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Wednesday, August 14, 2013

My Candid View – Part 1 

"Importing more than you export means lots of empty containers. That visual manifestation of our trade deficit is what 
drivers see as they pass the Port of New York and New Jersey on the New Jersey Turnpike. In the first eight months of 2010,  

the port saw the equivalent of 700,000 more full 20-foot containers enter than leave. 

45% of containers exported from port operator APM Terminals’ Port Elizabeth facility (part of the Port of New York and  
New Jersey) are empty, a reflection of the trade imbalance." Source

_________

Ten days from now marks the 5-year anniversary of the day I started this little blog. On that day I had 
no idea where it would lead. All I knew was that I had stumbled upon a view very different from 
everything else I'd been reading, and yet I couldn't find anyone, anywhere on the various existing 
forums, who wanted to talk about it. Even its source, where I found it, the USAGold forum, had banned 
such discussions at least two years earlier and they even deleted my new "FOFOA" posting account 
when I tried to bring it up. So I started my own free "blogspot" and simply started talking to myself in 
an open public forum where others could join me if they found the discussion worthwhile.

Five years later and my blog has more than 400 posts, 52,000 comments (2,600 of which are mine), and 
more than 5 ½ million views. I guess that means a few people found the discussion worthwhile! ;D 

I realize that I haven't been posting much lately, so to make up for that, and to celebrate the 5th 
anniversary of the blog, I'm going to put up a new one every day for the next ten days! I know that this 
will be way more than you want or need, but I'm sure that you'll survive the trauma of so many 
posts. ;D 

Just because I've been quiet on the blog doesn't mean I haven't been busy explaining my view. Yes, 
there are, indeed, still people who want to know what I think. In fact, a producer from the cable news 
network RT America contacted me last month seeking an interview on the subject of my blog, 
Freegold. If I wasn't interested in being interviewed, she asked if I could recommend someone who 
would be. So I asked a couple of people who I thought would do well and Edwardo agreed to do it. 

After Edwardo agreed to do the interview, I spent some time emailing with him, answering questions 

http://www.longshoreshippingnews.com/2010/11/empty-container-city/
http://bit.ly/H7AkFH


he had about my view on various topics. What I'm going to share with you over the next ten days are 
my emails, not only with Edwardo who I'll get to in a few days, but with six other people as well, all 
from the last 30 days or so. 

This is my candid view as I explained it to a few of my top supporters who asked me for my thoughts. 
It will cover a whole host of subjects including hyperinflation, GOFO and backwardation, GLD, 
whether or not local coin shortages are related to tightness in the overall physical flow, discerning 
between the inevitable and the speculative, the past, present and future as I view it, gold mining in 
Freegold, the utter disconnect between the price of gold and the physical market today, the basic 
structure of the physical market and how its connection to the price will be reestablished, and even how 
I foresee the revaluation unfolding. It's more than 80 pages of mind-bending views, so just beware of 
the potential for exploding heads. ;D 

Other than the obvious ones, all names will be redacted to protect the innocent and guilty alike, and 
also to save me from having to get permission from everyone to post these. The formatting will be 
simple: 

If I include someone's email to me, it will be indented like this.

"And if I quote from someone's email within my reply, it will be italicized with quotation marks like 
this." 

So without further ado, here you go:

Hello FOFOA,

I don't really want to ask this question on the public forum as it is an odd tangent my mind 
has traveled....so if you have time let me know your thoughts. You have probably addressed 
something similar to this a few times in various posts. You can point me towards them if 
you wish. If you haven't I'm sure your thoughts on the matter will help shape mine in a way 
that I feel more comfortable with.

My issue is with all the talk on the blog of Hyper-inflation in the US lately. My mind 
always starts wandering towards this being far less likely than many think. There are 
several factors that weigh in my mind, though my understanding is still very limited in my 
opinion. I'm the type of person that can't go on learning until a nagging question is 
answered.

So here are my thoughts. Though we (the US) are currently running a major trade deficit 
and fiscal deficit this seems a lot more like it is by choice and a lot less by necessity. I look 
at things like policing the world with our military, foreign aid, and not drilling for oil (at 
least not as much as we could) as big examples (but not the only ones) of a country that has 
a loose belt because it chooses to. Heck maybe it is even understood and requested by the 
rest of the world that we run major deficits on purpose to keep the global monetary system 
stable. Isn't this the Triffin dilemma at work? If foreign nations are aware of and believe in 
the Triffin dilemma then maybe they expect the United States to police the world, provide 



foreign aid, and not become a net exporter of goods. If we tighten our belt here at home the 
phone probably starts ringing off the hook from the ROW. Hasn't every global recession 
followed a US surplus or US economic slow down? Lets just zoom in on our military for a 
second. I think it is fair to say that most of what we value in this world depends on the 
continuous and affordable flow of oil. Houses, cars, businesses, stocks, etc. all require a 
world with oil flowing or their value would plummet. The key to keeping the oil flowing is 
gold flowing but wouldn't it also be security. What is the value of a safe world and the 
security that provides it? In other words how much is wealth/savings/gold worth in a war 
zone? Has the US not provided quite the service without payment in this regard? 

If the above has any validity to it then we as a planet are all in this together. The US has just 
been playing its part and wouldn't deserve the pains of hyper-inflation. Anyone else in the 
same position would have enjoyed the privilege short term but would have also been forced 
to run a similar monetary policy long term. Wouldn't it be more equitable if in the interest 
of maintaining peace and harmony dollar based debts, especially US treasuries were never 
brought back to American shores to cause hot inflation but instead were replaced in value 
by gold. Simply cast aside as a remnant of an old monetary system and the measures taken 
to prop it up for so long? What financial asset does gold not have the power to pay in full at 
the right price. Why not make the world whole again with a little gold rather than punish 
the nation and its people in charge of a flawed system. As it is in this life I expect there will 
have to be some winners and losers and the winners will be those with systemic value and 
the shrimps that followed in their footsteps.

But I really think once a new system is in place the US government will not have as much 
trouble scaling itself back as it has for the last century. Most people would think that is a 
crazy thought but so is hyper-inflation and 55k gold in some circles =D. I think given a 
little time to adjust to a new system (minus punitive hyper-inflation) the american public 
can manufacture, export, become energy independent, and balance its trade deficit. With no 
more global obligations and a need for foreign oil do you see this as possible. Have I 
wandered so far off the trail I've fallen into a nearby stream? Throw me a rope! 

-XXX

Hello XXX,

Indeed, the ROW is paying for 'Team America-World Police' with real goods and services! And yes, 
some portion of the world is very happy with this arrangement, although upon closer inspection I think 
that you'll find the biggest supporters are no longer the ones paying for it in real terms. 

Shift your perspective a little. You said it seems like the USG budget deficit is high by choice. In other 
words, we raised it to its current levels voluntarily. But a budget deficit simply means spending in 
excess of income from taxes. So perhaps taxes simply haven't kept up with spending. This is normal, 
natural, since taxing is more politically taxing than borrowing. So did we raise our budget deficit 
voluntarily, or because the world demanded our 'World Police' services? Or was it simply the natural 
progression of an unconstrained large central government? 



You said it seems like our trade deficit is where it is because, perhaps, the world demands that we run a 
trade deficit. This is Triffin's dilemma, and perhaps the world is fine with it. But even if it wasn't, it 
seems that the deficit is voluntarily large, and could be contracted. But here's the thing. The US private 
sector already contracted its portion of the trade deficit. If you only look at the US private sector, we 
are now essentially running an austere surplus against the USG and the ROW combined. The USG is 
running a deficit against the US private sector and the ROW combined. So the trade deficit is now 
entirely attributable to the excessive spending of the USG. 

If the world demanded this, then there would be no QE. QE is the clearest sign that we are running a 
trade deficit that is no longer supported by the ROW. QE is the evidence that the ROW has essentially 
pulled the plug and is fine if the USD collapses, because if they were still lending all excess dollars 
back to the USG, then foreign purchases of new-issue Treasuries would match the trade deficit. QE is 
evidence that our trading partners are now spending some of those surplus dollars on foreign goods and 
services rather than lending them to Uncle Sam. And it is also evidence that Uncle Sam will not cut his 
intake of foreign goods and services even though this is happening. 

If hyperinflation was a decision to be made by the ROW to punish the US, then that decision has 
already been made. But hyperinflation is not a punishment. It is simply the only way this can end. 
Hyperinflation will wipe away Uncle Sam's debt. How is that bad for Uncle Sam? Yes, it will reduce 
the trade deficit to zero in real terms even as it skyrockets to infinity in nominal terms, but that process 
is already underway since the ROW is already spending some of those surplus dollars rather than 
lending them back to the USG. The ROW is already using some of those dollars to bid against Uncle 
Sam who is continuing to print new ones to bid back. It is a bidding war that is in its early stages, and 
will grow slowly at first, then all at once. 

So think about hyperinflation in terms of the trade deficit, which is now entirely attributable to the 
USG's deficit spending. Forget about what is right and wrong, deserved or undeserved. Just think about 
how it will look. Visualize the trade deficit in both real terms (# of containers coming in full and 
leaving empty) and in nominal terms (the $ number reported by the BEA). In real terms, it will decline 
from its current number of containers to zero. At the very same time, it will grow nominally from 
$500B/year to nearly infinity. So that very last single container that comes in full and leaves empty may 
cost hundreds of trillions of dollars, making the trade deficit nominally hundreds of trillions of dollars, 
even as it approaches zero in real terms. But the USG will still want and need that last container. It 
won't give it up just to save the value of a dollar. 

You seem to think that the ROW has been supporting this situation because, perhaps, it wants and 
appreciates those "World Police" services. But what we learned from Another was that the ROW 
actually had another reason to support the US deficit. And that reason was to buy time to build an 
alternative monetary system. And once again I'll point out that, yes, some portion of the world does 
appreciate our services. To some extent, Europe does, especially since they stopped paying for it at the 
turn of the century. So now it's a freebie to them. Australia loves it. NZ loves it. Canada loves it. Japan 
loves it. The UK loves it. All of the dollar faction loves it, but they aren't the ones paying for it in real 
terms. For the last decade that's been mostly China paying for it. But even that support seems to be 
waning. 



Oh my, look at this! Are the World Police preparing for to arrest their sponsor? Hmm…

All I'm saying is that hyperinflation is not a punishment, and even if it was, it has already been decided 
and delivered. What we're watching right now is just how slowly it plays out before it undergoes a 
phase transition and then happens all at once. 

They weren't supporting us because they like us. They were supporting us because they got something 
out of it. That doesn't mean everybody doesn't like us, but look closely at who supported us versus who 
likes us, and also why they supported us. From 1979-1999 it was Europe. And it was to buy time for 
the euro, not because they liked our military. Yes, in 1922 it was because they liked our economic 
stability. And in 1944 it was because we won WWII. But in 1979 it was to buy time to build the euro. 

The dollar will end because the perpetual trade deficit will end. The world is in the midst of an 
economic contraction right now and the USG is a giant drain on the supply of real global resources. QE 
is the way the USG keeps draining even as the ROW begins to resist. It's been happening now since 
2009. 

The USG will never voluntarily give up those full shipping containers it needs. And it certainly won't 
give them up voluntarily before the phase transition from slow to fast begins, and by that point, it will 
be too late. It will become a matter of national security to unleash the full power of the Ball of Twine 
Executive Order. And matters of national security will always trump the urge to protect the purchasing 
power of savers and foreign CBs holding US debt. 

The US dollar must devalue at some point. And when it does, it comes down to how the USG will 
react. Will it favor national security, or the purchasing power of savers holding its debt? And remember, 
those who will make that decision will also be deciding on their own personal paychecks in the process. 
To favor national security will mean to index their ongoing pay to inflation. To favor the savers and 
foreign CBs holding US debt will be to selflessly agree to working for free. I think the outcome of such 
discussions is quite certain. So while it may be technically possible for the USG to avoid 
hyperinflation, I think that once you figure in the human factor, it becomes impossible. 

Sincerely,
FOFOA

Hello XXX,

"I’m just trying to reconcile it all with things that don’t make as much sense to me." 

I'm not really seeing what doesn't make sense to you, except that you seem to think that hyperinflation 
is something that will be worth avoiding when the time comes. I don't think it is, or will be. Why don't 
you ask yourself why you think bright minds would be plotting how to avoid it, what they would 
actually be avoiding, and what benefits they would be giving up in order to avoid those things that you 
think make hyperinflation worth avoiding. 

Let's see, we can expect some supply line disruptions which may lead to public riots. Governments 
traditionally address those things with capital controls and more printing to buy up the goods and the 

http://fofoa.blogspot.com/2012/03/ball-of-twine-open-forum.html
http://fofoa.blogspot.com/2012/03/ball-of-twine-open-forum.html
http://yalejournal.org/2013/06/12/who-authorized-preparations-for-war-with-china


supply lines to quell the riots. Would they foresee this and give up something else much earlier just to 
avoid this potential difficulty? I don’t think so. More likely they would make preparations like that 
Executive Order which gives them the power to do exactly what I expect them to do. Now that's 
preparation!

We can expect some economic hardship in the US, but in general we are already there. I think the US 
economy will explode like a fertile ecosystem in the wake of a dollar hyperinflation, so there's really 
nothing to be avoided on that front. I actually look forward to hyperinflation!

In fact, lately I've caught myself on a number of occasions, while watching TV shows with my wife, 
when she says, "that's so disturbing. What's wrong with people? Boy, our country sure is messed up." 
Then I say, "you know what will solve that problem? Hyperinflation!" 

Look at most of the political problems we face today, almost all of which seem politically unsolvable. I 
find myself more and more thinking about how dollar hyperinflation will solve nearly all of them by 
putting us back on a foundation of reality rather than a foundation based on flawed perspectives. 

