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“Is Gold Really On Its Way To $2,500?”
“The yellow metal set more price
records last week. Now it’s taking a
well-deserved breather. But I’m still
looking for it to almost triple from
its current price.
“In fact, I’m now updating
my popular book, The New Bull
Market in Gold, to reﬂect gold’s
new outlook. You’ll be getting
the revised chapters here in
GEA over the next few months.
James DiGeorgia, Editor
We’ll start with Chapter One!”

C

ould gold actually reach $2,500?

Back when gold’s price was languishing in the $300s, I published The New Bull
Market in Gold: $1,000 Gold and the Many Ways
to Proﬁt from it. Obviously, I was predicting gold
would triple from its then-current levels.
Many people were surprised that I, the publisher of the 21st Century Investor family of stock
investment newsletters, would take such a position. Did I really believe stocks weren’t the only
reliable path to wealth? Did I really believe that
gold, the “barbarous relic,” would make a comeback?
Yes, I really did believe this. And obviously, I
was correct. As I write this, gold is ready to burst
through the $1,000 barrier for the ﬁrst time—a
mere four years after my forecast.

I’m more excited about gold’s potential now than I
was four years ago!
If you read the earlier edition of The New Bull
Market in Gold, you’ll notice a few changes. First
of all, the economic data and forecasts have been
updated, and in some cases expanded.
Plus, as I just mentioned, there are even more
reasons for a strong gold bull now than before.
I’ve broken them out into 10 separate forces, each
with its own chapter.
Also, the gold investment landscape has
changed signiﬁcantly. In particular, ETFs
(exchange traded funds) were nonexistent four
years ago, but exert tremendous inﬂuence today.
I’ve devoted an entire chapter to them as a result.

Now that my prediction has been fulﬁlled, it’s
time to ask: where is gold going from here?

There’s also a question that must be addressed
now that wasn’t an issue before. Is it really possible that an investment which has tripled in just
four years could (almost) triple again?

As you can tell from the title of this book, I
think the gold bull has a long way to run. In fact,

That’s an important question. And it’s the
topic of the remainder of this chapter!
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W

ould you buy an investment with a chart like
this?
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Many investors would be nervous with this chart.
Strong upward movements are often followed by
sharp corrections. Even if this market didn’t peak
and fall, you might think most of the proﬁts had
already been made.
But there’s information that I haven’t given you
about this market. Consider these facts.
First of all, this investment has just come out of
a savage bear market, which brought it down to less
than one-eighth its previous inﬂation-adjusted value.
At current levels, this investment is less than 40 percent of its previous high.
Also, when bull markets occur for this asset, they
tend to be monsters. Previous bulls have seen the
asset’s price multiply by ﬁve and six times. In the
past, we’ve even seen the price multiply by nineteen
times over the course of a decade. So far in the current
bull, the price has gone up by less than four times.
Plus, all the fundamental forces that created the
previous bulls are operating again today. And several
new upward pressures are in play as well. Some of
them promise to be even stronger than any previous
bullish force in this market.
Now what do you think about this investment?
Suddenly, it’s far more attractive than before you had
this information. Suddenly, its recent price rise is
no longer a reason for concern. Instead, it only adds
urgency to the need to get in now—before it goes up
even further.

The New Bull Market in Gold
Obviously, that example was about gold. I believe
the yellow metal is headed to $2,500, in the not-toodistant future.
An outlandish prediction? I don’t think so. Gold’s
previous high in 1980 (when adjusted for inﬂation)
was $2,469. I’m merely predicting a return to its previous levels.

In fact, as you’ll see in this book, gold’s price will
probably go much higher than that over the medium
to long term. So $2,500 is probably a conservative
prediction.
Starting in the next chapter, I’ll discuss 10 separate reasons why I expect gold to reach $2,500. Each
of them alone is a strong argument for a bull market. Taken together, I believe they make soaring gold
prices inevitable.
But before we can discuss where we’re going, we
need to discuss where we’ve been. Gold’s history is a
deep, fascinating subject. However, since I’ve already
covered it extensively in my book The Rise of Gold in
the 21st Century, we won’t spend much time on it here.
In this book, we’re only interested in past events that
will impact gold’s future price.
Let’s concentrate on one particular question—
gold’s bull market from 1970 to 1980. The metal made
a spectacular run during this time. Why did it go up
so far and so fast in the 1970s? The answer to these
questions will show us what to expect in the 2000s.

