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“US military warns: the government
of Pakistan is facing ‘rapid and
sudden collapse’...
“...and radical Muslim terrorists
could get its nuclear weapons!”
“Forget about Iraq and
Afghanistan. They’re mere
sideshows.
“This is the gravest
threat the United States has
faced in decades. Here’s what
happening...”

• Pakistan government
now “on the verge of
inexorable collapse”
• Pentagon warns: “real
possibility that a nuclear
weapon might be used”
• President Obama
announces new budget.
Your ‘fair share’ of the
additional cost: $163,000!

I

f you were an ofﬁcial at the Pentagon, responsible for anticipating the potential threats facing America, what would be the worst possible
scenario you could imagine?
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James DiGeorgia, Editor

Try this one. The government of a US ally suddenly falls, and the new state declares itself our
sworn enemy. The new government is a dictatorship ran by radical Muslims. Worst of all, this
nation has an estimated 60-100 nuclear weapons—and openly supports Osama bin Laden.
By all indications, this nightmare is coming
true today.
I’m talking of course about Pakistan. As Time
magazine recently wrote, the world’s second-largest Muslim nation is “on the verge of inexorable
collapse.”
And after the government falls, who is most
likely to take over the country, including its
nuclear weapons? Answer: the Taliban.
Pakistan’s government has always had a tenuous grip on power. For example, the Baluchistan
province has been ﬁghting a civil war with the
central government for years. This entire region
is poised to break away and become indepenGold and Energy Advisor

1

dent, just as the former province of East Pakistan
revolted and broke away to become Bangladesh a
number of years ago.
But that’s not the nightmare that keeps Washington ofﬁcials awake at night. The new development is that the Taliban is also ﬁghting the central
government... and they’re winning. For example,
Taliban forces recently captured the Bruner district—a mere 65 miles from the nation’s capital of
Islamabad.

The central government
now controls less than half
of the country’s territory.
The rest is either independent or under Taliban control. And militants are currently inﬁltrating Karachi (the nation’s ﬁnancial center) and
Punjab (the heartland of its industry).
Fierce battles have been raging between the
Taliban and the Pakistani Army. The original
ﬁght for the Swat Valley lasted 18 months. About
12,000 Army soldiers fought only 3,000 Taliban—
but the ﬁerce Taliban militants fought the Army to
a standstill. Finally the government surrendered
the region to the Taliban. Now the militants are
using it as a base to attack surrounding regions.
The Swat Valley used to be an alpine resort—

the Aspen of Pakistan. Vacationers enjoyed ﬁshing for trout in its streams, or gazing upon its luscious fruit orchards nestled among alpine ridges.
Now over 500,000 people are ﬂeeing the area.
Overnight, Swat has transformed into a madhouse of radical Islam. Floggings and executions
are common. One square in town is called “Slaughter Square,” because that’s where the militants
dump the bodies of their victims.
Men are commanded to grow beards, and barbers are threatened with drastic punishments if
they are caught shaving anybody. Stores selling
CDs and movies have been burned.
In a now-famous video shown on Pakistani
TV, a woman was shown being ﬂogged in Swat by
Taliban men wearing black turbans. Her crime?
She left her house without being accompanied by
a male blood relative.
The takeover of Bruner was similar. Militants carrying machine guns and rocket launchers roamed the streets, ransacking government
ofﬁces and taking international aid workers as
hostages. Government soldiers were sent to ﬁght
them, but they were repulsed quickly.
Worst of all, the Taliban have made it clear
that they will not stop until they not only rule
Pakistan, but have set it up as a base to plan,
fund, and support terrorist attacks against America. Taliban spokesmen have already announced

Hundreds of Militants Are Killed, But It Doesn’t Matter

P

akistan’s Army has ﬁnally counterattacked
in the Swat Valley. Now its ofﬁcers are
trumpeting the rising body count among militants. They claim to have killed about 700 Taliban soldiers, while sustaining fewer casualties
themselves.
Such body counts are always exaggerated, of
course. But even if they were true, they wouldn’t
matter.

Second, the Army is achieving its “victories”
by pummeling the militant’s positions with airstrikes and heavy artillery. This kills not only
militants, but also civilians. As Time magazine
noted, “The inevitable civilian casualty toll
from such operations has quickly eroded local
support, alienating even those who had initially
welcomed the army’s arrival in Swat.”