On one side of the aisle, the driving foundation is that we have the magical dollar and we should use it 
to spend spend spend which creates a trough from which pigs of all colors will come to feast for free. 
And on the other side we have the fallacious argument that this is strapping our future generations with 
an untenable bill. Yes, these flawed arguments tend to keep each side somewhat in check, but they are 
both fundamentally wrong. And hyperinflation will clear the slate and wake everyone up on both sides. 
The untenable bill will not be paid by future generations. It will be paid today by foreign CBs and 
savers holding dollar debt as their savings. Is that something you think they will go to extraordinary 
lengths to prevent even as no one is considering it as a possibility? 

In fact, even though the CBs holding US debt will pay some of the bill, they will be compensated for 
that cost through the revaluation of their gold. So the only ones who will pay this bill are the savers 
holding dollar debt as their savings with no physical gold hedge. Think about that. 

"My understanding is that as long as US dollars go into treasuries or financials they don’t affect the 
physical plane and we don’t see price inflation domestically." 

Well, dollars don't actually go into Treasuries and financials, they flow through them to the seller who 
then spends the money in the physical plane. Someone always spends the money in the physical plane. 
The difference is that the USG will spend the money whether they get it or not. If you, as a net-
producer/saver, buy Treasuries or financials, you are giving your money to someone else to spend, so 
there's no net-increase in spending. Likewise, even if you buy gold, you are giving your money to 
someone else to spend, so there is no net-increase in spending. When the private sector increases 
spending through credit expansion, it must then work it off in real terms. So private sector credit 
expansionary forces are generally offset by credit contractionary forces from past credit being paid 
down. The USG, on the other hand, is the one entity that can actually increase spending in isolation by 
printing in the case that someone doesn't give it the dollars it needs to spend. 

The difference between buying financials and buying gold is that, when you buy financials you are 
giving your money to someone to spend who has not yet earned it in the physical plane. They have not 



produced in the past for that purchasing power. They are pulling that purchasing power in from the 
future. But if you buy gold, you are giving your money to someone to spend who has earned it in the 
past. They have already produced something to acquire that purchasing power. In other words, by 
buying financials you are, in essence, contributing to the lowering of lending standards which leads to 
asset bubbles (financials that are priced higher than their true value based on the counterparty's true 
ability to perform in the future as indicated). 

When you buy Treasuries, you are simply enabling the USG to spend without taxing or printing. You 
are not lowering lending standards because the USG is going to spend that money regardless of 
whether or not you lend it to them. They'll just print it up if you don't. But over time, this enabling will 
grow the USG to an unsustainable size as it always expands itself and never contracts. Did you know 
that government employees have the best job security of anyone? They can't be fired for poor 
performance, so they don't even try to perform well. Government expands, it doesn't contract, as long 
as it is enabled. 

What you are saying with your statement above is mostly correct. When the trade deficit was greater 
than the USG budget deficit, the difference was attributable to the US private sector. And that portion 
of foreign surplus dollars went into financials like mortgage backed securities, which fed back into the 
housing bubble. When that popped, the private sector trade deficit contracted immediately because, 
unlike the USG, the private sector can't print its own money. 

Remember that hyperinflation is not normal inflation where we have bubbles and cycles that swell and 
contract the economy changing prices. Hyperinflation is the collapse of the currency itself, and that's 
why we are here now. It's all about the USG and the Treasuries. So what if all of those excess foreign 
dollars go into the NYSE or to buy up private assets inside the US? What does that do for the USG? 
The Fed still has to QE for the USG. All that does is drive up the prices of whatever they are buying 
and then the money gets spent either by whomever sold them the asset or by a private borrower. This 
affects normal inflation but is not a catalyst for hyperinflation. 

Hyperinflation, IMO, is going to come from the USG spending on foreign goods. It will be driven by a 
price rise in those goods which the USG will meet with enough dollars to still get them no matter what 
the price is. This will be the feedback loop. It could be initiated slowly by a gradual rise in commodity 
prices, or quickly by a jump in prices due to a sudden dollar devaluation. If prices never rise, or if the 
dollar never devalues, then the USG can spend anything it wants and the trade deficit can continue 
forever. How likely is that? We know why it has continued so far. So what reasoning can you offer for 
how it will continue from here on out? I can't offer any, therefore something must change, and the only 
outcome I see is dollar hyperinflation. 

"Though some actual belt tightening would be in order could hyper-inflation be avoided with a future 
balanced budget by a USG that now only looks out for US citizens?"

What do you think belt tightening means? It means the government giving up something voluntarily (as 
opposed to being forced to). When have you ever seen them do this? And to avoid hyperinflation in 
advance? Can you show me one politician who even has hyperinflation on his or her radar? I'll tell you, 
XXXXXXXXX spends a lot of money on political contributions and travels to meet many politicians at 
meetings and in person. For years now he has been asking them privately about hyperinflation or the 



collapse of the dollar as a potential scenario they should be considering and not a single one even 
considers it a possibility. He's been known to donate $1,000 to $2,500 to a politician and travel to other 
cities just to meet them in person, and I believe XXXX XXXX was one of them. Then he reports back 
to me what they said. So who in government is going to voluntarily give something up in advance to 
avoid something that's not even on their radar? And how would they get anyone else to go along with it 
without first putting it on their radar? 

And again, once it becomes painfully obvious that hyperinflation is a reality, it's too late. At that point it 
boils down to national defense/security versus working for free to save the purchasing power of those 
who saved in your ridiculous paper promises. It's really that simple. They will print. Bet on it! IMO, of 
course. ;D

"But I do wonder if there will be something worked out as an alternative to hyper-inflation of the US 
dollar." 

By whom, and what would that be? And what would they be avoiding by preventing hyperinflation? 
And what benefits from hyperinflation would they be giving up by preventing hyperinflation? I can't 
see it at all. In fact, I see the exact opposite. I see that those who have hyperinflation on their radar (like 
me) must understand its benefits and welcome it. And those who don't will naturally drive it all the way 
to Weimardom once it reaches their radar. To imagine it is something to be avoided and therefore to 
think that someone somewhere must be planning to avoid it, somehow, some way, feels a bit 
superstitious to me. 

"I remain curious to see if an unforeseen creative alternative has been put together to save the US 
dollar from complete obliteration." 

Like what? See? That's what I mean by superstitious! ;D 

Sincerely,
FOFOA

wow...hyperinflation is not worth avoiding. Never thought about it that way. In that case 
there isn't really a need for a super secret deal to help the US avoid it. I think your hyper-
inflation series was one of the first posts I ever read on your blog. I had a lot of baggage 
and no understanding of freegold at the time. Though I knew I had stumbled upon 
something great, I think I was just looking to confirm what I already "knew" rather than 
learn something new. I think I really need to go back and re-read those posts with the 
understanding I now have. It never occurred to me that hyper-inflation would solve 
problems. Yes I figured some debts would be easily paid but I saw that as hardly worth the 
trade offs. I pictured chaos and disorder. Empty grocery shelves and broken glass in the 
streets. I guess I never really thought about what happened after the initial problems. That 
these unsolvable problems we face today would go away. I really appreciate your 
responses. It seems I have some homework to do.

"I pictured chaos and disorder. Empty grocery shelves and broken glass in the streets." 



Well it probably won't be peaches and cream, but I also don't think it will last very long. 6 months 
would be my best guess, but it could even be as short as 3 months or less for the chaotic part. And yes, 
it wipes the slate clean and returns us to a reality-based existence, where the trough of free stuff is no 
longer full for the taking. Socialized healthcare will have to be actually paid for in real terms and will 
therefore be reconsidered. Illegal (im)migration will become an outflow problem rather than an inflow 
one. Military and government departments will have to be downsized. Unsustainable entitlement 
programs will all have to be reconstructed from scratch since they will be wiped out in real terms. 
Nominal entitlements will be erased, but that doesn't mean we will let the most-vulnerable die in the 
streets. Instead, they will be reconstructed based on the reality of the government's income from taxes, 
rather than from taxes, borrowing and printing combined. The entire tax system will have to be 
reassessed. We will be back to reality! I imagine it will be quite messy, but WTF is it now? I look 
forward to hyperinflation! 

haha...you never cease to amaze. I can’t believe I am going to agree that hyper-inflation is a 
good thing for (parts of) society and the government at the same time. Sometimes I wonder 
if you are just some genius that enjoys taking the opposite side of the argument presented 
by the rest of the world on various issues and then just out debate them all. I kid of 
course…..I think

Also, I just re-watched your debrief with Aquilus. He brought up a question that you helped 
him with via e-mail but didn’t reveal the answer as clearly as he did the question. It had to 
do with the Fed just printing money to buy treasuries. Now before you give me the answer I 
want to take a shot at it. I’m trying to train my mind to never forget that currency passes 
through things. Also I think I need to brush up on my understanding of “base money” so if 
you can point me to a post I would appreciate it. So anyway the buying of treasuries isn’t 
what keeps inflation from hitting the US at the physical plane it’s that instead of those 
physical dollars eventually biding for goods and services they are lent back to the USG to 
be spent again on someone else’s goods and services. Other countries have allowed us to 
have a net amount of their stuff in exchange for currency that they then lend back to us so 
that we can buy more of their stuff next month. So if countries wanted to dump their 
treasuries it wouldn’t matter who bought them. What would matter is if the entity selling 
the treasuries wanted to bid with dollars to buy things in the physical plane. In fact the 
problem is so huge that just the act of not loaning us back our own currency “like what is 
happening now” is enough to start the wheels of hot inflation.

Hello XXX,

Base money is easy. It's not really part of "the circulating money supply" except when it is inside 
someone's wallet (ie. outside of a bank or ATM machine). Base money is simply bank reserves aka 
central bank liabilities. "The circulating money supply" is made up of all credit money plus the cash 
that individuals have taken out of the bank. 

When anyone other than the Fed buys Treasuries, they lend part of the existing circulating money 
supply to the USG, so there is no increase in the circulating money supply. When the Fed buys 
Treasuries, they increase the circulating money supply. But notice that the Fed simply created base 
money, not credit money, and I said that base money is not part of "the circulating money supply", 



right? So who created new money supply? The answer is that the USG did when it spent the money it 
received by selling Treasuries to the Fed. So the Fed created new base money and the USG created new 
credit money when it spent it, and the credit money is what increased the circulating money supply, not 
the base money which we see as "excess reserves held at the Fed." 

The standard (and the MMT) argument for why QE is not inflationary is that they point to these excess 
reserves and say, "look, they're just sitting there piling up. No one is spending them so it's not 
inflationary, it's just an asset swap between the primary dealer banks and the Fed. They are swapping 
one asset, Treasuries, for another asset, base money, which just sits there like the Treasury otherwise 
would have, so there's no need to be concerned." But the flaw in this reasoning, what they miss, is that 
newly issued Treasuries directly represent USG spending. 

When the USG spends, it credits someone's private account at some bank. That credit either came from 
someone other than the Fed who bought a Treasury, or it came from someone who paid their taxes, or it 
was created from thin air by the simple act of the USG writing a check. It is the latter that is 
inflationary because it increased the circulating money supply. The first two options do not increase the 
circulating money supply because a credit money unit simply passes through the USG, from either a 
lender or a taxpayer. In the third option, the Fed enabled the USG to create brand new credit money by 
issuing a new base money unit to go with it. The base money unit goes to the commercial bank that 
took the check issued by the USG. It goes into that bank's reserves while the bank issues a new liability 
to the government stooge that got paid. 

When a commercial bank takes a deposit, that deposit becomes a liability to the bank. So the bank has 
to receive something in return for expanding its liabilities. In this case there is no credit money unit 
coming from a lender or taxpayer, so the stooge's deposit is a brand new liability in the commercial 
banking system. It is created by the simple act of the USG spending a credit unit without taking one in. 
But the commercial bank is fine with creating this new liability because it got a new reserve unit to go 
with it. And it's those reserve units we see piling up in the excess reserves held at the Fed. 

Now what was the specific question you were trying to answer? 

Sincerely,
FOFOA

you answered my specific question and about 7 others after I read and re-read your reply 
about 6 times. I think I only have a few left. #1) Why do they call it excess reserves held at 
the FED? Isn't it held at the commercial bank that has the liability? #2) These reserves 
could be withdrawn as cash so why do the MMO folks consider it just like a treasury that 
just sits there. Once and if it is withdrawn it adds to the money supply correct? #3) Isn't the 
money supply expanded and contracted all the time with the act of lending and defaulting? 
Is governments expansion via selling treasuries to the FED and spending abroad that much 
more inflationary than say the housing boom of the early 2000's? Regarding question #3 I 
have heard from mainstreamer sources from time to time explain that the government is 
stepping in to fill the void in the "shrinking" money supply so that we don't experience a 
deflationary depression (how benevolent of them) via the recent increases they have made 
in borrowing and spending. #4) The money supply is already so huge why didn't we hyper-
inflate in the physical plane decades ago? I thought it was because foreign nations sopped 



up all the excess dollars and held them as reserves of their own? If this is the case then the 
act of increasing the money supply by selling treasuries to the FED isn't directly 
inflationary as much as the act of foreigners deciding not to hold these ever expanding 
dollars anymore right. I guess one can lead to the other but I'm trying to understand the 
direct causes of inflation not the indirect ones. If foreigners decided to stop holding excess 
dollars as reserves during the housing boom by my logic hyper-inflation would have ensued 
just as easily without government ever spending money it received by selling treasuries to 
the FED.

Hello XXX,

"#1) Why do they call it excess reserves held at the FED? Isn't it held at the commercial bank that has 
the liability?" 

Reserves held at the commercial bank are physical cash either in the vault, the cashier drawers or the 
ATM machines. Reserves held at the Fed are electronic central bank liabilities accounted for through 
bookkeeping. 

"#2) These reserves could be withdrawn as cash so why do the MMT folks consider it just like a 
treasury that just sits there. Once and if it is withdrawn it adds to the money supply correct?" 

These are "excess reserves" so they are above and beyond the amount of reserves required for a bank to 
hold against its liabilities. That means that, under normal circumstances, it is highly unlikely they will 
ever need them in physical cash that can be withdrawn. Banks don't make money holding reserves, 
which is why they try to hold the minimum amount required. This is why the Fed is paying them 0.25% 
for sitting on these excess reserves.

