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 “T he Age of America is over. The Age 
of China has begun!”

“That’s the conclusion of a shocking new report 
from the International Monetary Fund. 
US offi cials are about to be blindsided with a 
dramatically changed geopolitical structure.

“Meanwhile, the Chinese government is 
planning to replace America as the world’s 
superpower—including the deliberate 
overthrow of the US dollar as the global 
trade and reserve currency.

“The fi nancial markets will be turned upside 
down. Here’s what’s coming!”

What do you think 
about China?

Most Americans 
think of China only 
as a source of cheap 
consumer goods. Or 
maybe as a nice 
place to visit.

Now I’ll  rephrase 
the question. What 
do you think about 
a nation that refuses 
to recognize basic 
human rights for 
its citizens, crushes 
political protests, 
and (according to 
Amnesty Interna-

tional) executes more people each year than 
the rest of the world combined (for offenses as 
minor as tax fraud)?

What do you think about a nation that is 
openly threatening to invade a US ally (Tai-
wan), and supports North Korea’s attacks 

against another US ally (South Korea)?
What do you think about a nation that has 

recently mounted attacks on US satellites, and 
is deploying “carrier-killer” missiles and other 
weapons specifi cally designed to defeat US 
naval power?

What do you think about a nation that has 
been attacking US computer networks for 
years, stealing a long list of military secrets 
(among other things)?

And what do you think about a nation that 
is openly preparing to overthrow the US dol-
lar as the foundation of the world’s fi nancial 
structure?

Now what do you think about China? 
I’ve been warning about China’s plans for 

years. I even devoted a GEA issue to it back in 
2007.

Since then, China’s challenges to America 
have grown even larger and more complex. 
The Chinese are openly preparing to topple 
America and take our place as the world’s 
superpower.

And they look unstoppable. According to the 

James DiGeorgia, Editor

W

GEA readers received early 
warning about China’s 
plans.  Shown above: the 
November 2007 issue of 
Gold & Energy Advisor.
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International Monetary Fund (IMF), China is 
about to become...

The World’s Largest Economy

A couple of weeks ago, the IMF released a 
shocking report. Apparently the winner of the 
next US Presidential election will be the last 
President to lead the world’s largest economy.

According to forecasts, China will outclass 
America in just five years. Maybe even sooner.

This might surprise you. After all, the 
media claim that we have at least a decade 
before China surpasses us.

Turns out that the media are wrong. 
They’re comparing China and the US by using 
each country’s Gross Domestic Product (GDP) 
at current exchange rates. 

But this measurement is invalid. Cur-
rency markets measure monetary flows, not 
economic strength. Not only that, the Chinese 
actively manipulate the value of the renminbi. 
It’s pointless to use it for these calculations.

The IMF uses a different metric, called 
“purchasing power parities” (PPP). Using PPP, 
we see that just 10 years ago, China’s economy 
was only one-third the size of America’s. But 
its growth has been explosive. By 2016, Chi-
na’s economy will push the US economy into 
second place.

And that’s assuming the US economy grows 
by an overly generous rate of 24 percent over 
the next five years. Given our current eco-
nomic slump, that would be a miraculous turn-
around. A more realistic growth rate means 
we’ll be outclassed even sooner—in just three 
or four years.

MarketWatch senior columnist Brett Arends 
wrote about the implications of this shift:

“It casts a deepening cloud over both the 
US dollar and the giant Treasury market, 
which have been propped up for decades by 
their privileged status as the liabilities of 
the world’s hegemonic power…

“This is more than a statistical story. It 
is the end of the Age of America. As a bond 
strategist in Europe told me two weeks ago, 
‘We are witnessing the end of America’s 
economic hegemony’.

“We have lived in a world dominated 
by the US for so long that there is no lon-
ger anyone alive who remembers anything 
else. America overtook Great Britain as 
the world’s leading economic power in the 
1890s and never looked back.

“And both those countries live under very 
similar rules of constitutional government, 
respect for civil liberties and the rights of 
property. China has none of those. The Age 
of China will feel very different…

“The US Treasury market continues 
to operate on the assumption that it will 
always remain the global benchmark of 
money. Business schools still teach stu-
dents, for example, that the interest rate on 
the 10-year Treasury bond is the ‘risk-free 
rate’ on money. And so it has been for more 
than a century. But that’s all based on the 
Age of America. No wonder so many have 
been buying gold…

“The last time the world’s dominant hege-
mon lost its ability to run things singlehand-
edly was early in the past century. That’s 
when the US and Germany surpassed Great 
Britain. It didn’t turn out well.”

Yes, it didn’t turn out well at all. It 
brought on two World Wars.

