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“Fiddling While America Burns…”
“The ongoing debate about the debt 

ceiling is merely a sideshow. The US is in 
serious trouble, and both political parties 
are responsible for it.

“If Washington doesn’t address our 
problems now, we’ll experience the 
worst worldwide financial meltdown in 
human history.

“If I were in Congress, here’s what I 
would do to turn our economy around—
before it’s too late!”

The danger to the US Economy and for that 
matter the entire world’s economic sys-

tem has NEVER been greater. Thanks to the 
stupidity and greed of United States Congres-
sional leaders and big money interests buying 
their votes, our nation (and the world) is closer 
than ever to a catastrophic economic, political 
and social meltdown. 

If by August 2, 2011 the debt ceiling of 
the United States is not increased enough to 
assure investors around the world that our 
country will pay its debts, we’ll see not only 
an economic nightmare unfold, we’ll also see 
political and social chaos erupt throughout the 
world’s developed nations.

An economic disruption on this scale could 
lead to riots in the streets, famines, and wars, 
the likes of which we have never witnessed in 
human history.

To my fellow Republicans who insist pre-
dictions of catastrophe are being exaggerated: 
Either you immediately stop playing games 
with the good faith and credit of the United 
States, or face the reality of forever being 

seen as the catalyst of a worldwide economic 
depression. 

I wish I could blame the Democrats for 
this crisis, but I’m not so fanatically Republi-
can that I am a historic revisionist. Nor can I 
ignore that many of my fellow Republicans are 
literally selling their votes.

The recession we have (barely) crawled out 
of can be blamed in part on the Bush Adminis-
tration. The Federal Debt explosion took place 
when President Bush took our nation into 
wars that would cost significantly more than 
a trillion dollars while at the same time cut-
ting taxes. Yes, the Democrats share the guilt. 
Their excesses of government spending are 
impossible to ignore. But to have the gall to 
stand in front of the press and ignore that this 
dire economic reality wasn’t created in part by 
the poor Republican legislation is impossible 
for me to reconcile.

The danger is severe. It’s time for the 
Republican Party to change direction. 

I’m not alone in seeing the danger. NYU 

James DiGeorgia, Editor
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Professor Nouriel Roubini recently made 
headlines when he warned that a “perfect 
storm” of economic disasters may smash the 
global economy in 2013. (I think it could hap-
pen even earlier—any time in the next 12-36 
months, especially if Republicans continue to 
drink the Kool-Aid of mega-millionaires, bil-
lionaires, and mega-corporations.) 

The situation is so bad that even famed 
investor Jim Rogers recently warned that “the 
dollar is doomed—buy hard assets.” The list 
of world-renowned economists and historians 
warning of the danger of not putting our fiscal 
house in order grows every day. A letter from 
400 of America’s largest company CEOs to all 
members of Congress, including some so far to 
the right they can be considered conservative 
fanatics, warns that not raising the debt ceil-
ing will risk the world’s economy.

The good news is that it’s not too late to 
turn things around. There’s still a short win-
dow of time, But we must act fast, and we 
must act correctly.

This month, I’m departing a little from our 
usual format in GEA. You’re getting a concise 
plan for rescuing the wounded US economy—a 
solid plan of action for turning things around. 
If this plan is followed, we can restore healthy 
levels of growth to the US economy (3-4 per-
cent), drive down unemployment to 5 percent 
within three years, swing our budget from 
deficit into surplus, and strengthen our social 
safety nets (Social Security, Medicare, and 
Medicaid), while still maintaining a powerful 
military deterrent.

I’m sharing this plan today so that we can 
all put pressure on our Representatives, Sena-
tors, and the President to do the right thing. 
Then maybe, just maybe, we can not only avoid 
catastrophe, but also return America to pros-
perity.

But the simplistic ‘solutions’ coming out of 
Washington today won’t cut it.

By the time you read this issue 
of Gold & Energy Advisor...

 I hope Congress has agreed to raise the 
debt ceiling in one vote through the end of the 
current Presidential term.

I understand the no-tax pledges fellow 
Republicans have agreed to. Nevertheless, the 
reality of being elected to public office is that 
you swear an oath to protect and defend the 
US Constitution. This means the good of the 
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country must come first. 

The good of the country is best served by 
dropping the refusal to cut taxes of mega-
millionaires and billionaires, and the insane 
refusal to cut corporate subsidies that are 
exponentially compounding our nation’s debt.

