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Virtually all market analysts and
financial writers are single-mindedly
focused on the Fed raising the price 
of money and credit. The market 
is constantly told to fear the Fed
tightening. Meanwhile, we are in 
the middle of one of the largest
increases on record in the quantity 
of money as measured by M3. From
the start of 2004, M3 has increased at
an 11% rate, or almost $400 billion.
At this rate of growth, M3 should 
surpass $10 Trillion over the next 12
months. While the Fed already has 
the markets and future interest rates
priced for a 1/4 point rise in the Fed
Funds rate in June, and another 1/4
point rise in August, the markets 
are not focused on the inflationary
consequences of the massive increase
in the supply of money or its down-
ward effect on the value of the dollar.

The Fed has turned the “financial
bubble machine” back on. First, they
wanted to put a quick end to the
unwinding of the “reflation trade”
which was causing a spike in bond
prices and a strengthening in the 
dollar. This put the financial markets
close, once again, to a crash. Second,
the Fed needs to play the last policy
cards - beneficial to the economy and
this Administration – to use the direct
creation of money to:
1) tempt a reopening of the 

reflation trade;

WITHER
THE DOLLAR!The investment world seems willing to accept an increase in interest rates by the Federal Reserve.

In large part the reason for this attitude is that the Federal Reserve is expected to take a moderate
approach to the process of raising rates. Translating these thoughts and Federal Reserve policy
announcements is rather easy. The Federal Reserve is going to do little to change the rate of 
increase in the U.S. money supply.

Monetary economics is really a rather simple subject. If the central bank, the Federal Reserve,
allows the money supply to increase faster than the production of goods and service increases, prices
will rise. If a country has more money than goods, the prices of those goods will go up. The same is
true for the price of Gold in that country’s currency.

In short, if the Federal Reserve allows the supply of U.S. dollars to increase faster than the
total quantity of Gold increases, the dollar price of Gold will rise. That is what they have been
doing, and Gold has been responding. Gold is still on track to carry Gold to over U.S. $1,200. What
the Fed does is more important than what they say. Open mouth policy is not action.

Before looking directly at the relationship of Gold and the U.S. money supply, let us review the 
performance of the U.S. money supply. In the next chart is graphed the narrowest measure of the 
U.S. money supply, M-1. This measure is essentially composed of bank checking deposits and currency 
in circulation.

continued on page 2

continued on page 7



The historical pattern of the U.S. money supply is probably somewhat different than many would
have expected. In the middle of the 1990’s the U.S. money supply peaked, and then fell. The money
supply did not recover till the new century arrived. Many forces contributed to this pattern. In part 
the collapse of the Japanese banks was a factor in this development.

The consequences of fewer dollars existing meant that the value of dollars went up and
inflation fell.

In the late 1990s the U.S. money supply bottomed. As is apparent from the graph, the money
supply has been growing since then. In the past couple of years the rate of growth in the U.S.
money supply has been accelerating. This acceleration is evident by the higher slope of the line. 
You can observe this by following the line by laying a pencil across it. As the point of the pencil
starts pointing higher, the slope is greater and the growth rate has increased.

Now that we have reviewed the history of the U.S. money supply, let us compare the price of
Gold to that data. In the next graph the monthly price of Gold is graphed versus the U.S. money
supply. Yes, the graph is a little hard to read in detail for a large number of data points are used.
The message to grasp is how close the dollar price of Gold and the quantity of U.S. dollars 
have been tracking together in recent years.

In the early period
shown in the graph,
Gold and the U.S.
money supply do not
seem to track well. 
Part of the reason for
that appearance is that
the U.S. money supply
was going down, and
Gold should have been
going down. Second,
this period coincides
with the era of heavy
central bank lending
before the Washington
Agreement on Gold. The
Gold market was not
able to act naturally.

In recent years the tracking is excellent. From January 1998 to the present, the R2 was 77%.
What does that mean? R2 tells us how much of the variance of the U.S. dollar price of Gold can be
explained by the variance of the U.S. money supply. What does that mean? Well, it tells us how 
much of the wiggles in Gold’s price are caused by wiggles in the money supply.