Fortunately, the next shift of world leader-
ship should be less violent than that one was. 
The Chinese take a long view of things.

In fact, that’s why they expect to become…

The World’s Superpower

The Chinese feel that they, not Americans, 
should be the global superpower. After all, they 
have more people than anybody else—almost 
one-fifth the population of the entire world. 

China has four times the population of the 
US. As author David Gewirtz has pointed out, 
China has more honor students than the US 
has students. 

Also, China’s economy is growing explo-
sively. Its GDP growth rate is a blistering 11.9 
percent. Meanwhile, the American economy is 
barely treading water.

Foreign capital is pouring into China so fast 
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that the Chinese have difficulty deciding how 
to invest it. Meanwhile, the US is borrowing 
money just to pay interest on previous debt.

And last but not least, the Chinese resent 
being upstaged by a young country like the US. 
China has a long history of being a preeminent 
power—for example, the massive Qing Empire 
included not only China today but also parts 
of other countries like Mongolia and Russia. 
China’s history goes back 3,000 years, making 
America (with a mere 200-year history) look 
like a young upstart.

The Chinese are looking forward to a well-
deserved (in their opinion) return to ancient 
glory. And now they’re patiently executing 
their…

Plans to Dominate the World

To understand what China is doing today, 
we need to go back to a book written over 2,000 
years ago. The famous Chinese general Sun-
Tzu wrote what is probably the finest strategic 
manual in history (available in English trans-
lation as The Art of War). 

It’s often difficult for Westerners to com-
prehend the Chinese approach to conflict. 
Western strategy is dominated by the legacy 
of Prussian general Carl von Clausewitz, who 
famously said, “War is a continuation of poli-
tics by other means.” Thus, if a country like 
China isn’t a credible military threat to us, we 
don’t think of it as a threat at all.

But Sun-Tzu understood that victory comes 
to the superior strategist, often without fight-
ing. He wrote, “To fight and conquer in all your 
battles is not supreme excellence; supreme 
excellence consists in breaking the enemy’s 
resistance without fighting… To win one hun-
dred victories in one hundred battles is not the 
acme of skill. To subdue the enemy without 
fighting is the acme of skill.”

When fighting becomes unavoidable, Sun-
Tzu explained how to win even if you’re com-
pletely outclassed by the enemy. “I say that 
victory can be created. For even if the enemy is 
numerous, I can prevent him from engaging.”

He taught how to attack only where the 

enemy is weakest. How to avoid fighting where 
you are weak. How to deceive the enemy, and 
trick him into defeating himself.

A stunning validation of Sun-Tzu’s 
approach is Mao Tse-Tung’s takeover of China 
during the Communist Revolution. Mao’s army 
was grossly outnumbered by his Nationalist 
enemies. He also had no aircraft, no motor 
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vehicles, no telephones or radios, no medical 
services, no artillery, and he was always run-
ning out of ammunition.

Conversely, the Nationalists had an army 
and air force that were fully trained, supplied, 
and equipped by the United States.

But Mao won anyway. This was a stunning 
defeat for the West, and a clear proof of the 
superiority of Sun-Tzu’s approach.

Today, China’s leaders are devout students 
of Sun-Tzu. And their unfolding plan is right 
out of his playbook. They’ve started by…

Neutralizing America’s 
Strengths

For China to become the world’s predomi-
nant power, there are three main obstacles: 
the US economy, the US military, and the 
global hegemony of the US dollar.

The Chinese are not attempting to directly 
challenge any of these. (Sun-Tzu said: “If the 
enemy is in superior strength, evade him.”)

Instead, they will defeat America’s power 
by exploiting our vulnerabilities. (“Just as 
flowing water avoids the heights and hastens 
to the lowlands, so an army avoids strength 
and attacks weakness.”) Then they will use our 
weaknesses against us. (“If the enemy leaves a 
door open, you must rush in.”)

In so doing, China will win automatically. 
The US will be in no position to resist. (“The 
victorious strategist only seeks battle after the 
victory has been won, whereas he who is des-
tined to defeat first fights and afterwards looks 
for victory.”)

Enough philosophy. Let’s look at exactly 
how China will knock America off its pedestal, 
starting with…

Neutralizing America’s 
Economy

If you wanted to cripple America’s econ-
omy—or at least have the credible threat of 
doing so—how would you do it?

First, you’d show that you could take down 

America’s computer networks whenever you 
wanted. And if you really wanted to hold a 
dagger at America’s throat, you’d go after our 
power grid too.

China has done both.

Hijacking the Internet

Last April, China hijacked 15% of the Internet.
National Defense Magazine (among others) 

reported on the breach. The details are compli-
cated: basically, the computers at China Tele-
com Corp. pretended to be the fastest route for 
data traffic associated with certain Western 
networks.