Multiplying in Price
by Nineteen Times
Although gold is not ‘ofﬁcially’ money in Western
economies today, it was until just a few decades ago.
This change explains the huge gold bull in the 1970s—
and the fallout from this abandonment of gold is still
being felt in the gold bull today.
To understand why, we’ll need to start in the early
th
20 century. Before World War I, the major Western
nations had been on the gold standard. Each nation
had its own monetary unit—dollars, pounds, marks,
francs—but each was deﬁned as a certain amount of
gold. (For example, a dollar was about one-twentieth
an ounce.)
In effect, the various currencies were merely
accounting units for yellow metal. Since gold is immutable, this ﬁxed the currency exchange rates between
nations. It also stabilized the economies involved, by
imposing ﬁscal discipline.
The health of each economy could be gauged by
the ﬂow of gold across its borders. If a nation’s citizens bought more from their neighbors than they
sold to them—in other words, if they spent more than
they earned—they would soon run into trouble. Gold
would drain out of their country, into their neighbors’
coffers.
If they didn’t correct themselves, they would eventually run out of money. This would force them to be
more productive, which would increase their sales
of goods and services to their neighbors. Soon, they
would be earning more. The problem would resolve
itself.
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The opposite would occur if a nation bought too
little from its neighbors. Gold would increase and
accumulate inside its borders. The resulting price
inﬂation would make their neighbors’ goods and services cheaper by comparison, so trade would increase.
Again, the problem would correct itself.
So the gold standard tended to enforce ﬁscal discipline and encourage trade among Western economies. Not only that, it kept price levels stable overall.
Prices could only increase as fast as the money supply increased. Since the gold supply increased slowly
each year, economic growth and expansion were possible, but only at a reasonable rate.
The gold standard was tremendously beneﬁcial to
the West. Unfortunately, this stability couldn’t withstand the madness of European leaders, who plunged
their nations into World War I. This conﬂict then led
directly to the horrors of World War II. In an effort to
survive these conﬂagrations, European leaders ﬁrst
drained their national treasuries, then eventually
left the gold standard completely.

T

By the time WWII was over, most Western
nations had been devastated. The leaders of these
nations needed to rebuild, and ﬁscal restraint of any
kind seemed unappealing.
On the other hand, the United States had not
only survived the war with little damage, its economy
actually ﬂourished during this time. (Total American
production in 1947 was 30 percent greater than in
1941.) Plus, it had grown into the strongest military
power in the world.
Not only that, the US now had most (about 75
percent) of the world’s monetary gold, from wartime
sales of goods and supplies to other countries. Lastly,
the world watched in amazement as America demonstrated a remarkable benevolence, rebuilding the
countries it had just fought as bitter enemies.
Because of all this, Western leaders erected a
new monetary structure after the war. (This became
known as the Bretton Woods system, named after the
New Hampshire town where delegates from 45 countries met to hammer out the agreement.) The United

Why is Gold Valuable?

his is a mystery to many today. Modern ﬁnancial commentators are scratching their heads
over the current gold bull. Why should anyone
care about gold—the yellow metal which economist
John Maynard Keynes famously referred to as the
“barbarous relic”?
For the most part, today’s ﬁnancial analysts are
used to thinking of money as having no inherent
value. They believe money is merely a convenient
unit of exchange, worth nothing beyond the value a
society assigns to it.
This is true for paper currency, but not for gold.
Gold is inherently valuable. There are excellent reasons why ancient pharaohs hoarded it, Spanish conquistadores fought for it, and Klondike prospectors
risked their lives to ﬁnd it. Here are just a few.
Unique. Gold has a combination of properties
found in no other element. It’s uniquely malleable:
an ounce can be hammered into a translucent 100square-foot sheet. It’s uniquely ductile: an ounce
can be drawn into a wire over ﬁfty miles long. It’s
an excellent reﬂector of light, and one of the best
conductors of electricity and heat. It’s also impervious to decay, rust, tarnish or biological activity.
Indeed, it’s oblivious to almost any known solvent,
acid, or base.
As a result of all this, gold is also…
Useful. The yellow metal has a long list of technological uses. From electronic circuitry to dental
ﬁllings to gold-plated visors on NASA’s astronaut
spacesuits, gold is in demand for a variety of industrial applications.