Important also is that the relationship has strengthened. From January 1999 to the present, the
R2 was 85%. A significant portion of the action in the U.S. dollar price of Gold is being explained 
by the size of the U.S. money supply. That relationship is as it should be.

In the next graph (top of the next page) we have taken the recent history shown in the previous
graph and added projections of M-1 at two different growth rates. M-1 is projected forward at 4%
and 8%. We can then use these projections to approximate where the price of Gold might be in
future years. We can do this because of the strong fit previously demonstrated.

The implication of this picture is that outlook for Gold’s dollar price remains extremely favorable.
Gold is easily going to exceed US$500 in a the near future. Such a projection does not factor in a 
collapse of the U.S. Housing Bubble and the subsequent devaluation of the U.S. dollar.

Fundamentals remain extremely well positioned to push Gold’s U.S. dollar price higher in the
years to come. However, that does not prevent Gold’s dollar price from doing a lot of things in the
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DEATH OF
A HERO

You know you have lived too long
when you begin to watch your heroes
die.

Yes, the greatest president of 
our generation passed recently.
President Ronald Reagan entered
office when I was just 23 years old.
And just a few months into his 
presidency I remember when he was
shot in an assassination attempt. 
I was watching fighter aircraft (F4
Phantoms or Eagles?) practice their
flying maneuvers above Dobbins Air
Force Base in Marietta, Georgia. 

And I remember how the nation
cheered (and I cheered too) when 
he entered the hospital on his own 
2 feet. Reagan ended his presidency 
the year I married my wife. 

Ronald Reagan was a great leader
and the caliber of president that we
generally will only see once in our 
life time.

And what type of world did
Reagan begin his presidency in? The
year he entered office our world, our
country and our economy were head-
ing straight to the cleaners and rather
quickly at that. Between 1970 to 
1980 our world was slowly dissolving
into chaos. Reagan began his term
not too long after gold had soared
close to 900 dollars an ounce.

As the months began to unfold 
his first year in office a peace began
to descend onto the country and a
feeling of hope began to envelope 
the nation. By the time Reagan
arrived it had been a very long, long
time since we had last seen a capable
president we could truly be proud of.

From 1970 to 1980 we witnessed
social and economic disintegration.
Between 1960 and 1970 were mass
riots and anarchy. During the 1950s
our nation learned to live with the
fear of the Cold War and possible
nuclear annihilation of the entire
human race. 
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short-term. A serious drop though would have to be ruled out. Short-term pessimism, especially
when created by the money handlers of today, creates opportunity for long-term investors.

As an aid in justify-
ing the growth rates
used in this graph we
have included one more
graph on the growth
rate of M-1. As you can
see, the Federal Reserve
has adopted policies
creating some of the
highest growth rates
experienced in about 
a decade. Second, 
policy has been a 
little erratic. As the
monetarists say, 
monetary instability
leads to economic
instability.

Recently Chairman Greenspan has suggested that the Federal Reserve’s actions would be “measured”
but prepared to act against any signs of inflation. Only when the economy seems to be expanding does
it tend to have this view. One gets the impression that the Fed is ready to change its stripes to spots
on a moment’s notice. We doubt that.

The Federal Reserve
ignored the price action
during the Stock Market
Bubble and has ignored
the dangerous repercus-
sions of the current
Housing Bubble. Clearly
the signs are pointing
toward a higher level 
of price inflation as
measured by the Fed’s
favorite index of the day.
Will the Federal Reserve
put the Housing Bubble
at risk, or simply find
another favorite measure
on which to focus?

Should the Federal Reserve actually act like a real central bank by pushing interest rates higher, the
Housing Bubble will collapse. With plummeting housings prices and mortgage default rates skyrocketing,
what will be the Fed’s response? What will be the response of foreign exchange markets when the U.S.
plunges into a near bottomless recession under collapsing housing prices?

