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“U.S. Deficit Super-Committee FAILS!”
“The U.S. Congressional Super-Committee 

on deficit reduction has dissolved in 
disgrace. It was supposed to cut $1.2 trillion 
from the national budget, but it did not. 
Although its members met and argued for 
months, they accomplished nothing. The 
so-called ‘Super’ Committee was a 
complete failure.

“With the ongoing financial crisis in 
Europe dominating the news, media 
outlets have said little about this fiasco. 
Here’s why its failure is so important, 
and what it reveals about the future!”

The Congressional Super-Committee that 
was convened to reduce spending has 

crashed and burned.
After months of (apparently) pointless bick-

ering, the 12-member Committee (with 6 Dem-
ocrats and 6 Republicans) proved to be utterly 
incapable of doing anything. It couldn’t find 
$1.2 trillion to cut from a projected $44 trillion 
in spending.

Its failure has left no doubt: Washington’s 
runaway spending train cannot and will not be 
stopped. 

Depending on which media commenta-
tors you listen to, the Committee’s failure was 
either the fault of stubborn unreasonable par-
tisan Republicans (who refused to raise taxes) 
or stubborn unreasonable partisan Democrats 
(who refused to cut spending). 

But this is just spin. It’s designed to cover 
up the truth and keep Americans in the dark.

So here’s what really happened. The Com-
mittee did exactly what it was designed to do 
from the beginning—nothing. 

From day one, the Committee had no 

chance of succeeding. It was given an impos-
sible mission, and all the players knew it. 

Here’s perhaps the most important thing to 
know about the federal budget...

Reining in Washington’s 
spending is impossible as 
long as every Senator and 

Congressperson thinks that 
“bringing home the bacon” is 
their primary responsibility.

The Super-Committee was merely politi-
cal theater, to allow the two parties to deflect 
the blame for the disaster that they’re both 
responsible for.

And in this, it succeeded. Earlier this year, 
the public was enraged at the budget battle 
in Washington. The dysfunction and incom-
petence of our leaders was plain for all to see, 
and people had had enough. Politicians needed 
a big dog-and-pony show to distract the pub-
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lic’s attention, and the Super-Committee was 
it. Sure enough, the public soon forgot about 
the budget and moved on to other things.

So let’s swing the spotlight back where it 
belongs, and focus on…

Washington’s  
Financial Disaster

The United States government spends 
$114,155 every second, 24/7. 

That’s roughly $9.86 billion per day. About 
one-third of that is borrowed money. 

Let’s try to visualize how much this repre-
sents. Below is a graphic of what a million dol-
lars in $100 bills looks like. The graphic at the 
bottom of the page shows one billion dollars 
(1,000 stacks of $1 million).

One Million Dollars

$1 billion is already more money than the 
Gross Domestic Product (GDP) of over one 
dozen countries. The United States spends 
this much about every three hours.

One thousand stacks this size equal one 
trillion dollars (see top graphic on next page).

This is more than the national GDP of 168 
countries. Only 15 nations produce more than 
this annually.

But the United States spends more than 
three times this amount each year. Again, 
about one-third of that is borrowed. 

On the middle of the next page is another 
look at $1 trillion, compared to a football field, 
a soccer field, and a 747 Jumbo Jet. This is the 
amount Washington borrows every 10 months. 

After years of blowout spending, the US has 
racked up a debt of over $15 trillion dollars. 

Our national debt is more 
than $136,000 per household.

At the bottom of the next page is what the 
debt would look like in stacks of $100 bills.

This is our debt—yours and mine. Wash-
ington racked up this debt in our names. 

And we’re the ones who will have to pay it 
all back. (continued on page 4)

Graphic credits: usdebt.kleptocracy.us

One Billion Dollars
($1,000,000,000) in $100 Bills
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One Trillion Dollars
($1,000,000,000,000) in $100  
Bills: Less Than One-Third of 
Annual US Spending

One Trillion Dollars
Washington borrows this much 
every 10 months

Our
National 
Debt

Fifteen Trillion Dollars
($15,000,000,000,000)
Over $136,000/household

Graphics from usdebt.kleptocracy.us
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The scope of this catastrophe shows that…

The Super-Committee Was a 
Smoke Screen to Bamboozle 

the American People

Congress appointed the Super-Committee 
to find $1.2 trillion in spending cuts. 