Divisible and Fungible. Every ounce of pure
gold is chemically identical to any other ounce of
pure gold. And the metal can be easily divided into
tiny, identical quantities. This makes trade easy,
even on an international scale.
Beautiful. Pure gold can be wrought into stunning pieces of art. If you don’t think beauty contributes to value, ask yourself this: is the Mona Lisa
valuable? If so, why? Without beauty, it’s merely an
old scrap of wood with pigment smeared on it.
What about Michelangelo’s statue of David?
What makes it more than just a chunk of marble?
And think of Tutankhamen’s sarcophagus—would
it be as valuable if it was covered in sheets of tin,
instead of ﬁnely wrought gold? No.
Gold’s inherent beauty and appeal provides a
signiﬁcant part of the metal’s value, and rightly so.
Scarce. The supply of gold is limited. The
Earth yields its golden treasure to us very reluctantly. Even with modern production techniques,
gold is difﬁcult and expensive to obtain. Thus,
although the world’s gold supply grows every year,
it does so slowly, predictably, and often by less than
the growth in demand. This is in sharp contrast to
other ﬁnancial assets like dollars or bonds, the supply of which can be inﬂated overnight by the stroke
of a central banker’s pen.
All the reasons above explain why gold has historically been used as money. Despite the claims
of certain ignorant economists today, gold’s 6,000year history as treasure is no accident. There are
excellent reasons for it.
Gold and Energy Advisor
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States dollar would replace gold as the foundation of
the world’s ﬁnancial system. No longer would nations
maintain large gold reserves. Now they would have
hoards of US dollars instead.
In a ﬁnancial sense, this was almost the same
thing. The dollar was convertible into gold upon
demand, after all. So dollars were just as good as
gold. Actually, they seemed better in a few ways.
They were certainly more convenient to store. More
importantly, ﬁnancial ofﬁcials understood that the
US would quietly inﬂate its monetary supply just a
bit, to juice the global economy and jolt it out of its
post-war slump. So a dollar-based ﬁnancial system
was readily accepted.

Bank Runs on the National Level
The ﬂaws in this system were apparent before
the Bretton Woods agreement was even signed. Too
bad the Western leaders ignored them.

B

A Lesson From History

ack in the late 1800s, bank failures were
common in the United States. Private banks
would accept gold and silver from depositors, and
in return, issue banknotes—receipts for these
metallic deposits. The notes would trade freely
as cash among local citizens, and why not? They
were the equivalent of gold and silver, but were
more convenient than the metals themselves.
This system had an inherent weakness. Bankers faced enormous temptations to print up more
receipts than they had deposits. Although people
frequently exchanged banknotes back into metal,
this accounted for only a fraction of the bank’s
deposits. As long as the bank had enough deposits to cover redemptions and loans, nobody would
know if the banker printed up a few extra notes
for himself.
Of course, the local population was vigilant for
signs of trouble at the banks. If a bank seemed to
have lent out more money than was prudent—or
even more alarmingly, if a lot of banknotes started
to circulate for no apparent reason—depositors
would queue up and ask for their metal back. A
bank run would occur, often resulting in the failure and collapse of the bank. The depositors who
hadn’t retrieved their metal would be ruined.
This problem was so common that the Federal
Reserve was created to solve it. The Fed became
the “lender of last resort” to bail out banks that
got into trouble. (All this did was move the problem from the local to the national level—but that’s
a story for a future chapter.)

