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“China Quietly Prepares for
Economic War with America...”

“...and a fi rst-ever economic war 
simulation by the Pentagon reveals 
that the Communists will win.

“China’s US Dollar blackmail is 
becoming increasingly likely!”
• The imminent US-China 

confrontation
• Israel prepares to attack Iran
• The collapse of offshore pri-

vacy—and the implications 
for your portfolio

China and the United States are on a collision 
course. Both sides know it. And both sides are 

preparing for it.

On the surface, this might seem surprising. 
The two nations’ economies are closely inter-
twined. It would be disastrous for both countries 
if an open confrontation occurred.

That’s why this confrontation, if it comes to 
pass, won’t be open. It will be fought on electronic 

“battlefi elds” (mostly over computer networks). In 
fact, most Americans probably won’t even know it 
happened.

Nevertheless, it will have the same result: a 
dramatic shift in the geopolitical balance of the 
world.

Both sides are preparing for it, so you should 
too. Here’s what’s developing today…

Decades of 
Simmering Resentment

Few Americans understand the complex feel-
ings that the Chinese have for America today.

On the one hand, the US is China’s larg-
est trading partner. Billions of dollars fl ow into 
China each year from American purchases of Chi-
nese goods. 

Also, American capitalism inspired the Chi-
nese people to reject Marxist-Leninist economic 
planning. This has resulted in a tremendous 
growth of prosperity for the population.

On the other hand, America is closely allied 
with Japan, China’s historic enemy. The Chinese 
vividly remember the Japanese rape of Nanking 
and other atrocities during World War II—atroci-
ties for which the Japanese have never fully apol-
ogized. 

Also, many Chinese remember fi ghting Amer-
ican soldiers in the Korean War. Plus, America 
opposed China’s entry to the United Nations in 
1971—a signifi cant blow to Chinese prestige.

But worst of all, America is responsible for a 
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60-year-long slap in the face to the Chinese gov-
ernment. 

In 1949, when the Nationalists lost their civil 
war with the Communists, they fled to the island 
of Taiwan. When they left, they not only took 
most of the nation’s gold and currency reserves, 
they also took art and artifacts from millennia of 
China’s history. 

This was a stunning collection of treasures. 
Today, the National Palace Museum in Taiwan 
has more than 650,000 pieces of bronze, jade, cal-
ligraphy, painting, and porcelain. The collection 
is so extensive that the Museum can only display 
1 percent of it at any time. This is an ongoing 
humiliation for the Communists, who view them-
selves as the rightful inheritors of China’s cul-
tural heritage. It’s also a constant reminder that 
the Communists never did conquer the entire 
country, and that at least some of the population 
rejected their claim to legitimacy as the agents of 
‘inevitable’ economic forces.

To the Chinese, this whole situation is Amer-
ica’s fault. The US supported the Nationalists in 
their long fight against the Communists. 

More importantly, when the Nationalists 
finally admitted defeat and fled to Taiwan, the 
Communists prepared to invade the island and 
crush the Nationalists once and for all. But the 
United States declared its support for the new 
Republic of Taiwan, and sent the US Seventh 
Fleet to defend it. Unwilling to enter into war 
with the United States, the Communist govern-
ment was forced to back down.

And this ‘loss of face’ continues today. It’s 
especially galling that the Taiwanese, despite 
being such a small population, have far outper-
formed their mainland brethren in their economic 
performance. For many years, Taiwan has been 
one of the most productive economies in the world. 
Meanwhile, China wallowed in misery and back-
wardness for decades, thanks to Mao Zedong’s 
mad socialist ideas.

And that brings us to today. Now that main-
land China has thrown off Marxist-Leninist prin-
ciples, and instituted capitalism instead, its per-
formance has been breathtaking. Year after year, 
its economy has expanded by more than 10 percent 
annually. China is now the third largest economy 
in the world, and is still growing rapidly.

Finally, China’s leaders feel strong enough to 
assert themselves. Finally, it’s time to right some 

historic wrongs, ‘reunify’ China, and stop the 
ongoing humiliation once and for all. 

Today, China is heavily militarizing its side 
of the Taiwan Strait. The coastline is bristling 
with weapons, including over 1,000 missiles that 
are aimed at the island. And the army and navy 
are running frequent exercises, practicing for an 
invasion.

