
Vol. VII, No. 4        $19 April 2010

GOLD & ENERGY ADVISOR

“Oil Analyst Discovers: America’s 
Oil Supply Will Crash 
Before Peak Oil Arrives!”

“The United States imports over  
13 million barrels of crude oil every day. 
We’re utterly dependent on it to keep 
our economy running smoothly.

“But as Dallas petroleum 
consultant Jeffrey Brown has 
discovered, our imports are in 
serious jeopardy. Here’s the full 
story!”

• The Coming “Oil Export Crash”
• Social Security: Going Broke 

This Year
• Greece: A Sobering Warning 

for the US

Almost everybody agrees that the world’s oil 
supply will eventually peak and fall. How 
quickly will this occur?

That’s the question everybody’s asking. But it 
turns out that it’s the wrong question to ask.

Here’s the proper question. How long before oil-
producing nations stop exporting their petroleum 
to net importers like the United States?

Turns out it will be sooner than anybody thought.

Jeffrey Brown is a Dallas-based petroleum 
consultant who has rocked the industry by asking 
some very uncomfortable questions. His ‘Export 
Land Model’ has now revealed that net importers 
like the US are in serious trouble. Our oil supplies—

and the prices we will need to pay—are going to hit 
the wall much sooner than anybody expected. 

Exporters vs. Importers

Brown’s model takes a new approach to analyz-
ing the price and supply of crude. Instead of treat-
ing global supply and demand, Brown divides the 
world into exporters and importers.

On the surface, this would seem to be an irrel-
evant distinction. Oil is bought and sold in a global 
market. Therefore, it might seem that prices are 
driven by the global supply/demand picture—not 
the import or export status of a particular country.

According to this simplistic view, as various pro-
ducers peak and fall, global supplies are restricted. 
This forces prices up, which forces demand down, 
which dampens down the price.

But a deeper analysis reveals that oil can be 
strongly affected by national boundaries. Oil-pro-
ducing nations tend to consume a lot of crude. 
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Because they can produce it so cheaply, it makes 
sense for them to use petroleum as a primary 
source of energy, chemical feedstocks, and so on. 

Thus, by the time peak production arrives for 
an exporter, the local economy is usually heavily 
dependent on oil. 

It also demands more oil each year. In most 

producing nations, the cash from their oil sales has 
created tremendous economic growth. And a grow-
ing economy has an unquenchable thirst for crude.

As a result of all this, demand within an export-
er’s boundaries usually rises even years past the 
production peak. Even after production starts to 
fall, oil is still cheap (as far as the local economy 
is concerned). For net exporters (especially those 
which have nationalized their petroleum indus-
tries), crude is available at ‘wholesale’, rather than 
the ‘retail’ prices that importers must pay.

This is why the falling-exports issue will rock 
the markets. In an unrestricted global market, fall-
ing supply would drive up the price, which would 
suppress demand. But oil’s price is not the same 
for everybody. Net producers can get it much more 
cheaply than net consumers. 

This means that even as supply falls, total 
global demand does not go down as you might 
expect. So prices do not fully respond to restric-
tions in supply.

All the above is an overview of Brown’s model, 
showing what happens when an exporter peaks. 
Let’s get more specific and look at some numbers, 
and some real-life examples, to see what’s in store 
for importers like the United States.

Brown’s ‘Export Land Model’

Let’s assume that an exporting nation (“Export 
Land”) just peaked. Half its production is exported, 
with the other half consumed locally. Its domes-
tic consumption is growing at 2.5 percent per year. 
And now that the peak has occurred, production 
will start to decline at 5 percent per year.

Question: how long before Export Land stops 
exporting oil to the rest of the world?

Source of charts: Jeffrey Brown
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In this hypothetical scenario, exports stop com-
pletely after just nine years.

As Brown commented, “Only 10 percent of all 
post-peak production is exported… I was flabber-
gasted at how quickly exports went to zero.”

Brown then investigated how well this model 
describes the real world. He analyzed two signifi-
cant oil exporters: the United Kingdom and former 
OPEC member Indonesia. 