First, the militants are religious fanatics. Unlike conventional soldiers, they aren’t
deterred by casualties. They’ll never surrender,
and they won’t retreat.

The government’s initial surrender of the
Swat region, and the new Army campaign to
take it back, have created almost one million
refugees. It’s the worst humanitarian disaster
in Pakistan since its split with India in 1947.

Even if the Army wins the conventional battles, the militants will just fade back into the
mountains and continue ﬁghting using non-conventional tactics.

The longer the Army ﬁghts, the more civilians are turning away from the government and
toward the radicals. One way or the other, the
militants are winning.
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that al-Qaeda and Osama bin Laden are welcome
in Swat, and would be protected there.
The problem in all of this is the reluctance of
the Pakistani Army to ﬁght the Taliban. Although
they are (ﬁnally) ﬁghting back in Bruner, and
despite their superior numbers and weapons,
they’re still far outclassed by the Taliban militants.
There are several reasons for this.
First of all, the Army is designed to ﬁght a
conventional war with India. Heavy artillery and
tanks are little use against radical guerrilla ﬁghters. And few Army ofﬁcers have any training in
counter-insurgency warfare. Plus, most ofﬁcers
are still obsessed with preparing for the next
Indian war, and have little interest in domestic
matters.
But the bigger problem is this...

Many Pakistani military
and civilian leaders
are sympathetic to the Taliban.
In fact, many of the country’s civilian and military leaders hate America and the West.
It all started in 1965, when Pakistan lost a
brutal war with India. The US and Pakistan had
signed the CENTO pact, which made us military
allies. Despite this alliance, American leaders
refused to help the Pakistanis in their war against
India.
The Pakistanis felt betrayed. But their bitterness exploded into fury and hatred after they lost
another war with India six years later.
This war was an absolute disaster for the
Muslim country. Huge chunks of territory were
lost. Nearly 100,000 soldiers were taken prisoner
by the Indians. East Pakistan broke away and
became Bangladesh during this time.

cannot be overestimated. A group of military ofﬁcers attempted a coup against the civilian government. Loudspeakers on thousands of mosques
screeched Islamic slogans, blaming the West for
the catastrophe.
The radical Islamist groups surged in popularity among the population.
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And this crushing defeat took only 23 days,
from the ﬁrst shot ﬁred to the ﬁnal humiliating
surrender of the Pakistani army.
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33432 (800-819-8693 or 561-750-2030). Subscription
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This time, the US had explicitly promised to
help Pakistan, threatening to send in the Seventh
Fleet if Indian forces crossed the border. But when
the Indians invaded... no help was sent.
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Pakistan’s rage and bitterness after the war
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•

Today, radical Islamist
sentiment is rampant
among both the civilian
population and the military.
Civilians ﬁnd the Taliban attractive for several reasons.
•

Pakistan’s court system is famously corrupt.
Conversely, the Taliban promises swift, impartial “justice” (as deﬁned by Islamic law).

M

How Pakistan
Supports Terrorism

any times in American history, we have
given military and ﬁnancial aid to governments who were nonetheless plotting
against us. Pakistan is a current example of
this.
Today, American soldiers are dying in
Afghanistan ﬁghting the Taliban. But from
where are the Taliban soldiers getting their
orders and supplies? From Peshawar (the capital of Pakistan’s North-West Frontier Province) and Quetta (the capital of Baluchistan).
In fact, Mullah Mohammed Omar (the main
Taliban commander) lives in Quetta.
Where is Osama bin Laden hiding? In Pakistan.
Who was the mastermind of 9/11? Khalid
Sheikh Mohammed, from the Pakistani province of Baluchistan.
Who was behind the 1993 attack on the
World Trade Center? Ramzi Yousef, also of
Baluchistan.
Who built the training camps where alQaeda trains its ﬁghters? The Pakistani ISI
(intelligence service).
When the Taliban took over Afghanistan,
which country provided the most non-native
ﬁghters for the civil war? Pakistan.
Obviously, many leaders in Pakistan’s
government and military are already working
closely with terrorists. How can the government survive, when so many of its own ofﬁcials are working to destroy it?

•

Taliban clerics are skilled at exploiting ethnic
and sectarian hatreds.
Perhaps most importantly, the population is
wallowing in poverty. Pakistan’s ﬁnancial crisis is getting worse, and its economy is on the
brink of collapse. Desperate people will follow
anyone who promises salvation.