China has been quite open about its plans. Its 
military leaders have been vocal in their desire to 
take Taiwan. As General Li Fengzhou said, “Being 
a military man, I personally feel that the Taiwan 
problem should have a time schedule. I hope that 
while I am on active duty the motherland can be 
reunited.” 

Chinese officials have 
promised to sacrifice 

millions of lives, if necessary, 
to regain Taiwan.

President Hu Jintao recently said, “We will 
not let anyone separate Taiwan from the rest of 
China in one way or another.”

 And the Chinese ambassador to the United 
Nations has warned, “China will have no choice. 
We will do the business through whatever means 
are available to my government. Nobody should 
have any illusions about that. We will do the busi-
ness at any cost… For China, one inch of the ter-
ritory is more valuable than the life of our people. 
We will never concede on that.” 

The Chinese public seems to agree. Appar-
ently, many Chinese believe they have every 
right to take Taiwan. Articles are appearing in 
their media that ask: if it’s acceptable for the US 
to invade Iraq, why would it be wrong for us to 
invade Taiwan? If it was acceptable for Abraham 
Lincoln to invade a secessionary region in the 
American Civil War, why can’t we do it as well? 

If the world is outraged over this, say these 
commentators, that’s OK. The world will get over 
it eventually. 

Of course, the United States has pledged to 
protect Taiwan. That’s why the Communist gov-
ernment has not yet attempted to ‘reunify’ the 
island with the mainland.

But that’s all changing now.
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when your enemies are weak and you are strong. 
Incredibly, while most of the developed economies 
are contracting sharply, China’s economy remains 
vibrant.

Yes, exports have dropped sharply (by 17.1 
percent in March year-on-year). And yes, its 
expected growth of 6.8 percent this year is below 

Why the Chinese Think  
They Can Finally Win

From the Chinese perspective, the events of 
the last year have created an amazing opportu-
nity.

The American military is bogged down in 
Iraq and Afghanistan. Our military has been 
stretched dangerously thin by these wars. Some 
soldiers are on their third and fourth combat 
tours. Equipment is breaking down. Stockpiles 
of certain supplies (especially ammunition) have 
been drawn very low.

President Obama is less likely to defend 
Taiwan than his predecessors. The US politi-
cal climate has shifted drastically in the last year. 
Obama’s bow to the Saudi king, his pledge to pull 
out from Iraq, and his acceptance of a Communist 
revolutionary manual as a gift from Hugo Chavez 
(!), all make Obama look much more conciliatory 
and less assertive than Bush did.

The American economy has fallen off the 
cliff. The implications of this are obvious. Even if 
Obama wanted to send a large force to defend Tai-
wan—and it would require a large force—Amer-
ica can’t afford to do it right now. Nor would the 
American people support a war against a large 
trading partner.

The other Western economies are in the 
toilet too. Even if other Western countries out-
side the US wanted to block Chinese actions, 
they’re in no position to do so. The Organiza-
tion for Economic Cooperation and Development 
expects the world’s economy to shrink by 2.75 per-
cent this year. Germany will contract by a painful 
5.3 percent. Japan’s GDP will fall by 6.6 percent 
this year (and its business sentiment survey has 
hit a new record low). Russia’s economy will con-
tract by 5.6 percent. And the list goes on and on.

We see this also in global trade. Singapore, 
the world’s biggest container port, is reporting 
a 20 percent drop in traffic. Maersk, the world’s 
biggest shipping company, reports a 12.8 fall in 
container volume year-on-year. Shipping rates on 
some key trade routes have fallen by as much as 
90 percent from a year ago.

Despite all this, China’s economy is still 
booming. A basic military principle is to move 
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need China. The Chinese know this, and will use 
it to their advantage.

How to Defeat the US Military

Even after years of fighting in Iraq and 
Afghanistan, the US military is still the world’s 
premier force. In a conventional conflict, the Chi-
nese wouldn’t have a chance, and they know it.

So why would they be risking a confrontation? 
The answer becomes clear when we consider their 
approach. 

Western military strategy is based on the 
thinking of Carl von Clausewitz, who thought 
in terms of head-on conflicts. He famously said 
that war had only “three broad objectives, which 
between them cover everything: destroying the 
enemy’s armed forces; occupying his country; and 
breaking his will to continue the struggle.” 

Conversely, Chinese military strategy is based 

average—by Chinese standards. But it’s still a 
blistering growth rate by normal standards.