(These two countries were chosen because they 
represent extremes of the variables involved. Indo-
nesia is a developing country with growing con-
sumption, a low rate of production decline, and a 
subsidized oil industry. The UK is an industrial-
ized nation with little growth in consumption, a 
high production decline, and a heavily regulated 
and taxed industry.).

The results are in the chart below.
The red line shows the hypothetical Export 

Land model. The green and blue lines show the 
actual figures for Indonesia and the UK, which 
were both worse than the model results.

Indonesia went from peak oil production in 
1997 to zero exports in just eight years.  The U. K. 
went from peak production in 2000 to zero exports 
in a mere seven years.

Note how abruptly exports collapsed once these 
producers peaked. As Brown commented:

“I’ve compared a typical production decline pro-
file to a commercial airliner doing a normal gradual 
descent for landing. An export crash, like the UK 
and perhaps Mexico, looks more like a terrifying 
near vertical dive into the ground.”

How Long Before the 
Remaining Exporters Crash?

The top five exporters today are Saudi Arabia, 
Russia, Norway, Iran, and the United Arab Emir-
ates. Combined, they account for almost half of 
global net exports.

Of these, Norway has already peaked. So has
Iran. Russia is declining, 
and appears to be several 
years after its peak. As for 
the Emirates, they might 
be peaking right now. 

That leaves only one 
of the five—Saudi Ara-
bia—which is not (yet) 
vulnerable to a collapse in 
exports. Three of the five 
are due to start plunging 
at any time.

Last month in GEA, I 
discussed three reasons 
why the global oil market 
will go through upheav-
als in the next few years. 
Now we can add a fourth 
one, applying specifically 
to net importers like the 
United States. 

Even before the world 
peaks, America could see 
skyrocketing oil prices. 
As exports crash, those 
who are dependent on 
them—especially the US, 
the world’s largest con-
sumer of oil by far—will 
have to pay dearly for 
new supplies.

United Kingdom
Production Decline Rate: -7.8%/year
Consumption Rate of Increase: +0.2%/year
Net Export Decline Rate: -55.7%/year

Export Land Model
Production Decline Rate: -5.0%/year
Consumption Rate of Increase: +2.5%/year
Net Export Decline Rate: -28.8%/year

Year
(Year 1=2000 for the UK and 1997 for Indonesia)

Year over year change in net exports for the Export Land 
Model (ELM), UK, and Indonesia

Indonesia
Production Decline Rate: -3.9%/year
Consumption Rate of Increase: +4.1%/year
Net Export Decline Rate: -28.9%/year

(Data from most recent production peak to the last year of net exports)
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That’s why we continue to 
focus on oil  

in our GEA portfolio.

Ever since inception six years ago, our invest-
ing approach has been wildly successful. Stay 
tuned—you ain’t seen nothing yet. 

Onward to a different subject. Let’s talk about 
something that will have an equally large impact 
on your portfolio. Something that will happen by 
the end of this year… 

The Meltdown  
of Social Security

After decades of warnings, it’s finally arrived. 
For more than twenty years, the federal govern-

ment collected more in Social Security taxes than 
it paid out in benefits. This year, for the first time 
since the 1980s, it will pay out more than it takes 
in. The projected net payout is about $29 billion.

Why is this a big deal? Because it will reveal the 
bankruptcy of the entire US social benefits system.

Over the last few decades, the government col-
lected about $2.5 trillion more than it paid out. 
This was not accidental—it was done in advance of 
the massive wave of Baby Boomer retirements. 

Economists correctly understood that once the 
Boomers started switching from paying taxes to 
collecting benefits, Social Security would go broke 
unless excess funds were collected and saved in 
advance.

Well, the funds were certainly collected. But 
they weren’t saved. Instead, Congress spent the 
money on other things (like Bridges to Nowhere 
and other ‘vital’ national priorities).

Weren’t our leaders legally obligated to keep 
the money in the Social Security Trust Fund? 
Absolutely. But they sidestepped this requirement 
by stuffing the Fund full of IOUs.

Today, the Trust Fund’s “vault” is a white metal 
filing cabinet in a government office in Parkers-
burg, West Virginia. In the bottom drawer, there’s 
a three-ring binder with $2.5 trillion in bonds from 
the federal government, payable to the Social Secu-
rity Administration.