As for the military, many ofﬁcers openly
adhere to radical Islam ideology. Others do not,
but they’re still ambivalent about ﬁghting the
radicals.
As an article in the Wall Street Journal
explained, “A perception that ﬁghting the Taliban
is tantamount to killing fellow Muslims at the
behest of America—a sentiment especially common in the military and police—limits how far
the leaders can push the current military offensive.” As a senior Pakistani ofﬁcial told the WSJ
reporter, “Very frankly, here is a society that is in
denial.”
Not only that, the Army and ISI (intelligence
service) created the Taliban in the ﬁrst place—or
at least they created the roots from which the Taliban grew. For several decades, the Pakistanis
groomed Islamist ﬁghters in the border regions as
“strategic assets” to use against Afghanistan and
India. Now many military leaders are secretly
cheering on the Taliban in their ﬁght against the
weak and corrupt central government.
John Bolton, former US ambassador to the
United Nations, has issued urgent warnings about
the Pakistani military. Here’s what he said:
“Often known as the Pakistan’s ‘steel skeleton’
for holding the country together after successive
corrupt or incompetent civilian governments, the
military itself is now gravely threatened from
within by rising pro-Taliban sentiment...
“Instability could cause the constitutional
government to collapse entirely and the military
to fragment. This could allow a well-organized,
tightly disciplined group to seize control of the
entire Pakistani government.”

Also, US military ofﬁcials are
warning about the coming
“rapid and sudden collapse”
of Pakistan... and the “real
possibility that a nuclear
weapon might be used”!
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The US Joint Forces Command recently issued
its Joint Operating Environment report. It contained some ominous warnings about Pakistan,
and how quickly and violently it could implode. It
said:
“The collapse of a state usually comes as a surprise, has a rapid onset, and poses acute problems.
The collapse of Yugoslavia into a chaotic tangle
of warring nationalities in 1990 suggests how
suddenly and catastrophically state collapse can
happen—in this case, a state which had hosted
the 1984 Winter Olympics at Sarajevo, and which
then quickly became the epicenter of the ensuing
civil war...
“Some forms of collapse in Pakistan would
carry with it the likelihood of a sustained violent
and bloody civil and sectarian war, an even bigger
haven for violent extremists, and the question of
what would happen to its nuclear weapons. That
‘perfect storm’ of uncertainty alone might require
the engagement of U.S. and coalition forces into a
situation of immense complexity and danger with
no guarantee they could gain control of the weapons and with the real possibility that a nuclear
weapon might be used.”
Alarm bells are ringing in Washington. Secretary of State Hillary Clinton said the Pakistani
government is “basically abdicating to the Taliban
and the extremists.” She also said that if the central government falls to the Taliban, “they would
have the keys to the nuclear arsenal of Pakistan,
and we can’t even contemplate that. We cannot
let this go on any further.”
Vice President Joseph Biden lamented that
“It is hard to imagine a greater nightmare for
America than the world’s second-largest Muslim
nation becoming a failed state in fundamentalists’
hands, with an arsenal of nuclear weapons, and
a population larger than Iran, Iraq, Afghanistan
and North Korea combined.”
Richard Holbrooke, US special representative to Pakistan and Afghanistan, conﬁrmed that
“Pakistan is in an emergency situation.”
Thomas Fingar, recently retired as the US
chief intelligence analyst, said the Muslim nation
is “one of the single most challenging places on
the planet.”
Here’s David Kilcullen, a counter-terrorism
expert serving both the Bush and Obama administrations: “Afghanistan doesn’t worry me. Paki-

Pakistan’s leadership is
infested with pro-radical
sentiment—including the
head of its nuclear weapons
program!

A

s discussed on the previous page, radical
Islamist ideology has infected much of
Pakistan’s government and military.
For example, Shuja Nawaz is the director
of the South Asia Center at the Atlantic Council (a think tank in Washington). He’s also the
brother of the late Chief of Staff of the Pakistani Army. Here’s what Nawaz told MSNBC
about the crisis in his home country:
“In the Pakistani Army itself, they were
trying to ﬁlter out people with Islamist tendencies, and they have failed. Even corps commanders are closet Islamists.”
He also pointed out that senior ofﬁcers in
the ISI (Pakistani intelligence service) are
part of the Tablighi Jamaat, a radical Muslim
group.
Most shocking of all was a revelation from
former CIA director George Tenet. In his
memoir, Tenet reveals that Sultan Mahmood,
the former director of Pakistan’s huge new
nuclear facility in Khushab, met with Osama
bin Laden and Ayman al-Zawahiri in Afghanistan, just a few weeks before 9/11.