By signing the agreement, Western leaders had
decided to rebuild their ﬁnancial structures upon the
dollar as the foundation. In doing this, they were in
effect entrusting their ﬁnances to an unregulated
bank.
Once the Bretton Woods system went into effect,
the United States was printing ‘banknotes’ (dollars)
for the entire world. The notes were supposedly convertible into gold upon demand. But the world was
relying on the ﬁscal restraint of the US—the ability
of American leaders to resist the temptation to print
up more notes than they had gold.
This was a foolish decision. In fact, the US had
already defaulted on its ﬁnancial responsibilities
eleven years earlier. In 1933, President Roosevelt
took America off the gold standard, because the government had printed a blizzard of dollars to pay for
his social programs—far more currency than the gold
reserves could support. As a result, more and more
Americans were redeeming their depreciating dollars
for gold.
The proper response for Roosevelt would have
been to stop printing dollars, and display some ﬁscal restraint. Instead, he banned private ownership
of gold, and implemented a mass conﬁscation of gold
from all Americans. Rather than running the nation
responsibly (which is what he was elected to do),
Roosevelt decided to steal all the gold from the people
who elected him.
Despite this, eleven years later Western leaders entrusted their ﬁnancial wellbeing to the ﬁscal
restraint of Washington.
So it’s no surprise what happened next…

The Betrayal of the West
Like every other unregulated banker before it,
the United States government was soon printing and
spending notes with abandon. And it soon achieved
the same result.
By 1960, the dollars in foreign hands alone would
have exhausted the entire stock of US gold. Of course,
the rest of the world noticed this.
The savvier dollar-holders knew the party
couldn’t last. So they started to ‘cash in’ their dollars
and exchange them for gold. From 1958 to 1960 alone,
the US gold reserves shrank by $3 billion.
By 1960, the markets were openly acknowledging the failure of the US to maintain its ﬁscal obligations. Gold traded as high as $40 per ounce, which
was 14 percent above the ofﬁcial price of $35. Even
though the US was supposed to maintain the dollar
so that $35 equaled one ounce of metal, the markets
recognized that the greenback was depreciating. So it
priced gold accordingly.
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Political leaders had two choices. They could stop
their print-and-spend binge, and meet their international obligations. Or they could try to squelch the
market’s voice, and cover up what was going on. Naturally, they chose the latter.
From 1961 until 1968, the United States sold gold
in a fruitless effort to bring its price back down. Of
course, this effort failed. The US ﬂooded the market
with gold, losing $2.5 billion of it in just the last ﬁve
months of this effort. But it was all in vain.
This illustrates an important point, which has
been demonstrated over and over again in recent history. When the dollar depreciates, gold goes up relentlessly. During the 1960s, the metal’s price could not
be suppressed, even though the world’s most powerful government was ﬁghting it. Government price
suppression works for a short while, but gold always
breaks free.
From a ﬁnancial perspective, the post-WWII
behavior of the United States was tragic.

The US started this period with
over 75 percent of the world’s
monetary gold, and ended it with
less than 30 percent.
Never before has so much wealth
been pointlessly squandered.
By 1967, US gold reserves were down to $12 billion, while its liabilities were at $33 billion. French
economist Jacques Rueff described America’s obvious
inability to pay its creditors: “It is like telling a bald
man to comb his hair. There isn’t any there.”
By 1969, gold was over $43. The dollar was
now worth 23 percent less than the US government
claimed.
Nevertheless, gold’s ofﬁcial price remained at $35.
It was still illegal for Americans to own any of it, but
foreign governments were under no such restriction.
And the disparity between gold’s ofﬁcial price and its
real value created a tremendous proﬁt opportunity. A
dollar-holder could exchange $35 for an ounce of gold,
which could be sold immediately on the open market
for $43, making a fast and easy proﬁt.
Ofﬁcially, foreign governments refrained from
doing this. In practice, the American gold reserves
drained away at an accelerating rate. Not only that,
the government had greatly expanded its print-andspend habits, to pay for President Johnson’s social
programs, the Vietnam War, and other expenses.
By 1971, American gold stocks had fallen to $10
billion, while liabilities stood at $60 billion. Did politicians ﬁnally stop their spending binge, and start
acting responsibly? No.
Instead, President Nixon “closed the gold win-

dow,” halting all redemptions for gold. He betrayed
everybody who had trusted American promises and
built their ﬁnancial systems around the dollar as a
gold equivalent. In one brief announcement, Nixon
cheated entire nations of some $60 billion in assets,
instantly turning their ‘gold receipts’ into unbacked
pieces of green paper.
President Roosevelt had betrayed the American
people, but at least he limited his actions to his own
borders. Nixon managed to steal from the entire
world.
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Latest prices as GEA goes to press—
February 8, 2008