You might be wondering why $2.5 trillion in 
securities aren’t guarded better than this. It’s sim-
ple—the IOUs are nonnegotiable. In other words, 
they’re worthless on the open market.

So now that the government needs the money 
to pay more benefits, where will it get it? The only 
thing it can do is “redeem” the bonds from itself—
an absurd idea. Social Security is bankrupt.

Why isn’t the public angry about this criminal 
shell game? Because we’re being played as suckers. 

When the media say anything about Social 
Security, reporters obediently regurgitate the gov-
ernment’s line about how the $2.5 trillion in the 
Fund will last until the year 2037. We’ll be fine 
until then, they say. At that point—safely far off in 
the future—we’ll have a problem.

This is utter nonsense. We have a problem 
right now. Our Congressmen and Senators confis-
cated $2.5 trillion from the American people (about 
$22,700 per household, including yours and mine), 
promising to set it aside for future benefits. But 
they spent it immediately instead. 

It’s all a lie.
There’s no money in the  

Social Security Trust Fund.  
And a ledger balance of  

‘zero dollars and zero cents’  
will not last until 2037.

Even before this catastrophe, the US was bleed-
ing red ink. Our government just admitted that 
we’re headed for a monstrous $20.3 trillion debt by 
2020. That’s over $170,000 per household!

And make no mistake—you and I will be the 
ones paying it all back, either through higher taxes 
or massive inflation. Probably both (more on this 
in a moment).

Compared to this massive hemorrhage, an 
additional $29 billion of borrowing this year for 
Social Security doesn’t sound like much. But the 
significance isn’t its scale, but its nature. It reveals 
that the US is going broke.

As economist Laurence J. 
Kotlikoff has noted,  

if bankruptcy is defined as an 
inability to pay its bills,  
then the United States 
is indeed bankrupt and 

‘destitute...unable to pay its 
creditors.’
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On the national level, we’re broke. How then 
are we going to pay our $12.8 trillion national 
debt… the additional trillions of off-the-books debt 
accumulated by various government agencies… 
our jaw-dropping $107 trillion unfunded liability 
for Social Security and Medicare… etc. etc. etc.?

The answer was revealed years ago by Bill 
Gross, co-founder of the world-famous Pimco bond 
fund. In 2006 he wrote:

“[T]he way a reserve currency nation gets out 
from under the burden of excessive liabilities is to 
infl ate, devalue, and tax.”

Which of these methods is Washington likely to 
use? My guess is all three. But none of them will 

work the way Washington expects.
As you probably know, taxation is already being 

tried. For example, to pay for ObamaCare, our 
president plans to confi scate an extra $1.2 trillion 
from the “rich” during the next decade.

But as many economic studies (and actual his-
tory) have shown over and over again, as “soak the 
rich” plans are implemented, the rich actually pay 
less taxes than before. There are a variety of tax-
protection strategies available to the wealthy, and 
beyond a certain point, they refuse to pay any more 
money to the government.  (This is called the “elas-
ticity of taxable income.”)

As Alan Reynolds recently showed in the Wall 

Buy Gold at WHOLESALE
In 2008, the US Mint completely sold out its 

run of one-ounce Uncirculated Gold Buffalo 
Coins.

In late 2009, after initially announcing 
that no 2009 coins could be made at all (due 
to the ongoing shortage of physical gold), the 
Mint fi nally offered 200,000 Uncirculated 
Gold Buffalo Coins. They sold out completely 
in less than two months.

Right now, you can’t buy Uncirculated 
Gold Buffalo Coins from the Mint for any 
price. They are completely sold out of all 
previous-year coins, and so far, have refused 
to commit to making any 2010 coins at all.

In February, we managed to obtain a 
small cache of 2009 Buffalos—

just 200 of these 
beautiful coins. 

They sold out 
instantly.

Now we 
have a few 
more. They’re 
available on 
a fi rst-come, 

fi rst-served 
basis.

US Gold 
Buffalos are 

stunning coins. They’re 24-karat gold, .999 
pure. The ones we’re offering have been 
graded at Mint State 70—perfect!—by PCGS, 
one of the two major coin grading services.