China’s crude oil imports hit a one-year high 
in March. It also had record imports of iron ore 
for steel manufacturing. Chinese bank loans set 
a new record in March ($276.5 billion), as did its 
monthly car sales. And the Shanghai Composite 
stock index is up by a jaw-dropping 34.2 percent 
for this year.

China can play the North Korea card. 
North Korean dictator Kim Jong Il not only has 
nuclear weapons, he just test-fired a ballistic mis-
sile that could carry them. This was in blatant 
defiance of UN resolutions to the contrary. The 
only authority Kim respects is China, which is 
North Korea’s largest trading partner by far, its 
largest source of energy, and its principal protec-
tor. Without China, Kim’s evil regime would have 
collapsed long ago. 

If the West wants to reign in Kim—and the 
thought of this lunatic armed with nukes and 
missiles is too frightening to contemplate—we 

In Update #663, we issued instructions for 
subscribers who sold short OXYOJ, CCDOF, 
APCOG, and APAOL. We allowed these options 
to expire, and kept the premiums.

In Update #665, we issued hedging instruc-
tions for subscribers who own Berry Petroleum 
(symbol BRY) and ConocoPhillips (COP). On 
BRY, we sold the May $12.50 calls (symbol 
BRYEV). On COP, we sold the April $45 calls 
(COPDI).

In Update #669, we issued instructions 
for subscribers who sold XTODG, DVNDW, 
NNDDE, APCDH, ASHDD, BBGDD, OXYDK, 
APADZ, and XOADZ. We closed these hedges in 
anticipation of the Financial Accounting Stan-
dard Board’s announcement on Mark-to-Market 
changes.

In Update #676, we issued instructions for 
subscribers who hedged ConocoPhillips (COP), 
Pioneer Natural Resources (PXD), Encore Acqui-
sition (EAC), and Talisman Energy (TLM).

On COP, we allowed our hedge (COPDI) to 
expire, and we kept the premium. On PXD, we 
rolled up our Apr. $15 calls (PXDDZ) to the May 

$17.50 calls (PXDEW). On EAC, we rolled up our 
Apr. $22.50 calls (EACDX) to the May $25 calls 
(EACEE). On TLM, we traded up the Apr. $10 
calls (TLMDB) to the May $10 calls (TLMEB).

In Update #677, we issued hedge instruc-
tions for subscribers who own Occidental Petro-
leum (OXY), Noble Corp. (NE), Suncor Energy 
(SU), Apache Corp. (APA), and Devon Energy 
(DVN).

On OXY, we sold the May $60 calls (OXYEL). 
On NE, we sold the May $29 calls (NNDEG). On 
SU, we sold the May $26 calls (SUEZ). On APA, 
we sold the May $70 calls (APAEN). On DVN, 
we sold the May $55 calls (DVNEY).

In Update #678, we issued hedging instruc-
tions for owners of Anadarko Petroleum (APC), 
Bill Barrett Corp. (BBG), ConocoPhillips (COP), 
Energy Exploration and Production ETF (XOP), 
and XTO Energy (XTO).

On APC, we sold the May $45 calls (APCEI). 
On BBG, we sold the May $25 calls (BBGEE). 
On COP, we sold the May $41 calls (COPED). 
On XOP, we sold the May $32 calls (XOAEF). 
On XTO, we sold the May $35 calls (XTOEG).

Portfolio Update
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on the thinking of Chinese general Sun-Tzu, who 
said, “To win one hundred victories in one hun-
dred battles is not the acme of skill. To subdue the 
enemy without fighting is the acme of skill… I say 
that victory can be created. For even if the enemy 
is numerous, I can prevent him from engaging.” 

The Chinese believe they can beat us before a 
conflict even occurs. They’ve studied the United 
States military carefully for decades. They know 
how the United States wages war. After all, “What 
is of supreme importance in war is to attack the 
enemy’s strategy.” 

Just as importantly, they know their own 
weaknesses. Frankly, there are many of these. 

Nevertheless, the US has a few as well—and 
that’s where they plan to strike. “An army may be 
likened to water, for just as flowing water avoids 
the heights and hastens to the lowlands, so an 
army avoids strength and attacks weakness.” 

The Chinese don’t have to defeat the US mili-
tary. They merely have to find the US military’s 
key weaknesses—and show us that they could 
attack them if they wanted. This threat alone 
would be enough to neutralize US power.

And that’s exactly what they’ve done.

A Dagger Held to Our Throat

Nobody can take on the US armed forces tank-
for-tank or ship-for-ship. So that’s not what the 
Chinese are doing.