The bull market for Gold and Silver remains intact. Ten years were required to put these fundamentals
in place. Such forces do not disappear suddenly. The Housing Bubble is not going to sneak off into the
night unnoticed. The current account deficit is not suddenly going to be resolved by the Good Fairy 
putting quarters under everyone’s pillows. Federal Reserve officials are not suddenly getting “religion.”

continued on page 7
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We could wrap up the entire time
span of 1940 to 1980 by saying that
for 40 solid years the world lived in
fear and discord and strife. This was
a world and an environment where
gold was happily accepted as a
financial life preserver and no one
questioned its value.

But with Reagan came a new
decade of hope and growing financial
prosperity. 

“He gave Americans hope
again and a belief that tomorrow
would be even better than today.
He restored pride in our great
nation and gave new meaning 
to patriotism.” FJ, USA Today, 
6-8-2004

And of course the Soviet Union
collapsed and then we witnessed a
peace dividend for 10 years during
the 1990s. I always believed that
when Reagan became President 
we experienced a reprieve and a
momentary interruption from the
chaos that has typically engulfed our
world for most of this last century.

And those earlier and prevalent
days of chaos are what the world is
now returning to. 

The sad thing is that most folks
do not have a sense of history nor 
do they realize that most of the 
time the “norm” is instability and
chaos. These past 20 years, from
1980 to 2000, have only been a 
brief reprieve, and now that reprieve
is over. And with the return of a 
normal chaotic unstable world, yes,
we will see a return of gold’s proper
role in the world as a financial life
preserver.

But let me pay one final tribute
to a man and a leader we will never
see the likes of again for the rest of
our life time. The following quote
best describes the impact President
Ronald Reagan made on our world
and on our century.

DEATH OF
A HERO

CONTINUED FROM PAGE 2
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Gold vs. U.S. Money Supply
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“He’s someone who clearly makes
a difference, whose presidency clearly
makes a difference,” presidential
scholar Fred Greenstein says...Susan
Page, USA Today, 6-7-2004

If you really want to understand
why gold has begun a long term 
secular bull market that will perhaps
last through this decade and through
the decade beyond 2010 then study 
the presidency of Ronald Reagan. 
And understand that the peace and
prosperity that arrived with his 
leadership was an abnormal and a
supernatural event. 

And only a very few favored leaders
during the ages of history are blessed
to the degree that our world was
blessed when Reagan came into office.
And that period of blessing generally
only lasts for the duration of that lead-
ers’ period of influence and life time.

And now the era of Ronald Reagan
is finally ended and the world will now
continue on its long road to chaos.

“Gold and Silver are about to
explode because of rising inflationary
trends”

Yes, that inflationary world that
Reagan came riding in on and was able
to subdue is returning. And few living
today remember those days of so long
ago, but days of significant inflation
are returning.

• Bill Buckler, The Privateer, 
Gold Commentary - May 28, 2004
“The current Gold correction has found
support, if not yet a proven bottom.
Last week, that was not the case. 
This week, if you were looking for a
n opportunity to add to your Gold 
holdings, you have found one. Nuff
said?” (Gold This Week - May 21)

“On top of that, there are growing
“noises” out of Japan from the huge
investment funds there to the effect
that they are cutting back on their
investment on “foreign” (read US

Much government growth has been borrowed from the future, to the tune of $25,270 Debt
Per Pesrson (per capita). 

We’re talking about $7.22 Trillion of DEBT PRINCIPAL, as of Oct. 2003 – not little ‘peanuts’.
And, over half of the total federal debt was created in the 1990s. 

Let’s divide federal debt each year by our national population. That gives us debt per person 
(or, per capita, or per child). 

Here’s a chart showing the build up of federal debt on a per child (per capita) basis. (that’s the
debt of $7.22 trillion divided by 288 million population). 

Debt is $25,270 per child — even before they enter kindergarten — and rising quite nicely. 
If a family has four children —then, they share more than $93,080 of federal debt to impact 

their future standards of living, 
This $7.2 Trillion (end of last fiscal year), or $25,270 per person, is just the published part of 

the federal debt, and doesn’t include $44 trillion in unfunded contingent liabilities. But when added
together pushes the total to $80,000 per child. (debt increased to $7.4 trillion, or $2,000 per person 
as of Jan. 1, 2004.)