To a gullible public, that sounds like a lot 
of money.

But compared to the monstrous debt that 
Washington has already amassed, it’s mean-
ingless. It’s a thimbleful of water being with-
held from the ocean.

First of all, this $1.2 trillion reduction was not 
meant for one year. It was to be spread out over 
10 years. So it was only $120 billion per year.

Second, this $1.2 trillion wasn’t a debt 
reduction. It was a reduction in how much 
money would be overspent. Even if the $1.2 
trillion cut had occurred, America would still 

In Update #1221, we noted that four of our 
options positions would be assigned. Our total 
returns (profits, dividends, option writing) were:

• 19.24% on Anadarko Petroleum (sym-
bol APC). The Nov. $60 calls (symbol 
APC111119C60) were assigned.

• 54% on Devon Energy (DVN). The Nov. 
$55 calls (DVN111119C55) were assigned.

• 92% on Pengrowth Energy Corp. (PGH). 
The Nov. $9 calls (PGH111119C9) were 
assigned.

• 61 shares of Lone Pine Resources (sym-
bol LPR), distributed with 100 shares of 
Forest Oil (FST). Our FST Nov. $32 puts 
(FST111119P32) were in the money and 
were assigned. 

In Update #1222, we issued instructions for 
subscribers who own Forest Oil (FST) and Lone 
Pine Resources (LPR). We sold our 61.24 LPR 
shares from the FST stock distribution. We also 
sold the FST Jan. $17 calls (FST120121C17) at 
the market. 

In Update #1224, we opened a new position 
on Berry Petroleum (BRY). We sold short the 
Jan. $30 puts (BRY120121P30).

In Update #1230, we took quick profits on our 
BRY Jan. $30 puts (BRY120121P30). We made 
$50 per contract. 

In Update #1232, we took profits on our Sun-
cor Energy (SU) Dec. $28 puts (SU111217P28). 
We made $57 per contract. 

In Update #1233, we took profits on Whiting 
Petroleum (WLL). We closed our Dec. $45 calls 
(WLL111217C45) and sold the stock at the mar-
ket. Our profit was $66.

In Update #1235, we noted that three of our 
options positions would be assigned. Our total 
returns (with option writing and dividends) were: 

• 122.6% on Energy Exploration and Pro-
duction ETF (XOP). The Dec. $37 calls 
(XOP111217C37) were assigned.

• 34.1% on Apache Corp. (APA). The Dec. 
$75 calls (APA111217C75) were assigned.

• 73.3% on Provident Energy (PVX). The 
December $8 calls (PVX111217C8) were 
assigned. 

In Update #1236, we noted that two of our 
options positions would be assigned. Our total 
returns including option writing and dividends 
were:

• 26.3% on EOG Resources (EOG). The Dec. 
$75 calls (EOG111217C75) were assigned.

• 5% on Sandridge Energy (SD). The Dec. 
$6 calls (SD111217C6) were assigned.

In Update #1237, we tallied our December 
option assignments and profits:

• We had $173 worth of short-term profits.
• We had 5 December options assignments 

that provided $8,304.04 in profits, option 
premiums (lowered cost basis), and divi-
dends (from long-term holding).

• Total profits, premiums, and dividends 
(from long-term holding) for December 
were $8,477.04.

In Update #1239, we sold two of the three 
remaining positions in the GEA 2 portfolio: 
Guinness/Atkinson Alternative Energy Fund 
(GAAEX) and Compton Petroleum (CMZ). These 
positions have lost money, which is very rare 
for us. (In GEA 2, we have made over 100 rec-
ommendations, and have had less than 5 losses. 
Our win/loss ratio is excellent.) GAAEX lost 65%, 
and CMZ 97%. The percentage losses may sound 
large, but the absolute values are small com-
pared to the actual profits and options premiums 
taken for GEA 2.