Gold is Set Free

Comex spot contract: silver $17.10, gold $917
Nymex spot platinum: $1,871, palladium $436
Nymex Light Sweet Crude Oil $91.00
Dealer Dealer
will buy will sell
at this at this
price
price
Silver coins
100 1 oz. silver American Eagles

$1,790

$1,880

100 1 oz. common rounds

$1,680

$1,760

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

$12,000

$12,700

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

$11,800

$12,500

US Morgan silver dollars PCGS MS64 $48
PCGS MS65 $124
PCGS MS66 $240

$52
$134
$260

Platinum coins
U.S. Platinum Eagle:

1 oz.
1/2 oz.
1/4 oz.
1/10 oz.

$1,860
$930
$465
$183

$1,950
$975
$483
$202

1 oz.
1/2 oz.
1/4 oz.
1/10 oz.

$915
$457
$226
$91

$933
$479
$244
$98

$910
$1,400
$1,775
$4,800
$950
$1,100
$1,240
$1,500

$940
$1,450
$1,810
$4,890
$980
$1,130
$1,290
$1,560

Gold coins
US Gold Eagle:

US $20 double eagle:
Liberty
Raw
NGC
NGC
NGC
Saint Gaudens Raw
NGC
NGC
NGC

MS60
MS63
MS64
MS65
MS60
MS63
MS64
MS65

Prices provided by Finest Known

Put GOLD in your IRA
Call (866) 697-GOLD (4653)
If You’re a Gold & Energy Advisor Subscriber,
We Pay Your First Year’s Fees!
Call Now

There was a positive aspect to this, though. Gold
became an independent ﬁnancial asset, free of any
entanglement with a government’s currency. The
markets were free to seek and ﬁnd its true value.
As a result, gold’s price shot up.
In 1972, gold began the year at $46 per ounce. In
1973, it hit $100, more than doubling in less than a
year. Five years later, it was at $244. By 1979, it was
at $500.
In less than ten years, gold had gone from $43 to
$500—a rise of 1,163 percent.
Only some of this rise came from gold’s inherent value. A large part of gold’s increase happened
because the dollar had gone into freefall. As more
dollars poured out of the printing presses, inﬂation
soared in the US, hitting 8 percent in 1978 and 12
percent in 1979.
Importantly, gold is priced in dollars. Therefore,
a weaker dollar buys less gold.
The late 1970s showed this beautifully. As the dollar plummeted, gold skyrocketed. The yellow metal
ﬁnally had a blow-off top in January of 1980, hitting
$875 in intraday trading—over 19 times its price a
decade earlier.
However, the party for precious metals investors
was soon to end. Federal Reserve Chairman Paul Volcker recognized that unless the dollar’s inﬂation was
brought back down, the US economy would plunge
into hyperinﬂation. So he jacked up interest rates to
strangling new levels. The prime rate went as high
as 21.5 percent.
This decision was very courageous. Volcker knew
government and business leaders alike would scream
in protest, which they did. Nevertheless, he ignored
their howls, and single-handedly saved the dollar
from oblivion.
As the dollar’s inﬂation subsided, so did the price
of gold. This illustrates an important point: gold’s
price reﬂects not only its own value, but also the value
of the dollar as well. Even if gold’s supply/demand
fundamentals don’t change, its price will still move
inversely to large shifts in the dollar.
In fact, gold’s price reﬂects several different forces.
Let’s discuss them brieﬂy.