When you withdraw cash from the bank, do you add to the money supply? No. You cancel the bank's 
liability to you in exchange for something physical—cash. So the answer to the second part of your 
question is no, the printing and physical withdrawal of those excess reserves would not add to the 
money supply.

"#3) Isn't the money supply expanded and contracted all the time with the act of lending and 
defaulting?" 

Yes, but more so with the act of borrowing and then paying down the debt. Most people don't default. 

"Is governments expansion via selling treasuries to the FED and spending abroad that much more 
inflationary than say the housing boom of the early 2000's?"

Wrong question. We aren't talking about inflation here. We're talking about currency collapse. Stop 
confusing them. 

"Regarding question #3 I have heard from mainstreamer sources from time to time explain that the 
government is stepping in to fill the void in the "shrinking" money supply so that we don't experience a 



deflationary depression (how benevolent of them) via the recent increases they have made in borrowing 
and spending."

Yes, that's part of the mainstream argument. They look at the credit contraction and call it deflationary. 
It is, but the main difference between a deflationary depression and hyperinflation is a government 
stepping in "to fill the void." 

"#4) The money supply is already so huge why didn't we hyper-inflate in the physical plane decades 
ago? I thought it was because foreign nations sopped up all the excess dollars and held them as 
reserves of their own? If this is the case then the act of increasing the money supply by selling 
treasuries to the FED isn't directly inflationary as much as the act of foreigners deciding not to hold 
these ever expanding dollars anymore right." 

Just because I'm explaining how and why the dollar currency is going to collapse this time doesn't 
mean that's the only way it could have collapsed. It almost collapsed in 1979 under different 
circumstances. Do you get that? They saved the day by supporting USG's debt habit and figuring out a 
temporary fix for the physical gold flow problem. 

"I guess one can lead to the other but I'm trying to understand the direct causes of inflation not the 
indirect ones."

Inflation can be caused in two ways: supply and demand. This is, of course, relative to any changes on 
the physical side of the equation. If the relative supply of money is increased – inflation. If the relative 
demand for money (as a SOV) is decreased (which is the same as velocity increasing) – inflation. 
Deflation is the relative inverse. Currency collapse (hyperinflation) is more of a build-up and then 
explosive release of pressure followed by the government's response. 

"If foreigners decided to stop holding excess dollars as reserves during the housing boom by my logic 
hyper-inflation would have ensued just as easily without government ever spending money it received 
by selling treasuries to the FED."

Foreigners buying US private sector debt probably caused or at least contributed to the housing bubble. 
When the housing bubble collapsed, the foreigners didn't buy any more MBS, it all went into USG 
Treasuries at that point. 

BTW, the Fed helped get the "official" foreigners (CBs) out of MBS (but not the private pension funds) 
after the housing bubble collapsed. 

Sincerely,
FOFOA

ok I think you nailed everything and I do see how it all ties together now. You had one 
intriguing comment at the end though: 

"BTW, the Fed helped get the "official" foreigners (CBs) out of MBS (but not the private 
pension funds) after the housing bubble collapsed." 
I think I know why they did that but I don't want to assume anything. Was it because they 



only helped those they needed and they didn't need anyone that was no longer providing 
structural support. Attempt to damage the economy and reputation of a competing currency 
zone. I faintly remember news reports that certain bailout money went to say....banks in 
France, ect. Never really understood it except that it built upon my flawed theory that we 
were "all in this together" and the US was bailing out the world because that was their role 
as the reserve currency.

"Was it because they only helped those they needed and they didn't need anyone that was no longer 
providing structural support." 

This. The CBs shifted back over from MBS & Treasuries to only Treasuries. 

Before the housing collapse, the US trade deficit was larger than the USG's budget deficit, so some 
portion of the trade deficit was attributable to the US private sector and the rest was attributable to the 
US public sector (the USG). All of the surplus money from the trade deficit could not have gone into 
new-issue Treasuries because the USG simply wasn't issuing enough of them (i.e., the budget deficit 
was smaller than the current account deficit so there were more homeless dollars than there were new 
Treasuries). So the remainder went into "the next best thing" which at that time was private sector 
MBS. This was probably part of the feedback loop that drove the housing bubble to its top, where it 
popped. 

And now imagine that the PBoC was buying gold instead of MBS. Obviously there would have been 
less MBS created, so the excess that drove the housing bubble was not a lack of bank regulation, but it 
was the demand for more debt coming from the PBoC (among others) which, in this case, was the 
monetary equivalent of a "saver". 

Sincerely,
FOFOA

_____________________



Thursday, August 15, 2013

My Candid View – Part 2 

FOFOA,

I have seen a LOT of comments on negative GOFO rates ("backwardation") in the last 
week or two. I believe you once referred to this as a "paper gold" event, and so not as 
dramatic a deal as Fekete wrote about several years ago.

But, this negative GOFO has persisted and it goes all the way out to Feb 2014... Are there 
any signals that we should be aware of? And can you please remind me why you called 
negative GOFO a paper gold event?

Best,
XXXXXX

Hello XXXXXX,

Re: GOFAUX

In The Funeral I explained what I meant by "relatively high demand" which was really just steady 
demand with a sudden drop in supply. The outcome is the same, whether you have a sudden spike in 
demand or a sudden drop in supply. The outcome is "relatively high demand" or, said another way, 
demand that is higher than supply. 

Normally price would settle any mismatch between supply and demand, but in the case of gold, the 
price sometimes moves inversely to what's going on in the physical portion of the market. In fact, the 
true supply and demand of physical gold are indeterminate in this market because gold is a monetary 
metal and not a consumed commodity. 

http://fofoa.blogspot.com/2013/07/the-funeral.html
http://3.bp.blogspot.com/_cvdgPlEKW9k/TEzbu35R6EI/AAAAAAAABUY/j_Adg3oflh0/s1600/Red_Alert.jpg


In a commodity like sugar, supply is ultimately limited by production plus whatever is stored in the 
warehouse. If production stops, the warehouse is then drained. Once the warehouse is depleted, the 
supply is gone, so the price rises in order to slow the draining of the warehouse. But in gold, the supply 
is not limited by production plus whatever is stored in the warehouse. In gold, all of the gold ever 
mined also constitutes potential supply. And that's what I mean by the true supply and demand of gold 
being indeterminate in this market, unlike other commodities where supply can be known and matched 
with demand through price. 

The difference with gold is that, unless and until we have a failure of the market and a revaluation of 
physical only, paper gold suffices for the primary useful purpose of gold, the same as physical. So the 
supply and demand metrics driving the price are confused by this dilemma. This is not the same with 
sugar. The primary useful purpose of sugar is that you can eat it, but you can't eat paper sugar. The 
primary useful purpose of gold is to buy it, hold it, and then sell it later. So in gold, paper is actually a 
reasonable substitute for the physical commodity as long as the two trade at parity. Sure, there is 
counterparty risk with paper gold, but that "con" is offset by the "pro" that paper gold can be traded 
quickly on electronic exchanges, so it's pretty much a wash (as long as they trade at par). 

So what we have for supply and demand in the overall "gold" market right now (overall gold market = 
(90+X)% paper & (10-X)% physical) is roughly stable supply and stable to falling demand, so that's 
why the price is stable to falling at the moment. In the physical portion of the overall "gold" market, 
which is only (10-X)% of the market, we may have roughly stable demand and a quickly shrinking 
supply as indicated by the mine closures, scrap reductions and the draining of GLD. In other words, 
there is a distinct disconnect between the price and the true supply and demand dynamics of the 
physical portion of the market which could theoretically drain the warehouses and destroy the entire 
market structure even with stable (not rising) physical demand. 

What does this have to do with GOFO and backwardation? Well, let me explain. 

First of all, negative GOFO is not real backwardation. GOFO is simply a derivative metric that, under 
normal conditions, tends to go negative when the futures go into backwardation, and it's easier to track 
than the futures. But GOFO is really just a derivative of other things happening elsewhere. It consists 
of two metrics, interbank interest rates and the gold lease rate, which itself is a derivative of something 
else. Also, the interest rates that determine GOFO are LIBOR which are voluntarily reported rates, 
making them that much less trustworthy. 

GOFO = LIBOR – the gold lease rate, so when the gold lease rate spikes higher than LIBOR, GOFO 
goes negative. But GOFO can also go negative if LIBOR falls below the gold lease rate even as the 
gold lease rate is not spiking, which is what is happening right now. The gold lease rate is up, but hasn't 
spiked like it did the three other times we went briefly into backwardation. You can see it here 
compared to the spike in late 2008 (which was mild compared to 1999). Right now, even though 
LIBOR is not negative, it is still lower than the gold lease rate going out three months. 

The reason the lease rate spikes when the futures go into backwardation boils down to the essence of 
the lease rate. Leasing gold is basically the equivalent of selling your physical or spot gold (you can 
own spot gold that is not physical, btw) and buying a futures contract. You sell your physical or spot for 

http://2.bp.blogspot.com/-xdbt-OxTRT4/Ue9egE5hjjI/AAAAAAAAEzg/_98oE9sJXXw/s1600/GLR_72313.JPG


full cash value, then you buy a futures contract paying only the small margin and invest the remaining 
cash in an interest-bearing asset like a T-bill, and the lease rate is roughly what can be earned by doing 
this. So, once again, it is also a derived metric, making the GOFO a derivative of derivatives. 

But notice that this activity we call gold leasing—selling spot and buying futures—is the opposite of 
what the warehouseman does when he's taking up the slack in the supply flow. The warehouseman 
buys physical and sells futures. So the leaser is, in essence, the counterparty to the warehouseman. And 
the warehouseman is essentially "borrowing" his inventory. The warehouseman obviously has 
overhead. He has to have a vault, and that costs money to build, secure and maintain. So even though 
he is essentially renting his inventory, he is still earning a fee for doing so. And he is only going to 
increase his inventory as long as the fee he's earning covers his storage and security/insurance costs 
plus some bit of profit. The more the profit rises above his storage costs, the more he increases his 
inventory by buying physical and selling futures. 

This is the normal contango condition, where futures contracts cost more than spot or physical. The 
warehouseman is earning the difference between the two minus his storage costs, and his counterparty 
is earning his profit from the dollar interest rate he's getting on his cash from the physical sale minus 
the margin he had to put down for his futures contract. In the end, his interest earned over the period of 
the "lease" must be greater than the premium he paid for his futures contract or else he wouldn't be 
doing it. And for the warehouseman, the contango, the premium the leaser paid for his futures contract, 
must be greater than the warehouseman's storage costs or else he wouldn't be doing it. (BTW, this is a 
theoretical explanation. The warehouseman is actually buying physical from the market and selling 
futures or some other hedge.) 

Can you see how the normal contango condition is a win-win for both the leaser and the 
warehouseman? Of course the more one side makes, the less the other makes, so a balance must be 
struck. If the contango goes too high, the warehouseman could make a killing but the leaser would not 
be able to make a profit. Likewise, if the contango drops below the warehouseman's costs, he's not 
going to be "borrowing" any gold (increasing his inventory) no matter how much the leasers want to 
lease out. The point is, without this win-win balance, the activity ceases to exist. 

In fact, if the contango is below the warehouseman's storage costs, he will reduce his inventory. Gold 
does not need to go into backwardation for the warehouseman to find it desirable to drain inventory, it 
only has to go lower than his costs. And since a true warehouseman is really only interested in physical 
gold, and not "financial spot gold", I wonder if the futures market contango (not the GOFO) has 
something to do with the physical portion of the market, even though it's only (10-X)% of the market. 

With this question in mind, there are a bunch of correlations in which the causality is in question. For 
example, is the warehouseman draining his inventory because the contango is too low, or is the 
contango low because the supply flow is so tight that he is forced to drain his inventory just to hold the 
market together for a little while longer? And remember, the bullion banks are the top-level 
warehousemen in this market. 

Imagine the supply is tight, because the mines aren't putting out as much because the price is at or 
below their cost and scrap recycling has receded, yet the downward price trend continues because the 
paper gold holders are throwing in the towel. We don't really need a spike in physical demand for the 



physical flow to tighten. If physical demand were to merely remain constant while the flow declined, 
the supply rope could get tight in a hurry. 

In this case, the warehousemen (the BBs) would be facing physical outflow in excess of incoming 
physical, even as the price of their paper gold was declining. Back in their heyday, when they were 
increasing the paper gold supply to meet plentiful demand for paper, they would have been hedging 
some of those "spot gold" sales with "future gold" purchases, or futures contracts. This hedging activity 
for paper gold sales would have been the opposite of what they were doing on the physical side, so 
some of their transactions would have canceled each other out. So now, with the market selling their 
paper gold like tulips in 1637, the BBs would have to unwind those long hedges (sell futures) even if 
the physical demand remained constant. 

You see, the problem here is that the warehouseman is also running the paper gold market. So now he's 
forced to sell futures, which drives the price of futures down, which reduces the contango and even 
sends it into backwardation in some cases. Meanwhile, the lease rate is high but not spiking, which 
would lead us to think that there would be plenty of people willing to lease their "gold". The problem is 
they only have spot gold, not physical gold, to lease. That's a financial transaction that does nothing for 
the subterranean flow of physical. Also, interest rates are quite low, so the only reason the lease rate is 
high (remember, it's a derivative of the futures market) is because the futures are cheap. So the leaser, if 
he had something the warehouseman even wanted, would earn his profit more from the low price of the 
futures than from the interest earned in the meantime. 

So, perhaps, in some way, the physical portion of the market is now influencing the futures market, 
sending the contango too low and even into backwardation a little, even as there's no big spike in 
demand for physical. It's simply happening because of the tightness in the supply flow of physical, 
even as the paper holders cast their paper into the gutter in disgust. 

Remember, the warehouseman is avoiding the price volatility. He's hedged all the way through, just 
like normal commodity producers. So all of this tension in the physical flow can have little effect on 
the price. The gold warehouseman (BB) has painted himself into a corner because of all of the paper 
out there that he's created which is now being cast aside like Assignats in 1792. To stay "flat" (not 
exposed to the price volatility), he must drive his own contango into the dirt, and to stay credible, he 
must drain his warehouse. 