Instead, they’ve found our key vulnerabilities, 
and exploited them.

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

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

But now the Chinese can.  According to Defense 
News, about two years or so ago, China began 

testing powerful ground-based lasers, firing them 
at orbiting US satellites. Apparently, these aren’t 
meant to burn or disable the satellites physically. 
That would require lots of energy, and it’s unnec-
essary anyway. 

Instead, the Chinese are using a different, but 
equally effective, tactic: firing high-powered lasers 
to blind the electro-optical systems on spacecraft 
like our Keyhole satellites, or our Lacrosse sys-
tem. 

The report said there has been a series of 
these attacks. Apparently, the White House told 
the Pentagon to cover them up, to avoid stoking 
public outrage. 

However, the Pentagon was not able to cover 
up another test China did. The Chinese shot down 
one of their old weather satellites with a ground-
based missile. US officials said the missile oblit-
erated the satellite, even though it was 537 miles 
above the Earth. 

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

Computer Networks. I’ve written before 
in GEA about the Chinese military’s assaults on 
US government computer systems. These attacks 
are systematic and ongoing. The targets have 
included the Redstone Arsenal military base (the 
heart of our Army’s rocket and missile programs), 
Army units (including the 82nd and 101st Air-
borne divisions), the Naval War College’s com-
puter network, NASA, military laboratories like 
Sandia, aerospace giants like Lockheed Martin, 
and even the World Bank. They’ve even pene-
trated the computer of Robert Gates, the Secre-
tary of Defense.

What secrets have they stolen? We know of a 
long list: everything from spaceship schematics to 
Army flight-planning software. And they’ve prob-
ably stolen a lot more things that we don’t know 
about.

Breaking news: As this issue goes to press, 
the Pentagon is reporting that Chinese hackers 
have stolen terabytes of sensitive data from the 
F-35 Joint Strike Force fighter program! This 
will greatly diminish the fighter’s advantage over 
enemy forces in the future.
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Aircraft Carriers. American naval power is 
based on the aircraft carrier battle group. A car-
rier group is an awesome collection of fi repower, 
able to attack on land, air, or sea.

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

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

Unlike our subs, almost all China’s subma-
rines are diesel-electric. Our Navy disdains this 
older design, preferring nuclear subs instead. 
However, these boats have one huge advantage: 

unlike nuclear subs, they can be absolutely silent 
underwater. 

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

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

The Chinese navy recently published a docu-
ment that spoke of “the capability of nuclear 
counterattacks.” Its new Jin-class submarines 
are armed with nuclear ballistic missiles. And its 
new naval base on Hainan has what appears to be 
a demagnetization facility—which can make long-
range nuclear subs very diffi cult to detect.

The US views its nuclear weapons as a deter-

Elsewhere in 
this issue, I 

mention the mas-
sive global short-
age of physical 

gold. Now the United States Mint has run out of 
Gold American Eagles! This came from the offi -
cial Mint website on 4/22/09:

“Production of United States Mint American 
Eagle Gold Proof and Uncirculated Coins has 
been temporarily suspended because of unprec-
edented demand for American Eagle Gold Bul-
lion Coins. Currently, all available 22-karat gold 
blanks are being allocated to the American Eagle 
Gold Bullion Coin Program, as the United States 
Mint is required by Public Law 99-185 to produce 
these coins ‘in quantities suffi cient to meet public 
demand’. . .

“Additionally, as a result of the recent numis-
matic product portfolio analysis, fractional sizes 
of American Eagle Gold Uncirculated Coins 
will no longer be produced.”

You can’t get Uncirculated Gold American 
Eagles from the Mint—but as this issue goes to 
press, my rare coin company Finest Known has 
125 Uncirculated Gold American Eagles avail-
able in inventory.

These are graded and certifi ed MS70. They’re 
priced for LESS than what the Mint is currently 
charging for its one-ounce High Relief Gold Coins 
($1,239 plus shipping and handling). 

Yes, our price is LESS than the US Mint’s. 
Call now before they’re gone: (866) 697-4653.

Also, if you own shares in a gold ETF—I don’t 
believe the ETFs will have the gold they claim 
to have. I covered this in my March 2008 Bonus 
Issue of GEA. If you don’t have a copy, call my 
offi ce and I’ll send you one. 

Our money supply has more than doubled 
within the past 12 months. Are you still buying 
stocks?! Buy physical gold instead.