In 2006, we offered Buffalos for about $900. 
Subscribers who jumped on board then are 
up 88 percent so far (based on PCGS trends 
price), with lots more profi t potential ahead.

We’re offering today’s coins at WHOLESALE 
to GEA readers. The price is so low, I can’t 
even print it here. You’ll have to call and ask.

I believe we’re headed for gold at $2,500 
and then $5,000. MS70 Gold Buffalos promise 
to rise even faster than gold itself, thanks to 
their premiums, beauty, and scarcity.

You should also 
consider putting 
gold into your 
IRA. Call the 
number below 
for details.

These coins 
will vanish 
quickly. To 
reserve yours, 
call Finest 
Known toll-free: 
(866) 697-4653.

by James DiGeorgia

Coins enlarged to show detail. Actual diameter 1.287 in.
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will create asset bubbles.
So that leaves inflation. This is the easiest 

and the most effective strategy for Washington to 
squirm out of the financial catastrophe it’s created.

But unfortunately…

In solving one catastrophe, 
another will be created.

The key concept is that America’s liabilities are 
all denominated in dollars. But what is a dollar? 

For most of this country’s history, a dollar was 
one-twentieth an ounce of gold. It was real. Tan-
gible. Inherently valuable.

But Washington destroyed the dollar’s golden 
foundation. Ever since, the dollar has been an 
abstract unit of accounting—an arbitrary number 
created by the Federal Reserve.

Thus, although America owes a staggering, 
incomprehensible amount of money, the actual 
purchasing power of that money is an open ques-
tion. 

If the US government owes dollars, and it can 
create as many dollars as it wants whenever it 
wants, then what’s preventing it from printing all 
the dollars it needs to pay its debts?

Politicians in Washington are already asking 
themselves this question. As they drive our national 
finances further into the ground, the temptation to 
inflate our way out will become overwhelming.

But it won’t work the way they expect, for sev-
eral reasons. First, as Richard Berner (the chief 
US economist at Morgan Stanley) has pointed out, 
nearly half of all federal spending is indexed to 
inflation. The more we inflate, the more we will 
have to pay.

Second, politicians always assume that infla-
tion can be controlled. But history shows this to 
be false.

Once a government starts a serious inflation, it 
always roars out of control. History has proven this 
again and again. Many governments have com-
pletely destroyed their currencies in short periods 
of time, but almost none of them (with the possible 
exception of Weimar Germany) did so deliberately. 
Once inflation is ignited, it runs wild.

Today, inflation isn’t an immediate threat. 
Today, several important asset classes (especially 
real estate) are still being shredded by price defla-
tion. Under these conditions, inflation can’t get any 
traction.

Street Journal, “The administration’s intended 
tax hikes on high-income families will raise vir-
tually no revenue at all. Yet the higher tax rates 
will harm economic growth through reduced labor 
effort, thwarted entrepreneurship, and diminished 
investments in physical and human capital. And 
that, in turn, means a smaller tax base and less 
revenue in the future.”

As for devaluation, that won’t work so well 
either. Official devaluations were very effective, 
back when currency exchange rates were fixed. 
But in today’s floating-exchange world, there are 
no official exchange rates to lower. The best that 
our government can do today is weaken the dollar 
indirectly by directing the Federal Reserve to set 
and maintain abnormally low interest rates. This 

Portfolio Update
In Update #847, we moved Guiness/Atkin-

son Alternative Energy Fund (symbol GAAEX), 
Occidental Petroleum (OXY), and Bill Barrett 
Corp. (BBG) from the original GEA portfolio to 
the GEA 2 portfolio.

In Update #848, we issued the last instruc-
tions for the original GEA portfolio. We moved 
our shares of Provident Energy Trust (PVX) and 
Suncor Energy (SU) to GEA 2. We also sold our 
shares in Coeur DeAlene Mines (CDE). GEA 2 
is now our only portfolio.

In Update #849 (with a correction in #850), 
we issued two short sell put recommendations. 
On Apache Corp. (APA), we sold the Apr. $95 
put (symbol APA100417P95). On Anadarko 
Petroleum (APC), we sold the Apr. $65 puts 
(APC100417P65).

