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“Bailouts Spin Out of Control… Now the 
US Government Is Bailing Out Europe!”

“As European banks and govern-
ments teeter on the brink of collapse, 
the Fed is cranking up the printing 
presses to bail them out. US taxpayers 
are already on the hook for a staggering 
$1.25 million per household—and 
it’s about to get worse!

“Meanwhile, the biggest gold 
fraud ever is hitting the markets. 
Bullion bank vaults are supposed 
to be full, but they’re empty. Hang on 
for a wild ride!”

As Greek mobs throw firebombs into government 
buildings, you might think the financial crisis 
in Southern Europe won’t affect us much here 

in the United States.
Not true!
As you might know, the European Union and the 

International Monetary Fund have pledged nearly $1 
trillion to bailout eurozone bonds and other implod-
ing markets.

But you probably don’t know that we will be the 
ones paying for it.

How can this be? It’s all possible through the 
magical money machine called the Federal Reserve.

Thanks to the PIIGS (Portugal, Ireland, Italy, 
Greece, and Spain), the Eurozone is in deep trouble. 
Lots of banks hold bonds and other instruments 
from these countries. Plus, the euro itself has been 
pounded. So any investment denominated in euros 
has taken it on the chin.

This is Europe’s version of our mortgage crisis.
When the American housing market collapsed, a 

lot of mortgage paper became toxic. Banks holding 
this paper saw their balance sheets dissolve. 

Banks started imploding. So the Fed stepped in 
and kept the others afloat. To do so, it bought their 
worthless paper at full face value.

In the process, the Fed created $1.2 trillion from 
thin air. That’s $10,800 for every household in the 
country. 

So far, the Fed has managed to bottle up this 
massive tsunami of dollars in the banking system. 
But this is a ticking time bomb. If that money bursts 
out into the general economy, the greenback will col-
lapse.

Fed officials are wringing their hands. They can’t 
destroy this money, because that would be deflation-
ary and kill any chance of an economic recovery. Plus, 
it would destroy the banks that need the money to 
remain solvent.

But if they do nothing, that money will burst free 
eventually. Almost all the money is sitting in the 
banks’ accounts at the Fed. Once they start lending 
it out—which is what banks are supposed to do, after 
all—the fractional-reserve money multiplier effect 
kicks in. 

For every dollar a bank lends, up to $10 gets cre-
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ated and circulated. In theory, if the full $1.2 trillion 
were lent, up to $12 trillion could roar through the 
economy within a few months. The dollar would be 
wiped out.

That’s a true nightmare scenario. Fed officials 
would never let this happen… right?

They certainly don’t want to. But so far, their 
hands have been tied. They can’t truly prevent this 

until the economy recovers.
But while they anxiously await a recovery, Europe 

is teetering on disaster. And so…

The Fed is being forced  
to bail out Europe too.

The Federal Reserve has opened a ‘currency swap’ 
credit line to Europe’s central banks. Essentially, 
European governments can borrow money from the 
Fed, to buy toxic Eurobonds and bail out their banks.

But where will the Fed get the dollars to lend to 
Europe? The printing press, of course.

And how many dollars will the Fed print? Nobody 
knows. The Fed is refusing to say how big the credit 
lines are.

It seems safe to assume that…

The Fed will print  
as many dollars as necessary 

to bail out Europe.

So, while the Fed has been struggling to con-
tain the $1.2 trillion monster it created, it’s creating 
another one just as bad.

There’s rich irony here. America is bailing out 
Europe, which is being pulled down by the PIIGS. 

But how much better  
than the PIGGS is the US?

The five PIIGS have an average budget deficit 
of 10.98 percent of Gross Domestic Product. Their 
finances are correctly regarded as disastrous. The 
deficits are more than triple the amount allowed 
under the European Stability & Growth Pact. 

But the US is even worse, with a deficit of 11.3 
percent.

As for existing debt, again the PIIGS are financial 
wrecks. Their average debt is 83.7 percent of GDP.

And again, the US is even worse. Our debt is 86.6 
percent of GDP.