And, that debt could have been paid off — but it was not. 
How many times have

we heard political ‘smoke’
excuses blaming the 1980’s
for our debt? Hard data
graphics in the Full Debt
Report show declining
debt-ratio trends stopped
declining a decade prior to
the 80’s. If the period prior
to the 80’s were ‘loved’ by
politicians, how come none
have proposed spending
cuts to return to the prior
debt ratios, which would
require cutting the debt
principal in half (a $3.5
Trillion cut)? Answer: None!
Why not? Well, they tried
historic tax increases —
but got more debt as a
result. In fiscal year 2003
Treasury Dept. data shows
federal debt increased $555
billion (about $1,900 per
man, woman and child)...
One could ask how the 
heck did they get to claim 
a surpluses in past years
while piling on more debt?
Answer: they siphoned-off all the surplus from trust funds and spent it on non-pension stuff, did not
count that in their budget, and then claimed they ‘want to save social security first’ as they drained
the trust fund. 

How has debt created by our generation supposed to help the living standards of our next
generation? We consume on credit, and they get to pay for it. Nice bequest !! Does this make 
us proud ?? Not Me ! — Is it fair? NO ! 

LET’S TRY NOT TO FORGET THE PAST
WHEN BORROWING FROM THE FUTURE
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Treasury) bonds. To quote an 
“official” from one of these funds”
“...we cannot buy high risk assets.”
We do not think that Mr. Stone at
the US Treasury would be to happy
to hear his beloved debt paper
referred to as “high risk assets.”

”If there has been a time when
the pressure UNDER the Gold price
was as high as it is now, we are
unable to identify it. ...”

In light of the death of our older
esteemed president who lived to be
93 I thought the following email
from a reader was most appropriate.

David,
“I’m just a 70 year old guy 

who has seen a lot of change 
during those years. You like gold 
a lot as I do. I’m going to write 
a different type of consideration
about money and wealth for you 
to take a little perspective upon.”

“As I stated, I’m 70 years old
and don’t care if I earn another
dime in whatever time I do have
left. My concern is a bit different
from those of you who are
younger.” 

“I don’t concern myself with
making money. I concern myself
with how in the heck can I pre-
serve my wealth both for my wife
in the near future and for my
granddaughter in the long term.”

“When I was a young man 
various products and goods and
services cost at least from 10 to 
20 times less than they do now.
There is a whole list of prices that
I could provide to you which would
provide a demonstration of what I
mean. I’ll only list a few as the 
list of what I remember is huge. 
I bought my first house for $3,500
in the middle 1950s. A cup of 
coffee was a dime. My car cost

continued on page 6continued on page 8

Energy planners in the US have to be sitting in their offices right now, shaking their heads, wishing 
we had discovered a high-tech alternative to oil decades ago. That’s because not only is oil presenting a
bewildering picture these days, the critical nations we depend on for its production are, too. In fact, to
quote Paul Erdman from CBS MarketWatch, “The looming oil crisis will dwarf 1973.” 

For investors, though, the real news here — the real opportunity here — is the low gold-to-oil price
ratio. If it tells us anything, it’s that gold is seriously undervalued and set to rise to get back in line. 

Before reviewing that, though, here’s an overview of the troubled world oil scene.
OVERESTIMATING IRAQI OIL

You’d think by now that, with a Hussein-free Iraq, there’d be much more stability with Middle East oil.
Sadly, though, it just isn’t happening. 

The biggest Iraqi oil threat is the instability of that fledgling government. With three contenders for
power in Iraq — the martial cleric al-Sadr, the Grand Ayatollah Ali al-Sistani, and Iraqi Governing Council
member Ahmed Chalabi — there’s a very real possibility that, given a US transfer of power, Iraq will simply
boil in civil war for years, maybe decades, to come. Should this happen, should the anticipated Iraqi oil
production falter, it alone could send oil to $60.  