Since the Internet is primarily a flexible 
routing system to send data by the quickest 
path, about 15 percent of the world’s Internet 
traffic was routed through China Telecom’s 
computers. This flood of data poured into 
China for about 18 minutes, before somebody 
in China flipped a switch and allowed it to 
resume its normal routing.

Was this accidental? No way. The Chinese 
computers were set up to receive the traffic 
and then forward it to its original destination. 
The delay was in the milliseconds; it’s doubtful 
that anybody in the West even noticed at the 
time that anything was happening.

But a few milliseconds’ delay is more than 
enough time for China to have copied all the 
data for later analysis.

What data was hijacked? As the NDM 
article noted, “the list of hijacked data just 
happened to include preselected destinations 
around the world that encompassed military, 
intelligence and many civilian networks in the 
United States and other allies such as Japan 
and Australia.”

As an expert asked, “Why would you keep 
that list?” The answer is obvious.

Nobody outside of China knows exactly 
what data the Chinese obtained during those 
18 minutes. Nevertheless, one thing was clear. 
China was showing that our computer net-
works are horribly vulnerable, not only to spy-
ing but also to being shut down (after all, the 
Chinese servers could have deleted the inter-
cepted data instead of forwarding it to its origi-

May 2011— See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio



nal destination).
As the article concluded, “It can happen again. 

They can do it tomorrow or they can do it in an 
hour. And the same problem will occur again.”

 This is only one example of what a Con-
gressional committee recently called “the 
increasingly sophisticated nature of malicious 
computer activity associated with China.” 

A recent ZDNet article said, “It is becoming 
more and more clear that China is a clear and 
present threat to American security.” We see 
this not only with the Internet, but also with 
our national infrastructure.

“Electricity Grid in US 
Penetrated By Spies”

That was the headline of a 2009 Wall Street 
Journal article, which described how “cyber-
spies have penetrated the US electrical grid 
and left behind software programs that could 
be used to disrupt the system.”

According to US intelligence officials, Chi-
nese hackers have been making large-scale 
cyber attacks against the US electrical grid 
and other parts of our infrastructure (water, 
sewage, etc.)

These attacks weren’t meant to damage the 
systems—yet. Instead, the hackers left behind 
software tools that lay inactive, waiting qui-
etly for instructions.

As an intelligence official explained, “If we 
go to war with them, they will try to turn them 
on.” Once activated, these programs will then 
attempt to destroy our infrastructure. One pos-
sible attack is to reprogram generators so that 
they burn themselves out (an attack which 
researchers found would work almost instantly).

Intelligence analysts have compared this 
scenario to a bunch of Hurricane Katrinas, hit-
ting all large American cities at once. Backup 
power would only last a couple of days, until 
the generators ran out of fuel. Most forms of 
communication would go down.

There would be no heat. No light. No refrig-
eration. This might last for weeks.

Would the Chinese actually do this? My 

point is that they don’t have to. All they have to 
do is demonstrate their ability to carry out one 
of these threats... and the US will be unable to 
oppose China in whatever it wants to do. Just 
like Sun Tzu said.

Some analysts say that Chinese threats 
against the Internet or the US power grid 
aren’t credible. Such attacks would be cor-
rectly considered as acts of war. Thus, many 
think China wouldn’t risk them. But they’re 
forgetting that China is also working to…

Neutralize the US Military

The American military is an indispensable 
part of American hegemony. For decades, the 
American armed forces have had few serious 
challengers for global dominance.

At least, that’s how it used to be.
Today, China is preparing to neutral-

Chinese software  
on your computer?

Does your computer run Norton anti-
virus software? (Forty-six percent of 

PCs in America do.) Norton is one of the 
brand names for Symantec, the largest 
manufacturer of security software. 

Did you know that Symantec is a (junior) 
partner to a Chinese entity named Hua-
wei—which has been banned from selling 
software to the US government because of 
security risks? (According to a report by the 
US Secretary of Defense, Huawei has “close 
ties” to the People’s Liberation Army.)

And did you know that the Huawei/
Symantec partnership recently stated that 
one of its goals is to “set up China’s first 
laboratory of attack and defense for net-
works and applications”?

Do you think it’s a bad idea to have 46 
percent of America’s personal computers 
running software from a company in a Chi-
nese partnership, with the goal of “attack-
ing” foreign computer networks?

What kind of hidden ‘back doors’ are 
built into this software?
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ize America’s military dominance, especially 
in East Asia and the Pacific Ocean. No, they 
haven’t built a better army—soldier for sol-
dier, ship for ship, the Chinese are still far 
outclassed. 