Here’s an even more chilling comparison. The new 
government in Britain needed less than two weeks 
to announce slashes in spending. Greece, Spain, and 
Portugal have all instituted harsh austerity measures. 
(Too harsh, according to many of their citizens.)

But what have US politicians been doing lately? 
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Borrowing and spending $800 billion for a pork-
bloated “stimulus” with little economic benefit. Add-
ing $1 trillion to our debt over the next 10 years with 
healthcare ‘reform’. Adding an estimated $9.75 tril-
lion to our debts by 2020 with blown-out budgets, 
while lying to the voters about the true cost of it all.

Worst of all, our leaders refuse to address the 
oncoming trainwreck of Social Security and Medi-
care—which are starting to ‘invert’ this year.

Who will pay for all this? Of the 111 million house-
holds in America, 32 million are retired, soon to be 
retired, or are below the poverty line. That leaves 79 
million households to pay all these bills.

Now consider the scale of our social-benefits catas-
trophe. Debt and unfunded liabilities have reached 
over $100 trillion. Do the math, and you’ll see that…

The United States  
has a shortfall of  

$1.25 million per household.

Along with the taxes you already cough up each 
year, will you be able to pay an additional $1.25 mil-
lion for your household’s “fair share” of the national 
debt? 

Neither will anybody else.
America’s finances are a calamity. Greece is a 

mere rounding error compared to what we’ve done. 
Our ‘sovereign debt crisis’ is going to dwarf everybody 
else’s combined.

Who are we to be bailing anybody out? 
And when the full force of our snowballing debt, 

unfunded public liabilities, and other obligations 
finally hit us…

Who Will Bail Out America?

Nobody, that’s who.
The US is the lender of last resort to the world. 

Once we go, there’s nobody left to lend to us.
David Walker is the former US Comptroller Gen-

eral and head of the Government Accountability 
Office. If anybody knows the true state of our finances, 
it’s him.

He recently warned, “Nobody’s going to bail out 
America.” He said that we are reaching a “tipping 
point” that could trigger a “global depression.”

So where do we go from here? Financial analyst 
Daniel Amerman recently gave a sobering perspec-
tive about the Fed’s bailout of Europe:

“The heart of the current battle is a series of fran-
tic measures being taken by desperate people who are 
in way over their heads and are trying to preserve 
their own privileged way of life. Their collective greed 
and short-sighted pursuit of personal bonuses got us 
all into this mess. They don’t know the way out. But 
they are determined to use their full power to try and 
save themselves… It is a high-risk attempt, and the 
risk involves everything you, I and our families have 
worked for and built over our lifetimes. A relatively 
tiny group of people taking massive risks for all of us 
in the attempt to save themselves… is nothing more 
than human nature. The decision is particularly easy 
when the people in question have spent their careers 
in the steadfast accumulation of personal wealth and 
power.

“As is usually the case, there is also a silver lining, 
slim though it may be… When desperate people rush 
into changing the world, changing the rules, and cre-
ating artificial trillion dollar markets, they also do 
something else. They leave a multitude of doors open. 
All over the world through multiple asset (and liabil-
ity) categories, doors are being inadvertently left wide 
open for unparalleled personal arbitrage opportuni-
ties. The open doors are inadvertent because there 
is no master strategy, and nobody’s had a chance to 
think through all the implications.”

When the US government tries to bail out the 
entire Eurozone… and is determined to create as 
much money as necessary to do so… and is also racing 
toward a massive debt trainwreck of its own, equiv-
alent to $1.25 million per working household… it’s 
easy to foresee the long-term fate of the dollar.

That same fate awaits dollar-based assets. Look 
at the chain reaction set off in Europe: first the euro 
tanked, then euro bonds plunged, now banks and 
other euro-owners are being sucked down too. Same 
thing will happen with dollar-owners.

As US citizens, we can’t leave the dollar com-
pletely. But we can, and should, exchange some dol-
lars for counter-dollar investments while we still 
can.

The wealthiest investors are doing this already. 
That’s why…

The US Mint is Overwhelmed 
by Gold Demand—Again

In May, the Mint sold 190,000 one-ounce Ameri-
can Eagle gold coins. That’s the highest monthly 
amount since 1999.