In Update #852, we noted that we are 
now fully invested in our GEA 2 Portfolio. We 
explained the reasons for creating a new port-
folio, and why we think this is an excellent time 
to be investing in energy stocks.

In Update #854, we hedged our positions 
in Occidental Petroleum (OXY), Apache Corp. 
(APA), and EOG Resources (EOG). On OXY, 
we sold the Apr. $90 call (OXY100417C90). 
On APA, we sold the Apr. $110 calls 
(APA100417C110). On EOG, we sold the Apr. 
$105 calls (EOG100417C105).

In Update #855, we hedged our positions 
in Suncor Energy (SU) and ATPG Oil & Gas 
Corp (ATPG). On SU, we sold the Apr. $36 calls 
(SU100417C36). On ATPG, we sold the Apr. 
$20 calls (HKU100417C20).
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But signs of recovery are growing. This period of 
low inflation is, I believe, a temporary lull. It might 
last two more months, it might last two more years. 
We don’t know for sure.

Nevertheless, it will come to an end eventually. 
And Washington has left itself no choice. It must 
inflate the dollar. So it will.

That’s why it’s vital to know that…

Inflation doesn’t destroy 
wealth—it merely 

redistributes it.
Here’s how you can be  
on the receiving end.

As the dollar falls, every dollar you own 
decreases in value.

Your IRA, your bank accounts, your money mar-
ket accounts… every dollar-denominated asset you 
own bleeds away its purchasing power over time.

Thus, it’s easy to be fooled into thinking that 
inflation destroys wealth. But this isn’t true.

As currencies inflate, purchasing power doesn’t 
evaporate. It just transfers to new owners.

Some of the value transfers to the government. 
As we’ve discussed before in GEA, the government 
creates and spends currency at its pre-inflation 
value. Since this drives down the value of every-
body else’s money, inflation allows the government 
to steal purchasing power from its own citizens. 

But much of the value can be retained by the 
citizenry. When the dollar goes down, then invest-
ments that counter the dollar will go up. Investors 
who are positioned properly can prosper, even dur-
ing the worst inflation.

Problem: Some so-called dollar 
counters are anything but.

For example, the financial media would like 
you to think that shorting the US dollar index is 
a good counter-dollar play. But they’re wrong. The 
dollar index only measures the greenback against 
other major currencies. And those currencies are 
looking deathly ill themselves.

The Euro has been severely wounded by the 
PIGS (Portugal, Ireland, Greece, and Spain). 
Greece is a financial disaster, and the others aren’t 

much better. Even worse, with the possible excep-
tion of Ireland, none of them look very willing to 
undergo fiscal austerity to clean up the messes 
they’ve made.

Plus, Europe overall has been crippled with 
derivative securities and bad loans to Eastern 
Europe, especially to the formerly Communist 
countries. I think the Euro is a poor choice to coun-
ter the dollar.

What about the British pound? Also bad. The 
UK has been warned of a debt-rating downgrade. 
Britain’s national debt is over 450 percent of GDP.

As for the Japanese yen, it too is growing toxic. 
Japan was recently warned that its debt rating is 
also in danger of being downgraded. 

On a per capita basis, the Japanese govern-
ment has the highest national debt levels of any 
industrialized nation. Its demographic time bomb 
is even worse than the United States—there are 
few young people to support the old. (The gov-
ernment has designated some 62,000 villages as 

“dying”—populated mostly by elderly people, who 
will be gone in a few years.)

Summary: shorting the dollar index is a vote of 
confidence in Europe, the UK, and Japan. This is 
not a smart strategy today.

The Best Way to Counter the 
Falling Dollar

The best counter-dollar investment is one that 
does not rely on the performance of any govern-
ment, organization, or individual. One that has 
a long history of being a refuge against currency 
inflation. One that has inherent value, with no 
counterparty risk. One that can be privately pur-
chased, privately owned, and safely stored. One 
that is eagerly sought and accepted around the 
entire world.

With its 6,000 year history of being the very 
definition of “treasure,” gold meets all of these cri-
teria, and more.

In its ongoing bull market, gold has gone up by 
more than four times. This is a great performance 
by any standard. 