Portfolio Update
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plunge further into debt by an additional $6.6 
trillion over the next decade.

Third, when you consider the context, $1.2 
trillion is so tiny that it’s meaningless. Here 
are our national finances for 2011:

2011 United States Federal Budget

Tax Revenue $2.3 trillion

Expenditures $3.6 trillion

Deficit $1.3 trillion

Current debt $15.1 trillion

Within this budget, the Super-Committee 
was unable to find $120 billion of spending 
reductions. That’s little more than a rounding 
error in the projected $4.4 trillion of spending 
each year for the next decade.

Numbers like this are so big that it’s easy to 
get overwhelmed. Let’s chop off 8 zeroes from 
the numbers and pretend this is a household 
budget instead.

2011 United States ‘Household’ Budget

Income $23,000

Spending $36,000

New debt on the credit 
card each year

$13,000

Current credit card balance $151,000

In this analogy, the Super-Committee 
couldn’t find a mere $1,200 to cut from its 
overspending of $13,000.

Small wonder that Xinhua (China’s offi-
cial news agency) called the Super-Committee 
fiasco “America’s nonsensical domestic politi-
cal wrestling,” and warned that Washington 
must “muster the courage to defuse the ticking 
debt bomb.”

News flash: That’s not going to happen. 
Let’s say for a moment that I’m being too 

cynical, and that Congressional leaders actu-
ally hoped the Super-Committee would accom-
plish something. What does its failure tell us?

Well, if the Super-Committee couldn’t cut 
spending, then spending can’t be cut—period.

Here’s why. The Super-Committee had only 
one purpose: to figure out how to cut $1.2 tril-

lion from the national deficit. 
It worked in the glaring public spotlight 

and under tremendous pressure. If it failed, $1 
trillion in automatic, indiscriminate spending 
cuts would kick in—a fate that both political 
parties claim would be disastrous.

Nevertheless, the Super Committee was an 
abject failure.
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What This Means  
for the Future

Now the automatic cuts are supposed to 
happen, starting in 2013. The Republicans are 
alarmed by the pending cuts to the defense 
budget. The Democrats are alarmed by the 
pending cuts to other government spending 
programs (health, education, national parks, 
and Medicare).

But I don’t think these cuts will happen. 
The runaway deficit train in Washington can’t 
be stopped that easily. 

Republicans are already vowing to block 
the cuts to spare the defense budget. Demo-
crats are just as adamant that government 
social programs must be protected. Mean-
while, President Obama has promised to ram 
the cuts through (by vetoing any attempt to 
roll them back).

2012 promises to be a year of epic struggle. 
Republicans will fight Democrats. The House 
will fight the Senate. The White House will 
fight Congress.

And with Washington paralyzed in political 
gridlock, our economy will continue to hemor-
rhage unchecked. America is plunging further 
into a black hole of debt by $1.3 trillion per 
year.

Per household (including yours), that’s 
$11,818 in new debt per year—almost $1,000 
in new debt each month.

And there’s another aspect to the Super-
Committee’s failure.

Instead of solving America’s debt crisis, the 
Super-Committee has made things worse. The 
world already knew Congress and the White 
House were completely dysfunctional, and 
could never reign in their blowout spending. 
But investors were able to hold their noses and 
pretend otherwise while buying Treasuries.

That’s no longer an option. The Super-Com-
mittee has exposed Washington’s true nature. 
There’s no covering it up any more.

Now the ratings agencies are (finally) 
threatening to downgrade America’s credit 
rating. 

Fitch Ratings has already changed its eval-

uation of the US from “stable” to “negative.” 
Moody’s was going to downgrade the US three 
months ago, but waited to see what the Super 
Committee would do. As for S&P, they’re 
already paying the price for downgrading the 
US back in August. (After the downgrade, the 
Justice Dept. started investigating them for 
“improperly rating” mortgage securities before 
the real estate meltdown. Funny how only 
S&P is being investigated for this.)