To have a chance to create a low-tax high-
productivity economy, we must first recognize 
that taking responsibility for the nation’s debt 
must be absolute. We must also recognize that 
any genuine offer to lower the rate at which 
we are accumulating debt has to be accepted 
immediately. President Obama’s offer of a 3 to 
1 exchange of reducing debt by lower spending 
and eliminating may not be the ideal first step, 
but turning it down will put him in the driver’s 
seat for the 2012 election.

The Republicans’ first responsibility is to 
use their majority in Congress and powerful 
minority in the Senate to leverage bigger cuts 
in the federal debt without regard for how it 
may help the President. The top political, eco-
nomic, and social priority is to put our nation’s 
economic house in order. It should not be the 
defeat of President Obama. Those Senators 
and Congressional members that would see 
the collapse of our government rather than the 
re-election of the President solely on ideologi-
cal grounds are traitors. 

Once the immediate urgency of the debt 
ceiling is addressed, we need to attack our 
problems simultaneously, across multiple 
fronts. Five of them, in fact.

Battle #1: Slash Federal 
Spending Beyond the  

$3 Trillion Obama is Offering

Federal spending is a runaway train. The 
danger is so great it cannot be ignored. Just 
look at the White House’s latest budget below.

Note that total spending is expected to 
be $3.77 trillion this year. That’s $32,700 for 
every household in this country.

And that’s modest compared to what’s com-
ing. In just one decade, current projections are 
for the US to be spending an additional $2 tril-
lion per year.

This is insane. Spending must be slashed, 
starting now. 

Politicians wring their hands, claiming that 
they can’t identify any cuts to make. That’s 
absurd. There’s a tremendous amount of fat 
and waste to be cut.

The problem is that politicians only know 
how to do one thing: ‘bring home the bacon’ 
to their districts. All they know how to do is 
increase spending. 

But with the dollar on the brink of ruin, the 
opposite action is required. And Washington 
better do it fast.

Here are some good places to start. 

We must stop being the world’s police-
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man. After World War II, when much of West-
ern civilization lay in smoldering ruins, it 
made sense for the US to police the world. But 
not any more.

Now that Soviet communism is dead, there 
are no longer worldwide threats that only the 
United States can handle. Even today’s major 
threat—global terror—ultimately comes down 
to regional or local conflicts.

It’s time for our allies to take up the slack. 
We paid to rebuild Germany. We paid to rebuild 
Japan. We paid to save South Korea from the 
North. The list is long—and now these nations 
need to step up and play a larger role in fight-
ing global terror.

We also need to cut the waste from the mili-
tary budget, currently at $891 billion. We can 
still fully support our young men and women 
in uniform, without wasting the tens of bil-
lions that are lost every year due to corruption 
among our ‘allies’ in Iraq, Afghanistan, and 
other places.

We should draw down unnecessary forces 
in Iraq, while making the Iraqis pay for the 
security we’re providing. In Afghanistan, 

we’re spending $118 billion per year, much of 
which goes toward ‘construction and mainte-
nance’ (and corruption). That should go to zero. 
We should also start closing bases in Germany, 
Japan, Korea, etc., unless the host country 
pays for them.

Overall, we need to face facts. America can 
no longer afford to spend $891 billion each year 
policing the entire world. We can maintain our 
security and freedom for much less—and we 
must do so.

We must eliminate pork-barrel sub-
sidies, especially for oil companies and 
agriculture. These programs are archaic, 
going back all the way to the Depression. We 
need to make deep and substantial cuts here.

For example, even as oil companies make 
record profits, the industry is receiving about 
$4 billion per year in subsidies and tax breaks. 
Oil executives claim that without these, Amer-
ican oil output would plunge. But that’s ridic-
ulous: even without subsidies, oil would still 
be wildly profitable, so the companies would 
still produce it. A year or so ago, a govern-
ment report said that eliminating these subsi-
dies would only reduce American oil output by 

In Update #1138, we took profits on our 
short put on ConocoPhillips (symbol COP). 
We bought to close the June $72.5 puts (sym-
bol COP110618P72.5). Our profit was $64 
per contract.

 In Update #1140, we listed our options 
that expired in June. Profits taken and 
expired options netted $736 for the month.

In Update #1142, we hedged Sandridge 
Energy (SD) and Devon Energy (DVN). On 
SD, we sold to open the Aug. $11.00 calls 
(SD110820C11). We hedged 100 of our 200 
shares. On DVN, we sold to open the Aug. 
$85 calls (DVN10820C85).  

In Update #1143, we issued hedging 
instructions for subscribers who own Energy 
Exploration and Production ETF (XOP) and 
Apache Corp. (APA). On XOP, we sold to 
open the Aug. $62 calls (XOP110820C62). 