Not only that, Mahmood was accompanied
by Chaudri Majeed, the former head of Pakistan’s bomb-design program! At that meeting,
Mahmood and Majeed gave Osama bin Laden
a design for a nuclear bomb.
Apparently, Osama has all the information he needs to make nuclear weapons. All
he needs is the ﬁssile material to build them
from.
Some analysts are saying that even if Pakistan falls to the Taliban, they’ll be unable to
break the military’s sophisticated command &
control systems to activate the nukes. We don’t
yet know if this is true, but it’s irrelevant.
If Pakistan falls to the Taliban, Osama
won’t need the military’s nuclear weapons. Once the Taliban controls the country’s
breeder reactors, Osama can make his own.
Gold and Energy Advisor
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stan does... If Pakistan collapses it will dwarf
anything we have seen so far in whatever we’re
calling the war on terror now.

to the outside world, especially the (Persian) Gulf,
that Afghanistan and the Taliban never had...

“Pakistan isn’t Afghanistan, a backward, isolated, landlocked place that outsiders get interested in about once a century. It’s a developed
state... (with) a major Indian Ocean port and ties

“The implications of this are
disastrous for the US.”

Portfolio Update
In Update #684, we issued instructions for
subscribers who own Apache Corp. (symbol
APA), Devon Energy (DVN), Pioneer Natural
Resources (PXD), Talisman Energy (TLM), and
Energy Exploration and Production ETF (XOP).
We noted that we are going to slowly liquidate
the original GEA portfolio, as we will duplicate
most of the positions in the GEA 2 portfolio. If
you own some of the stocks in the original GEA
it is ﬁne to still own them, as we will give a ﬁnal
sell in the positions in GEA 2.
For APA, we had a May $70 call (APAEN).
The stock was around $82.25. We let the position be called away for the original GEA portfolio. For GEA 2, we rolled up APAEN to the June
$70 calls (APAFN).
For DVN, we had a May $55 call. The stock
was around $62.75. We decided to let the position be called away for the original GEA portfolio (but see Update #687 for more details on
this). For GEA 2, we rolled up DVNEY to the
June $55 calls (DVNFY).
For PXD, we rolled up the May $17.50 calls
(PXDEW) to the June $17.50 calls (PXDFW).
For TLM, we rolled up the May $10 calls
(TLMEB) to the June $10 calls (TLMFB).
For XOP, we rolled up the May $32 calls
(XOAEF) to the June $32 calls (XOAFF).
In Update #685, we issued instructions for
subscribers who sold calls on Anadarko Petroleum (APC), Bill Barrett Corp. (BBG), XTO
Energy Inc. (XTO), and Suncor Energy (SU). For
APC, we rolled up the May $45 calls (APCEI)
to the June $45 calls (APCFI). For BBG, we
rolled up the May $25 calls (BBGEE) to the
June $25 calls (BBGFE). For XTO, we traded
up our May $35 calls (XTOEG) to the June $35
calls (XTOFG). For SU, we rolled up the May
$26 calls (SUEZ) to the June $26 calls (SUFZ)