Sales more than doubled over the previous month, 
even while gold was setting new price records.
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Even rocketing prices can’t dampen the demand 
for gold. I think the gold boom still has a long way to go.

In fact, I see…

Three Reasons Why  
Gold Has a Long Run Ahead

Gold has many forces driving its price up. Demand 
is soaring, thanks to the burning buildings in Ath-
ens and the printing presses running 24/7 at the Fed. 
And supply is sinking, thanks to falling mine produc-
tion. (‘Peak gold’ is strangling our gold supply. See 
the November 2009 issue for a full discussion.)

In addition to these fundamentals, there are three 
more reasons that aren’t getting as much attention. 
Public attention is shifting to gold, market manipu-
lators are being exposed, and a scandal is brewing 
among bullion banks that could blow the market sky-
high overnight.

Let’s look at these, starting with…

Reason #1:  
Gold is Going Mainstream

Compared to stocks, bonds, and money markets, 
the gold market is tiny.

Global mining production was 76 million ounces 
in 2009. At $1,200 per ounce, the entire world’s pro-
duction could be bought for only $91.2 billion.

Compare this to a mainstream stock like Procter 
and Gamble, with a market cap of $176 billion. The 
shares of this one company alone could buy every 
ounce of gold mined last year, plus every ounce of sil-
ver mined last year (all 681 million ounces), and still 
have $72.5 billion left over.

My point: if even a small sliver of the investing 
public wakes up to gold’s potential, the market will 
explode.

And the wake-up calls are beginning. Among 
them was the recent prediction for $2,000 gold by 
author and “Mad Money” stock guru Jim Cramer. He 
did this on both his television show and on his web-
site, theStreet.com.

When commentators like Cramer are recommend-
ing gold, public attention will follow. The good news 
is that we’re still in the very early stages of this.

If you remember the explosive gold market of 
late 1979 and early 1980, you’ll remember that main-
stream media were breathlessly reporting gold’s price 
movements as part of the daily and even hourly news. 
We’re nowhere near that level of attention today.

So gold still has a long way to run. It’s not too late 
to get on board.

Reason #2:  
Market Manipulators  

Are Being Exposed

The precious metal markets were rocked last 
month by the confessions of a market insider.

Gold and silver analysts have long suspected the 
two markets were manipulated. As the dollar falls, 
precious metals go up. Therefore, rising precious 
metal prices are a public vote of no-confidence in the 
dollar—an indictment of the US government’s finan-
cial mismanagement.

So, if politicians wanted to cover up their debauch-
ing of the dollar—which they certainly do—they have 
a strong incentive to artificially suppress the prices 
of precious metals.

In fact, Alan Greenspan admitted as much, dur-
ing his tenure as Chairman of the Federal Reserve. 
He told Congress, “central banks stand ready to lease 
gold in increasing quantities should the price rise.”

There have also been obvious ploys by central 
bankers to drive down gold prices. The most infa-
mous was the Bank of England, which sold 395 met-
ric tons of gold starting in 1999. The way the sales 
were announced, and the drawn-out timing and pro-
cess of the sales, made it clear that Western leaders 
wanted to crush gold prices. 

The problem with these sorts of schemes is that 
they only work for a little while. Currencies are con-
stantly eroding in value. And gold will always break 
free of whatever manacles you try to put on it.

(For proof, just ask any British citizen what 
they think of the Bank of England selling all that 
gold below $300, when gold has soared past $1,200 
today.)

Over the last few years, gold has shattered one 
price record after another. It’s now roughly 50 per-
cent above its previous high in 1980, during the last 
bull market.

Some commentators have interpreted this to 
mean that gold is longer being suppressed. But this 
is naïve. Western currencies have been devalued so 
badly that gold should be well above $2,000 by now.

Of course, it’s not. Not yet, anyway. And now we 
know why.

Andrew Maguire, a 40-year veteran gold trader, 
recently went public with a shocking revelation about 
the metals markets. He used to trade for Goldman 
Sachs at the LBMA (London Bullion Market Associa-

continued on page 6
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Exempt From Confi scation
by James DiGeorgia

Sometimes investors ask me, “Isn’t it risky 
to buy Gold coins? Aren’t they subject to 

government confi scation?”
The answer to both questions is ‘no’. Gold 

is not risky—in fact, you buy gold to protect 
your wealth from risk. Nor is physical gold 
subject to confi scation. You can own as much 
of it as you want, and it’s 100 percent private. 
There’s no registration required.