On APA, we sold to open the Aug. $130 calls 
(APA110820C130).

In Update #1149, we issued instructions 
for subscribers who hedged Anadarko Petro-
leum (APC) and Pengrowth Energy Corp. 
(PGH). On APC, we bought to close the July 
$82.5 calls (APC110716C82.5). Our profit 
was around $98 per contract. 

On PGH, we bought to close the July 
$13 calls (PGH110716C13). Our profit was 
around $30 per contract.

In Update #1150, we closed our short puts 
on Continental Resources (CLR) and Pioneer 
Natural Resources (PXD). On CLR, we bought 
to close the Sep. $55 puts (CLR110917P55). 
Our profit was about $115 per contract. 

On PXD, we bought to close the Sep. $80 
puts (PXD1109P80). Our profit was about 
$40 per contract.

Portfolio Update
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about half of a percent.

As for agricultural subsidies, they’re even 
worse. Back in the 1930s, about 25 percent of 
all Americans lived on farms. Today, it’s down 
to two percent. Yet the farm lobby is as power-
ful as ever.

Farm subsidies are obsolete and unneces-
sary. The USDA projects that net farm income 
this year will surpass $94 billion. It’s predicted 
to be the second-best year since 1976. In fact, 
the years 2004-2009 were the five best years 
out of the last 30.

The actual amount of agricultural subsidies 
varies each year, but according to the USDA, 
the government gives farms up to $30 billion 
annually. Other services such as research 
and subsidized crop insurance cost taxpayers 
another $5 billion more.

The farm lobby wants you to think that 
these billions are necessary to protect family 
farms. Not so. In fact, according to the USDA, 
almost two-thirds of the cash goes to large 
commercial farms with gross annual sales of 
$250,000 or more.

As the CATO Institute has noted, farm 
subsidies are not only wasteful, they harm the 
economy:

“The extensive federal welfare system for 
farm businesses is costly to taxpayers and 
it creates distortions in the economy. Subsi-
dies induce farmers to overproduce, which 
pushes down prices and creates political 
demands for further subsidies. Subsidies 
inflate land prices in rural America. And 
the flow of subsidies from Washington hin-
ders farmers from innovating, cutting costs, 
diversifying their land use, and taking the 
actions needed to prosper in a competitive 
global economy.

“The distortions caused by federal farm 
policies have long been recognized. In 1932, 
a member of Congress noted that the Agri-
culture Department spent ‘hundreds of mil-
lions a year to stimulate the production of 
farm products by every method, from irri-
gating waste lands to loaning and even 
giving money to the farmers, and simul-

taneously advising them that there is no 
adequate market for their crops, and that 
they should restrict production.’ The folly 
is the same seven decades later, except that 
subsidies have increased from ‘hundreds of 
millions’ to tens of billions of dollars.”

There’s $39 billion in easy savings just 
in these two types of subsidies alone.

We should legalize marijuana. Nixon 
pulled out of Vietnam and declared victory, 
but then he gave us a “war on drugs” that’s 
been fought for 40 years without success. We 
need to stop fighting this war.

Why? Because we’re losing billions. Accord-
ing to a study from Harvard University, legal-
izing pot would save $13.7 billion each year.

It kills me to agree with Jimmy Carter and 
Barney Frank on anything. Yet even Ron Paul 
agrees—the sooner we redefine the war on 
drugs, the sooner we start saving money. 

According to the Drug Policy Alliance:

• “The number of Americans incarcerated 
for drug law violations today is larger 
than the total US prison population in 
1980.

• “Nearly 6 in 10 people in state prison for 
a drug law violation have no history of 
violence or high-level drug selling activ-
ity.

• “African Americans comprise about 13 
percent of the US population and 13 
percent of people who use or sell illegal 
drugs, but they are 37 percent of those 
arrested for drug law violations and 56 
percent of those in state prison for a 
drug law violation.

• “Drug arrests have more than tripled 
in the last 25 years, totaling more than 
1.66 million arrests in 2009. More than 
four out of five of these arrests were for 
mere possession.”

Not only that, the Mexican drug cartels get 
at least 60 percent of their revenue from sell-
ing pot in the US. I’m sure you’ve heard of the 
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horrifying levels of violence in Mexico as the 
cartels have fought a (literal) war against the 
government. They also have a major presence 
in the US, controlling the drug distribution in 
an estimated 230 American cities.

Legalizing marijuana would stop the car-
nage in Mexico, while cutting US government 
expenses and increasing government revenue. 