against the stock and against our long-term SU
option, YYUAJ.
In Special Report #045, we issued buy recommendations for:
• Compton Petroleum (symbol CMZ, buy 500
shares)
• Sandrigde Energy (SD, buy 100 shares and
sell short the June $10 put)
• Quicksilver Resources (KWK, buy 100 shares
and sell short the June $7.50 put)
• ATP Oil & Gas (ATPG, buy 100 shares)
• Denbury Resources (DNR, buy 100 shares
and sell short the June $15 put)
• Forest Oil (FST, buy 100 shares and sell
short the June $15 put)
In Update #687, we issued instructions for
subscribers who have hedges on Berry Petroleum (BRY), Encore Acquisition (EAC), Noble
Energy (NE), Devon Energy (DVN), Gulf Island
Fabrication (GIFI), ConocoPhillips (COP), and
Occidental Petroleum (OXY).
We let our EAC and BRY stocks be called
away. On BRY, we made a return of 131%. On
EAC, we made a return of 38.78%.
For NE, we bought our $29 call (NNDEG) to
close. For DVN in the original GEA portfolio, we
decided to not let the position be called away,
and rolled up our May $55 calls (DVNEY) to the
June $55 calls (DVNFY) instead.
For GIFI, we sold the June $17.50 calls
(GQIFW) at the market. For COP, we rolled
up the May $41 calls (COPED) to the June $41
calls (COPFD).
For OXY, we rolled up the May $60 calls
(OXYEL) to the June $60 calls (OXYFL). This
is a legged-into position for our Jan. 2010 $60
calls (WXYAL).
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McClatchy Newspapers recently ran an analysis of this situation. Its conclusion: “Pakistan is
in danger of fracturing into Islamist ﬁefdoms...
There’s little hope of preventing nuclear-armed
Pakistan from disintegrating into ﬁefdoms controlled by Islamist warlords and terrorists, posing a greater threat to the US than Afghanistan’s
terrorist haven did before Sept. 11.”
A US ofﬁcial with long experience in Pakistan
told the reporter, “It’s a disaster in the making on
the scale of the Iranian revolution.”
A Pentagon adviser said, “The place is beyond
redemption... I think Pakistan is moving toward
a situation where the extremists control virtually
all the countryside and the government controls
only the urban centers. If you look out 10 years, I
think the government will be overrun by Islamic
militants.”
Another ofﬁcial said:

“The Punjabi elite has already
lost control of Pakistan, but
neither they nor the Obama
administration realize that.
Pakistan will be an Islamist
state, or maybe a collection of
four Islamic states, probably
within a few years...
There’s no civilian leadership
in Islamabad
that can stop this.”
So let’s review. Pakistan is a country of 173
million people. Its military has 60-100 nuclear
weapons. And the whole thing is about to fall into
the hands of radical Muslim terrorist groups.
Forget about Iraq or Afghanistan. Pakistan is
the gravest threat facing the United States right
now. And nobody has any idea how to prevent this
disaster from occurring.
The timing of this couldn’t be worse. Our military is almost exhausted after years of ﬁghting
two wars on the other side of the world. Nor can
we afford to give any ﬁnancial aid to Pakistan’s
government.
In fact, our economy continues to be a crisis all
its own. For the remainder of this issue, we need

to discuss some important economic news. We’ll
start with a new analysis that reveals...

The US is still
threatened by depression
Despite a bailout of $12.8 trillion (so far), the
US economy is still teetering on the cliff’s edge.
Harvard economist Robert Barro has analyzed
economic stumbles and stock market crashes in 33
countries, going back to 1870. Historically, stock
crashes don’t always cause a deﬂationary depression—but they do greatly increase the chances of
one.
According to his work, the 2008-2009 market
crash still presents a “serious threat” to our economy’s stability. He calculates that despite the
massive bailouts, and despite the recent upturn
in stocks, the US still has roughly a 20 percent
chance of sinking into a depression (where GDP
and consumption fall by 10 percent or more).
If we do plunge into a depression, Burro says
we can expect to stay there for about four years.
Even though the stock market has turned
upwards over the last month or so, the Fed conﬁrmed a couple of weeks ago that the economy
“continues to contract.” As just one example, commercial real estate is crumbling. The delinquency
rate on commercial loans (hotels, ofﬁce buildings,
stores, etc) has more than doubled since September. General Growth Properties Inc., the owner
of some 200 shopping malls, has gone bankrupt.
Even iconic properties are being seized, like the
John Hancock Tower in Boston (which is being
sold off in a foreclosure auction).
Many analysts are conﬁrming that even the
ongoing $12.8 trillion bailout won’t be enough to
pull our economy out of its tailspin. In fact, according to calculations by Goldman Sachs economist
Jan Hatzius...