 Call toll-free: (866) 697-4653

From the desk of James DiGeorgia...

“Why you should have 25-50 percent of 
your investment dollars—including your 
IRA—in physical gold.”
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rent. Unfortunately, the Chinese seem to view 
theirs as viable options to use during a war. 

Warnings about this are coming even from 
Chinese nationals themselves. For example, Wei 
Jingsheng is a Chinese dissident who spent 18 
years in Communist prisons. 

As Wei told a  
National Press Club forum,  
the Chinese government is 
planning for a nuclear war 

with the United States.

With one-sixth the world’s population, the 
government is not afraid to sacrifice some of its 
people, he said. 

Wei quoted Chinese general Zhu Chenghu, 
who said the government was preparing for “the 
destruction of all the cities east of Xian.” (This 
would include Beijing, Shanghai, and Canton.) 

Incidentally, General Zhu was speaking about 
a war over Taiwan specifically. He also said, “If 
the Americans are determined to interfere, we 
will be determined to respond… I think we will 
have to respond with nuclear weapons… 

“The Americans will have to be prepared that 
hundreds of cities will be destroyed by the Chi-
nese.” 

Would the Chinese actually use nukes against 
us if we defended Taiwan? We don’t know—and 
that’s the entire point. 

By brandishing their nuclear option, China 
has nullified our nuclear option. We’re now far 

That’s the headline from an article in the UK’s 
Times. It continued: “The Israeli military 

is preparing itself to launch a massive aerial 
assault on Iran’s nuclear facilities within days 
of being given the go-ahead by its new govern-
ment.”

Iran has continued to develop its nuclear pro-
gram, in defiance of diplomatic efforts by the US 
and other nations. And Israel rightly fears what 
will happen once nuclear weapons fall into the 
hands of Iranian President Ahmadinejad—the 
man who says the Holocaust was a myth, Israel 
has no right to exist, and that he plans to “wipe 
Israel off the map.”

There are several reasons why an attack 
seems to be imminent. First, as the West has 
increased its diplomatic pressure, the Iranians 
have accelerated their nuclear program. There 
are now thousands of centrifuges operating in 
Natanz, and Esfahan has some 250 tonnes of 
gas prepared. The Iranians don’t have nukes 
yet, but they’re getting close.

Also, President Obama is scheduled to visit 
Israel in June. This is timed to coincide with 
Iranian elections. 

Obama is clearly pursuing a conciliatory pol-
icy toward Iran. Israeli leaders anticipates that 
during Obama’s visit, he will pressure them into 

accepting this policy. 

But the Israelis understand what will hap-
pen once Obama opens his “dialogue” with 
Ahmadinejad. There will be months and months 
of empty talk, as the Iranians stall the West 
long enough to finish the bomb.

That’s why Israel is getting ready for a 
strike now, before Obama arrives. Its prepara-
tions include:

• the Army’s Home Front command announc-
ing the largest civil-defense exercise in Isra-
el’s history. For an entire week, the popula-
tion will practice reacting to incoming mis-
siles—both conventional and nuclear.

• The accelerated testing of the Arrow II mis-
sile interception system.

• A long-range strike at a convoy in Sudan, 
which was carrying weapons meant for ter-
rorists in the Gaza strip. Israeli planes will 
need to fly over 800 miles to attack Iran, and 
this recent strike all the way over in Sudan 
is widely viewed as a rehearsal. 

Time is running out for the Israelis, and 
they know it. They’ve warned repeatedly that if 
the West does nothing, they will take matters 
into their own hands.

That time might be upon us.

“Israel stands ready to bomb Iran’s nuclear sites”
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less confident about facing them in open battle of 
any sort. 

Which is exactly what they wanted to accom-
plish. 

Preparing to Destroy the 
American Homeland

Chinese preparations have gone far beyond 
the battlefield. According to recent reports, they 
can now take the entire American population as 
hostage.

You’ve probably seen the reports in the media. 
According to US intelligence officials, Chinese 
hackers have been making large-scale cyber 
attacks against the US electrical grid and other 
parts of our infrastructure. 

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

As an intelligence official explained to the Wall 
Street Journal, “If we go to war with them, they 
will try to turn them on.” Once activated, these 
programs will then destroy our infrastructure.

Until recently, nobody took this threat seri-
ously. But then in 2007, researchers ran an exper-
imental test at a power generation station. They 
found that reprogramming an electrical genera-
tor—the same kind of thing the Chinese software 
tools can do—caused it to burn itself out almost 
instantly.