We need to reform immigration laws. 
The sooner we accept that the 11-13 million 
illegals in America are not going home, the 
better it will be for our economy. 

Legal citizens pay taxes, buy homes 
and cars, and spend real money. If my fel-
low Republicans insist on passing laws that 
harass people of color and ignore the reality of 
the demographic shift that will take place in 
the next 10 years, Republicans will find them-
selves a minority party for decades. 

Battle #2:  
Stop the  

Social Benefits Collapse

Social Security, Medicare, and Medic-
aid have reached a staggering $61 trillion in 
unfunded liabilities. The economy can’t pull 
out of its tailspin with this hanging over our 
heads.

We must reform Social Security. Amer-
icans are living longer than ever—far longer 
than Social Security was designed to support. 
The age of eligibility for full social security 
benefits must be raised from 67 to 70. This can 
be phased in incrementally over the next 10 
years.

Also, people retiring with $10 million or 
more in assets must no longer be able to col-
lect Social Security and Medicaid. Sorry, but 
these were designed as safety nets for the poor, 
and you don’t need them. Let’s save them for 
those who do.

Plus, disability expenses have gone from 
$20 billion to about $120 billion in the last 
decade. (Apparently many people who lost jobs 

in the Great Recession are now claiming dis-
abilities, and the judges have grown lenient.) 
Those who aren’t truly disabled need to be 
taken off the rolls, and of those who are dis-
abled, some could be retrained so that they 
could work and become taxpayers again.

Lastly, we should eliminate Cost of Living 
Adjustments (COLAs). Few people in private 
jobs get these, and government workers & ben-
eficiaries shouldn’t either. Sorry, but we can’t 
afford COLAs anymore—not until the debt 
shrinks to half its current size. (As a bonus, 
this would also remove the incentive for the 
government to lie about the true extent of 
inflation in the economy.)

We must reform Medicare and Medic-
aid. Again, we need a higher age qualification 
for Medicare, and a financial means test for 
eligibility for both programs. 

In addition, we need a new protocol for 
treating people over 80. We can no longer 
spend $25,000 a day treating people that are 
80 years old who have terminal diseases. The 
emphasis has to be on comfort and pain man-
agement.

Overall, 28 percent of annual Medicare 
spending goes to people in their last year of life. 
That’s over $120 billion dollars (over $1,000 
per American household) each year.

 The last two months of life alone account 
for 12 percent of the entire Medicare bud-
get. There’s a lot of money that’s being spent 
unnecessarily here, all because doctors refuse 
to administer proper pain medications (for 
fear of the patients becoming addicted). Here’s 
a news flash, Doc: if the patient is terminal, it 
doesn’t matter if he or she becomes dependent 
on morphine for a few days or weeks before the 
end comes. Physicians should make patient 
comfort their priority, rather than expensive 
medical procedures that ultimately do little for 
the patient. 

Medicare and Medicaid must be allowed to 
negotiate the prices of medicines in bulk. Right 
now we don’t have a free market for these costs. 
(It blows my mind as a Republican that my 
party is against this simple FREE MARKET 
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principle.) If we don’t do this, the pharmaceu-
tical companies will bleed us dry.

 (And it’s better for them too that prices 
come down, because right now they’re killing 
the goose that lays golden eggs.)

Lastly, we need tort reform. The Demo-
crats have been fighting against it for three 
generations (no surprise, since they’re the 
party of trial lawyers). But medical costs are 
threatening to bankrupt this country, and TV 
has more commercials for tort attorneys look-
ing to sue nursing homes, physicians, and 
pharmaceutical and insurance companies, 
than any other advertising. 

We’re making tort lawyers incredibly 
wealthy and prosperous, while they drive 
health care and insurance costs through the 
roof. We must restore sanity to health care. 

Battle #3:  
Raise Taxes  

and Reform the Tax Code

Does this raise your hackles? Me too, but 
there’s no other choice. 

Bottom line: Federal revenues were $2.57 
trillion in 2007. Last year they were $2.16 tril-

lion—a plunge of over $400 billion, even while 
spending is soaring.

Yes, this is Washington’s fault, not ours. In 
the next election, let’s all vote against every 
incumbent and throw the bums out. 

Meanwhile, we’re stuck in the mess that 
Washington has created.

And we need to fix it, fast.

We must reform the corporate tax 
code. Overseas earnings of mega-corporations 
must be taxed. To help bring these earnings 
home, we need to lower corporate tax rates 
and increase import taxation.  A win/win from 
any conservative’s view.

We must raise import taxes. The US 
charges an average customs duty of just three 
percent on imported goods. That’s one of the 
lowest rates in the world.