Yet I’m amazed at how its fundamentals con-
tinue to grow stronger over time. I’m more excited 
about gold’s prospects now than I was when I first 
recommended it in GEA six years ago.

Now combine this with a red-hot collectibles 
market. As an example, PCGS recently reported 
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Coin production last year—it was overwhelmed 
with demand and ran out of gold.

Add it all up, and I’m urging everybody I know 
to invest in select gold coins. In my opinion, they 
are positioned to be spectacular investments in the 
years ahead. 

Demand is red-hot, supply is getting thinner 
and thinner, and Washington seems determined to 
destroy our national currency as quickly as it can. 
If ever there was a time to buy gold, it’s now!

that a “200 One Dollar Bills” painting recently sold 
for $43.8 million—triple its original estimate. And 
in a different auction, a 5-karat pink diamond sold 
for the highest price per carat ever.

Last year, a well-known coin auction house was 
forced to shut down operations, because it couldn’t 
find enough coins to sell. The problem continues 
today—there are lots of eager coin buyers, but few 
coins available to buy. Dealers are having great 
difficulty replacing their inventory.

That’s also why the US Mint shut down Gold 

The ancient Greeks invented democracy. 
Over 2,000 years later, their example inspired 
America’s Founding Fathers to start their own 
Republic. The American Revolution then insti-
gated a worldwide movement of freedom.

The Greeks also pioneered the minting of 
coins, and were fierce defenders of what today 
would be called “hard money.” Athens in particu-
lar was known for refusing to debase its silver 
coinage, even when foreign invaders occupied 
parts of its territory. As a result, Athenian owls 
(thick silver coins) were the first widely used 
international coins, eagerly accepted in trade for 
half a millennium. This tradition continued into 
the vast Byzantine Empire, which maintained 
the purity of its solidus gold coins for five hun-
dred years after Rome itself had fallen.

Similarly, America’s Founding Fathers cre-
ated a national economy based on gold and silver. 
Congress was permitted to make nothing else 
legal tender for debts.

Greece and America both have many histori-
cal accomplishments of which to be proud. 

But today, there’s a much darker parallel. 
Both Greece and America have betrayed their 
proud foundations.

The Greeks have become an international 
joke, scorned and mocked for their fiscal irre-
sponsibility. Greece is being condemned for mas-
sive deficit spending, at 12 percent of its Gross 
Domestic Product. 

The condemnation is justified—this is a wildly 
profligate and irresponsible level of spending.

But how is the United States any better? Our 
deficit is 11 percent of GDP—barely below the 
‘dangerous’ level of Greece. 

(For comparison, Germany’s deficit is a mere 

3.3 percent. Sweden has regularly run surpluses 
during the last decade.)

Not only that, the US statistics paint an 
overly rosy picture of our finances. For many 
years the US government has run the world’s 
largest accounting fraud, by moving many of 
its expenditures off the books. Vehicles for this 
included Fannie Mae and Freddie Mac, the so-
called Social Security Trust Fund, and even the 
Federal Reserve itself.

The only reason the government has been 
able to cover all this up is because it keeps its 
books on a ‘cash’ basis—a deceptive method of 
accounting it has made illegal for public compa-
nies to use. 

History tells us that superpower nations can 
debase their finances for a surprisingly long time. 
Their creditors have too much at stake to hold 
them accountable. Nevertheless, they slowly turn 
into dead-tree nations: while appearing strong on 
the outside, they rot out from the inside. Eventu-
ally, they crash to the ground.

In similar fashion, the dollar is a dead cur-
rency walking. The only reason it hasn’t imploded 
yet is because other nations have trillions of 
greenbacks in their vaults, and they would lose 
too much if the dollar crashed.

But once the rout begins—once a major holder 
announces a selloff—everybody will stampede for 
the exits at the same time. 

History reveals a long list of failed superpow-
ers.  From ancient Greece and Rome, to 20th-cen-
tury Great Britain, to the United States today—
history shows that when a monetary system col-
lapses, it’s always ugly, and usually amazingly 
quick. 

Our day of reckoning is approaching.

Greece—A Sobering Warning for the United States
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