So here we may actually have causation in the direction we didn't expect. Perhaps the tightness in the 
physical supply line (due to the low price which is due to paper gold falling out of fashion) is driving 
down the contango rather than the backwardation driving the physical tightness because of traders 
dumping paper futures for physical as Fekete envisioned. This we don't see happening. We don't see 
paper traders rushing into physical, yet we still see the distinct signs of a bank run in progress. So how 
can we have a bank run based solely on normal (not spiking) demand? We can have that with lack of 
supply. 

Remember that a dramatic spike in demand (like you see in a classic bank run) has the same effect as a 
dramatic drop in supply. And how long have I been saying that I thought this would play out as a top-
down supply-side event rather than a bottom-up J6P-rush-into-physical-gold event? That "gold rush" 
will come only after the market fails and gold is revalued. 



Fekete's permanent backwardation is conceptually correct, but it envisions a rush from futures into 
physical. But even a low contango with no backwardation is enough for the warehousemen to drain 
their inventory. If the contango is below their costs, then they must drain. And in this case, while the 
draining correlates with a low contango and even some backwardation, the causation may be a little 
more complicated than a "scramble" from futures into physical. 

So how does the system end without a massive rush into physical? I suppose a permanent 
backwardation rush into physical would be like ending in fire, while a more subdued end would be like 
ice (thinking of Robert Frost):

Fekete says it will end in fire,
I say in ice.
From what I’ve tasted of desire
I prefer to hold with those who favor fire.
But if it had to perish twice,
I think I know enough of paper hate
To say that for destruction ice
Is also great
And would suffice.

If you would like to watch the real backwardation (fire)/low contango (ice) rather than the GOFAUX 
"backwardation", you can watch it here:

http://www.barchart.com/commodityfutures/Gold_Futures/GC

But, like I said, it's more difficult to watch than GOFAUX. You have to be looking while all contracts 
are trading live because the contracts stop trading at slightly different times each day which can leave a 
misleading snapshot after the markets close. 

The futures were ever-so-slightly in backwardation out to February on Friday, which is where you got 
your "negative GOFO has persisted and it goes all the way out to Feb 2014". It was the futures, not 
GOFAUX. But it was back in contango by Monday. Here's a snapshot of the backwardation from 
Friday. Notice that it appears to be in backwardation all the way out to June, 2015, but that's just 
because those far months closed trading earlier than the near months and the PoG went up after they 
closed. But even the April contract, although it wasn't in backwardation, was still trading at almost the 
same price as cash gold. That's not a contango that would get a sane warehouseman excited, but it does 
get me excited. ;D 

Sincerely,
FOFOA

re: http://www.barchart.com/commodityfutures/Gold_Futures/GC

Could you please provide a little more detail as to what I'm looking at and looking for?

http://1.bp.blogspot.com/-C2Nr8ov2OkA/Ue-EhxAGcyI/AAAAAAAAEzw/l1Aw_IkAyqA/s1600/Capture.JPG
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http://www.barchart.com/commodityfutures/Gold_Futures/GC


Sure. Look at my snapshot which I took over the weekend. I drew a red box around the numbers that 
matter on the left, the last prices on Friday, and also around the time at which they were quoted. Since 
the gold price moves quickly at times, if we want to know the basis (the magnitude of the 
contango/backwardation), we must compare prices quoted at the same time. This is why it's tricky.

In contango, the more-distant prices are higher than the nearer prices. Normally, cash gold is the lowest 
price and the futures rise from there. If you charted it out, you'd see a nice rising curve. As the contango 
vanishes, the prices of the various contracts get closer and closer together and the curve flattens to an 
almost-horizontal line. In backwardation, the futures prices are lower than the cash or spot price. But 
again, you must compare prices occurring at the same time. As you can see from my snapshot which 
was taken after the markets closed, the last cash price was quoted at 9:37PM while the last April 
contract price was quoted at 5:20PM. So these two can't be compared. 

The contracts for August, October and December were all quoted at about the same time as the cash 
price, so we can compare them. Notice that they are virtually flat. So while there was a little 
backwardation on Friday, I think it is more remarkable that the contango has simply vanished. Here is 
what Fekete wrote about a vanishing contango in his seminal paper on the subject back in 2004:

"The proper way to view the futures markets is a place where warehousing services are traded. 
Contango is the premium from which the warehouseman derives the fee for his services. If there is no 
contango, no warehousing is possible. Accordingly, it takes not two but three to contango: the 
producer, the speculator, and the warehouseman." 

Fekete explained that "permanent backwardation" in "monetary metals" is something that happens 
concurrently with hyperinflation. Here's how he described it in the same paper:

"Recall that the normal condition of the markets in the monetary metals is that of contango. 
Backwardation is abnormal, yet it may occur. When it does, the regime of irredeemable currency will 
start to crumble. People in trying to save their financial future will take flight to the monetary metals. 
They will scramble to mop up the dwindling supply that is allowed to trickle down. Then all of a 
sudden all offers to sell the monetary metals are withdrawn. Supply goes to zero, facing an infinite 
demand. That such a development is not fanciful but a true description of economic reality as it unfolds 
is confirmed by history. Supply of the monetary metals went to zero and demand to infinity many times 
before, in France (the assignat and mandat inflations), in the United States (the continental inflation), 
in Germany (the Reichsmark inflation), to mention but a few of the notable cases." 

So, you see, this "permanent backwardation" that Fekete describes is driven by a "scramble" into 
physical gold. That's the "heat of passion" as I used the poem to illustrate, the passion for the physical 
metal. But that's not what we see happening, and it's not necessarily what I foresee as the proximal 
cause of the phase transition. I do think the "fire" will happen, but I think it will be the effect rather 
than the cause of the phase transition. 

Meanwhile, here in reality, we see the papergoldbugs casting their paper gold (both spot and futures) 
into the gutter in disgust, aka "paper hate", which is driving the price down and tightening the flow of 
physical as the warehouses are drained. So that's the difference between passion and hate, fire and ice, 
and how a low to non-existent contango may correlate with the draining of the reserves which may 
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initiate the phase transition even without full-blown "permanent backwardation" as the proximal cause. 
That kind of backwardation may (and probably will) come as a result of the phase transition, but by 
then it will be too late to scramble. It will simply be the last snapshot we see as the gold futures market 
closes for good. 
This is a theoretical perspective of what is happening to help us make sense of the vanishing contango 
and, perhaps, deduce what it means, even in the absence of Fekete's full-blown permanent 
backwardation, which he says will usher in the end of irredeemable currency. Obviously I don't expect 
the end of irredeemable currency (as he means it), just the end of paper gold and the hyperinflation of 
the dollar, so maybe what we're looking for is simply an extended period of low contango until all of 
the BB reserves are spoken for. This theoretical perspective also reveals a point that I have made before 
which is that the BBs don't, in fact, own their reserves. As warehousemen, they warehouse the slack in 
the flow without owning it outright. In essence it is leased, and that lease can theoretically be called in 
when the leaser stops rolling it forward. 

Remember, when the warehousemen (the BBs) are buying up the slack in the flow (implying that there 
is slack in the flow), they're buying spot and selling futures (they're essentially the "lessee" in this 
theoretical perspective). So someone else is buying those futures from them, and the contracts have a 
maturity date. Remember I said the warehouseman is essentially "borrowing" the gold in his 
warehouse? Well, he sold futures when he bought it, so when whoever bought those futures stops 
rolling them forward, that would force him to drain his inventory to deliver on the futures contracts he 
sold. 

So the only condition that matters to the warehouseman is the physical flow. Is it tight? Is it slack? He's 
not concerned about the price because he's always hedged; he's flat. Yet notice that the price can affect 
the physical flow. That's because today there is an utter disconnect between the physical portion of the 
market and the price. And in this case, the warehouseman is also running the paper gold market. Not 
futures, but spot paper gold. So he's actually wearing two hats. In terms of the physical flow, he is a 
warehouseman. But in terms of the spot paper gold market (unallocated gold credits), he is a derivative 
market maker. 

It is true that backwardation doesn't make sense in a monetary metal because, since it doesn't get 
consumed, there should never be a physical shortage. But what really doesn't make sense in a monetary 
metal is this whole market structure. So if you can visualize how that will end, with the draining of the 
reserves in the warehouses, then you could expect this misfit market to reveal simply a low to non-
existent contango with occasional backwardation as we see happening right now, leading up to the end, 
rather than a dramatic backwardation. 

Notice, once again, that the three other occurrences of backwardation, 1999, 2001 and 2008, were 
concurrent with a spike in the lease rate. See here. This time is apparently different, because the lease 
rate hasn't spiked. You can see the current lease rate chart here:

http://www.kitco.com/lease.chart.html

Scroll down to the third chart, the long term one, so you can see how today compares with 2008. See? 
No spike, just a gradual uptrend. So why is this time different? ;D 

http://www.kitco.com/lease.chart.html
http://1.bp.blogspot.com/-oGormlaPTXA/UgwWVNYRSmI/AAAAAAAAE3w/8IuQ91pVqKI/s1600/Long_Term_Chart.jpg


Sincerely,
FOFOA

FOFOA,

Thank you!

Quick simple followup(s)

1) Plz define "low" contango

2) Now just tell me how long this extended period of low contango can go on before the SHTF

1. Low contango simply means lower than the cost of operating a secure warehouse plus a profit large 
enough to induce such activity. Fekete calls it the "carrying charge" of the warehouseman. Here's how 
he put it (my emphasis): "The basis is the measure of contango. If it is greater than the carrying 
charge, then the warehouseman will increase his stocks in warehouse and sell an equal amount of 
futures; if less, then he may sell stocks from his warehouse… If the basis is greater than the carrying 
charge, then the warehouseman is treated to riskless profits…

The important fact to keep in mind is that a low and falling basis [me: a "low contango"] and, in 
particular, backwardation, are always a warning signal indicating tightness in the cash market. The 
size of the shortfall of the basis from full contango is an indication of the magnitude of the shortage. 
In a nutshell, cash prices always appreciate relative to futures prices in case of a shortage, showing 
that delivery problems exist…" 

2. It can last until all of the gold in the warehouse is either spoken for or gone. Fekete says that there 
will come a time when the "insiders" will buy up all of the remaining warehoused gold themselves. 
What this means is that the draining of the warehouse will not be a linear progression, but rather it will 
have an abrupt and unpredictable (to outsiders) end. I agree, with the one caveat that the BIS may have 
some say in the matter of who gets the last of the gold and, therefore, some say in the timing of the 
phase transition. 

I have a question about the shock absorber thoughts in the sugar market example from your 
post. As an end user of gasoline, I feel like I haven't gotten to enjoy very good price 
stability. Is this just my perception? Would it have been 100 times worse without the traders 
and speculators?

The natural volatility of commodities that are produced and then consumed relatively quickly is the 
very reason for speculators in the futures markets. They should smooth out that volatility for the real 
users, not create more of it. But I think the problem with oil is that, unlike sugar, corn or pork bellies, 
oil became a plaything of Wall Street who was playing with OPM (other people's money, more 



specifically, savers' money). Volatility is where profits are made. Without volatility, there is no need for 
speculators, and therefore they won't come. Here's Fekete on the good and bad sides of speculation 
from that same paper:

"Speculation in grains is legitimate business as it addresses risks given by nature. Both the price-risk 
and the basis-risk are nature-given. They are influenced by the weather, the possibility of floods and 
other natural disasters. We have no other means to alleviate market dislocations such as shortages 
caused by crop failure (hurting the consumer) and price busts caused by bumper crops (hurting the 
producer) than organized speculation.

By contrast, organized speculation in the monetary metals is an aberration... In fact, to call it 
speculation is a misnomer. Speculation [of this kind] is of the nature of gambling. Few people today 
realize that under the gold standard there was no organized speculation in foreign exchange and 
interest rates, as the variation in these rates were too small rendering speculation unprofitable. And, of 
course, there was no organized speculation in gold. This, incidentally, is one of the merits of a gold 
standard. It channels talent and manpower away from gambling and into productive enterprise. The 
main negative effect of the destruction of the gold standard by the government was the creation of a 
long list of artificial risks that had not existed before, e.g., the foreign-exchange risk and the interest-
rate risk… 

The regime of irredeemable currency is seen as a most wasteful one [me: the regime of savers saving 
in the medium of exchange is a most wasteful one]. It creates phantom markets, phantom supply and 
demand, channeling talent and manpower away from socially desirable production into socially 
undesirable gambling. The derivative markets trading gold, silver, foreign exchange, and interest-rate 
futures (options) are a monument to government obtuseness and inefficiency. Rather than reducing, as 
it should, the number of ever-present risks that man has to face in his struggle for survival, the 
government in embracing irredeemable currency creates new and wholly unnecessary risks, thereby 
undermining the efficiency of production, distribution, and saving." 

Here's a short 2008 interview with Sheikh Yamani who was the Saudi oil minister from 1962 to 1986. 
Listen to him complain about the high price of oil in 2008 and Wall Street's hand in it. 

FWIW, this GOFO/backwardation issue is only worth discussing because everyone else is talking about 
it, and also because others like you have been asking me for my take on it. So there you go. Now you 
have my take on it. As you probably noticed, I still haven't commented on it publicly because, to me, it 
wasn't as OMG as it apparently was to other people. I have been watching the draining for some time 
now. 

Unlike faux backwardation, real draining has been happening at least since December, and probably 
well before that. My interpretation of what little we can actually see is that GLD may have constituted 
most of the BB's reserves at least as far back as 2011, or even 2010 when the GLD inventory plateaued. 
So, presumably, they drained their non-GLD reserves before they dug into the Trust. I put more stock in 
a logically consistent thesis combined with supporting observations than I do in questionable derivative 
metrics which are as untrustworthy as they are confusing. ;D 

Sincerely,

http://youtu.be/FO0DKszoi-8


FOFOA
_____________________

 Deflation or Hyperinflation? 