Meanwhile, our trading partners are charg-
ing us up to 30 percent. We need to rebalance 
our trade, and raise our rates to 15 percent 
over the next 10 years. 

We’re always hearing about unfair trading 
practices, work rules, safety standards, the 
minimum age for workers, and so on. But the 
difference in customs duties is a gross inequity 
that we almost never hear about. It’s time we 

Our financial crisis is more than just bad 
numbers—more than just dollars and cents. 

In large part, our economy is wallowing 
in misery because of plunging confidence. 
Consumers and businesses alike are afraid 
to spend money. Falling money velocity then 
decreases confidence further, creating a 
vicious circle that’s very difficult to escape 
from.

The plan I describe in this issue will 
increase confidence in three ways:

1. Putting money in consumers’ pock-
ets (especially via lower oil prices and 
lower principals on mortgages) will 
revive consumer spending—which is 

about 70 percent of the economy.
2. Higher consumer spending will revive 

business confidence.
3. Lowering deficits and cutting fraud 

and waste from the national budget 
will revive international confidence in 
America’s finances, strengthening the 
dollar and lowering interest rates.

All the above will create a virtuous circle 
rather than a vicious one, feeding off each 
other and expanding together. Ultimately 
we’d get what Keynes called “animal spirits”: 
high levels of optimism and buoyancy, stim-
ulating demand and investment throughout 
the whole economy.

Restoring “Animal Spirits”
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fixed it.

We must raise personal tax rates. Peo-
ple making over $750,000 (single) or $1 million  
(married) must go back to paying the tax rates 
that existed at the end of the Clinton Admin-
istration. The tax code then should graduate 
to 40-49 percent for people making up to $10 
million to over $1 billion a year with only basic 
deductions. The tax loopholes must be shut 
down. (This is more than fair. As our nation’s 
debt declines, the rich will get richer anyway.) 

Do these rates sound radical? They would 
still be lower than those under President Rea-
gan.

And speaking of Reagan, where is his equiv-
alent today? He was deeply committed to low-
ering taxes, and did so in 1981. Nevertheless, 
the economic crisis he inherited from Jimmy 
Carter was so severe that Reagan realized 
taxes must be raised again. In 1982, he started 
working with Congress, creating a series of tax 
increases. (The first one raised taxes by almost 
one percent of GDP—the largest peacetime 
increase ever to that time.) Ultimately Reagan 
raised income taxes, corporate taxes, payroll 
taxes, gasoline taxes, and others. 

Politically, Reagan paid a high price for 
the tax increases. But he paid it willingly, and 
bore it stolidly. He knew he was doing what 
was right for his country. 

Fast-forward to today. Where is Reagan’s 
party now? Today we’re facing a debt crisis 
far worse than Reagan could have ever imag-
ined. Since 2001, the dollar has fallen by over 
40 percent, mostly because of the explosion in 
federal, state, and local debt. Unemployment 
is above nine percent, we’re fighting two wars 
on the other side of the world, and we’re fac-
ing $61 trillion in unfunded liabilities. We’re 
plunging into a depression deeper than the 
1930s. 

Yet Republicans today refuse to consider 
revenue enhancement. Forget about raising 
taxes, today’s Republicans refuse to consider 
eliminating the tax breaks and subsidies for 
multi-billion-dollar corporations.

This isn’t because they’re afraid of the 
political fallout. According to a recent Marist/
McClatchy poll, a whopping 64 percent of vot-
ers want to raise taxes on the rich. Other polls 
show 70-80 percent approval for eliminating 
fat-cat subsidies and tax breaks.

No, it’s because they’ve sold out to the mega-
wealthy. All they’ll do now is argue about shut-
ting down the government—fiddling while 
America burns.

When Warren Buffett, the third richest 
man in the world, points out that he is charged 
a lower tax rate than his secretary or his clean-
ing lady, we have a serious problem in this 
country.

And if you’re a supply-sider, here are two 
things to think about. First, the huge tax cuts 
that were supposed to spur investment and 
create jobs have been disastrous. All we’ve 
done is export large segments of our nation’s 
manufacturing sector overseas. During the 
Bush Administration alone, we doubled the 
national debt and saw as many as three mil-
lion jobs in the United States flee our shores. 

Second, raising taxes on the wealthy is bet-
ter for the wealthy than our current situation. 
If our runaway debt isn’t brought under con-
trol very soon, the dollar will go into freefall.

If you’re a billionaire, then you lose $100 
million of purchasing power for every 10 per-
cent the dollar falls. 

