is 
running. The private operator can’t print money to 
pay off his investors.

But the government can.
I expect to see higher taxes, and probably a roll-

back in benefi ts (through raising the retirement 
age again, and reducing payouts for wealthier indi-
viduals). But as we’ve already seen, the problem is 
too gargantuan. It cannot be solved through these 
methods alone.

The government will be forced 
to print money 

to pay its liabilities.

It won’t admit to this, of course. The Fed will 
buy Treasuries (thus creating money) for the pur-
pose of ‘managing interest rates’ or some other 
such cover-up.

But the markets will know what’s going on. No 
matter how subtle the subterfuge, the markets 
always fi gure things out eventually.

And the ultimate result of money-printing 
is always the same: massive infl ation. We’ll see 
its predictable impact on the markets in just a 
moment. First, let’s discuss…

Harsh reality #5: 
The US Debt Crisis

Some analysts shrug off the social insurance 
crisis I just discussed. Their reasoning is twofold:
• this liability will take several decades to fully 

manifest itself, and…
• the US government isn’t necessarily required 

to pay it. Washington could renege on its prom-
ises if it wanted to. This would create a political 
fi restorm, but it is technically possible.

However, there is another liability cri-
sis besides social insurance. This one won’t wait 
decades to kick in; it’s here already. And Washing-
ton can’t do a thing about it, other than paying it 
in full.

I’m talking of course about…

Our Monstrous National Debt

The American national debt has been explod-
ing upwards. Its growth rate is almost vertical.

The national debt has now blown past $12 tril-
lion. It has grown so large that the number is dif-
fi cult to understand. So let’s do some calculations.

A trillion is a million millions. It’s a 1 with 
twelve zeroes after it. 

A Federal Reserve note weighs about one gram. 
Therefore, $12 trillion in $100 bills would be 120 
million kilograms. This means that:

The national debt in $100 bills is 132,277 
tons of green paper.

A standard 50-foot railroad boxcar can carry 70 
to 100 tons of cargo. Therefore:

The national debt in $100 bills would fi ll 
1,322 railroad boxcars.

A Federal Reserve Note is about 124 microm-
eters thick. This means:

The national debt is a stack 
of $100 bills 9,246 miles high. 

Pole to pole, the Earth itself is 
only 7,898 miles tall.

Even these illustrations are hard to understand. 
So let’s look at our individual shares of the debt.

As taxpayers, we will be the ones repaying this 
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debt (either through taxes or infl ation). How much 
will each of us have to pay?

Each family in the US owes $126,106—and the 
number shoots higher every day.

A month or so ago, Congress raised the debt 
ceiling by $2 trillion. For each family, that’s an 
additional $20,258 in debt. And Washington will 
blow through all of it in little more than a year.

Our national defi cit is $1.8 trillion per year. 
That’s not the total amount the government spends. 
It’s the amount of overspending—the amount the 
government spends beyond the revenue it brings in.

For comparison, $1.8 trillion is more than the 
infl ation-adjusted costs of:

• The entire Apollo space program…
• The construction of the US interstate highway 

system (by far the largest public-works project 
in US history, taking 35 years to complete)…

• The Marshall Plan (rebuilding Europe after 
World War II’s devastation)…

• The Louisiana Purchase…
• FDR’s New Deal, the recovery plan to pull the 

US out of the Great Depression…
• And the total debt of all African nations to 

Western countries…
…all combined!

And we’re borrowing this staggering sum of 
money each year.

The public works projects listed above were tre-
mendously expensive, but most were worth it. The 
Apollo program invented a long list of new tech-
nologies that benefi ted countless industries. The 
Marshall Plan gave America vibrant trading part-
ners and solved a political problem (perpetual wars 
in Europe). The highway system transformed our 

entire economy.

But what economic benefi t are we reaping 
today from our $1.8 trillion in blowout spending? 
Our leaders in Congress is driving us further into 
debt, at the equivalent of a pile of $100 bills 1,387 
miles high—each year. And it’s all just to fi nance 
their runaway train of earmarks, pork, and politi-
cal payoffs. 

The worst part is that instead of reining in its 
spending, Washington is stomping on the gas pedal 
instead. Witness the $1.3 trillion cost of the health 
care “reform.”

Remember, unlike the social insurance liabil-
ity, this is real debt accumulating day after day, 
month after month, year after year. It has to be 
paid back, and it will be—by you and me.

Nevertheless, it’s obvious that Washington will 
be unable to pay it off through higher taxes. How 
many American households do you know with a 
spare $126,000 in cash to give the taxman? 

How could Congress possibly collect from the 
American people a pile of $100 bills taller than the 
entire Earth?

Again, the ultimate answer will be infl ation. 
There’s no other way to pay back this horrifying 
sum.