That doesn’t sound like a big deal. And it 
wouldn’t be, if it only hit one or two power sta-
tions. The problem is that utility electrical gen-
erators are very specialized pieces of machinery. 
If more than a handful go down at once, there 
will be a long wait for spare parts and/or replace-
ments. We’re talking about weeks at least—maybe 
months.

US officials have discovered many of these 
Chinese programs, and presumably have removed 
them. But how many more have we not found? 
These attacks were very skillfully done—in many 
cases, the power utilities themselves had no idea 
that their computer systems had been compro-
mised.

If the Chinese were to activate a large num-
ber of these programs simultaneously, they could 
shut down the entire US electrical grid. 

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

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

And this doesn’t even include the potential 
Chinese attacks against the rest of our infrastruc-
ture. Their potential penetration of our air traffic 
control system is of particular concern.

Would the Chinese actually do this? My point 
is that they don’t have to. All they have to do is 
demonstrate their ability to carry out one of these 
threats… and we’ll capitulate without a shot ever 
being fired. Just like Sun Tzu said.

And there’s yet another front on this potential 
war to discuss…

“Pentagon Preps  
for Economic Warfare”

That’s the headline of a recent article in Polit-
ico. It described a recent two-day war simulation at 
the Warfare Analysis Laboratory near Ft. Meade, 
Maryland. This was described as “global scenarios 
that could shift the balance of power between the 
world’s leading economies.” Among other things, 
the war games included a sharp escalation of ten-
sions between China and Taiwan.

The simulations had a surprising result…

China Can  
Dump Its Dollar Holdings 

Without Cratering  
Its Reserves

As the largest creditor in the world—owing 
foreigners over $6 trillion—the United States 
would seem very vulnerable. A hostile nation 
could, in theory, amass a large amount of dollars 
and US government debt, and then blackmail the 
US with it. If the hostile nation were to dump a 
large enough quantity of dollars on the market at 
once, the greenback would plunge in value. This 
could create significant damage to the US econ-
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omy, especially if the dumping triggered a sell-off 
among other dollar-holding nations.

The largest holder of US dollars and debt is 
China, with about $1 trillion of it. However, US 
officials have always assumed that China could 
not engage in the blackmail I just described. With 
reserves that large, China would seemingly harm 
itself as much as the US, if the Communists were 
to do anything that hurt the greenback.

But that’s not what the war games discovered. 
As Yale professor Paul Bracken told Politico, the 
Chinese have a “graduated spectrum of options.” 

The simulations showed that the Chinese could 
sell dollars incrementally, “ratcheting up eco-
nomic uncertainty in the United States without 
wiping out their own savings.”

Obviously, this would have to be done covertly. 
If world markets caught even a hint that $1 tril-
lion was going to be sold off, even incrementally, 
there would the mother of all panics on the forex 
markets. The dollar would go into freefall. It 
would be very difficult to avoid this outcome, but 
apparently not impossible.

John Maynard Keynes once said, “If you owe 

The World Gold Council recently released its 
2008 Gold Demand Trends report. Investment 
demand for gold was up a whopping 64 percent 
for the year. The average gold price was $872, 
up 25 percent from the previous year. 

Demand for bars and coins shot up by 87 
percent. This explains the massive shortage 
of gold bullion that started last summer (and 
which continues today).

Meanwhile, the US government bailouts 
have hit $12.8 trillion. And Obama’s economic 
plans will increase our debt by a staggering 
$9.3 trillion over the next decade. Then add to 
this China’s pending move away from the dol-
lar, and I expect we’ll see a rocket lit under gold 
demand this year. 

And a surprising new development will 
accelerate this even further. All of a sudden, the 
world’s tax haven nations have started buckling 
under pressure from the US and Britain. They’re 
violating centuries-old banking traditions, and 
giving up financial information on depositors 
who are accused of being “tax evaders.”

Switzerland, Andorra, Austria, Liechten-
stein, Luxembourg, Singapore, and Hong Kong 
have all pledged to go along with this. Brit-
ish Prime Minister Gordon Brown has gloated 
that this is “the beginning of the end for tax 
havens.”

The world’s wealthiest individuals and enti-
ties have long counted on offshore accounts 
for privacy. Now this protection is gone. Any 
account can, and will, be exposed to government 
scrutiny on a tax official’s whim. 