The reverse is also true. If you’re wealthy, 
you’ll make more money if our economy 
rebounds and grows vibrant again.

So to the very rich individuals who only 
think of self-gratification, I say this: if you 
resist higher taxes, you’re undermining your 
own wealth. You’re putting your prosperity in 
jeopardy, and frankly, that’s not only crazy but 
also stupid.

Battle #4:  
Save the Housing Market

The implosion of residential real estate was 
the original cause of today’s financial crisis. 
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And the crisis won’t be solved until housing is 
turned around.

The prospects here are grim. After sev-
eral years of collapsing home prices, Ameri-
cans now have a deflation psychology. People 
expect prices to go lower and lower. Once in 
place, this mentality is very difficult to reverse. 

Not only are buyers reluctant to buy, home-
owners are getting comfortable with the idea 
of walking away from their homes. As more 
and more do so, the social stigma around fore-
closure has evaporated. Now it’s turned into a 
straightforward financial decision: if my mort-
gage is underwater, is it worth it to pay it back? 
Or can I use my capital better somewhere else?

The government has made a feeble effort 
to encourage banks to renegotiate the loans, 
but this has done practically nothing. Count-
less homeowners have wanted to renegotiate, 
but couldn’t get anybody at the bank to talk 
to them. As the New York Times noted, “Get-
ting the banks to make large-scale mortgage 
modifications is no different today than it was 
in 2007 — next to impossible. The servicers 
still lack the economic incentives to modify 
mortgages; it’s easier in most cases for them 
to foreclose, which also generates fees, while 

modifications don’t.”

We must relieve the housing market, 
or else we won’t escape the trap. In past 
recessions, real estate has led the economy 
out of the slump. Today it’s crucial to relieve 
the pressure on real estate, since it caused the 
crash in the first place.

How can we do this? I’m not in favor of 
the ‘slash & burn’ approach—forcing banks to 
write off the properties instead of foreclosing. 
Or worse, literally burn down empty homes, as 
Alan Greenspan suggested in 2009.

But we do need to force the banks to share 
the pain.

This is more than fair. Bankers made bil-
lions writing junk loans, and they’re the ones 
that got us into this mess. Now they need to 
help get us out. 

A few years ago, bankers forced through a 
change in bankruptcy laws, making it harder 
for homeowners to get out of their mortgages. 
This needs to be rolled back for at least five 
years. Chapter 7 bankruptcy should wipe out 
mortgage debt, and Chapter 13 should allow 
the homeowner to renegotiate the loan (with 
the court compelling the bank to comply).

With Washington running such horrible 
deficits, the national debt is growing 

explosively.
The plan I describe in this issue could 

lower spending by up to $800 billion. We’d 
get this by cutting all agencies by at least 10 
percent, along with steeper cuts in the mili-
tary, healthcare, and social program budgets.

That would bring the budget down to $2.2 
trillion. We need to freeze spending at this 
level.

Raising taxes and economic growth from 
a strengthening dollar could grow federal 
revenue to about 20 percent of GDP. That 
would be about $3 trillion.

If we assume the economy grows at an 
average of 2 percent per year (which includes 

a year or two of recessions), the economy 
would be $17.8 trillion by 2020.

Spending would then be 12 percent of 
GDP, close to the historical norm. The rev-
enue base would be about $3.5 trillion (20 
percent of GDP).

The surplus of each year cumulatively 
from 2011 to 2020 would be about $10.66 
trillion. That would bring our debt down to 
$3.64 trillion—still high, but manageable.

At that point, the government could con-
sider measures to lower taxes and some cost-
of-living adjustments for poor citizens, along 
with investing in education, R&D, and infra-
structure measures to boost the economy fur-
ther.

Paying Off the Debt
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Banks must be forced to write down 
loan principals to lower homeowner pay-
ments. Lowering rates accomplishes nothing—
the homeowners still owe far more than the 
homes are worth, and they’ll still walk away. 
Lowering the principal is the only way out.

We should limit this to homeowners who 
live in the homes and are underwater on their 
mortgages. If you’re a speculator, too bad—you 
knew the risk going in. And if you live in your 
home but aren’t underwater, then you don’t 
qualify either. Yes, it’s unfair—but the bank-
ing system won’t survive otherwise.

As for the banks, they should be required 
to make these reductions, and to train and 
new workers to process them. As a side benefit, 
this would create jobs for the thousands of real 
estate agents, escrow officers, and mortgage 
brokers that are unemployed now. 