And this is one of the main reasons we can 
expect…

Harsh Reality #6:
China’s Takedown of the Dollar

We’ve seen that America’s $12 trillion national 
debt and hideous $107 trillion unfunded social-
insurance liability will eventually result in an 
unprecedented infl ation of the dollar.

This will be on top of the accelerating infl ation 
of the money supply that has already been occur-

If you were to create 
a stack of $100 bills 
to represent the 
US national debt, 
the stack would be 
over 1,000 miles 

taller than the entire 
Earth.
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ring. After doubling its monetary base in just one 
year, the United States has recently been pumping 
hundreds of billions of dollars more into the fi nan-
cial system.

So far, the US has experienced little of the 
usual consequences for runaway spending and a 
ballooning money supply. Since the dollar has been 
the primary reserve currency for the world’s cen-
tral banks, an artifi cial demand for it has shielded 
the US from the full consequences of its actions.

That’s going to change. I expect in the 2010s, 
the US is fi nally going to reap what it has sown. 
And the main architect of this discipline will be 
China.

Our leaders in Washington are 
living in a fantasy land.

Politicians of both parties assume that the 
world will eagerly lend to us—as much as we’re 
willing to borrow. They also assume the world will 
eagerly accept all the green pieces of paper we’re 
willing to print.

Neither assumption is true.

The scale of this self-delusion is going to become 
evident by the end of this year. As I discussed in 
the December issue, the US plans to borrow $3.5 
trillion in 2010 alone. 

(We already saw that Congress is plunging us 
further into debt by borrowing $1.8 trillion each 
year. The rest of the $3.5 trillion is necessary to 
roll over previous debt that’s coming due.)

Washington doesn’t see a problem with this. 
But the rest of the world certainly does.

As Zhu Min, deputy governor of the People’s 
Republic of China, recently told an academic con-
ference, “The United States cannot force foreign 

governments to increase their holdings of Treasur-
ies... Double the holdings? It is defi nitely impos-
sible..

 “The world does not have 
so much money to buy more 

US Treasuries.”

This is only the latest in a long sequence of 
warnings that China and other nations have given 
the US. Our creditors are becoming unwilling to 
throw any more money down a fi nancial black hole.

Nobody wants to store their reserves in a cur-
rency that’s about to be infl ated into toilet paper.

So why isn’t Washington paying attention? 
Because until recently, they thought other nations 
didn’t have any choice. They thought other nations 
would be forced to keep lending to us—especially 
China.

The Chinese have over $1 trillion in foreign 
exchange reserves. The lion’s share is in dollars 
and US Treasuries. That makes China America’s 
largest creditor by far.

John Maynard Keynes once said, “If you owe 
the bank a thousand pounds, you are at his mercy. 
If you owe him a million pounds, he is at your 
mercy.” US offi cials have always assumed that this 
dynamic would work in their favor. They always 
assumed that our monstrous debt to the Chinese 
would give us leverage over them.

The idea is simple. If the Chinese stop lending 
to us, America will just print money instead. This 
will destroy the value of the dollar—and much of 
the value of China’s $1 trillion of reserves. Thus, 
the Chinese have to keep pouring money into US 
Treasuries to save their own necks.

Unfortunately for the spendthrifts in Washing-
ton, this was recently exposed as an illusion.

Pentagon Runs 
Economic War Game, 

and China Wins

Last year the Pentagon ran a fi rst-ever eco-
nomic simulation, modeling the likely outcomes of 
a showdown between China and the United States. 
Politico described it as a preparation for “economic 
warfare.”
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Before this war game was run, government offi-
cials assumed that the United States was safe from 
the Chinese “nuclear option”—that China wouldn’t 
dare to stop supporting the dollar, because this 
would destroy the value of their own reserves.

But that’s not what the war games discovered. 
As Yale professor Paul Bracken told Politico, the 
Chinese have a “graduated spectrum of options.” 
The simulations showed the Chinese could sell dol-
lars incrementally, “ratcheting up economic uncer-
tainty in the United States without wiping out 
their own savings.”

So Washington officials were completely wrong. 
The Chinese can take down the dollar whenever 
they want. They won’t come through the process 
unscathed, but they’ll be far ahead of us.

China Announces Plan  
to Torpedo the Dollar

Despite the unsavory nature of the Commu-
nist dictatorship, you have to give China’s leaders 
credit for one thing. They’ve been very open about 
their plans to overthrow the dollar as the world’s 
reserve currency.

They’ve even announced the date when they 
will do it.

A long list of Chinese leaders—from minor cen-
tral bank officials all the way up to Premier Wen 
Jiabao himself—have issued warnings that the 
current dollar hegemony will not last forever. Not 
only are China’s foreign reserves bleeding out their 
value as the dollar has fallen, but they believe the 
2008-2009 global financial crisis was the “inevita-
ble outcome” of a dollar-based system.