What will be the result of this? Even if some-

one complies with all tax laws, and just uses off-
shore accounts for privacy, this is ominous news. 
In today’s political environment, being wealthy 
automatically puts you under suspicion of “not 
paying your fair share.” When even death is a 
taxable event, a large bank account suddenly 
coming to light will be irresistible to an IRS offi-
cial who’s been told to crack down on “evaders.”

The rich people in this world didn’t get 
wealthy by being stupid. They understand 
what’s going to happen as a result of this. No 
doubt, they’re looking for alternative ways to 
store their wealth right now, as you’re reading this.

Banks are no longer an option. Nor are 
any kind of registered accounts: stocks, bonds, 
money markets, whatever. 

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

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

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

Provocative Gold News
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the bank manager a thousand pounds, you are at 
his mercy. If you owe him a million pounds, he 
is at your mercy.” The US has always assumed 
that this dynamic would work in our favor with 
China—that our monstrous debt held by the Chi-
nese would give us leverage over them.

Now we see that the complete opposite is true. 
The Chinese could gradually sell off their dol-
lars, and cause economic turmoil in the US at 
will, without damaging their own economy too 
severely. This gives them the leverage they need 
to go after Taiwan—or other strategic goals, like 
the oil reserves of the South China Sea—without 
the United States interfering.

The US Dollar Held Hostage

President Obama has planned his budget as if 
China will keep financing our massive deficits for 
the foreseeable future.

To be blunt, this is stupid. The Chinese have 
warned for years that they want to move away 
from the greenback. Just a few days ago, Chinese 
Premier Wen Jiabao complained again about the 
“safety” of China’s dollar reserves. And China’s 
central bank governor is calling for a new “inter-
national reserve currency” to replace the dollar. 
He wrote that the current global economic cri-
sis is the “inevitable outcome” of a dollar-based 
financial system. 

Clearly, the Chinese plan to divest some of 
their American currency and debt. And that 
means our government—and its currency—are 
going to be in serious financial trouble.

Now imagine what will happen if China makes 
its long-awaited move on Taiwan. I see two pos-
sible outcomes:
1. The Chinese openly sell off their dollars. 

If China moves on Taiwan, and the US inter-
feres, this will probably happen. This is the 
economic “nuclear option.” The dollar would 
collapse, and gold would explode upwards. 
This threat is what will allow China to black-
mail us over Taiwan—or any other issue, for 
that matter. 

2. The Chinese covertly sell off their dol-
lars.  If China moves on Taiwan, and the US 
backs down, this would be our “reward.” The 
Chinese will divest their dollars quietly and 
incrementally, as the Pentagon simulation 
predicted.

Outcome #1 results in an instant crash of the 
dollar. Outcome #2 results in a slow decline for 
the dollar at best, and a crash for the dollar at 
worst (if the markets figure out what’s going on).

So whatever happens with Taiwan—even if 
China doesn’t make any moves at all—this  whole 
situation seems to be bad news for the dollar. It’s 
not a question of whether the dollar will plum-
met—it’s only a question of how quickly it will 
happen.

Conclusion

If the Communists move on Taiwan, China’s 
prestige in the world will be enhanced, and Amer-
ica’s will be diminished. 

We’ve proclaimed our support for Taiwan for 
decades. If and when we abandon the Taiwanese 
to their fate—which seems unavoidable—we will 
no longer be seen as an unassailable superpower.

So we should prepare for sharp tumbles in the 
dollar—and perhaps a new balance of geopolitical 
power in the world.

China Stops Buying 
US Treasuries!

Foreign purchases of US debt are the only 
thing keeping our government afloat. Without 
foreigners subsidizing our $1.8 trillion deficit, 
the Fed will have to print the money instead. 
The dollar would be ruined. 

By far the biggest purchaser of US debt 
has been China. But according to the latest 
figures, the Chinese have abruptly stopped 
buying US Treasuries and other dollar assets.

In the first quarter of the year, China’s for-
eign reserves grew by only $7.7 billion. That’s 
a mere 5 percent of the $153.9 billion they 
grew during the same quarter last year.

In fact, China actually sold $34 billion 
of reserves in January and February, before 
buying $41.7 billion in March. This is unprec-
edented behavior.

Not only that, it’s a clear warning to the 
United States. The Chinese can bankrupt us 
any time they want.

Looks like the blackmail scenario might 
already be in play.
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