But that’s irrelevant. China has focused 
with laser-like precision on a handful of vul-
nerabilities in the US military structure. Now 
the Chinese could quite possibly win an open 
war, if it ever came to that.

And that doubt is all they need to neutral-
ize America’s ability to use our military for geo-
political objectives. China is doing to us what 
we did to the Soviet Union when it invaded 
Afghanistan. Just as American Stinger mis-
siles allowed the mujahideen tribesmen to 
defeat Soviet air power—and thus win the 
war—so China can defeat the US Army, Navy, 
and Air Force merely by threatening our weak 
spots.

Here are the main vulnerabilities they are 
exploiting.

Communications. Our satellites in space 
provide American commanders with extensive, 
real-time information on the entire battlefield. 
Our weapons, planes, and ships are heavily 
automated and computerized, identifying tar-
gets and threats from miles away. And our 
soldiers can communicate better than those of 
any other military.

There’s just one problem here. Our commu-
nications are utterly dependent on our satel-
lites. These are unarmored and defenseless. 
Of course, that has never mattered, because 
nobody could attack them in space.

But now the Chinese can. According to 
Defense News, a few years ago China began 
testing powerful ground-based lasers, firing 
them at orbiting US satellites. At full power, 
these can blind the electro-optical systems on 
spacecraft like our Keyhole satellites, or our 
Lacrosse system. The report said there has 
been a series of these attacks (which were cov-
ered up by the White House to avoid stoking 
public outrage).

The Chinese have also shown that they can 
destroy satellites outright. You might have 
seen news reports about the Chinese shooting 
down one of their old weather satellites with 
a ground-based missile. US officials said the 

missile obliterated the satellite, even though 
it was 537 miles above the Earth.

This means our satellite network is poten-
tially vulnerable to a Chinese attack. By attack-
ing this one weak link, China can disrupt our 
entire military’s command structure. Not only 
that, they can neutralize our precision-guided 
weapons, many of which rely on GPS and other 
satellites.

Computer Networks. For years, China 
has been actively probing and attacking our 
military networks. The targets have included 
the Redstone Arsenal military base (the heart 
of our Army’s rocket and missile programs), 

Portfolio Update
In Update #1099, we recommended sell-

ing puts on Noble Energy (symbol NBL) and 
Forest Oil (FST). On NBL, we sold the May 
$87.50 puts (symbol NBL110521P87.50). 
On FST, we sold the May $32 puts 
(FST110521P32).

In Update #1101, we issued a recom-
mendation to short a put on ConocoPhil-
lips (COP). We sold the June $72.5 puts 
(COP110618P72.5).

In Update #1104, we closed our short 
puts on Ultra Petroleum (UPL110521P44), 
Hess Corp. (HES110521P72.5), and Mara-
thon Oil (MRO110521P47). Our profits 
were about $191.   In Update #1105, we 
issued instructions to hedge Anadarko 
Petroleum (APC). We sold the May $82.5 
calls (APC110521C82.5).

In Update #1106, we issued instruc-
tions to take profits on Whiting Petro. 
(WLL). We bought to close the May $60 
puts (WLL110521P60), making a profit of 
$30 per contract.

In Update #1107, we went long on WLL 
again. We sold short the June $57.5 puts 
(WLL110618P57.5).

In Update #1108, we issued instructions 
to close our hedge on Energy Exploration 
and Production ETF (XOP). We bought to 
close the May $55 calls (XOP110521C55). 
We had sold for $950 and bought back at 
$470, a gain of $480 per contract. 
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Army units (including the 82nd and 101st 
Airborne divisions), the Naval War College’s 
computer network, NASA, military labora-
tories like Sandia, and aerospace giants like 
Lockheed Martin. A few years ago, they even 
penetrated the computer of the Secretary of 
Defense.

What secrets have they stolen? We know 
of a long list: everything from ship schemat-
ics to Army flight-planning software. One 
of the worst incidents was a breach into the 
F-35 Joint Strike Force fighter program. And 
they’ve probably stolen a lot more things that 
we don’t know about. 

Aircraft Carriers. American naval power 
is based on the aircraft carrier battle group. A 
carrier group is an awesome collection of fire-
power, able to attack on land, air, or sea.

A carrier group has one problem, though. 
The aircraft carrier itself is mostly defenseless. 
It relies on a screen of aircraft, support vessels, 
and anti-submarine warships to protect it.

That’s why American admirals were 
shocked when a Chinese submarine success-
fully stalked and penetrated the USS Kitty 
Hawk battle group off the coast of Okinawa. It 
surfaced well within torpedo range of the car-
rier. Nobody even knew it was there until a 
spotter plane happened to fly overhead.