The Fed will need to ﬂood
about $10 trillion more into
the economy to stop the
downward spiral.
Gold and Energy Advisor
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500 to 1,000 Percent Potential

Of course, this raises a huge warning ﬂag.
What will that $10 trillion be spent on? The
government has already bought large stakes in
American banks and other companies, along with
massive backing of bonds, mortgages, and so on.
The US would have to look to international
markets. But as Hatzius admits, that much
money would buy signiﬁcant percentages of the
world’s equities and securities.
In effect, the Fed would have to nationalize
large portions of the world’s economy.
Unthinkable? Hardly. If the last few months
have taught us anything, it’s that the Fed and
Treasury will do whatever it takes to reliquify our
economy.
The problem with such a large-scale liquiﬁcation is that it would be near-impossible to unwind.
The Fed would need at least half a decade to safely
drain that much liquidity out of the system.

Trillions of extra dollars
would be sloshing around the
globe for years.
What would this do to the dollar? Well, we
know a couple of things for sure. Number one, the
Bureau of Engraving and Printing would have
to add extra zeroes to the greenbacks it prints,
because the dollar’s value would be inﬂated away.
And number two, gold investors would see
some zeroes added to the value of their holdings
as well.

J

ames DiGeorgia believes that Rare XF-GEM
Uncirculated Ancient Coins have 500%1,000% potential. These are a must for any hard
asset portfolio.
We have just a few Rare Ancient Coins
graded and certiﬁed by the NGC. Imagine
owning a RARE coin in uncirculated condition
that is 1,400 years old, for less than most U.S.
coins that are only 200 years old. Call us tollfree at (866) 697-4653.

You can put physical gold in your IRA.
Call Finest Known:
Dealers in Precious Metals and Rare Coins

Call (866) 697-GOLD (4653)

Even if this doesn’t happen, I’m urging investors to increase their gold holdings. The “danger”
signals are ﬂashing everywhere for the US dollar.
For example, Washington has just announced...

President Obama’s New
Blowout Budget
During the campaign, Barack Obama promised to move the government from “borrow and
spend” to “save and invest.” He proclaimed, “I
didn’t come here to pass on our problems to the
next generation—I came here to solve them.”
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Few complained about the hypocrisy when
this man allowed Congress to create a monstrous
“economic stimulus” that created $787 billion in
new spending, with little stimulus included (just
wealth transfer).
Nor did many complain when this same man
signed a budget with over 9,000 earmarks. His
apologists explained that he had inherited this
mess from the previous Administration, and
hadn’t created it himself.
Well, now the excuses have run out. Now the
lies are being exposed for all to see.
President Obama has just proposed a budget
for 2010 that’s completely of his own making. It
comes with a staggering price tag: $3.5 trillion.
This includes $1.2 trillion in new debt.
To distract us from the horror, Obama is
proudly announcing a mere $16.7 billion in “savings” that he cut from the budget. (For this we
should be grateful?)
Last year, the ofﬁcial deﬁcit was $459 billion.
When Obama took ofﬁce, it had risen to $569 billion. By the end of March, it had hit $953 billion.
By the end of this year, it will be $1,845 billion
($1.8 trillion). And now we see there’s another
$1.2 trillion for next year.
Obama’s proposals will double the publiclyheld debt in just six years, and nearly triple it in
ten years. He will add $9.3 trillion to it over the
next 10 years, which means our debt will hit 82.4
percent of GDP.
But big numbers can numb the brain. What
does all this mean to you and me?
Michael Boskin, professor of economics at
Stanford, has calculated the true cost of Obama’s
plan. If the cost were spread evenly over every
tax-paying family, then...

Each family—
including yours and mine—
would have to pay
$163,000 today.
And that’s the cheap way out, because it
includes the money’s future value (thus lowering
our bill). If instead we pay as we go, then in addition to the taxes you’re already paying, your family will pay $34,000 more each year for the next

ten years.
Even that gruesome number is probably too
optimistic. Historically, long-term deﬁcit predictions have usually grossly underestimated the
true deﬁcits. As just one example, when George
W. Bush came into ofﬁce, America was projected
to have a 10-year, $5.6 trillion surplus. What did
we actually get during his Presidency? Record deficits, along with $4.9 trillion added to the national
debt!
As Senator Richard Shelby of Alabama has
complained, “We’re on the fast road to ﬁnancial
destruction, and I see a $20 trillion deﬁcit in the
few years to come.”
And Representative Paul Ryan of Wisconsin
noted, “We are spending like drunken sailors.
Wait, I apologize to the drunken sailors of America for that comment.”
Senator Judd Gregg of New Hampshire
summed it up nicely when he said,

“The practical implications
of this is bankruptcy for the
United States. There’s no other
way around it.”
He continued: “If we maintain the proposals
which are in this budget over the 10-year period
the budget covers, this country will go bankrupt. People will not buy our debt; our dollar will
become devalued.”
That last part is the real danger. If investors
and institutions (especially foreign governments)
stop buying our debt, the dollar is doomed.
Assuming Congress doesn’t pork up Obama’s
budget even further, the government will need
to sell $1.2 trillion in new debt next year. That’s
$3.29 billion of Treasurys per day (including
weekends and holidays).