Their solution was announced by officials from 
the People’s Bank of China: “To avoid the short-
comings of sovereign credit currencies acting as 
reserve currencies, we need to create an... interna-
tional reserve currency that can maintain the long-
term stability of its value.” 

Specifically, China wants to change the compo-
sition of the International Monetary Fund’s SDRs 
(Special Drawing Rights). Currently, SDRs are 
made up of dollars (44 percent), euros (34 percent), 
yen (11 percent), and sterling (11 percent). The 
Chinese want SDRs to be 20 percent each of dol-
lars, euros, sterling, yen, and yuan.

This brings the yuan (the Chinese currency) 
into direct competition with the dollar. Although 
SDRs aren’t often used as reserves, the yuan’s 
inclusion in the SDR would instantly elevate the 
Chinese currency into a world-class monetary unit, 
on par with the dollar, euro, and others.

Long-term, unless the US cleans up the finan-
cial disaster in Washington, the yuan is potentially 
a much stronger currency than the dollar. It’s the 
currency for one-sixth the world’s population, in an 
economy growing 10 percent per year.

Yes, the US is still the world’s largest economy, 
and will remain so for some time. But China will 
pass Japan to become the world’s second-largest 
economy sometime this year.

And China isn’t crippled by either a $12 tril-
lion immediate debt, or a $107 trillion long-term 
catastrophe.

When will the yuan ascend to its new role? The 
UK’s Independent recently reported on China’s 
plans:

 “The current deadline for the currency transi-
tion is 2018. ‘These plans will change the face of 
international financial transactions,’ one Chinese 
banker said. ‘America and Britain must be very 
worried. You will know how worried by the thun-
der of denials this news will generate.’” 

In the 2010s, you can expect the Chinese to 
push their agenda hard. As HSBC economist Qu 
Hongbin has noted, “The internationalization 
of the [Chinese currency] has become a leading 

Bipartisan Commission Says 
Our Debt Will Destroy Us

The Peterson-Pew Commission for Budget 
Reform recently issued a report on our 

national finances. The Commission is made 
up of former members of Congress, the former 
heads of the Congressional Budget Office and 
the Office of Management and Budget, and  
other high-level officials.

In the last year alone, our national debt has 
soared from 70 percent of gross domestic prod-
uct to 85 percent. The Commission’s report said 
the US had a very short time to get its “economic 
time bomb” of ballooning debt under control. 

After that, foreigners would flee the dol-
lar and “precipitate a financial crisis” here in 
America. As former chairman of the House 
Budget Committee Jim Nussle warned, “This 
is about our freedom. You will be less free if we 
don’t deal with this problem and deal with it as 
soon as possible.”

January 2010 — See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio     



item on the policy agenda.” Qu expects the yuan 
to become one of the world’s top three currencies 
in the next 2 years, with as much as $2 trillion in 
trade transacted each year.

Two trillion dollars is a whopping loss of ‘mar-
ket share’ for the greenback. And it’s only a small 
fraction of the potential catastrophe for our cur-
rency.

As the UK Independent noted, once the yuan 
becomes established, other nations will not only 
trade with it, they’ll swap out some of their current 
dollar reserves for China’s currency. “An indication 
of the huge amounts involved can be gained from 
the wealth of Abu Dhabi, Saudi Arabia, Kuwait 
and Qatar who together hold an estimated $2.1 
trillion in dollar reserves.”

As Time has said, “A global role for the yuan 
appears inevitable.” As the yuan rises, the dollar 
will fall.

And that leads us to our final prediction for the 
new decade…

Harsh (for the unprepared) 
Reality #7:  

Skyrocketing Gold Prices

We just saw that China wants the yuan to 
ascend to a role as a top global reserve currency. 
What else will happen as the Chinese accomplish 
this?

As Li Lianzhoung, head of the Communist 
Party’s research office, recently said, “If the yuan 
should go international or become a reserve cur-
rency, China needs more gold to back that...

“Should we buy gold or US Treasuries? The US 
is printing dollars on a massive scale, and in view 
of that trend, according to the laws of economics, 
there is no doubt that the dollar will fall. So gold 
should be a better choice.”

They’re warning us as clearly as they can. China 
will divest herself of US Treasuries and other dol-
lar-based instruments, and shift to gold instead.

This isn’t a ‘distant future’ plan. China is doing 
this already.

Nine years ago, the Chinese had 394 tonnes 
(metric tons) of gold in their reserves. That rose to 
500 tonnes in 2001, then up to 600 tonnes in 2003.

Last year the Chinese revealed that they 
increased gold holdings up to 1,054 tonnes. They 
bought 454 tonnes of gold, which is about 14.6 mil-
lion ounces.