The Kitty Hawk incident was a clear warn-
ing. Apparently, Chinese subs can penetrate 
our defensive screens at will.

Plus, as I wrote about a few issues ago, the 
Chinese are deploying a new “carrier killer” 
missile, the Dong Feng 21d. This missile 
screams in at more than five times the speed of 
sound, and our carriers are helpless against it.

This appears to be just the first in a series 
of weapons under development. A recent arti-
cle in the Global Times (the mouthpiece of Chi-
na’s Communist Party) said that China needs 
“other carrier-killing measures.”

Nuclear Weapons. The ultimate Ameri-
can trump card has always been nuclear 
weapons. However, not only do the Chinese 
have these too, they’ve also developed ways to 
deliver them over American cities if necessary.

The Chinese navy has Jin-class subma-
rines, armed with nuclear ballistic missiles. Its 
naval base on Hainan has what appears to be a 

demagnetization facility—which can make long- 
range nuclear subs very difficult to detect. And 
Chinese military officials have openly threat-
ened America, saying that if we interfered with 
their plans to retake Taiwan, “The Americans 
will have to be prepared that hundreds of cities 
will be destroyed by the Chinese.”

The point of all this is not to fight a war 
with America. The point is to prevent America 
from using military options when China moves 
toward its real goal…

Overthrowing the US Dollar

Now we come to the ultimate objective of 
all this.

As I’ve described in past issues, the US 
has benefited tremendously from owning the 
world’s trade and reserve currency. Dollars 
have flooded out of Washington, and the world 
has (for the most part) accepted them eagerly. 

No other country can use the printing press 
so heavily without collapsing the value of its 
currency.

Unsurprisingly, other nations are asking 
why only the US gets to be so privileged—espe-
cially when the US broke its promises to keep 
the dollar backed with gold. (Those promises 
were the only reason the dollar became the 
world’s reserve currency back in 1944.)

As a result, our privileged position is com-
ing to an end. China has patiently laid the 
foundation for a new global currency struc-
ture—one where the dollar will be dethroned 
and replaced with a new basket of currencies, 
including the Chinese yuan.

China is openly preparing to depose the dol-
lar. As Chinese President Hu Jintao recently 
announced, “The current international cur-
rency system is the product of the past.” 
And central bank governor Zhou Xiaochuan 
said China is rejecting “the existing interna-
tional monetary system” (translation: the dol-
lar). Instead, China is driving toward a new 
system, “disconnected from economic condi-
tions and sovereign interests of any single 
country.” Translation: disconnected from the 
United States.
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How do you depose an international cur-
rency and replace it with your own? You have 
to attack it on several fronts. First, you cre-
ate an international alliance against it. Next, 
you undermine its support. Then you enable 
investment into your own currency. Finally, 
you warn other nations to prepare. Then you’re 
ready to take down the leader.

China is doing all of these.
Forming an international alliance. 

China is working together with other nations 
to tear down the US-dominated global finan-
cial structure. One of its largest efforts is the 
BRICS alliance, made up of Brazil, Russia, 
India, China, and South Africa. It represents 

40 percent of the world’s population and 
nearly 25 percent of its economic output, 
and plans to create “a broad-based interna-
tional reserve currency system providing sta-
bility and certainty.” Translation: the existing 
reserve currency is being knocked off its perch.

Undermining the support for the dol-
lar. Much of the dollar’s strength comes from 
its role as an international trade currency. As 
the Wall Street Journal reported, China is mak-
ing an “accelerating effort to expand the role of 
its own currency, [including] recent moves to 
allow greater use of the yuan in cross-border 
trade and investment.”

For example, China has been quietly mov-
ing to replace the dollar with the yuan in a 
series of currency swaps. These are two-party 
agreements which allow countries to trade 
directly with each other without requiring 
another currency. 

China recently inked deals with Uzbeki-
stan and New Zealand. These countries join a 
growing list, including South Korea, Belarus, 
Malaysia, Indonesia, Singapore, Iceland, and 
Argentina. Some analysts also believe that 
there are covert agreements with Brazil and 
Thailand. All of these countries can now trade 
with China without using dollars as a go-
between currency. 

Enabling direct investments in your 
currency. The Bank of China now allows 
non-Chinese to open accounts denominated 
in yuan. (Some US analysts are even recom-
mending doing this as an investment. Thanks 
to government manipulation, the yuan is very 
undervalued right now. If you’re interested, 
stop by one of the Bank’s branches in New 
York or Los Angeles.)