From Deflation or Hyperinflation, the post that inspired a self described 30 year "hard-core 
deflationist" to leave this comment:

Sheesh! Where to begin? It's difficult to give up a belief system that took root 30 years ago, 
but I find your arguments irresistible. I took notes as I read the essay, thinking to rebut you 
point-by-point; instead, halfway through it, I found myself overwhelmed by the clarity of 
your thoughts. The real power of this essay is that each step of the hyperinflationary 
endgame it foresees is entirely consistent with human nature, particularly where self-
interest and self-preservation are fated to play out. 

I will have to find a way to break this gently to my readers, perhaps starting with the joke 
about not having to outrun the bear. It goes a long way toward explaining how the Masters 
of the Universe will actually benefit from hyperinflation. You've also helped me understand 
how I could have been so bullish on gold over the years even though I considered myself a 
hard-core deflationist. It was a conflict between head and heart, really, but you’ve resolved 
it with the most persuasive argument I’ve seen in favor of gold. Even better, you’ve 
provided a sound basis for arguing that at $1500 per oz., gold has barely begun to discount 
the dollar’s final fall.

I especially appreciate the patience and humility you showed in walking readers through 
your argument one gentle step at a time. By not trying to overpower your opponents, you 
have produced a treatise that is certain to engage many minds. Thanks for engaging mine -- 
at a depth that had eluded me for three decades.

http://fofoa.blogspot.com/2011/04/deflation-or-hyperinflation.html?showComment=1303717453739#c2988318620229780344
http://fofoa.blogspot.com/2011/04/deflation-or-hyperinflation.html


Friday, August 16, 2013

My Candid View – Part 3 

FOFOA,

I have something I hope you can clarify for me. I think I know the answer but I don’t like 
the low degree of confidence I have in my understanding. It is probably within your 
previous writings but a simple explanation has eluded me thus far although I think it might 
have been in “legs” and just went over my head.

I believe that only the BIS has the power to save the paper gold market. The $IMFS cannot. 
I believe a "gold deal" would be needed for this. I'm not sure where I got this from. Maybe 
one of your posts....maybe I imagined it.

So, can you tell me why a proxy for the United States or even just the IMF directly can’t 
support the “price” in the paper gold market by purchasing an unlimited amount of long 
paper gold. My understanding is that the crumbling paper gold market is bad for the dollar 
regime and I’m not completely sure I know why they can’t stop it like all the other financial 
issues they seem to be able to can kick. I used to think in order to go long paper gold you 
have to go short physical gold. But recently this doesn’t make complete sense to me 
because if I wanted to buy paper gold this afternoon couldn’t I just wire a broker cash and 
be the proud new owner of a paper gold certificate? (side note I've never bought paper gold 
if you can't tell). Is this a case of different rules for shrimps and Giants? Perhaps the broker 
I wired cash to must sell physical in order for this transaction to be legit?

This world of high finance hedging, derivatives, and trading is not boring to me but it is 
always in a state of loose understanding for me which I find frustrating at times. As soon as 
I grasp a concept I feel like other concepts float away since they aren't quiet tied down. 
Maybe I need to write this all down =D

Anyway if you have time to help me......I would sleep much better =)

-XXX

http://1.bp.blogspot.com/-38oPM7INo3M/USibgM8-s3I/AAAAAAAAEb0/BC8fbE3BmHM/s1600/gold_chess.jpg


Hello XXX,

Supporting the status quo aka the $IMFS is a lot more complicated than just supporting the POG. It 
may seem like the US has kicked the can all this time, but it couldn't have done that without external 
support. As for the declining POG, I think it's better to view it as a symptom rather than the disease. For 
us, it is like the fire alarm more so than the fire itself. 

Supporting the paper gold market requires supporting the physical flow of gold because that is what's 
required. One way to do that is by keeping certain parties that are only interested in physical away from 
the public markets. This can be done by supplying them with off-market gold, but at paper prices that is 
a losing battle. So then it requires deal-making. 

Simply buying up the paper price of gold won't solve the fundamental problems. You'd also need to 
supply physical to the LBMA and the US could certainly do that, it did similar back in '68 with the 
London gold pool and in '76 with the Treasury auctions. Do you know how well those worked out? 

Like I said, I view the declining POG and the declining GLD inventory as that part of the gravitational 
effect of the black hole that we can observe. Masking those signals will not make the black hole 
disappear. So when I point to the declining POG, I'm pointing to a symptom, not the disease. Can you 
see the flaw in then wondering "well why doesn't the USG or the Fed just buy paper gold?" 

Sincerely,
FOFOA

To answer your question directly I would say yes I can. Turning off the fire alarm won't 
stop the fire. I think for me the main point I need to always remember so that I don't fall 
back into my old trap is "It may seem like the US has kicked the can all this time, but it 
couldn't have done that without external support." I seem to digest this point over and over 
and then it slips away. It's probably a symptom of being a 30 something American that has 
only seen the United States as a seemingly unstoppable great power in the world. Then 
when you start to sense cracks in the wall and that something is wrong with the stories 
coming from the mainstream media, the mainstream alternative is to think that while the 
finances of the US are in trouble this country can use its great powers to shut off fire alarms 
left and right and maintain confidence amongst the masses. It gives the impression that this 
confidence is what keeps things going and it feels like it is forever sustainable with so many 
people disengaged and with magical un-inflating fiat always a keystroke away. 

So indulge me for a second. I believe the flaw in my thinking is that from outside noise and 
personal bias I start believing that the black hole has been in place and growing for a while 
but the current dollar faction has been turning off alarms so we are none the wiser. That 
somehow the black hole only has power if people know about it by hearing the alarms. 
Alarms are sounding and I keep looking for the US to shut them off and when they don't 
I'm confused. What if people hear the alarms! This gives the black hole power! If I 
understand the situation correctly however it is more like the black hole has always been 
there and the rest of the world has kept us from being sucked down at great expense and 
effort. A brilliant move that saved the global financial system, bought time for a new one, 



and set such a fantastic trap that we will now see a monetary transition without war. GLD is 
draining and the price of paper gold are falling because it seems the world is ready for 
change and they are no longer holding the dollar up.

Am I getting it?

Hello XXX,

I don't think people need to wake up in order for the phase transition to occur. I never have. So what if 
they're shutting off fire alarms and maintaining confidence? Maybe they are! It doesn't matter because 
that's not what prolonged the status quo. 

What prolonged the status quo was support for the system. It came in many forms. It came in the form 
of European CBs supporting USG debt and then China after 2001. It came in the form of private deals 
and CB gold being expended to keep big interests out of the commodity gold market. It came in the 
form of a paper gold market which has grown since the early 80s into an uncontrollable monstrosity. It 
came in many forms. But while you might think it was the all-powerful USG exercising its power to 
kick the can, reality doesn't care what you think! 

Freegold is a top-down phase transition, IMO. The minute there is not enough physical gold flowing at 
the top level in which it flows, the phase transition will be complete. It will be instantaneous, and when 
it happens there will be no going back. We will have crossed the event horizon of the black hole. 

It is my view that it will happen behind closed doors where no one can see it coming. Think of it like 
the managers at MF Global discussing pulling the plug in the moments before they came out of the 
conference room and told everyone in the office to stop all redemptions and freeze all accounts. At 
some point it must become clear to the insiders that actually trade physical at that top level that the 
game is over. And at that point there is great value in conserving the determination of who gets the few 
remaining reserves. Consider also that central bankers at the BIS are probably involved in the bullion 
banks at that level insofar as they have assisted in the past in keeping certain "giant" interests out of the 
public market. 

So it's just like ANOTHER said, the BIS will probably have a significant say in the matter. After all, 
they are the ones who can get physical gold flowing once again at that top level with a really high bid 
and ask price. 

Also, if you noticed, I referred to the paper gold market as an "uncontrollable monstrosity". This sets 
me apart from almost all other gold analysts who think the paper market makes gold more controllable 
by those who need to manage the flow of physical. What the paper market did for gold was to 
disconnect the price from the physical flow, and hand the price discovery function over to world full of 
paper traders. Sometimes the price trend works to the advantage of those managing the physical flow, 
and sometimes it works against them. But they don't have control over the price other than meeting 
new paper demand from paper traders by expanding the paper supply. 

Today gold is chained to both commodities and foreign currencies like the AUD through the paper 



markets. This is why we see gold moving in lockstep with either other commodities or as the inverse of 
the dollar. And what this means is that it would be virtually impossible to control the price of gold in 
isolation. If you even attempted such a feat, you'd have a world full of paper traders working against 
you no matter which direction you were trying to move the POG. 

The physical portion of the gold market, however, needs the POG to move in isolation. It needs gold to 
be priced higher in the very things to which the paper market keeps it chained. It needs gold to be 
revalued, and that cannot happen as long as the paper gold market is functioning because a world full 
of paper traders will not let it happen. So when the physical runs out at the top level in which it trades, 
physical gold will be revalued in isolation, without any of the other commodities or currencies coming 
along for the ride. 

In a physical-only market, the price of gold will be established wherever real physical trades in the 
largest volumes, and the price elsewhere will refer back to that "top level" price. Today, the opposite is 
true. Today, the price of gold is established where no physical even changes hands, and the place where 
physical trades in the largest volumes today is at the mercy of those trading imaginary gold for 
imaginary everything else. 

If this view seems logically consistent to you, then please reconsider the amount of control you think 
TPTB have over what we are watching unfold. 

Sincerely,
FOFOA

_____________________

…It's my opinion we can't have a FG reval until most of the miners are dead. Ditto for most 
of the coin dealers. So I think we may have time. We go back to that 'least volatile' 
transition thing...

Hello XXXX,

I've seen you mention this before, but why do you think we can't have a reval until after the miners are 
dead and most of the coin dealers are out of business? Do you think they'll flood the market with 
physical? 

First of all, miners don't sit on above-ground physical. They can only flood the market to the extent that 
they can pull it out of the ground, refine it and then sell it. If they are locked into hedging contracts, 
they can be forced to continue mining at that low price as Another said. If not, they will be blocked 
from the windfall profit from newly-mined gold by the hungry collective. 

I personally think mining will decline quite a bit in Freegold, but at the same time, I think that smart 
governments will encourage some mining just to keep the equipment well-oiled and operational. 
There's no problem in a flow coming from the mines because that in-ground gold is essentially already 
a reserve asset for that zone anyway, just like its above-ground reserves. It can be converted from in-
ground reserve asset to above-ground reserve asset without ever entering the physical market. It will 



only enter the flow (the market) if that zone is running a trade deficit excluding gold. So the process of 
mining, in Freegold, simply becomes a reserve management operation for the government of that zone. 
Not unlike moving the gold from Fort Knox to Denver or West Point, or a currency management 
operation if it is allowed to be sold to the public from the mines. 

As for the dealers, I think the exiting dealer network will likely become a functional transmission 
mechanism for price in the physical-only market. There are a ton of small dealers out there. Many more 
than most people realize, but a lot of them are in it mainly for the numismatic trade. Bullion is just a 
side business for many of them. From what I've seen, a lot of small dealers tend to own their 
numismatic inventory outright while their bullion inventory is either borrowed (financed) or hedged. 

One big difference I foresee in Freegold as far as the bullion dealers are concerned is that they will no 
longer have the paper gold markets in which to hedge their inventory. So, instead, I foresee that they 
will finance their inventory, but they will finance it in fiat currency. They will have a dollar-
denominated line of credit which they will draw from as they restock their inventory. As long as they 
are moving inventory, they will just keep rolling it over as the spread they make covers the carrying 
cost of the currency loan plus their profit. This will be possible because in a physical-only market the 
POG will always be stable to rising just like all other traditional physical stores of value used by the 
wealthy, so there will be little to no price-exposure risk for holding financed gold without an ounce-
denominated hedge. 

So while I foresee great change for both the miners and the dealers, and while it makes perfect sense 
that some of the miners will die and some of the dealers will quit in the final stretch, I don't understand 
why you're imagining their demise would be a prerequisite to a revaluation. 

Sincerely,
FOFOA

_____________________

… My question for you is do you have any input or advice on questions/wording of the 
email?

Based on the emails you shared with me, you've fine tuned your ability to talk about 
freegold without coming off as a tinfoiler to the nth degree. And while it might be difficult 
to believe, XXXXX is no doubt an old money giant, so I think his perspective could be 
immense if he is willing to share.

Regards,
XXXX

Hello XXXX,

[…]

I don't know if you get this part about old money Giants, but they will not try to profit from Freegold. 



It's simply too risky for them. Assuming he already has a traditional gold reserve, even if Freegold was 
on his radar, he might not buy any more. This is a hard point for us shrimps to digest, but the point of 
view of a Giant is quite different from ours. 

True Giants know the value of keeping a low profile. They already have intergenerational wealth, and 
the goal for them is more to keep what they already have than to increase it. Keeping a low profile is 
the best way to do that. At some level, they even give wealth away in order to ensure that they get to 
keep the majority of it, kind of like the Rothschild family gives a castle away to charity every once in a 
while (see my post Think Like a Giant). 

The Giants do feel a sense of responsibility regarding their wealth, which is why they often own 
multiple businesses, just like XXXXX. It's not so much that they are trying to increase their wealth, but 
more that they are trying to be responsible with it. In many cases it is the wife's job to give money 
away almost as fast as the husband is earning it. Even lavish spending and conspicuous consumption is 
a charity of sorts as they are seen supporting the businesses in their community. 

In general I imagine the true Giants having less than 5% of their investable wealth in physical gold, and 
they probably think about that gold portion rarely. To try and double or triple what they already have 
through the Freegold transition exposes them twice. Once when they buy, because they have such a big 
footprint that it's difficult to hide. And then after the revaluation it will become clear to everyone how 
much they profited. Might as well wear a shirt with a target on it. 

That's why, as ANOTHER told us, true Giants buy slowly over time, putting a small portion of their 
surplus income into gold on a regular basis. 