Now consider that global gold mining output 
is roughly 55 million ounces per year. This means 
that…

China bought more than  
one-quarter of the entire world’s 
annual mined gold production.

For decades, Western officials have thought 
of gold as a “barbarous relic.” They thought they 
could cut their currencies’ ties to gold, reject its fis-
cal discipline, and borrow/print/spend as much as 
they liked.

This fantasy has now been destroyed. China is 
rapidly building a world-class currency on a foun-
dation of solid gold. Meanwhile the United States 
is drowning in debt.

The world’s financial structure is changing 
drastically. And one of its new leaders is making 
a clear commitment to gold as a foundation of its 
economy and finances.

Some analysts are questioning how much far-

Harsh Realities  
Already Realized: 

A Perpetual State of War

In this issue, I’m focusing on massive eco-
nomic shifts that are coming, which are not 

being anticipated by most investors.
In addition to the seven listed, there’s 

another one that will have a tremendous influ-
ence: the constant hemorrhage of blood and 
capital that is occurring from the wars in 
Afghanistan and Iraq, and potential new con-
flicts breaking out in Iran and even Pakistan, 
along with the rising threat of international 
terrorism.

I didn’t include these in the list because 
they’re already recognized dangers. Neverthe-
less, don’t discount them in your investment 
planning.

Make sure you keep at least some of your 
wealth in investment vehicles that won’t be 
crippled by drawn-out wars or even sudden ter-
rorist attacks. Gold is ideal for this. Not only 
can it be owned privately, it is one of the few 
financial assets that is no one’s liability. Thus 
it is immune from risk of default by corporate 
entities, or devaluation by governments.
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ther gold can rise. They note that the current gold 
bull has already had a good run.

Gold has almost tripled since my prediction in March 2004 
that it would breach $1,000 in just a few years. Neverthe-
less, I think there’s still a lot of room to the upside.

Just because gold has had a strong surge doesn’t 
mean the bull market is nearing its end. Indeed, I 
think the complete opposite is true.

I think the last several years of rising prices 
are just a preview of what’s coming. I expect gold 
to hit $2,500 in the short-to-medium term. Beyond 
that, it could shoot up to $5,000 per ounce fairly 
quickly.

Summarizing all the major trends I’ve discussed 
in this issue, we see the dollar is being dragged 
down by a millstone of debt tied around its neck. 
It will plunge even further once our government 
starts infl ating it in earnest.

Meanwhile, the yuan is rising to replace it. This 
will knock out many of the dollar’s remaining sup-
ports.

As the dollar plummets, gold will skyrocket. 
Since gold is priced in dollars, as the dollar falls, 
gold will shoot up.

Plus, gold is the counter-dollar asset par excel-
lence. Unlike a slip of green paper, it’s an inher-
ently valuable asset. Unlike many other assets, it 
can be owned privately, safe from prying eyes and 
confi scatory tax regimes. The government can’t 

create more of it at will. And it can be owned out-
right—it’s an asset that is nobody else’s liability, 
so you’re safe from counterparty default. 

Not only that, gold’s fundamentals have grown 
stronger even as the bull market has developed. 
Demand is surging up, not only from central banks 
but also from private investors. Meanwhile, mining 
production has peaked and is starting an unstop-
pable slide down.

Savvy Investors 
Know All This Already. 

That’s Why the US Mint Has 
Run Out of Gold.

Even before gold has caught on with the gen-
eral public, investment demand has already over-
whelmed the United States Mint.

Throughout 2009, the Mint announced intermit-
tent embargoes on gold coin sales, because it kept 
running out of the metal to make them. Finally a 
month or so ago, it halted sales completely for an 
indefi nite time.

Sales are supposed to resume sometime this 
year. Whether or not that actually happens is any-
body’s guess. 

But one thing remains clear. In this decade, 
physical gold owned outright will be one of the best 
possible ways to not only store your wealth, but also 
to profi t from today’s chaotic economic conditions.

How to Flourish in 2010 
and Beyond

As we enter the new decade, I recommend you 
seriously consider our trading recommendations 
here in GEA, if you’re not following them already. 
Although past performance is no guarantee of 
future results, I expect our portfolio will continue 
to make outstanding returns.

In addition, I recommend you protect your-
self from the trends I’ve discussed in this issue. I 
believe every prudent investor should have 15-30 
percent of his or her wealth in select gold coins.

If you’re unsure which to choose, just call one 
of the experts at Finest Known (my rare coin com-
pany). They’ll be happy to explain the best ways to 
invest, and answer whatever questions you might 
have. Call them toll-free at (866) 697-GOLD (that’s 
1-866-697-4653).

Demand for physical gold is so 
strong that the US Mint has 
run out of gold. It has been 
forced to suspend production 
of all American Eagle Gold 

coins until further notice.
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