 Nevertheless, some investors are still
concerned. After all, in 1933 the US govern-
ment called in gold coins from its citizens. 
Could such a confi scation happen again?

Strictly speaking, anything is possible. 
But I strongly doubt that a confi scation will 
occur again. And even if it did, there are ways 
to protect yourself.

In 1933, the US was still deep in the agony 
of the Great Depression. The government was 
trying to spend its way out of the problem 
(which didn’t work, of course).

In the process, Washington was printing 
dollars with abandon. Problem: the dollar was
on the gold standard, and the government 
didn’t have the gold to back the new dollars. 
Unsurprisingly, the dollar fell in value.

People started dumping their greenbacks 
and exchanging them for gold, which was 
their right. Gold started draining out of the 
government’s vaults. But rather than fi x the 

underlying problem—the 
government’s spending 

binge—President 
Roosevelt made 
gold ownership 
illegal instead. 
With the stroke 
of a pen, he
made the dollar 

an unbacked 
currency, creating
the infl ation-
prone fi nancial 
system that still 
plagues us today.

 Congress repealed the ban on gold 
ownership in 1974. By that time, there was 
no longer a need for it. Since the dollar is 
no longer linked to gold, Washington can 
(and does) print as much money as it wants, 
without triggering a run on gold.

What if Washington decides to call in gold 
again anyway? Then the kind of gold you 
bought becomes important. 

In the original confi scation order, “gold coins 
having a recognized special value to collectors 
of rare and unusual coins” were exempt. If a 
confi scation were to occur again, it seems a 
similar exemption would have to be made.

In 1933, there was some confusion about 
which coins had “special value.” Today it’s 
much easier to discern the highest-quality 
coins. Third-party grading services provide 
independent, objective evaluations.

 My investment-coin company Finest 
Known has managed to obtain a small supply 
of 2010 American Eagle $50 Gold Coins. 
These one-ounce Gold coins are full legal 
tender of the United States Government. 
They’re trending (last auction price) at $1,700.

They have been rated as Mint State 70—
perfect!—by Numismatic Guaranty Corpora-
tion, one of the two major grading services. 
Although bullion or “raw” (ungraded) coins 
might be called in by the government, we feel 
that MS70 coins will not. 

To get one or more of 
these beautiful coins 
at wholesale, 
call Finest 
Known and 
talk to one of 
our friendly 
coin experts. 
(You can also 
discover how 
to put gold into 
your IRA). Call 
today, toll-free: 
(866) 697-4653.

Coins are enlarged 
to show detail. 

Actual diameter 1.287 in.

2006 coins shown as examples.
We’re now accepting orders for 

2010 coins.
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in a bullish market can be fatal.
So why do JP Morgan and HSBC risk this? 

According to Maguire, they aren’t risking anything. 
They’re being “insulated from potential losses by the 
Fed and/or US taxpayer.”

In other words, the Fed is making this a no-lose 
trade. If the banks don’t make profits, they’ll at least 
break even, because the Fed will cover their losses.

Allegations of insiders rigging the market aren’t 
new. What is new about Maguire’s claims is that he 
backed them up with proof.

When Maguire approached the Commodities 
Futures Trade Commission with his allegations, he 
also notified CFTC investigators about an upcoming 
manipulation scheduled in the silver market. 

tion)—the traditional heart of the global metals mar-
ket.

According to Maguire, the Federal Reserve has 
deliberately and systematically suppressed the prices 
of both gold and silver at the LBMA, and thus in the 
global market. They’ve done this through JP Morgan 
Chase and HSBC.

At certain key times (like the release of certain 
economic reports), JP Morgan and HSBC go mas-
sively short. This suppresses the beneficial effect of 
any good news in the reports. Because prices are usu-
ally pushed down, the short trades are usually profit-
able.