So just be aware that he may not have the same perspective as you regarding the windfall potential of a 
gold revaluation when formulating your questions. ;D

Sincerely,
FOFOA

_____________________

…under RPG it's in their best interest to demonstrate to the world that the gold is there and 
it's real…

Admittedly, my view of the central banks has changed over the years, but I'm not sure I even agree with 
this statement in the end. "Under RPG" (meaning "in Freegold" or "after the revaluation and 
transition") I think that, counterintuitively, we'll know much less about who has how much gold than 
we do today. And I think that's the way it should be. All that matters is the flow, not the stock. This 
obsession with the stock is very $IMFSish and it engenders one of the greatest forces against which the 
Giants have to constantly defend themselves: envy. To eliminate some of that destructive force would 
be a great step forward for mankind, because for the truest superproducers to have an "invisible" SOV, 
as opposed to eg. opulent castles, would allow them to continue net-producing in perpetuity without 
worry. That's good for everyone! 

http://fofoa.blogspot.com/2012/10/think-like-giant.html


This idea that the gold might not be real, or that it's not really there, is pretty much limited to the 
conspiratorial Western goldbug shrimp arena. It's not nearly as big as it might seem. Of course the (vast 
majority of) the gold is real. I quite feel for these central bankers having to deal with all the crap put out 
by the goldbug sphere of (very limited) influence. 

Sincerely,
FOFOA



Saturday, August 17, 2013

My Candid View – Part 4 

This part begins my multi-part conversation with Edwardo prior to the RT interview. Edwardo agreed 
to do the interview as long as I would spend some time clarifying for him some aspects of my view on 
various topics. As most of you know, I consider Freegold to be a lens of sorts, a way to view the trail 
we all walk in a different light. And for the most part, what I try to do on this blog is to share with you 
the lens itself, so that you can see the view for yourself, rather than simply describing the view that I 
see through it. So that's what kind of sets this series of posts apart from others, and why I decided on 
the name 'My Candid View'. 

I picked Edwardo in part because I think he already has the lens and the view. And as I said in one of 
the emails below, it is the details of the view that make for the most interesting discussions among 
those who share the lens as well as the most contentious debates against those who don't. It is therefore 
the view more so than the lens that tends to be sensational and which occasionally ignites that initial 
spark of interest in someone leading them to want to dig deeper. And it is the sensational which 
interviewers usually want. So Edwardo and I spent quite a bit of time discussing the view, and now you 
get to read that exchange at length! 

Interestingly, this series seems to be attracting a few brand new readers. Not only has traffic doubled 
over the past three days which is not very unusual for new posts, but what is more unusual is that I have 
received multiple emails from people who have just stumbled upon my blog for the very first time and 
were then moved to send me an email. There's something to be said for the occasional exposition of the 
more mind-blowingly sensational conclusions drawn from the most logically consistent perspective out 
there. It's what first caught my attention too! ;D 

Thinking about the year of the window, were I the interviewer, I would be quite keen to 
hear as much detail as possible about the issue of support and the end of support, as that 

http://4.bp.blogspot.com/-FM8JVn0FNII/UOkRR_1pt8I/AAAAAAAAD34/pB91zPH_Nb0/s1600/faith-dog-and-little-boy.jpg


bears directly on the question of (not just) when but how the transition is likely to occur. I 
may be missing some key ideas where this is concerned, but support for the paper gold 
markets, or so it seems to me, would not come primarily by, for example, an institution like 
the ECB buying shares in paper gold instruments such as mining shares or GLD. Availing 
themselves of the Futures market seems another matter. The problem with any of these 
notions, besides the possibility of them being just flat out incorrect, is there is no evidence 
one can point to make a case for such operations. My feeling is that the issue is less about 
support on the way up and much more about a lack of it once "the market" turned. How 
much support do you imagine was required before September of 2011? 

Paper gold, must, as we know, offer allocation or it loses all credibility. I've written, 
perhaps ad nauseam, about this of late. Clearly, you have read those posts so you know my 
views and we are on the same page. I'll end it here except to say that my preference would 
be that we prep either by phone or Skype.

Hello Edwardo,

Sure, we can talk on phone or Skype. Assuming we have some time (days at least), I think it would be 
helpful to work out some basics by email first. 

The first thing I would do would be to plan on side-stepping any of the more complex issues, especially 
the ones with no hard evidence and only logic and speculation to back them up. I see that you are on 
the same page with some of your comments! 

Yes, the "official support" doesn't really matter. Maybe there was some, maybe there wasn't. But if 
there wasn't, then it was all "market support" for paper gold, and that's an even more dire situation. 
"Market support" = bull market or bull run. And that wasn't just in gold. It was in silver, oil, copper and 
almost all commodities. So was there even a "gold bull market" at all? Or was it a commodity bull 
market that has now ended because global economic deflation is a real thing and a real effect of the 
winding down of the dollar-based international monetary system? 

Freegold is about the revaluation of the monetary reserve asset with no country and a 5,000 year 
history. It is not about a commodity bull market. 

I want to talk with you more about how and why I think Comex is a side show and the real pricing for 
gold is, unfortunately, in the foreign exchange market. I think the most important thing to understand 
and internalize is that "the physical gold market" is nonexistent when it comes to pricing. You cannot 
drive the price of gold up by buying a bunch of physical. All you can do by doing that is to destroy the 
paper gold market. So physical demand does not drive the price of gold up. 

Back during the London Gold Pool years (late 60s), physical demand did drive the price of gold up. 
And, perhaps in the late 70s and 80s and even into the mid-90s, Comex futures were more than just a 
side show in driving the price. But today I think it is clear that there's much more money chasing gold 
in the FOREX market than anywhere else. How else can we explain the volume in the LBMA survey? 
And I didn't come up with that explanation. It first appeared in 1997 right after the LBMA first revealed 

http://www.lbma.org.uk/assets/Loco_London_Liquidity_Surveyrv.pdf


its tremendous clearing volume. Note that clearing volume was still shocking then, but it's also much 
smaller than total volume. From the Red Baron series circa Sept. 1997:

"The formidable volume of daily trading strongly resembles that of currency trading."

"This suggests (at least to me) the trades are non-Central Bank transactions - and more probably 
commercial operations related to CURRENCY TRADING." 

Milamber posted a good quote from ANOTHER a few hours ago:

Date: Sat Oct 18 1997 21:04
ANOTHER (THOUGHTS!) ID#60253:

I ask you now: "Is it hard to believe or hard to understand"? When it comes to money it's usually 
both.

Know this: "gold transcends human valuations thru time and life". . Take your time on this one!

"Gold is now caught in a crossfire of world thought. The traders are viewing it as a commodity and 
trying to make money on its moves using various paper trading vehicles. Their opinion of the market 
is flawed because the "real value buyers" would never deal with these people or let anyone in that 
circle know they are buying gold as "money"! 

The major buying and selling is between CBs, nations, merchant banks, "the super rich" and the 
hordes of small buyers in forgotten places. That is one of the small many reasons wall street hates 
gold, they are not part of the real action. 

Comex is a side show!" 

It is, in fact, traders that are driving the price of gold. It is those who are buying and selling it as a 
commodity, while the real insiders are buying physical gold as "money" as Another put it. So the 
outsiders are the massive pool of traders, and the pool of "trading money" on the FOREX is larger than 
that in any other segment of the "gold" market, so that is the primary driving force in the POG. 

This brings me to why gold stays correlated with oil and silver and everything else. It is not, as some 
people believe, a manipulation run by the USG intentionally stirring up trouble in the Middle East. It is 
because of something very similar to Mises' Regression Theorem. Correlated commodities are 
correlated today because they were correlated yesterday. And they were correlated yesterday because 
they were correlated the day before. As long as they trade in relatively free and open markets, their 
ratios or correlations will not change quickly. 

Why? Because traders expect them to stay correlated due to the Regression Theorem and therefore they 
(the traders) act on that expectation. We normally call this arbitrage, but it's more of an effect of the 
Superorganism than it is the individual act of a conscious "arbitrageur". 

If, say, silver is heading higher while gold is not, traders will tend to sell silver and buy gold because 

http://ubercraftorg.ipage.com/redbaron/


they see opportunity in the GSR being stressed. And at that point, it in fact becomes a democratic 
process. If more traders expect the GSR to remain static, then they win. If more expect it to widen, then 
they win. If more expect it to narrow, then they win. That's where TA comes into play in predicting 
what the majority of traders will expect at any given time. 

So ratios do change slowly over time through this democratic process, but they never change abruptly 
as in a revaluation which Freegold predicts. 

Now think about this in terms of the "gold thesis" of almost every gold bug in the world. They all have 
it basically right. They all think that gold should be much higher. But how can gold get there when it is 
chained to all of these other commodities through the regressive expectations of a massive 
Superorganism of traders that far outnumbers the gold bugs? It can't! 

So in this case, all of the publicly traded commodities in the world constitute a weight around gold's 
neck holding it under water. If the gold bugs try to drive gold higher in isolation, the rest of the trading 
world will see a profit opportunity in selling gold and buying whatever their favorite correlated 
commodity is. This will keep gold correlated with all of the commodities it was correlated with 
yesterday. And if those commodities are not ready to explode in price, then neither will gold. The only 
way we get $3,500 gold is with $230 oil and $70 silver. And that's not a revaluation. That's either a 
commodity bull run or inflation. 

So when we look at all of these other poor gold writers throwing in the towel, we should feel sad for 
them because they have the basic thesis correct—that gold should be much higher—but they are 
missing the bigger picture of how it will get there. And that's where the Freegold lens comes in very 
handy! 

Think back to the Austrians (including Ron Paul) in the early 60s. They fully expected a revaluation of 
gold, because they clearly saw how Bretton Woods was unsustainable as it was. If the revaluation had 
come as they expected, it would have been only in gold!!! Very important!! If the US had chosen to 
revalue its gold reserves to, say, $200/ounce in order to extend Bretton Woods, it would have been only 
gold that was revalued. Not oil. Not silver. Not copper. 

That's because revaluations always happen overnight and by surprise, which doesn't allow the traders 
(the army of unwitting arbitrageurs) the opportunity to act on their perceived profit opportunity as gold 
inches up. It takes their power away from them. 

So what was expected in 1970 didn't come. Something else did. Likewise today, what is expected by 
almost every gold bug won't come. Something else will. Again, this is where the Freegold lens comes 
in very handy. 

So that was the "market support" over the last decade. Everything else was rising, so gold went along 
for the ride. If there was "official support" it was probably a combination of providing physical, cutting 
deals to keep some big interests out of the public arena, and also possibly buying XAUEUR at key 
points in time. 

Make sense?



Sincerely,
FOFOA

FOFOA, what you've written is very clear. Now, for the purposes of making sure that I 
actually understand what you've imparted, I'd like to encapsulate […]

Last, but not least, the timing of this revaluation will almost certainly be dictated first and 
foremost by a critical state whereby the flow of physical has seized up and is threatening to 
shut down global commerce.

Hello Edwardo,

Yes, the revaluation of gold will be de facto instantaneous because of a shortage of physical. Physical 
gold is already "cornered" by the mere existence of so many dollars. But as long as there is enough 
flow at the top level at which it flows, the paper markets where traders operate will continue to 
function. The minute there is not enough physical flow at that top level, physical gold will be de facto 
revalued. But that doesn't mean we'll know the new price right away. All it means is that the phase 
transition has occurred. There's no turning back at that moment. We'll have passed the event horizon. 

It is my view that it will happen behind closed doors where no one can see it coming. Think of it like 
the managers at MF Global discussing pulling the plug in the moments before they come out of the 
conference room and tell everyone in the office to stop all redemptions and freeze all accounts. At some 
point it must become clear to the insiders that actually trade physical at that top level that the game is 
over. And at that point there is great value in determining who gets the few remaining reserves. 
Consider also that central bankers at the BIS are probably involved in the bullion banks at that level 
insofar as they have assisted in the past in keeping certain interests out of the public arena. 

So it's just like ANOTHER said, the BIS will have a say in the matter. 

I don't know if we'll see any signs that something is "threatening to shut down global commerce." 
That's just a given, and presumably at that top level gold trade it is already known that the physical 
flow of gold is necessary. 

The "Comex is a sideshow" meme is important insofar as it reveals some of the flaws in the standard 
gold bug perspective. XXXXXXX and XXXX come to mind, and of course XXXX. The problem is 
that whenever the term "paper gold" is used, they automatically think Comex futures. And that train of 
thought leads to the "short squeeze" conclusion. In their simplistic perspective, futures are paper 
because they are contracts for future gold. Futures are publicly traded contracts and forwards are "off 
market" or privately traded future contracts at the LBMA. But they are all "paper" contracts because 
they relate to gold in the future. 

But just look at that LBMA survey!! What is that? It says at the bottom that it's 90% spot!!! Not 
futures. Not forwards. Not swaps and not options. And that's 2,700 tonnes changing hands every day!! 
It's actually much higher than that because that's only the LBMA banks reporting, and only a fraction of 
them at that. There's a bunch more trading worldwide. And the 2,700 tonnes is actually reported as 
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5,400 tonnes per day because of the way they report volume. So how does that compare to Comex? It 
dwarfs it any way you cut it. 

So it doesn't really matter if we can prove that the LBMA survey is referring to FOREX trading or not. 
It is what it is. It is a SPOT market for gold that dwarfs Comex futures. Ergo, Comex is a sideshow. 
XXXXXXX and XXXX refer to the LBMA spot market as the "physical market" or the "cash market" 
as do many others. And when they mention "paper gold" they mean (primarily) futures contracts on 
Comex. This is a flawed view, and once again the Freegold lens comes in very handy! 

The paper trading arena prevents physical gold from finding its true value as a monetary reserve asset 
because it chains it to commodities. In my Snapshot Day post I made the point that, among the CB 
monetary reserve assets, gold fluctuated much more wildly than the others. That's because it is chained 
to commodities. It can't break free until the physical flow runs out. Then it will break free and there'll 
be no more paper gold market for the traders to "arbitrage" between gold and commodities.