Warning other nations to prepare for 
the change. China has been doing this for 
years, telling the world that it’s about to…

Destroy  
the Value of the Dollar

China has warned over and over that it will 
not hold its mountain of dollars forever. 

The state-owned Xinhua News Agency 
recently quoted several government offi-

“The Borrower is Slave to 
the Lender”

This ancient proverb illustrates the 
growing power of China vis-à-vis the 

United States. We’re used to thinking that 
America can push around whomever we 
want, including China.

The truth is very different. We owe the 
Chinese over $1 trillion—about $9,090 per 
household in the US. So which country has 
the upper hand?

Last year, when North Korea attacked 
and sank a South Korean ship in the Yel-
low Sea, the US decided to send an aircraft 
carrier there for joint exercises with South 
Korea. China was outraged and an article 
on its state-run Xinhua website told the US 
to back off:

“Offending Chinese people is not in the 
fundamental interest of the US. Any activity 
aimed at pushing a country with a 1.3-bil-
lion populace… would be inadvisable.”

If that wasn’t clear enough, Maj. Gen. 
Luo Yuan (deputy secretary-general of 
the People’s Liberation Army Academy of 
Military Sciences) said that the US should 
“think twice” about offending China. He 
added this ominous warning:

“Imagine what the consequences 
will be if China’s biggest debtor nation 
challenges its creditor nation.”

Imagine indeed. We’ve sold the Chinese 
$1 trillion of proverbial rope to hang us with.
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cials, who said that China’s foreign exchange 
reserves are dramatically bloated and need 
to be reduced. That’s probably an understate-
ment: China’s reserves have ballooned to over 
three trillion dollars, growing 24.4 percent 
in just the last 12 months. At least one-third 
of that pile is made up of US Treasuries and 
other dollar assets. 

According to Xinhua, China is going to pull 
the plug on the dollar, and abandon the US 
to its well-deserved fate. It reported remarks 

from three officials: Tang Shuangning (chair-
man of a state-owned financial enterprise), 
Zhou Xiaochuan (governor of China’s central 
bank), and Xia Bin (a member of China’s mon-
etary policy committee).

Xia said China’s reserves need to be slashed 
by two-thirds, down to $1 trillion. Tang went 
further, saying $800 billion in reserves might 
be adequate. Either way, a massive dumping 
of dollars is ahead. 

The officials also said that China needed to 
‘diversify’ its assets. Translation: ditch dollars 
and buy something else. So after the reduc-
tion, even the remaining one-third of reserves 
might be underweighted in dollars compared 
to today’s reserves.

We must prepare  
for two things.

First, as China abandons the greenback, 
the dollar will crater. Hundreds of billions of 
Treasuries being dumped on the market will 
crash the dollar and send interest rates to 
the moon. All the inflation that the US has 
exported over the last few decades will come 
flooding back home. 

Second, we must prepare for a massive 
shift in the global financial structure, as…

China’s Government Begins 
Takeover of the World’s  

Gold Industry

In 2006, I predicted that China would start 
large-scale official purchases of gold. Not only 
is gold the preeminent reserve asset, it’s par-
ticularly well-suited to large dollar holders 
like China. (It allows the central bank to sell 
dollars without worrying about the loss in 
value of remaining dollar reserves, because 
gold’s value rises as the dollar falls.)

People thought I was crazy, but I was 100 
percent right. In 2009, the Chinese central 
bank announced that it had almost doubled its 
gold reserves in the last few years, going from 

Direct Attack on the Dollar

The press release sounded innocent 
enough. Issued by the Central Bank 

of Russia, it announced that a new “gold 
reserve dollar”—an international trade 
and reserve currency issued in London, 
and backed by Russian gold in Swiss bank 
vaults—had now been created.

Despite its apparent innocence, its 
intent was obvious: a declaration of eco-
nomic war on the United States. The gold 
reserve dollar would quickly replace the US 
dollar, chopping out its legs from under-
neath and destroying the US economy.

As economic intelligence analyst James 
Rickards explained, “The result is that 
the US would reimport the hyperinflation 
which it has been happily exporting the 
past several years. US interest rates would 
skyrocket to levels last seen in the Civil 
War, in order to preserve some value in 
new dollar investments.”

Fortunately, this press release was a 
fake—issued by Rickards as part of the 
Unrestricted Warfare Symposium at the 
Johns Hopkins University Applied Physics 
Laboratory.

But the point of the release was real. The 
US is terrifyingly vulnerable to an attack on 
the dollar. The greenback is crippled by the 
weight of ruinous US financial policies. The 
only reason it’s still being used is because 
no better alternatives are available.