But even if governmental stability comes to Iraq, there are no guarantees that terrorism will cease.
Case in point: A late April terrorist attack on the Persian Gulf oil terminal (which controls 90 percent of
Iraq’s crude oil exports) temporarily shut down this critical facility. And it has lead to a re-thinking of
what Iraq can contribute to the world’s oil inventory. 

First thought to be 3.5 million barrel a day, those optimistic assessments have now been shelved. It’s 
a wait-and-see situation today. This is reflected in the fact that $20 billion committed to repairing Iraqi
oil facilities has just been cancelled. As Paul Erdman wrote in his CBS article, “The sad truth is that in 
the foreseeable future Iraq will supply less crude oil to the world market than it did before the war.”

CRACKS IN SAUDI ARABIAN STABILITY
In the past few weeks alone, there have been unprecedented terrorist attacks in formerly secure Saudi

Arabia. For example:
• Gunmen went on a killing spree in a key, Swiss-run Saudi petrochemical plant, killing five foreign workers.
• The terrorists then dragged an American corpse through the streets while shooting at such Western

icons as McDonald’s and Holiday Inn. 
• A bomb exploded at an international school.
• There have been running gun battles between extremists and Saudi security forces over the last month.  

This violence has already had a serious consequence: The US ambassador to Saudi Arabia urged all US
nationals to immediately leave the country because neither the Saudis nor the US could guarantee their 
security. “This represents a retreat by the United States of historical proportions,” wrote Erdman. 

Saudi Arabia represents 10 percent of the world oil output. Should the Saudi Royal Family ever be
deposed, as is the devoted intent of Muslim extremists, the consequences to the world oil scene would 
be unimaginable. The Wall Street Journal recently quoted Larry Goldstein, president of the Petroleum
Industry Research Foundation as saying that a disruption of Saudi oil supplies is “one event to which 
no one has an answer.”  

THE “INDUSTRIALIZING EAST” AND THE INDUSTRIALIZED WEST
Analyst Adam Hamilton probably best summed-up a new oil dilemma facing the world...
“The great nations of Asia, primarily the giants China and India, are growing rapidly and need to 

vastly increase their energy consumption to build out their infrastructure and bring their lifestyles closer 
to Western standards. And since much of the world has already been explored for crude, there just is not

THE GOLD-OIL RATIO
FIRST $60 OIL, THEN $924 GOLD?

KEVIN DEMERITT

DEATH OF
A HERO

CONTINUED FROM PAGE 4
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$1,400 and a fast food hamburger
was about 19 cents.”

“So look at the prices of those
things now. Unbelievable!”

“My point is this. Those items
listed I’ve listed are NOT now even 
on our governments Consumer Price
Index. They are however, a part of
this whole pricing picture. I believe
one can’t save currency and have 
it multiply by a factor of 10 to 20
times during the next 30 to 40 
years. You could put your money 
into a stock market and hope it is 
an investment rather than a gamble.
Or you could buy additional property
and hope the prices continue going
up.”

‘I think (in fact, I know) that 
I’d rather put my long term hopes 
for preserving my wealth into gold
bullion. Just take a one ounce gold
eagle bullion coin that can be
obtained right now for about $400.
In ten years or even twenty years it
will be worth, at a factor of only ten,
$4,000! The $4,000 might not buy 
a lot more than the present $400
will but at least, chances are, it will 
preserve it proportion to the cost 
of things.”

“Can you imagine paying $10 
for a cup of coffee in the year 2024?
I can’t. I couldn’t imagine paying 
$1 for one when I was a young man
either.”

“To conclude, I point out that 
the United State’s dollar is still an
experimental fiat currency. It has
been functioning as a fiat currency
for only about thirty years. I’d hate
to bet (gamble) my whole future on
the dollar as those who don’t hold at
least some gold are doing. Of all the
things which have the best chance
for the preservation of worth gold 
is, for my money (pun intended) the
best. It’s done fairly well for itself
for the last 5,000 years or so. I’ll
consider any other suggestions...”