The new gold market will be physical only. And the price will be set by physical transactions at the top 
level at which it flows!!! Think about that. Small gold coin buyers and sellers will have a miniscule 
localized effect on the price of this physical market, because it will consist of a dealer network that 
traces back like a flow chart to the top level at which gold trades in volume. And that top level is the 
CB/Giant level where only the BIS is in a position to establish and run this new market. So once again 
we are back, logically, to somewhere that ANOTHER took us many years ago. 

Traders that believe gold is overvalued at $55K or whatever will have no say in the matter. They won't 
be able to short it and buy up their favorite correlated commodity anymore. Gold:Whatever ratios will 
become meaningless, because the rest of the commodity world will continue trading in paper. The 
silverbugs will have to start worrying about the silver:copper ratio at that point, because gold will no 
longer be a commodity. 

So it's not so much that, as you said, "All those pesky traders can only be neutralized by bringing about 
a revaluation in a very compressed period of time." It's more like revaluations happen instantaneously 
by definition. Therefore traders have no say in the matter. And all those silverbugs who say they'll trade 
gold for silver at that point won't have the gold to trade. 

You asked, "How do you imagine the actual technical aspects would take place?" 

I imagine the CBs, probably through the BIS or the ECB, will offer to buy and sell gold in bulk to get it 
flowing again after a brief disruption in the gold market. They may have to buy first briefly until people 
come to understand this new market (and new price!). And maybe it'll even go through London. Who 
knows? 

Imagine the BIS opens a standing offer to buy gold in any quantity at $55K and sell gold in any 
quantity at $56K. They might even do that through the existing LBMA infrastructure. That will quickly 
spread out through the dealer network (think flow chart) as dealers offer to buy gold at $54K and make 
the $1,000 spread. Before you know it, we'll have a new physical-only global gold market with all eyes 
on the BIS, wherever it's operating out of. The price will become the price, and dealers will have their 
own spreads which narrow the farther up the flow chart you get (i.e., the larger the transaction, the 
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smaller the spread). 

Sincerely,
FOFOA

Hello Edwardo,

I tried to come up with a few of my own "Freegold Basics" that may or may not help you. This is my 
view:

1. Freegold is not a theory. It is a conceptual framework for viewing events past, present and future. It 
differs slightly from the consensus historical narrative, but is it so surprising that consensus history 
might be slightly skewed and biased? 

2. The public expression of Freegold began with the writings of Another and FOA, but it was never 
about them. It was always about the conceptual framework that, for those who understand it, makes 
much more sense than the consensus view. The conclusions drawn from this perspective are what is 
controversial. But I have yet to meet anyone who can demonstrate that they truly understand the 
concepts and also come to radically different conclusions. 

3. Involvement in the gold industry is a HUGE impediment to understanding the Freegold framework. 
That's because anyone immersed in the gold business is going to try to incorporate their personal 
experiences in their gold-as-a-commodity business into the framework. I have yet to meet anyone in 
the gold business who could set aside their own experience enough to fully understand the conceptual 
differences. 

4. Necessary conclusions drawn from the Freegold conceptual framework view make for very 
interesting discussions, particularly among those who share the view. These same conclusions also 
make for the most contentious and controversial debates with those who don't. 

Probably the most interesting conclusion is the projected high price (value) of gold. When I say $55K, I 
only say that to demonstrate the magnitude of revaluation. Any price is really only a guess. It is not 
based on technicals in the way that most technical analysis works. No one else guesses $55K. Not even 
Another and FOA. Only me. That's why I say the conclusions drawn from the framework are just that, 
your own personal conclusions. 

That said, I personally think that $200K (in today's dollars) is too high, and $20K is too low. And I 
have yet to meet anyone who can demonstrate a working/functional Freegold view who comes to a 
lower estimate than me in today's dollars. Those who do (those who say $10K or $17K) are usually 
trying to reconcile some other analyst's technical analysis with Freegold, which is a mistake IMO. 

More of this later if you find it helpful! 

Sincerely,
FOFOA

Regarding #1 -I don't think that one should necessarily shy away entirely from referring to 



Freegold as a theory or thesis for the simple reason that we are dealing with certain 
suppositions which while circumstantially have, as far as we think, a lot of heft, are 
ultimately unprovable until, at the very least, the reset occurs. Be that as it may, as an 
interviewer, were I faced with your chosen idiom "conceptual framework" I would 
immediately ask to hear an elaboration on components of said conceptual framework. 

With that in mind, here is what I am prepared to offer an interviewer right now. The 
conceptual framework is informed by the following key ideas:

-That the global monetary and financial architecture is set to experience a paradigm shift in 
which physical gold, freed from paper proxies designed to artificially expand the stock of 
gold, will play a prominent and vital role in the evolution to the new system. Understanding 
freegold involves exploring not just why this paradigm shift is taking place, (See FOFOA's 
dilemma -store of value and medium of exchange fused which creates a destructive 
engagement between debtors and savers) but how, and, to a lesser extent, it is concerned 
with the always fiendishly difficult question of when.

Re: #3 - Here's what I understand to be at least one major conceptual difference, that 
physical sales to certain select participants has been defined by price levels that have never 
been remotely reflected in any known exchange.

You're talking about the special deals Another told us about, right? The trading of gold at many 
multiples of the paper price? 

Yes, that is one of the areas that those in the gold business have a really hard time with, but it's not the 
only one, nor do I think it is the primary stumbling block. This is a contentious issue because we only 
have Another's word and some logic to back it up. I would probably try to avoid this concept if at all 
possible. 

But if it comes up, I think the simple answer is that one simply can't buy more of something than is 
being offered. So at some point there is an amount of gold that cannot be purchased at today's price. 
Conceptually this should be indisputable. 

Here's a quote from Rickards that I have used before to lend credibility to the concept: 

"Great essay Doug; you make some excellent points about the basis trade between physical and 
COMEX gold. One point that does not get enough attention is the impact of size in the physical market. 
It’s one thing to say that COMEX is $1,100 per ounce and physical might be $1,200 per ounce for one 
metric tonne if you can find it. But what about 100 tonnes? 500 tonnes? Physical orders of that size are 
impossible to execute outside of official channels. Size of order is relevant in any market but I have 
never seen a market (short of a full blown manipulation or short squeeze) with as much price 
inelasticity as physical gold which is why the buy side overhang keep their intentions to themselves."  

Yes, I absolutely believe Another. But I think there were many different kinds of deals made. Some 
involved large mine forwards with future physical delivery guaranteed by the CBs. Since these deals 



also included oil contracts, plus possibly some physical, it's probably impossible to put a "spot price" 
on the deal even if you knew all of the elements that went into it. 

The bottom line was to keep these Giant footprints out of the public arena but also to make sure they 
were satisfied with what they got through high level negotiations and deal making. Off-market gold 
deals happen all the time, and if you want more than is offered in the public markets, you are going to 
pay a hefty premium, just like if you wanted to buy all of a company's shares to take over that 
company. You are going to pay a lot more per share than the marginal shares are trading for on the 
stock exchange. 

This is just part of being a Giant.

Sincerely,
FOFOA

"That's because it is chained to commodities. It can't break free until the physical flow runs 
out. Then it will break free and there'll be no more paper gold market for the traders to 
"arbitrage" between gold and commodities." 

That is the key, it seems, the arbitrage NOT between paper gold and the real thing, but the 
arb between gold and all other commodities. 

And just to recap, because the following has become a part of my thinking. Physical must 
always be available for paper otherwise paper loses credibility as a mechanism for 
allocation.

Hello Edwardo,

Yes to the first part. And yes to the second part as well, but the one caveat is that it's not necessarily the 
multitude of paper gold holders asking for allocation that will break the market. I don't see it as a 
bottom-up phase transition. Simply that physical must flow. The fact that all paper gold is "allocatable" 
is a given. But it's not the failure of people trying to allocate that breaks the market. In fact, not all 
paper is directly allocatable. But it is in terms of the way it is used by the physical market, as a hedge. 
But yes, all paper gold backed by bullion banks that also deal in physical is the same as a plain-vanilla 
unallocated gold account that you don't even trade. It is all BB liabilities denominated in ounces of 
gold, and at the top level, anyone can ask for allocation or physical delivery. They won't always get it, 
and they don't. We know that! We have an eye-witness account of such. But that's not necessarily what 
will break the system. It will simply shut down because the problem becomes too obvious and 
unfixable. 

"How do you imagine the actual technical aspects would take place?" 

To quote Another: "I say, these persons will find a problem on their computer screens!" 

I think I explained how it will "technically take place." So I assume you are asking how it will appear 
to "technical analysts." It will appear as the quote says, a huge theoretical opportunity that they have no 



way to arb. ;D 

"Here's how I rationalize such lofty revaluations numbers. The fractional gold system uses paper to 
artificially expand the supply of gold. When that system is no longer in existence, the value of the 
artificially expanded gold stock must find a home in the actual physical stock that remains. Now, 
having said that, there are some very practical real world considerations that bear on how they 
determine the bid and ask which, from where I sit, pertain to debt writ large and the imperative to 
recapitalize "the system". Let's just say that from where I sit the new price is informed by a blended set 
of imperatives that include a price that coaxes sufficient supply of physical out of hiding and renders 
massive debts harmless." 

Gold has never performed this precise role in recent history. So there is no regressive link to the new 
valuation. This is not the same as when gold was base money prior to WWI. This is not even the same 
as when gold was circulating as physical currency in Rome. We are in a new frontier, with gold as the 
primary reserve asset backing all money, in a world more wealthy (in real terms) than even imaginable 
50 years ago, and with that reserve asset floating in value, which was also practically unimaginable 50 
years ago. 

Of course some semblance of technical practicality will play into this Freegold valuation, especially 
when we quote it in "today's dollars". That's how I can say that $200K is too high and $20K is too low. 
But beyond that, it's really a calculation beyond our comprehension. I imagine the CBs will start at 
something like $55K and it will settle from there over less than a year. Probably higher, but who 
knows. 

Sincerely,
FOFOA

Okay, so here's where my understanding is at this moment on "The problem". It is not 
necessarily, or even likely, that a classic bank run occurs where folks are lining up for their 
cold, hard, physical, but, rather, an increasing dysfunction, if you will, in the market's 
functioning of which physical availability is a key component.

Yes, that's basically it. Of course a classic bank run could occur (on the bullion banks), but it's not 
necessary. It's the gold flow at the top level that allows for the flow at all lower levels as well as 
allowing for the paper markets to operate. Bank runs are to be avoided at all costs. Bank runs are the 
reason Roosevelt called in the gold. Not to steal the value. Not to extend the dollar. Simply to stem the 
bank runs, and it worked. 

In 1971 the bank run was by foreign CBs on the UST. That was stemmed by closing the gold window. 
So bank runs will always be avoided at any and all costs. At least systemic ones will. This time that will 
mean stopping paper gold redemptions (allocations and deliveries) at the top level before it spreads. 

"Gold has never performed this precise role in recent history. So there is no regressive link 
to the new valuation." 

-That line is, in my view, unsatisfactory, not to say problematic, with respect to the 



promotion of a lofty gold (re)valuations. 

"This is not the same as when gold was base money prior to WWI. This is not even the 
same as when gold was circulating as physical currency in Rome. We are in a new frontier, 
with gold as the primary reserve asset backing all money, in a world more wealthy (in real 
terms) than even imaginable 50 years ago, and with that reserve asset floating in value, 
which was also practically unimaginable 50 years ago." 

-I think a key "regressive link" must be imposed and must have something concrete about 
it. The thinking is as follows: Given that the primary reserve asset being thoroughly 
displaced is sovereign debt, particularly, U.S. Sovereign debt, it makes no sense, given the 
destruction of that asset's position in the monetary firmament, to not set a very high reval 
price. Since a revaluation destroys sovereign debt, to put it bluntly, it seems to me it really 
needs to count.

Fair enough! Go with it. 

Okay, sorry to drag this one out, but I think when you answer the following question I will 
have all the bases covered and we can move on. 

In your following comment...

"This time that will mean stopping paper gold redemptions (allocations) at the top level 
before it spreads." 

the "top level" refers specifically to very large operators, or, what we might call, giants, 
yes?

Yes. That's the basic idea. 

And this brings me back to another idea I hold as a result of my time hanging around 
FOFOA blogspot, and it's one that I can't imagine not coming up in the interview, (and 
probably fairly early on) which is that gold has never stopped being the primary wealth 
reserve asset for the most important "producers" on the planet, namely the oil states. The 
death of paper gold amounts to the complete manifestation of a condition that has been in a 
state of something akin to dormancy for generations. 

The outlier with respect to the concept of a premiere store of value is U.S. Sovereign Debt, 
but its outlier status has been so attenuated we have lost sight of the fact that its position 
represents an unsustainable deviation. All this by way of saying that we are, in fact, 
returning to a gold standard, but a gold standard with one feature in particular that sets it 
apart and makes it a profoundly different animal than any gold standard that has existed 
before. Gold will not be fixed in currency/credit. That was the great and fatal flaw that 
brought down the gold standard that existed prior to the Nixon shock.



Yes, I do see the value in calling it a "gold standard" of sorts, because gold will be the foundation of the 
monetary system. But the problem with calling it a "gold standard" is the baggage that comes with that 
term. Alright, so you cut some of it away by saying the gold price will not be a fixed price. What 
baggage is left? Well, there's the idea that in a gold standard the CB must always redeem its currency in 
gold, ergo the gold window. But Freegold is a little different in that regard. Also in recent gold 
standards, the gold was really just for the CBs to settle up amongst themselves, and not so much about 
individual savers other than Very Thank You Mr. Chang. And if we really get into it, that was one of the 
big problems with the gold standard; that some people liked to save in gold which constricted the 
money supply by constricting the monetary base. 

Anyway, you know what I'm saying. It's fine to use that term as long as you sufficiently destroy the 
baggage, but in general I prefer to instead distinguish Freegold from a gold standard. This also gets 
near the point of whether gold is being demonetized or remonetized. It is reentering the monetary 
system in a big way, but it may be more correct to say it is being demonetized since it will float in a 
physical-only market. In fact, it is both. Gold becomes the hinge between the monetary and physical 
planes. It becomes the one item that exists in both planes. 