Further downgrades could crash US mar-
kets, both equities and bonds. After the first 
one, the Dow plummeted by 635 points in a sin-
gle day (and 2,000 points in a couple of weeks). 

This time, it could be worse. This time, 
it will be all the agencies standing united, 
instead of a single one that can be smeared 
with charges of incompetence and insidious 
political motivations. And this time, financial 
stocks are already walking a cliff’s edge and 
poised for a sell-off, as nervous investors wait 
to see what happens in Europe.

Which brings up our second topic this month…

The Meltdown  
of the Eurozone

The sovereign debt crisis in Europe has left 
governments and banks reeling. Several major 
financial institutions are on the ropes.

The euro itself is endangered. Several 
nations are openly exploring the idea of resum-
ing individual currencies again.

Some analysts are rubbing their hands 
together in anticipation. They predict that 
if the euro and the Eurozone economy get 
trashed, this will be a boon for the troubled US 
economy.

Supposedly, capital will flood into the US. 
The dollar will blossom (despite Washington’s 
24/7 deficit-creation machine). Prices of gold, 
oil, and imported consumer goods will all go 
down.

This is rubbish, of course. If Europe goes 
down, any benefits would be temporary. And 
they would be followed by a long era of severe 
problems.

As the dollar strengthened, the cost of our 
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exports would soar. Any US corporation rely-
ing heavily on exports (especially to European 
markets) would be gut-punched. We’d see mas-
sive layoffs and rising unemployment in the 
United States. This might drive the American 
economy into depression.

And those are just the minor effects. If the 
Eurozone collapses, we’ll have much bigger 
problems to worry about, because…

If Europe Goes Down, Its 
Banks Go Down— 
And So Do Ours

I’ve described in past issues why European 
financial institutions are walking a razor’s 
edge right now. The potential default of Greece, 
Italy, and/or the other PIIGS could implode 
one or more major European banks literally 
overnight.

If that occurs, the contagion would spread 
rapidly through Europe, and then roar across 
the ocean and onto American shores. We 
wouldn’t have time to worry about a strong 
dollar, because there would be a quick domino-
collapse of the American financial sector.

The technical term for this is Herstatt Risk. 

BusinessDictionary.com defines Herstatt Risk 
as, “Failure by one counterparty to settle its 
side of the deal [which] starts a chain reaction 
of cross-defaults. It is named after a small Ger-
man bank (Bankhaus Herstatt), which failed 
in June 1974 during the period it was sup-
posed to settle a contract after having received 
the payment from the counterparty. That fail-
ure caused a string of cascading defaults in a 
rapid sequence, totaling a loss of $620 million 
to the international banking sector.”

Note: Herstatt defaulted on its foreign-
exchange trades, and caused $620 million in 
damage to other banks, at a time when foreign 
exchange markets traded about $10 billion per 
day.

Today, foreign exchange markets trade 
about $1,500 billion per day. The potential for 
cross-default collapses is that much greater.

Even worse than this, the world’s financial 
institutions are also bound tightly together 
via derivatives. Total derivative exposure is 
estimated as high as $700 trillion. (The entire 
global economy is only $62 trillion.)

If a major bank went down today, the ques-
tion is not whether other banks will fail too. 
The question is how to prevent a worldwide 
banking collapse.

European leaders have met repeatedly in 
the last few weeks, and have announced 

several ‘solutions’ to the Eurozone’s woes.
To gauge the effectiveness of these solu-

tions, we need look no farther than the mar-
ket’s reaction.

Italian bonds have exploded up to 6.3 per-
cent, a new high since the Euro was born. 
Spanish and Belgian debt notes are getting 
pounded too. Even France—one of the ‘core’ 
Eurozone countries—is getting hammered. 
The spread between French and German 
bonds has now soared to 1.9 percent.

Investors are acting as if European unity 
will fracture.

The Eurozone meltdown recently killed 
its biggest victim so far: MF Global, which 
had heavily invested in European debt. The 

sudden collapse of this $41 billion firm is the 
8th-biggest bankruptcy in US corporate his-
tory.