Will banks sustain losses under this pro-
gram? In most cases the big seven banks 
would actually STILL make billions. Keep in 
mind that most of the deals brokered put the 
bulk of distressed and non-performing proper-
ties in their portfolios at less than 15 cents on 
the dollar.  

But let’s assume for argument’s sake that 
there would be losses. The banks should be 
allowed to write them off over 5-10 years. This 
will allow them to maintain reserve require-
ments and preserve their balance sheets.

And the bankers that complain should be 
reminded that taxpayers bailed them out, and 
the Fed has kept interest rates for them at 
close to zero, while credit card rates are 12-28 
percent. Banks are making lots of money today. 
They have no right to whine.

There are four benefits to this proposal:

1. It keeps families in their homes!

2. It puts money in the pockets of home-
owners (via lower mortgage payments), 
much of which will wind up in the econ-
omy.

3. It stabilizes the housing market—cur-
rently a major drag on the economy—
and could finally cause a housing recov-
ery.

4. It creates increased confidence in the 
economy that could lead to more con-
sumer spending.

In the documentary Inside Job, Fed and 
Treasury officials were shown asking banks 
to take TARP money. Several bankers tried to 
refuse. 

The Treasury Secretary finally told them, 
“Here’s how it is. If you don’t take the money, 
your bank won’t be around anymore.” There 
needs to be more arm-twisting like this today. 

After all, in the long run, an economic recov-
ery will benefit banks too.

Battle #5:  
Slash Energy Prices

America consumes about 20 million barrels 
of oil per day. At $103 per barrel (the average 
in 2011 so far), that’s about $2 billion per day.

Worse, almost half of that is imported. 
We’re exporting huge amounts of cash. If we’re 
to turn our economy around, we need to keep 
this cash inside our borders.

Oil could easily be brought down to the 
$75-$80 level. (I’ll explain how in a moment.) 
Oil going from $103 to $80 would save the US 
about $168 billion per year, and could raise 
our GDP by half a percent all by itself.

Cheaper oil would lower gas prices for con-
sumers, of course. It would also bring down 
prices of other goods, because oil is integral in 
manufacturing and in transporting goods to 
the end user.

Lower prices could also improve the profit 
margins for many corporations. This would 
boost stock prices, the markets overall, and the 
values of 401k and other retirement accounts.

(You might be wondering why I’m rooting 
for oil prices to come down here in GEA. After 
all, we’ve made a lot of money from high oil 
prices. Well, we’ll still make money from oil 
stocks, even if prices come down. But if crude 
prices are not reined in, our economy will con-
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tinue to groan under the weight of high oil, and 
recovery will be much more difficult.)

So how could we possibly bring oil down? 
It’s easier than you think.

We need to reduce speculation in the 
oil markets. This alone would chop tens of 
dollars off the per-barrel price.

Oil’s price discovery occurs on the futures 
markets. In the US, oil is traded on the NYMEX 
(New York Mercantile Exchange). 

Futures markets are famous for encour-
aging speculation. A trader can buy or sell 
a futures contract with only a small amount 
of cash. The oil markets today allow high 
amounts of leverage: about 15 to 1. 

Oil speculators tend to be aggressive trend 
followers and momentum players. They also 
tend to be very short-term oriented, and they 
exaggerate trends. 

We see them in volume statistics. For exam-
ple, as oil went from $106 to $120 earlier this 
year, volume shot up by about five times. We 
also see them in exchange statistics—accord-
ing to a recent report, large speculators hold 
about 28 percent of all oil futures.

Speculation drives the price in wild swings, 
both up and down. (We saw crude’s price shoot 
up 35 percent earlier this year. The opposite 
can also happen: oil went from $147 to $32 in 
just six months back in 2008.)

If exchange officials would double margin 
requirements, this would chop leverage in half. 
Speculators would exit en masse, and prices 
would fall quickly

This tactic is very effective. We saw the 
silver exchange do it just a few months ago. 
Prices fell 36 percent in just a few weeks. 

Some will object to this idea, because they 
think this would be interfering in a free mar-
ket. That’s wrong, for several reasons:

• Exchanges reserve the right to do this, 
and they exercise this right quite often. 
Yes, it’s interference in the market, but 
it’s a known risk for speculators. 

• Oil isn’t a free market anyway. It’s dom-
inated by OPEC, a price cartel. 

• Oil is a strategic commodity. This justi-
fies stepping in when speculation gets 
out of hand.

A hike in oil’s margin requirements would 
drive prices down in short order. This would 
provide a quick and substantial boost to the 
economy.

Over the medium term, oil will rise back 
up from $80. The shortage of cheap oil is real 
and getting worse. But at least we’d have a 
breather of a year or two and get the wind back 
into our economy’s sails.