But what if prices don’t go down? Theoretically, 
the traders could be wiped out. Going massively short 

In Update #874, we sold short a put on Anadarko 
Petroleum (symbol APC): the June $60 put (symbol 
APC100619P60).

In Update #877, we bought 200 shares of Gui-
ness/Atkinson Alternative Energy Fund (GAAEX). 

In Update #880, we issued instructions for sub-
scribers who sold short puts on Hess Corp. (HES), 
Quicksilver Resources (KWK), ATPG Oil & Gas Corp. 
(ATPG), and Anadarko Petroleum (APC). On HES, 
we rolled up our May $60 puts (HES100522P60) to 
the June $60 put (HES100619P60). On KWK, we 
rolled up our May $14 puts (KWK100522P14) to 
the June $14 put (KWK100619P14). On ATPG, we 
rolled up our May $16 puts (ATPG100522P16) to 
the June $16 put (ATPG100619P16). On APC, we 
rolled up our May $70 puts (APC100522P70) to the 
June $70 puts (APC100619P70).

In Update #883, we issued instructions for 
subscribers who sold short puts on Noble Energy 
(NBL), Sandridge Energy (SD), Canadian Natural 
Resources (CNQ), and Apache Corp. (APA). On NBL, 
we rolled up our May $65 puts (NBL100522P65) 
to the June $65 put (NBL100619P65). On SD, we 
rolled up our May $7 puts (SD100522P7) to the 
June $7.50 put (SD100619P7.5). On CNQ, we rolled 
up our May $65 puts (CNQ100522P65) to the June 
$65 put (CNQ100619P65). On APA, we rolled up 
our May $90 puts (APA100522P90) to the June $90 
puts (APA100619P90).

In Update #884, we issued instructions 
for subscribers who sold short puts on Whit-
ing Petroleum (WLL). We rolled up our May 
$75 puts (WLL100522P75) to the June $75 put 
(WLL100619P75).

In Update #885, we listed the May options that 
expired. We noted that we would keep approxi-
mately $147 in premiums.

In Update #886, we noted that our Forest Oil 
position would be called away. We made a profit of 
$867, a return of 56.55%. 

In Update #888, we hedged our positions on 
Apache Corp. (APA), Devon Energy (DVN), and 
Occidental Petroleum (OXY). On APA, we sold the 
June $95 calls (APA100619C95). On DVN, we sold 
the June $65 calls (DVN100619C65). On OXY, we 
sold the July $85 call (OXY100717C85).

In Update #891, we took profits from our short 
puts on Apache Corp. (APA) and Canadian Natu-
ral Gas (CNQ). On APA, we closed the June $90 
put (APA100619P90) for a profit of about $100. On 
CNQ, we closed the June $65 put (CNQ100619P65) 
for a profit of around $210.

In Update #892, we took profits on Pioneer Nat-
ural Resources (PXD). Of our 300 shares, we sold 
200. This gave us a profit of $480, and a return of 
about 8%.

In Update #893, we took profits on Canadian 
Natural Resources (CNQ), a position we opened 
less than a month ago. We made a profit of $420, 
with a return of 6.36%.

In Update #894, we hedged Bill Barrett Corp. 
(BBG) and EOG Resources (EOG). On BBG, we 
sold the June $35 calls (BBG100619C35). On EOG, 
we sold the Apr. $115 call (EOG100619C115).

In Update #897, we issued hedge instruc-
tions for subscribers who own Bill Barrett Corp. 
(BBG), Noble Energy (NBL), and Pioneer Natural 
Resources (PXD). On BBG, we sold the July $40 
calls (BBG100717C40). On NBL, we sold the July 
$70 calls (NBL100717C70). On PXD, we sold the 
June $70 calls (PXD100619C70).

In Update #898, we took quick (less than one 
month) profits by selling Nexen (NXY). Our profit 
was $75, and a return of 3.56%.

Portfolio Update
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wanted to see it. Bank officials stonewalled him for 
months, but finally let him into the vault.

In his words:

Two days before the event, he emailed the CTFC 
with predictions about what would happen in the 
markets, and when. After the event was over, he 
noted that the “manipulation was a great success and 
played out EXACTLY to plan as predicted.” (The New 
York Post published these emails afterward.)