Sincerely, WGG

REMEMBER THE FACTS
DAVID VAUGHN

Make no mistake and let no historical revisionist re-write history concerning the facts.

Ronald Reagan brought back our nation’s soul and honor on top of ending years of negative growth
and an inflationary nightmare. We could sum up things by stating that since his presidency began our
country has been enjoying a golden age of peace and abnormal and unprecedented prosperity.

But again I conclude that this Golden Age and Era are over and as the decade continues those 
golden years of peace and prosperity we enjoyed between 1980 - 2000 will become just a fading 
memory.

Talk to those over 40 years old and who have a good memory of yesterdays gone by. 
“He loved his country. ...He loved what was right and just. And, most of all, 
he loved his father in heaven.” TW, USA Today, 6-8-2004
“But one thing is for sure: You would have to go a long way to find a 
better human being than Ronald Reagan.” MTS, USA Today, 6-8-2004
Every generation needs its heroes.
Ronald Reagan served as the greatest hero of the latter 20th century. There will never be another

to fill his shoes. And the history books I believe will credit him for single handedly turning around a
cyclical down turn as our nation was then rapidly spiraling south. 

His leadership brought peace and prosperity to not only our country, but to a greater part of the
free world.

And back to the promise of gold!
Yes, the Golden Era of Ronald Reagan is past and now a new world awaits us. What type of world?

Look to the 1970s for guidance. But we are going to see inflation return with a real vengeance as the
years now unfold. And there is probably no greater fundamental event that powers gold forward by
leaps and bounds than a strong inflationary environment.

“...the current dip in commodity prices and related shares is a heaven sent buying 
opportunity...” Victor Hugo, 5-10-2004

— David Vaughn

DEATH OF
A HERO

CONTINUED FROM PAGE 5

Our world economically and socially was heading down the
tubes in 1980 the year before Reagan entered office. Reagan not
only brought an end to the gut wrenching inflation of the day,
but he also brought a sense of honor back home to the United
States. And a lack of honor and an overall lack of patriotism had
been destroying and ripping the heart and soul out of America.

Did the Reagan Era make a difference to our world?
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In the past year excessive optimism
built up in both Gold and Silver. That
they are correcting within a greater bull
market is not something to fear. Wisdom
says buy low and sell high. Investors
should be looking for buy points on
both Gold and Silver. While the funds
and other trading entities are departing,
they are leaving some attractive prices
for investors. Remember the long-term
target of over $1,200, not the price
today created by the selling of some
portfolio manager at a hedge funds. The
same geniuses were buying technology
stocks as the NASDAQ approached 5000.

Ned W. Schmidt, CFA,CEBS is the
publisher of THE VALUE VIEW GOLD
REPORT. That report now includes a
weekly message, TRADING THOUGHTS, 
to help investors identify timely points
for buying Gold and Silver. His monu-
mental report, “$1,265 GOLD”, with 
255 pages and 98 graphs, is now widely
known, and available at www.amazon.
com. Previous editions of this work have
been read by hundreds, probably saving
their portfolios countless millions of
losses. Ned welcomes your comments
and questions. His mission in life is 
to rescue investors from the abyss of
financial assets and the coming collapse
of the U.S. dollar. He can be contacted
at nwschmidt@earthlink.net.
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WITHER THE DOLLAR
CONTINUED FROM PAGE 1

2) keep inflation running higher than nominal interest rates;
3) push real interest rates even lower; and
4) use the raw creation of dollars to weaken the dollar.

Given the law of supply and demand, a rapidly rising supply of dollars will lower their value, if 
everything else remains the same. The Fed has just created $400 Billion of fresh money so surprise, 
surprise - the value of the dollar is moving down!

Moreover, everything isn’t all “smiles and roses” for the dollar. The fundamentals causing the
falling value of the dollar are:
i) record trade deficits and inflation rising faster than interest rates;
ii) a slowing U.S. economy as the tax cuts and mortgage REFI’s are petering out;
iii) Europeans unable to cut interest rates on the Euro below 2% now that their inflation 

is up to 2.5%, and, most critically;
iv) explosive U.S. money growth.