Four Forces Behind Gold’s Price
At any given time, there are four separate inﬂuences on gold’s price. The combination of these forces
determines what the price will be on any given day.
We’ve already seen the ﬁrst two forces: gold’s
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fundamentals as a commodity, and the value of the
dollar. The third is gold’s record as a safe haven. In
times of trouble (political and/or economic uncertainty), investors ﬂee to gold for safety.
In today’s global economy, most ﬁnancial assets
have counterparty risk. Currencies are constantly
being depreciated by their governments. Bonds can
be defaulted upon. Stocks rely on the performance of
the underlying company. And the list goes on.
However, gold has no counterparty risk. It’s
immune from government depreciation, corporate
misbehavior, bond-market meltdowns, or whatever.
A few other investments have this immunity as
well: real estate, for example. But even among these
assets, only gold is portable, private, liquid, and
eagerly accepted all over the world.

Therefore, gold surges whenever trouble breaks
out. We saw this when gold popped up by over 71 percent from mid-1982 to early 1983, thanks to a sharp
recession in the United States and trouble in the
Middle East. (See chart, upper left below.)
We saw it again from 1985 to 1987, when gold
rose by over 59 percent. Major wars were dragging on
in the Middle East (between Iran and Iraq, and the
continuing Soviet invasion of Afghanistan). Meanwhile, the United States economy slowed during a
“soft landing,” culminating in the Black Monday crash
on Wall Street. (See chart, upper right below.)
When Saddam Hussein invaded Kuwait in the
summer of 1990, gold surged by 17 percent in just
two months. (See chart on bottom left.)
The terrorist attacks of 9/11 forced gold up by 10
percent immediately. (See chart on bottom right.)
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The terrorist attacks of 9/11 caused an instant 10 percent
rise in the price of gold.
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Obviously, we aren’t hoping for horrible
events to occur. Nevertheless, it’s a certainty
that they will, and we need to be prepared. Gold
is an excellent way to do this.
Lastly, there’s a strong correlation between
gold and certain other assets. In particular, gold
tends to do well when stocks do poorly.
50%

Change in Gold Price
Change in Dow Index
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Where Are These
Four Forces Going?
The next section of this book is devoted to
exploring all four of these factors.
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Gold often has a negative price correlation with the
stock market.
Notice gold and stocks often have a negative
price correlation. They tend to move in opposite
directions.
Conversely, oil and gold are positively correlated. They tend to move together. High oil prices
ripple through the economy, pushing prices up.
The inﬂationary environment pushes gold prices
up, even absent other bullish forces.
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Note that in the late 90s, oil had a big jump
up that gold didn’t follow. Gold was in a crushing
bear market, caused by low inﬂation and massive selling of gold from central banks. Both of
these bearish forces have now reversed, as we’ll
discuss in future chapters. Indeed, you can see
that since 2002, gold and oil have moved up
together again.

Change in Oil Price
Change in Gold Price

In the next chapter, we’ll see that gold’s fundamentals are very strong, even after several
years of rising prices. In the chapters after that,
we’ll look at a long list of deadly traps awaiting
the US dollar, which imply trouble for the American stock market. We’ll also see that oil’s high
prices will last for several more years, and that
the risk of political trouble (e.g., more terrorist
attacks) remains high.
This means all the forces that drive gold’s
price are aligned in the same direction. Together,
they will combine to force gold’s price up to
$2,500, in the not-too-distant future.
Will the price go up in a straight line? Of
course not. No market ever does that. I expect
one or more corrections along the way—sharp
plunges by as much as 20 or 25 percent.
But these will be mere bumps along the road.
In fact, savvy investors will treat them as the
buying opportunities that they are. Rarely does
any market see all its price-determining forces
lined up the same way—but that’s what’s going
on in gold today.
So now we’ve answered our original question…

84

88

92

96 2000 04

Gold usually has a positive price correlation with
crude oil.

Could gold’s price triple from
its current level? Absolutely!

The correlation between oil and gold in the
1970s and early 1980s is obvious. In the 1990s,
oil was more volatile than gold, but both swung
up and down.

To see why this is so, we’ll start with the metal’s supply and demand fundamentals. Those are
the topic of our next chapter.
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