Meanwhile, we need to do more than sup-
press speculation. Long-term we need to 
build a national infrastructure for elec-
tric cars. The federal government doesn’t need 
to pay cash for this—it could be done by creat-
ing incentives for state governments or even 
private companies to do it. (There are many 
possible incentives, such as granting land and/
or exclusive revenue rights for electric ‘filling 
stations’.) We need to wean ourselves off oil.

But that will take years. Meanwhile, our 
economy is handicapped by rising oil prices, 
thanks to massive speculation. Driving the 
speculators out of the markets will put money 
back into consumers’ pockets, lower costs for 
businesses, keep cash within the borders of 
the US, boost our GDP, and boost the margins 
(and therefore stock prices) of corporations.

Here’s what happens if we 
implement this plan.

Our economy is sucking wind right now, but 
it’s not too late. American capitalism remains 
the most powerful economic force the world 
has ever seen, and we can still turn the ship 
around before it hits the iceberg.

If Congress wakes up and implements 
my plan, or something close to it, we should 
be able to solve our economic problems in 
2-3 years. We could turn everything around 
quickly, and be back to prosperity. This isn’t 
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a Kumbaya moment—it’s a realistic, common-
sense approach. All we need is political will.

If this occurs, what would happen to us as 
GEA investors? We’d still make money, just at 
a slower rate than what we’ve been enjoying. 
At worst, the price of gold would drop $200 to 
$300 from current levels, and then slowly rise 
to over $2,000 just from natural supply and 
demand. Oil would hover from $80-$120 per 
barrel for the next five years, giving us enough 
time to develop viable energy alternatives. 

Meanwhile, our trading disciplines will still 
pull profits from the markets. (Remember, we 
have strategies to make money even if prices 
don’t rise.)

Here’s what happens if we 
DON’T implement this plan.

If this plan (or something close to it) isn’t 
implemented, we’re going to have the worst 
economic meltdown in Western history—
maybe even human history.

Famine, war, political discord and unrest, 
black swan events—these are what happen 
when massive economic chaos hits a nation. 
Russia’s economic troubles in 1915 brought 
the Communists to power, who ultimately 
killed millions of people (10 million in the 
forced farm collectivization alone). Germany’s 
hyperinflation in 1923-1924 swept Hitler and 
the Nazis into power, again killing about 50 
million people in World War II. 

Think I’m exaggerating? What will hap-
pen if America’s economy, the Eurozone, and 
(probably) Japan all collapse at the same time? 
The only one left will be China, and it would 
get pulled down too. 

At that point, what will be the economic 
engine to pull the world out of an economic 
death spiral? Africa? South America? Hardly. 

We’ll see a Greece-like situation, but it will 
be on a global level.

Under this scenario, we’ll see gold sky-
rocket up to $5,000-$15,000. Right now, we’re 
still on track for that, unless Washington finds 

the political will to implement the things I’ve 
discussed in this issue.

The frustrating thing for me is much of this 
plan has already been suggested in Washing-
ton, but is being actively opposed by the mega-
rich and their puppets in Congress.

What the mega-rich don’t realize is that 
if these recommendations are ignored, they’ll 
be committing financial suicide. They’ll avoid 
higher taxes now, but later the great majority 
of them will suffer in the scorched economic 
landscape that’s coming.

It comes down to some basic common sense. 
Raising taxes on people making more than 
$500K or even $1 million and imposing a top-
tier tax bracket of 49 percent is actually in 
their best interest.

Yes, their best interest.

Five years from now, the US dollar could 
easily recover 40 percent of the spending power 
it has lost in the last decade. The rich will get 
far richer.

But we need to do more than just cut future 
spending (which is what Washington is argu-
ing about today). We need to eliminate corpo-
rate welfare and raise taxes on America’s most 
wealthy.

This will create an Economic Renaissance—
one that will allow America’s mega-rich to see 
their spending power jump, and expand their 
fortunes dramatically.

But as long as Washington is controlled by 
oil corporations, pharmaceutical companies, 
multi-national banks, unions, and trial law-
yers… then make sure you have plenty of gold 
in your portfolio, because you’re going to need 
it. 

I’m serious about these predictions, and I 
want to make sure you’re prepared. I’ve set 
up a new email address for you to offer your 
thoughts and ask me questions about this

By law, I can’t answer specific stock and 
options questions on a one-on-one basis. For 
other questions, I’ll do my best to respond. 
Here’s the new address:

James@GoldandEnergyAdvisor.com
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