Why is the Fed so interested in letting the dollar go? Other than for political reasons, a falling
dollar helps domestic firms compete abroad and actually hire more Americans. Moreover, a falling 
dollar means that more Americans are likely to buy goods made in America. In addition, we are 
entering vacation season and travel is a big business. More foreigners will come to America to avoid
the “bomby” weather in Athens for the Olympics and many Americans will remain in the 50 states 
for their summer holiday.

For the short term, it’s likely that a falling dollar will boost top line revenues for U.S. businesses
and increase their bottom line earnings as foreign currency profits show up as more dollars. More
money, revenues, and profits, can help keep the equity markets “juiced up” through the election and
until early 2005, when the Fed will need to respond to inflation concerns in a serious way. Indeed, 
as long as the Fed doesn’t have to take any real action until after the election, who really cares that
a falling dollar and rapid money growth will encourage an increase in inflation? Savers will care, but
they just don’t count in a finance economy!

The massive boost to money growth will spill over and be felt in the prices set in the financial
and commodity markets. When oil prices are high, and the Fed’s only response is to accommodate, 
it is unlikely that higher oil prices will result in much of a cut back in the spending on higher priced
beef, chicken, milk, ice cream, copper, cement or anything else. With the Federal Reserve dedicated
to getting the rise in nominal GDP up to 10%, and keeping M3 growth double-digit, it is inevitable
that general prices will rise. Indeed, double-digit money growth is far more consistent with a CPI
heading towards 5%, than holding at 2%.

When we examine money growth since 1995, we are reminded of the Wicked Witch of the West
who cried out in a shrill voice, “I’m melting”. For the average American pocketbook, this “melting 
and shrinking feeling” means we will need many more dollars to buy gas, food, 100 shares of stock,
or a house. Thank God the bank has just extended the line on our credit cards and sent us blank
checks for our home equity loan.

At some point, the markets will pick up on what money growth actually means for present and
future inflation, and realize the Fed is getting “way behind the curve” in raising interest rates. 
When this occurs, we will position for a big “Humpty Dumpty” fall in the dollar. All the Fed has to 
do is keep the markets focused on everything but the truth until after the election.

We plan to vote in November but when it comes to the financial markets, we will be ready to 
vote with our feet at any time.

— Richard Benson
President, Specialty Finance Group LLC • Member NASD/SIPC • www.sfgroup.org