Even the bailout organizations them-
selves are under attack. Bonds issued by the 
European Investment Bank (EIB) are start-
ing to fall. 

They’re following the same path as bonds 
from the European Financial Stability Facil-
ity (EFSF), issued earlier to fund bailouts of 
Ireland and others. Interest rates on EFSF 
bonds have shot up to 3.88 percent from 2.68 
percent—a shocking 44 percent rise—in just 
two months.

European leaders are refusing to address 
the true causes of their financial crisis. Their 
‘solutions’ are worthless, and the markets 
know it.  

Have the recent summits solved Europe’s problems? No!
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The severity of the danger is illustrated by 
history, because…

Cross-defaults were largely 
to blame for the Great 

Depression.

Fed Chairman Ben Bernanke—an avid stu-
dent of the history of the Depression—has said 
bank failures were its primary trigger:

“I think perhaps the most critical in May of 
1931, the Creditanstalt, which was one of the 
largest banks in Europe, failed, which gener-
ated a wave of financial crisis around the world…

“Up till early 1931, arguably the 1929 down-
turn was just an ordinary—severe but ordi-
nary downturn. It was the financial crises and 
the collapse of banks and other institutions in 
late 1930 and early 1931 that made the Great 
Depression great.”

Bernanke and other world financial leaders 
understand the grave danger we face today.

And what will be their probable reaction, 
when one or more major banks are pushed 
over the edge into insolvency? They’ll flood the 
system with liquidity.

If the banking system starts to crumble, 
both the Fed and the European Central Bank 
will be running the printing presses non-stop. 

So with all this going on—with the double 
threat of the monstrous US debt and the pos-
sible meltdown of European and American 
banks—you might not expect me to say that…

Surprisingly, There Are Great 
Opportunities Ahead!

Washington won’t change its ways until 
it’s forced to—until the dollar implodes under 
the crushing weight of the national debt. The 
Super-Committee has proved this. Ultimately, 
the dollar must fall.

But the European financial crisis has 
driven investors out of the euro and into the 
dollar. The dollar has risen, and dollar-priced 
assets like gold and oil are being pressured 
downward.

Thus, the day of reckoning for Washington 
is being delayed. And this creates great oppor-
tunities for savvy investors. 

You can save $300 per ounce on gold right 
now, compared to its price just a few months 
ago. Silver is a bargain too, selling at almost a 
40% discount to its peak earlier this year.

Here in GEA we’re also going to take advan-
tage of the distorted market in oil. Energy 
stocks have taken a beating, and many great 
companies are cheap as dirt right now.

The crisis in Europe could drag on for quite 
some time. (Actually, we want it to drag on for 
a while—it gives us more time to take advan-
tage of the situation.) But it must end even-
tually, and at that point, the dollar’s artificial 
support will be gone.

Once the full impact of Washington’s blow-
out spending finally crashes in, the dollar will 
sink like a stone. And gold, silver, and oil will 
explode upward.

Even if there’s a full financial meltdown 
along the way, with banks failing on both sides 
of the Atlantic, we’ll still be positioned well:

1. There might be a short blast of defla-
tion. Theoretically, assets like the ones 
I just recommended could go down in 
price. But when banks go under, hard 
physical assets like gold—assets with 
inherent value, that can’t be defaulted 
upon—can be lifesavers. In this situa-
tion, you won’t regret owning them. And 
gold especially might soar even in the 
face of deflationary pressures.

2. Any period of deflation won’t last. We 
know Fed Chairman Bernanke and 
his European colleagues won’t allow 
it. ‘Helicopter Ben’ will print as much 
money as necessary to swing the scales 
from deflation back to inflation. Gold, 
silver, and oil will all go ballistic.

In the last seven years, the GEA trading 
approach has racked up about 225% in cumu-
lative gains. (That’s all the more impressive 
when you realize that the markets themselves 
have barely clawed out a net gain during that 
time.)

Now as 2011 draws to a close, I’m looking 
forward to a great year in 2012. Happy Holi-
days!
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