But once a viable alternative exists, it’s 
bye-bye to dollar hegemony—and bye-bye 
to the US economy.

continued on page 11
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For years, China has warned that it would 
stop lending money to the US. As the central 

bank’s deputy governor said, “The United States 
cannot force foreign governments  to increase their 
holdings of Treasuries. Double the holdings? It is 
defi nitely impossible… The world does not have 
so much money to buy more US Treasuries.” 

Nobody in their right mind wants to lend to a 
nation headed for bankruptcy (or its geopolitical 
equivalent). That’s why the government started 
selling Treasuries in the summer of 2009, just as 
I (and many others) had predicted.

 

In just 11 months, the Chinese dumped over 
10 percent of their Treasuries. But then some-
thing strange happened; they started buying again.

 

In just four months, China ballooned its Trea-
sury holdings by an amazing 39 percent.

So what’s going on? Have the Chinese 
changed their minds? Are they going to prop up 

the crippled US economy after all?
No. This was temporary. China’s long-term 

plan to dethrone the dollar continues.
In fact, they selling again last October. Since then, 

their Treasury holdings are down by $20.6 billion.
So why did they buy Treasuries for a few 

months? For the same reason they also suddenly 
bought debt from Eurozone countries: to prevent 
the simultaneous collapse of their two largest 
export markets (Europe and the United States). 

China’s economy is still transitioning from 
being export-driven to consumer-driven. And the 
central bank is still building up gold reserves. 
Until those transitions are complete, China 
doesn’t want Western markets to implode. 

And that’s exactly what was about to happen. 
Last summer in Europe, the sovereign debt crisis 
was raging. As Beijing’s ambassador to the Euro-
pean Union explained, China poured money into 
the most troubled countries to ensure “the stabil-
ity of the European economy and early recovery 
from the crisis… The EU is China’s most impor-
tant business partner.” 

Meanwhile in the US, the fi nancial bailouts were 
failing. Again, China stepped in to keep us afl oat. 

The importance of this can’t be underesti-
mated. The magnitude of their rescue is clear 
when you consider that once they stopped help-
ing us in October, the Federal Reserve was forced 
to create $600 billion from thin air for Quantita-
tive Easing #2.

And why did China stop anyway? Perhaps 
they realized that the US has no exit strategy 
from the multi-trillion-dollar mess it’s created. 
They don’t want to throw good money after bad.

Whatever their motives, their actions are 
clear. The US will be cut loose and allowed to 
drown in its own debt. China isn’t buying US 
debt anymore. Today, the Fed is responsible for 
a staggering 82 percent of buying demand in the 
Treasury market.

As Song Zhe, Beijing’s ambassador to the 
European Union, has said, “In the past, our port-
folio was dominated by US Treasury bonds… The 
purpose [of diversifying] is to protect the safety of 
our foreign exchange reserves.”

“In the past”—those are ominous words from 
a nation that can dump over $1 trillion of US 
Treasuries on the market all at once.

Why did China buy Treasuries last summer?
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600 tonnes up to 1,054 tonnes. 
If anybody still doubts the Chinese govern-

ment’s intent to move into gold as an official 
reserve, that doubt was smashed by a recent 
announcement from China’s central bank.

China is going into the gold business. The 
government (via the People’s Bank of China) 
will start financing gold bullion producers 
around the world.

The announcement said China “will place 
heavy emphasis on supporting large-scale gold 
producers in their development and overseas 
expansion plans,” by issuing lines of credit and 
backing them financially in other ways.

China was already the world’s largest gold 
producer (overtaking South Africa in 2007). The 
government owns China National Gold Corp. 
and several other mining companies. Now a 
growing percentage of Western companies will 
also be financially dependent on China.

Over time, China will own and control a 
growing percentage of the world’s gold supply. 
As Western supplies of gold continue to shrink 
(thanks to plunging production in South Africa 
and other places), China’s grip on world sup-
plies will tighten.

Think about this. We aren’t talking about a 
new fund or a new institution moving into the 
market—we’re talking about the government of 

By some estimates, the Chinese middle 
class is already bigger than the entire 

population of the United States. And it grows 
bigger by tens of millions of people each year.

China is already the world’s second-larg-
est consumer of gold. However, per-capita it’s 
still one of the smallest consumers, at only 
.26 grams per person, as shown below.

If China’s 
p e r - c a p i t a 
c o n s u m p t i o n 
rose to Saudi 
Arabia’s level, 
annual demand 
would increase 
by 4,000 tonnes.

Since last 
year’s demand 
from the entire 
world was only 
3,386 tonnes, 
that’s probably 
not realistic. But 
it illustrates the potential that China has for 
turning the world’s gold market upside down. 