The latest money supply figures show yet another bubble expanding; M3 is increasing at a breathtak-
ing 20% annual rate. In the last 4 weeks, M3 has gone up $155 billion. If this were to keep up, the
nation’s total money supply would rise by $2 trillion in a year’s time - an amount equal, roughly, 
to a fifth of national output..... We have grown weary of waiting. Budget deficits, trade deficits, 
consumer borrowing - the trends we thought would barely last another day now appear almost eternal. 
A kind of ‘bubble fatigue’ has set in. Like a crowd on the slopes of Vesuvius, we have all given up 
watching. Ignoring the smoke and ash, we go about our business...forgetting that the volcano could
erupt at any minute....”There are three rules for bubbles,” writes Jim Jubak.....Rule #1 is that they
continue much longer than you expect. Rule #2 is that they expand faster near the end of the
cycle...so just when you think they should have ended long ago, they seem more robust than ever. 
Rule #3 is that no one wants to admit when it’s over....... China has 4,813 cement plants, more than
the rest of the world combined, and they still don’t have enough. Projects like the Three Gorges Dam 
and Beijing Olympics forced China to gobble up 55% of the world’s supply of cement, 40% of its steel,
and 25% of its aluminum. We learned that, in Shanghai, real estate prices rose by 28.3% in the first
quarter, according to the Detroit Free Press, causing the local bureaucrats to ban developers from selling
apartments before they have been built....... “Bulls on housing stocks are making the risky bet that
things will be different this time around,” the Wall St. Journal relates. “During the past 11 periods 
of rising interest rates, home-construction stocks fell,  according to RiskMetrics Group.”.....To be sure,
things might be different this time - like a “Granny Smith” apple is different from a “McIntosh.” But
today’s housing market is still the same old apple it’s always been - when interest rates rise, it turns 
rotten....... Indeed, some parts of the housing market are turning rotten already. Rising rates have
squeezed the life out of the refinance market like a python around a piglet. The Mortgage Bankers
Associations Refinance Index, which slipped nearly 17% last week, has plummeted 78% year over year.
“Currently, only about 20% of mortgage holders have economic incentive to refinance,” observes
Friedman, Billings, Ramsey & Co, “so we expect mortgage activity to continue to slow, and we believe
the index will continue its downward march.”......So far, however, the demand for purchase mortgages 
is holding up well, thanks in part to “panic buying.” And thanks also to the mortgage lenders for
devising ever more exotic ways for individuals to buy more house than prudence would allow. A
dazzling array of interest only, zero percent down and adjustable-rate mortgages creates a kind 
of hangman’s boutique - ropes of every sort with which to
hang oneself....... Americans believe they are getting richer
because their assets rise in value. But stocks are no
higher today than they were 6 years ago. And houses?
House prices are rising...but this is a curse, not a
blessing. It only encourages homeowners to go
further into debt, by tapping the ‘equity’ in their
houses as collateral... on the subject of people
selling their overpriced homes to one another, so
they could purchase somebody else’s overpriced
home, reminds me of the two Arkansas farmers,
one of which had a beautiful purebred hog. He
sold it to farmer # 2 who held it for a period and
then resold it, for a handsome profit, back to the 
original seller. Back and forth, these two farmers sold
and resold this hog to each other, always for a profit.
Alas, one day farmer # 2 sold it to a complete stranger
from Iowa, to which, when told of this, farmer # 1
told farmer # 2 in disgust: “Why’d you go and sell that
hog to that feller from Iowa fer? We was both making a good living selling that hog to each other.”....
Across corporate America, executives have been selling company stock as if it were 1999...no matter
what happens to profits or stock prices over the next year, some executives have already locked in 
multi-million dollar paydays.....”Executives sold $14.4 billion worth of company stock in the first 
5 months of this year, compared to $4 billion in the same period last year, according to Thompson
Financial.”....Happy Investing! It is about to get very interesting. — KDD
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POST-IT NOTES

enough new oil coming online to feed
both the industrialized West and the
industrializing East.”

These New Industrial Countries
(NICs) include China, India, Pakistan,
and Brazil, and their emerging energy
demands will certainly make competi-
tion for oil greater than ever.

THE SURPRISING GOLD-OIL RATIO
Needless to say, the world oil 

picture is evolving rapidly. In addition
to supply and demand issues, there is
also what’s known as “Hubbert’s Peak”
syndrome, a growing belief that world
oil production has already peaked and
that cheap oil is a thing of the past. 

But at least investors can prepare
for whatever oil consequences lie in
store. Since 1965, the average ratio 
of the price of gold to the price of oil 
has been 15.4. That means that, until
recently, the cost of an ounce of gold
averaged 15.4 more than the cost of 
a barrel of crude oil. 

Given that, if we multiply $41
per barrel oil by 15.4, we get a 
projected gold price of $631 today.
Even if you take a more conservative
approach, say $32 per barrel oil for
example (which is its 200-day-moving-
average), that would still put gold at
$493 an ounce, more than $100 over
today ’s price. 

“Any way you want to slice it, in
light of gold’s historical relationship 
to oil, gold is way undervalued at its
current levels near $380. Gold is 
significantly lagging the oil bull and
will almost certainly catch up sooner 
or later here to bring this key gold-to-
oil ratio back in line,” wrote Hamilton.

This represents a solid, long-term
investment opportunity. That should
serve as good news for investors who
are already weary over higher oil
prices, the prospects of rising interest
rates, and a stock market that just
can’t seem to find its way.

GOLD-OIL RATIO
CONTINUED FROM PAGE 5

“Your credit report just came in. Not only
are you living on borrowed time — but

on borrowed money as well.”