So let’s assume for the moment that Maguire is 
right—that gold and silver are being suppressed by 
the Fed. Why is this good news for us?

Because, as I noted earlier, market-rigging always 
fails. Market forces always overpower the manipula-
tors eventually. And when the manipulation finally 
collapses, the price moves can be enormous. All that 
pent-up demand gets manifested in a short time.

By some estimates, gold should be at least $2,300 
today, just from inflation alone. (Other estimates are 
higher.) This implies that a price move of $1,000 in a 
short time is quite possible.

What would it take to trigger this? Any one of 
a long list of things. A decision by the Fed to stop 
manipulating gold… a successful nuclear test by 
Iran… a large sale of US Treasuries by China… the 
list goes on.

And even if none of those occur, there’s always…

Reason #3:  
Exposure of  

Bullion Bank Fraud

Back in 2007, Morgan Stanley settled a $4.4 mil-
lion class-action lawsuit out of court. The suit came 
from some of its own clients.

Apparently the bank had offered to buy gold and 
silver, and store it for these clients. The clients paid 
for the metal, but Morgan Stanley never bought any.

That didn’t stop the bank from pretending that it 
did, though. Bank officials even charged the clients 
regular storage fees, until the scheme was exposed.

As frauds go, that was fairly small. Precious metal 
‘pool’ accounts are notoriously vulnerable to schemes 
like these, and there have been major scams in the 
past. That’s one of the main reasons I recommend 
gold investors avoid pool accounts.

Now, one of the biggest frauds of all is being 
unmasked in gold. If this one plays out to its full 
potential, the yellow metal will roar upwards in price, 
potentially by multiples of its current highs.

This started recently when the CFTC held a hear-
ing about the precious metal markets. They heard 
testimony from a Canadian investor who had bought 
gold on COMEX and took delivery. After the gold sup-
posedly arrived at the ScotiaMocatta bullion bank, he 

Black Market for Gold 
Springs Up in Greece

Here’s a note to pundits who say gold is a bar-
baric relic. Pay attention to what’s going on 

in southern Europe!
As the full scope of the Greek financial trag-

edy has come to light, Greek citizens are stam-
peding into gold coins.

In fact, even though gold is still sold to the 
public by the Bank of Greece, a thriving black 
market has sprung up. 

As the UK Times reported, the Bank sold 
about 50,000 British Gold sovereigns during the 
first four months of the year. But officials esti-
mate that “at least” 100,000 have been sold on the 
black market, for higher than the official price.

Three important things here. First, official 
supplies can’t meet demand. Official prices are 
too low to provide enough supply.

Second, the paper market is so distorted by 
manipulation that physical prices are starting 
to decouple from it. Real gold is selling for more 
than the price set by the paper markets.

This can’t last forever. Sooner or later, the 
manipulation will have its back broken.

Third, even citizens of socialist countries like 
Greece flee to gold when their currencies burn. 

For thousands of years, gold’s inherent value 
and rock-solid stability have been a refuge. Even 
during turbulent times—especially during turbu-
lent times—gold is unequalled as a store of wealth 
and value.

The modern world claims to be too sophis-
ticated for gold. Politicians dismiss it as being 
an unnecessary antique. Our modern system of 
“floating” currencies and “managed” (i.e., manip-
ulated) interest rates can provide endless pros-
perity forever.

Obviously, this is a complete lie. Having aban-
doned the discipline of the gold standard, Amer-
ica and Europe are drowning in debt, and plunge 
further into the abyss every day.

Although governments refuse to understand 
this, their citizens understand it very well. Greece 
is a preview of the ‘sovereign debt’ crisis that will 
arrive on American shores sooner or later.

Just as the Greeks are fleeing to gold, Ameri-
cans will too. Count on it.
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“unsecured creditors”?
Why does the US Mint keep running out of gold 

to make its coins? (Production was shut down several 
times last year. At one point, Mint officials said they 
couldn’t promise to make any American Gold Buffalo 
coins for the entire year.)

Why are there so many rumors about bullion 
banks offering large premiums—up to 25 percent!—if 
depositors would accept cash instead of the gold they 
had requested?