A Shocking Quote
“I don’t know what spiraling debt you’re
referring to.”
Peter Orszag, Director of the Ofﬁce of Management and Budget, when a reporter asked
about the Administration’s plans to double our
national debt in just six years.
Gold and Energy Advisor
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If foreigners stop buying these Treasurys, the
Fed will have to buy them instead. And in order
to buy them, the Fed will have to print the money.
And when the Fed starts printing money, the dollar is toast.
In fact, this is starting already. The Fed just
announced it would buy $300 billion in long-term
Treasury bonds. That’s a huge amount—more
than one-third of all US currency in circulation
($849.6 billion).
Normally, this would be a shocking announcement. It would mean a massive, direct inﬂation
of the dollar is underway. However, since we’re
ﬁghting deﬂationary headwinds at the moment,
we won’t see these purchases devaluing the dollar
signiﬁcantly... yet.
The big news here is that the Fed was forced
to do it at all. The government spin was that the
Fed needed to “manage interest rates.” But the
truth is far uglier.
The truth is that Washington is offering more
debt than world markets want. If investors were
buying enough Treasurys, interest rates would be
low enough and the Fed wouldn’t need to buy any
government bonds. But the gusher of red ink ﬂooding out of Washington is forcing the Fed’s hand.
We aren’t seeing the full effects of this yet,
thanks to deﬂationary forces in the economy. But
they’ll dissipate sooner or later. And once they’re
gone, unless Washington stops its inﬂate-andspend habits immediately (ha!), the full impact of
this inﬂation will come crashing home.
This does however raise a question...

What About Slack
in the Economy?
So far, few media commentators are concerned
about inﬂation. For example, Business Week
recently commented:
“[T]he recession has created enormous slack in
the economy in terms of unemployment and excess
production capacity, which is weighing heavily on
pricing power and wage growth. Even after the
economy starts growing again, many economists
believe it could take a couple of years to return

to full employment of labor and capital... If policy
efforts turn out to be more potent than expected,
that slack could get used up much more quickly,
and pricing pressures would rise sooner.”
The general opinion seems to be that inﬂation
won’t be a threat as long as the economy is slack.
Yes, the economy does have high unemployment and excess capacity. But these won’t stop
the dollar from plunging as the Fed inﬂates. All
they’ll do is convert the inﬂation into stagﬂation.
Other commentators are focusing on the shortterm nature of the Fed’s efforts. Continuing from
the Business Week article:
“As banks and the credit markets stabilize,
the Fed’s aggressive funding will work into the
system in a more stimulative way. At that point
the Fed will have to start shrinking its balance
sheet in order to drain the excess funding from
the system. Some of that reduction will happen
automatically—a large share of the Fed’s assets
are short-term loans and will simply expire.”
Yes, it’s true that many of the Fed’s efforts are
short-term. But many are long-term, and will be
very difﬁcult to unwind. For example, the Fed’s
mortgage-backed securities will need to be trickled onto the market over time. (Otherwise mortgage rates will take huge leaps up.) The same is
true for the $300 billion in Treasury bonds, and
other assets.
As Business Week concluded about the Fed,
“Ultimately, ﬁnding the right level for its target
rate, plus the right rate of reduction in its balance
sheet, will be a touch-and-go decision. A miscue
could either send the economy back into recession
or let inﬂation spiral out of control.”
I’d say this is more difﬁcult than just a “touchand-go decision.” It’s more like walking across
a tightrope stretched across the Grand Canyon
with strong gusting winds.
At the moment, we’re in a quiet period. The
government is gearing up for massive overspending and massive inﬂation, but gold and oil prices
aren’t reﬂecting it yet. Nevertheless, this period
can’t last forever.
This is a wonderful, but limited, window of
opportunity. If there was ever a time to be a gold
and energy investor, it’s now!
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