The World Gold Council believes that 
Chinese gold demand will double in the next 
decade. I think that’s very conservative. In 
the first 10 months of 2010 alone, gold imports 
soared to 209 tonnes—about five times the 
45 tonnes of the same period in 2009.

Reports are pouring in about Chinese pur-
chases overwhelming the gold market. Chi-
na’s ICBC bank said that gold bullion sales 
in January alone were almost half of all sales 
in 2010. And a bank official told Reuters:

“We are seeing explosive demand for gold. 
As Chinese get wealthy, they look to diver-
sify their investments and gold stands out 

as a good hedge 
against inflation.”

An article 
in Australia’s  
Business Spec-
tator called it 

“China’s gold  
tsunami.” And 
a report in the  
Financial Times 
said, “Precious 
metals traders 
in London and 
Hong Kong said 
[that] they were 

stunned by the strength of Chinese buying in 
the past month...

‘The demand is unbelievable. The size 
of the orders is enormous,’ said one senior 
banker, who estimated that China had 
imported about 200 tonnes in three months.”

I believe this is only the beginning of sky-
rocketing demand from China.

Soaring Gold Demand in China

Source: The World Gold Council

continued from page 9
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to balloon higher thanks to China and other 
sources. Meanwhile, supply is deeply troubled—
the low-cost mines in South Africa and other 
places are depleting rapidly, and new supplies 
are inadequate (and cost more to produce). 

And now China—the world’s most populous 
nation—is moving into the market to domi-
nate a large portion of supply. We’ve never 
seen anything like this before, in any market.

People scoffed when gold was at $300 and 
I predicted $1,500. They aren’t laughing any 
more. But even I didn’t expect the bull to have 
so much blue-sky potential. I’m more excited 
now about gold now than I was back at $300.

If you haven’t moved up to 25 percent of 
your portfolio into gold, do it now. In a few 
years, there will be many who will look back 
at today with bitter regret: “If only I had pre-
pared when I had the chance…” 

Don’t be among them.

the world’s most populous nation, openly pre-
paring to dominate the market for a commodity.

Prepare for a 
New World Order

I don’t like using a hackneyed phrase like 
“new world order,” but it’s appropriate here. A 
dramatic shift in the global fi nancial structure 
is coming.

The dolla r is poised for a steep fall. It will 
be the 1970s infl ation on steroids. 

As Americans, we can’t choose to use 
another currency in our daily lives. But we can 
diversify our investments, protect our wealth, 
and even take massive profi ts from the events 
that are coming.

The raging bull market in gold is still in 
its infancy. Demand is soaring, and promises 

If you’re reading this GEA issue as part of 
our special promotion this month, here’s 

what you’ve missed by not getting our trad-
ing recommendations:

An average profi t of 42.91 percent per 
trade for long-term recommendations...

An average annualized profi t of 
32.07 percent per trade for short-
term recommendations...

A recent average cash fl ow of 
$1,892.67 per month, based on a 
$100,000 portfolio. That’s almost 
$2,000 per month in cash profi ts... 

And early warnings about 
market trends. For example, 
I begged my subscribers to 
buy silver when it was $7 per 
ounce  —right before the price 
rocketed up above $40. Then 
this past January I warned that 
a big correction was coming. 
My readers knew about the recent plunge 
12 weeks before it happened.

If you haven’t heard of GEA before—and 
you’re wondering why an investment service 
with a record like this isn’t widely known—

it’s because I like to keep a low profi le. I pre-
fer to have a small readership that makes  
big market-busting profi ts, instead of a large 
audience looking for entertainment and 
“mad” stock recommendations.   

If you’d like to join us, there’s a spe-
cial promotion right now. For just 
$189, you’ll get three years of the 

Gold & Energy Advisor, includ-
ing 36 monthly issues and up 
to 168 regular email Updates 
and Special Reports with all 
my trading recommendations. 
Plus, you’ll get a FREE Two 
Peso Gold Coin, a value of up 
to $150. (If for some reason you 
decide to cancel later, you can 
return the coin for a full pro-
rated refund. Or you can keep 
it and we’ll deduct the $150 
from your refund. The choice 

is yours.) 
If you have questions, or if you’d like to 

subscribe, call this toll-free number today:

1-800-819-8693

Not a GEA Subscriber? Here’s what you’ve been missing...

If you’d like to join us, there’s a spe-
cial promotion right now. For just 
$189, you’ll get three years of the 

 for long-term recommendations...
An average annualized profi t of 

Get a FREE Gold Coin (up to $150 
value) when you subscribe to Gold 
& Energy Advisor for three years. 
(Coin enlarged to show detail.) Note: 
Supplies are limited, and this offer 
expires when the coins are gone.
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