Why did mining giant Barrick—with its world-
class political connections, including President 
George Bush Sr. as Honorary Senior Advisor—sud-
denly panic and start buying back all its hedges?

The physical market is stretched painfully tight. 
Market-makers are putting up a calm front, but 
behind the scenes they’re desperately trying to get 
more physical. Even central banks are buying now, 
instead of selling.

What does this tell us? Adrian Douglas wrote a 
wonderful summary, focusing on the LBMA—the 
probable epicenter of the coming gold earthquake. 
Here’s what he said:

“The clients of the LBMA are not speculators or 
gamblers. They have bought gold that they believe is 
being held in a vault for them by the LBMA members. 
As the suspicions about the LBMA rise, more clients 
will ask for delivery, which will expose this fraudu-
lent operation.

“I estimate that as much as 50,000 tonnes of gold 
have been sold that do not exist. That is equivalent 
to all the gold in the world that is yet to be mined, 
or, put another way, 25 years of gold production, the 
granddaddy of all short positions.

“The fractional reserve operation of the LBMA is 
likely to be the next Madoff scandal, except multiplied 
by 100 — a $5 trillion dollar fraud as opposed to a $50 
billion fraud. Those holding real bullion will see the 
price multiply many times as the price adjusts to the 
supply and demand fundamentals of real metal.

“There is only one way to protect yourself and to 
profit. You should own physical bullion. Simply don’t 
trust intermediaries like the LBMA that purportedly 
sell you gold but label you an ‘unsecured creditor’. 
Anyone who thinks he holds gold at the LBMA should 
demand delivery.

“The major desirable and unique characteristic of 
gold is that it is no one else’s liability, unlike almost 
every other financial asset. If you own a credit risk, 
like IOU gold, you have not achieved the principle 
objective of owning gold.

“Are you a gold owner or an ‘unsecured creditor’?”
“You cannot be both.”
I couldn’t have said it any better. Don’t be left 

behind when gold finally bursts its dam. Get ready 
with physical!

“What shocked me was how 
little gold and silver they 

actually had.”

The metal in the vault—what little there was—
was laid out on skids, so he was able to count it easily. 

The bank had only 60 1,000-ounce bars of silver. 
For gold, it had only 210 400-ounce bars, and about 
4,800 ounces in coins and 1-kilo bars.

As Adrian Douglas of the Gold Anti-Trust Com-
mittee pointed out, that’s only about $100 million in 
metal. 

But this is the primary bullion bank in Canada. It’s 
supposed to have billions of dollars’ worth of gold and 
silver in its vault. In 2008 alone, the Royal Mint sold 
$1 billion of ‘paper’ gold to Canadians, supposedly 
representing metal in storage. 

Apparently, that metal doesn’t exist.
At the CFTC hearing, one official commented 

that if bank bullion vaults were shown to be empty, 
it wasn’t a big deal. Owners of gold paper could be 
settled in cash instead. But that’s a lie.

Yes, exchanges like the LBMA have rules to cover 
these situations. If a failure to deliver occurs, buy-
ers can be paid in cash instead. But people buy gold 
because they don’t want cash.

If a bullion bank default occurs, it will be because 
there’s a run on gold. And that will mean there’s been 
a stampede out of cash. 

How bitterly ironic it would be for investors to 
buy gold to protect themselves from the collapse of 
the dollar, then watch gold soar as the dollar col-
lapses… only to find out they don’t own gold after all, 
just a pile of devalued greenbacks.

Here’s a wonderful analogy from Adrian Douglas:

“It’s as if you bought a lifeboat on the Titanic, 
and when the ship started sinking, you’re 

told that they sold more lifeboats than 
they actually have. But they tell you it’s 

OK, because there are mechanisms for cash 
settlement instead…”

The ScotiaMocatta story resonates with a lot of 
other things that have been happening in the market.

Why does the prospectus for GLD—the huge 
gold fund—contain language that says the fund isn’t 
responsible to its investors if the gold’s ‘custodian’ 
somehow loses all the metal? (See Chapter 17 of my 
book The Trader’s Great Gold Rush for details.)

Why does the LBMA define its gold depositors as 
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