But yeah, the oil states are a good example of a people who have always used gold "properly" as a 
wealth reserve. A people who, incidentally, have something we need. 

"The death of paper gold amounts to the complete manifestation of a condition that has been in a state 
of something akin to dormancy for generations." 

Yes, this is true, but to me at least the sentence is confusing. The paper gold market was a good thing 
for a while, because it kept the gold flowing. Think about it this way…

1946-1971: The gold flowed to oil from the US Treasury. Then that flow was threatened because the 
system became unsustainable and unstable. They could have done a number of things. Revalued to a 
new fixed rate. Revalued to a new floating rate. Close the gold window. They did the latter. 

1971-1980: The gold flow was chaotic during this time. What they learned was that as the price of gold 
skyrocketed, the flow of physical dried up because more and more people started to think of it as 
money. So the flow to oil was once again threatened. 

1981-Present: The gold flowed to oil via the paper gold market. This flow came mainly from two 
sources. Unlike pre-1971 when it came from CBs (UST), post-81 the gold came mainly from the mines 
and Western dishoarders. They even expected the new CB-backed paper gold market to allow the mines 
to expand production 5 times over. Didn't happen, and the Westerners had mostly dishoarded by the late 
90s. 

What we see today is that the paper gold market is no longer capable of flowing the gold in sufficient 
amounts to where it needs to go. We are essentially back to 1971 with only two options now instead of 
three. Revalue to a new fixed rate. Revalue to a new floating rate. But the fixed rate is not a realistic 
option this time, HMSers notwithstanding, because we have already moved on from fixed exchange 
rates in currencies to floating, fully-fiat currencies. Moving to a fixed gold exchange rate would undo 
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all of that just to get the gold flowing again. It is simply not going to happen. 

So, as Holmes says, "once you have eliminated the impossible, whatever remains, however improbable, 
must be the truth." 

To me, the "compete manifestation" simply means the completion of a full-circle monetary evolution 
that was required to keep physical gold flowing to where it needed to go. 

The "paper gold market as the bad guy" meme and the "killing of the paper market" as a heroic event 
are really just constructs confined to the gold bug realms. In a broader perspective I would simply say 
that the paper gold market has reached its end the same way the Bretton Woods gold system reached its 
end in 1971. 

There is nothing intrinsically wrong with government debt. It's been around for a really long time. But 
its use as a primary store of value, particularly by foreigners, is an artifact of this monetary evolution 
that, one way or another, always evolved in order to keep gold flowing. In 1922 the big problem was 
not enough gold. So rather than raise the price of gold, they admitted a new kind of reserve asset, paper 
notes put out by the US and Britain. So every step of the way it was about keeping gold flowing where 
it needed to flow. The gold must flow. 

Sincerely,
FOFOA

But what a monster they created when they fused the MOE with the SOV post Bretton 
Woods. It has just engendered the most massive misallocations of capital and insane credit 
creation that now amount to the chain around Ebenezer Scrooge.

Yes, post-Bretton Woods certainly stands out as an era of massive misallocation and malinvestment. 
But do you really think that's when the monetary SOV and MOE were fused? I guess it's when the US 
Treasury bond really gained ground as the monetary SOV which was certainly a big part of the problem 
(centrally-governed misallocation and malinvestment). But from a conceptual point of view, I'd be 
careful marrying that problem to just this era. The way I see it, the MOE and SOV being the same thing 
has been a problem for hundreds if not thousands of years. 

When gold was both base money and circulating currency pre-WWI, it was even a problem then. It's 
like I've said in the past about the Barsky-Summers observation; the cause of their observation is that 
some portion of the savers swung back and forth between base money and credit as their savings, 
simply because there was no other choice for a saver who instinctively wanted physical gold in an 
environment where the very act of hoarding it caused monetary deflation and economic contraction. 
Back then, you couldn't save in physical gold without constricting the monetary base. And that's why 
Freegold is so unique to the modern era. In Freegold there will be no risk-free real positive rate of 
return that will beat gold's naturally stable appreciation. 

You are absolutely correct, but the effects, as per my comments, in this iteration are 
different. They could never have created the unprecedented debt berg that we have in this 
era.



Correct! And what we learned from Another was that the European CBs "conspired" to "allow" 
(enable) this debt-berg to develop (perhaps without knowing exactly how big it would get) in order to 
buy the time necessary to launch an alternative system. And, once again, the Freegold lens comes in 
very handy! ;D

Yes, and, is there not a conviction that the system's attenuated demise is also owed to some 
degree to China "external" support?

Sure, but obviously it is debatable whether or not China would be better off today without having 
bought all that USG paper.

How much technology, infrastructure and gold has China been able to accumulate in the last 12 years? 
But yeah, China obviously supported the junkie's habit and so all codependent enablers should get their 
due credit. ;D 

Hi FOFOA,

As you may know, JR linked to Just Another HI Part 3 today.

Is the idea below still your view? 

"And as I said in an earlier comment, "I have predicted that the most likely and direct 
collapse trigger will be when gold **IN SIZE** stops bidding for dollars. That is, when the 
Giants withhold from the marketplace the gold they already have."

Cheers,
Edwardo

Yes. It is. But that statement doesn't take mining supply into account as much as it probably should. 
Obviously the supply side is made up of new gold from mines, old gold from dishoarders and old gold 
from recycling. 

Take away the dishoarders and the mines/recycling are simply not enough supply without a revaluation. 

Sincerely,
FOFOA



Sunday, August 18, 2013

My Candid View – Part 5 

As a preparation exercise for the interview, Edwardo wrote out answers to some basic questions related 
to Freegold and these are a few discussions on specific topics that followed:

On inevitability:

It may not be inevitable, but amongst a list of possible outcomes it appears to have a high 
probability of coming to fruition because…

The way I view Freegold, I think that it actually is inevitable. Mainly because Freegold is simply the 
end of the current status quo, and that end is inevitable. The necessary conclusion that follows is that 
gold will no longer be undervalued because the system that undervalues it will have failed to keep 
physical flowing. 

We can agree that exactly how it will unfold cannot be perfectly foreseen (obviously), so if someone 
defines Freegold as "FOFOA's specific predictions of precisely how it will play out," then I will 
concede that I do not have a crystal ball. Like FOA said, "If you came with a notion that I am someone 
who sees the future, grab the children and run far away." 

In any case, we are dealing with semantics here, IMO. So if the inevitability question came up, I would 
probably phrase it more like this:

"Anything is possible for a period of time, but amongst a list of possible final outcomes…"

On Exorbitant Privilege:

The key point here is that Exorbitant Privilege is not assumed, or even taken, it is granted, 
and, therefore, any such privilege can be revoked. An irrefutable fact, to those open to facts, 
is that the entire dollar based system has had several near death experiences prior to the 
coup de grace that is about to be delivered. Both of the near death experiences centered 
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around the inability of the system to deliver gold to those who demanded it and who could 
not be denied short of risking global havoc.

Good paragraph. I like this answer.

On ECB MTM policy:

It shows their position on gold as a key wealth reserve asset and, from a practical 
standpoint, demonstrates the ECB’s preparedness to facilitate the flow of gold. Perhaps 
most importantly it shows a recognition of the fact that a MOE’s viability and credibility 
ultimately rests on its efficacy in facilitating gold flow to key economic actors.

In my opinion it also perfectly illustrates, at the highest level, exactly what Freegold is; A separation of 
the monetary roles into two primary media which are not fixed in value, but are able to fluctuate in 
value relative to each other. Freegold is currency backed by a floating physical reserve, and that's what 
the ECB's balance sheet illustrates so perfectly with the very first line in each column. And the 
quarterly MTM revaluations reveal the floating aspect, which is different from all past monetary 
systems that included gold at a fixed rate to the currency on the other side of the balance sheet. 

On whether the Fed/UST also MTM's its gold:

No, the gold price is essentially frozen in amber at a level that represents a snapshot from 
the past, specifically 1971.

The current level revaluation actually happened in 1973, and it wasn't actually a snapshot since the free 
market price was already higher. I think the final revaluation to $42.22 was probably done because the 
US stockpile had fallen below its legally required minimum level and $42.22 brought it back up to that 
level. 

Nothing wrong with your statement above other than it's not technically precise. 

So it happened two years after the default? Interesting.

They closed the gold window in August of 1971. Officially gold was still $35/oz. and no revaluation of 
US gold happened at that time. Then in May of 1972 they revalued it to $38, and then in February of 
1973 they revalued it again to its current $42.22. 

This is just speculation on the reasoning behind the two revaluations, but in terms of the legally (per 
Bretton Woods) required level of US gold at the time they closed the window, $35 was too low. The US 
stockpile had dropped below its legal limit as a percentage of outstanding currency. I'm not sure if the 
revaluation to $38 brought it back properly into line, because I'm not sure exactly how much gold they 
had at that moment. Sometime between 1971 and 1972 the US stockpile lost another 486 tonnes. 

But the next revaluation to $42.22 brought the remaining 8,584 tonnes up to $11.65B which appears to 



be close to the magic number. So it may have been a simple accounting trick to retroactively make the 
US gold hoard legal as of the time of the default. And that's why I think it was more of a technicality 
than a snapshot.

Has anyone ever provided any credible data on the precise tonnage of gold that was being 
called away in the year or two before Nixon closed the gold window?

Yes, actually the WGC put out a pdf in 1999 that shows all countries' gold reserves for each year from 
1950 clear through 1998. Prior to 1950, it lists the totals every five years going all the way back to 
1845. So you can easily track the inflow followed by the drainage from the beginning of Bretton 
Woods right through the Nixon Shock. Here's the pdf. It's on page 18 and you need to rotate it 90 
degrees to view it properly. 

Around $11.5B was the bare minimum even as far back as 1961, and that's when the gold was draining 
most rapidly. They could see the dead-end approaching even then and, amazingly, we are still almost 
precisely at that dead-end number today. Here's a 1961 newspaper article in which they note that the 
US gold supply can't go below $11.5B which, at that time, left only $6.5B in $35/oz. gold to supply the 
rest of the world for the rest of eternity unless something changed. Here's the relevant snip of the 
article. 

And here's the gold on the Fed's balance sheet today. $11.037B. 

Sincerely,
FOFOA

Can you please give me as concise a definition of cornered as possible please? I have heard 
the term used before in context many times, but, for some reason, I am uncertain about it at 
the moment.

Cornered generally means that the cornerer gains control of enough of the stock of something that he 
can control the price if he wants to. 

Think about that in terms of who has most of the above-ground gold stock, as well as the ability to buy 
up any and all that comes to market from the mines. In fact, ANOTHER said they had bought the entire 
mine supply 10 years out. 

A cornerer doesn't necessarily have to control the price, but he can. So think about it in terms of a 
stranglehold on the physical market, where the cornerer could blow it up into a physical-only market 
any time he wanted. The cornerer in this case being the Giants, Big Trader, the oil states and the like. 

I don't know the origin of this particular use of the word "corner", but my guess is that it is similar to 
backing someone into a corner. When you back someone into a corner, you don't leave them any way 
out. You can kill them at will, or let them live in that corner. But they would have to go through you to 
get out. 
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So I like to think of the physical flow being cornered by the mere existence of so many dollars out 
there. How many players could simply bid for the entire physical flow if they wanted to? China could 
easily, with $2T. That's enough dollars to buy almost 50,000 tonnes at today's price. So they could buy 
all of the CB gold in the world, plus all of the mining output for the next 7 ½ years. And that's just 
China. What about the oil states? 

That's cornered IMO!!

Hi FOFOA,

In a comment to Wil, Aaron wrote:

"Shrimps switching from saving currency to saving gold is not going to make a dent in 
bringing about "this transition from a debt-based to an equity based system" Giants no 
longer willing to supply physical to the market? Now that would do it."

This reminded me of something Another wrote in '97. I can't remember the exact quote-you 
probably can- but it said that the great private hoards of gold had already been sold into the 
market. I'm trying to find it in the archives but I've yet to locate it.

Cheers,
Edwardo

Hello Edwardo, 

In terms of "great private hoards" being already gone, I think there are two basic categories that fit that 
description. One is the aggregate of small Western physical hoards that together form a great hoard. 
Another did make reference to the fact that "public gold" had already "dried up" in his first post:

"To avoid a spiking oil price the CBs first freed up the public's gold thru the issuance of various 
types of "paper future gold". As that selling dried up they did the only thing they could, become 
primary suppliers! And here we are today." 

The second category would be individual "great hoards" that could be freed up to flow to parties they 
were trying to keep out of the public markets. He made reference to these in his fifth post:

"How DO they do it?

It's more complicated than this but here is a close explanation. In the beginning the CBs didn't 
sell their own gold. They ( thru third party ) found someone else who had bullion. That "party" 
sold to a broker who sold forward for a mine or speculator or government ) . In the end the 3rd 
party had the backing from the broker that he had backing from the CB to supply physical if 
needed to put out a fire. The CB held a very private note from the broker as insurance and was 
paid a small fee. This process mobilized free standing bullion outside the government stockpiles. 
The world currency gold price was kept down as large existing physical stockpiles were replaced 
by notes of future delivery from the merchant banks ( and anyone else who wanted to play ) ." 



So here we see individual "great private hoards" that were sold into the market while the original owner 
received special CB-backed paper gold (forwards). Notice the phrase he uses, "in the beginning…" 
Again, this writer was someone directly involved in these deals! 

Do you think the quote you're looking for was referring to "the public's gold" or to "private giant 
hoards"? 

Sincerely,
FOFOA

Here 'tis:

Date: Sun Oct 19 1997 09:42 
ANOTHER (THOUGHTS!) ID#60253:

"How much further can they take this? The world private stockpiles that could be sold 
have been." 

I read that to mean private hoards of the very wealthy.

Yes. I'd say that comment and this one from a week earlier were talking about the same thing:

"In the beginning the CBs didn't sell their own gold. They ( thru third party ) found someone else 
who had bullion. That "party" sold to a broker who sold forward for a mine or speculator or 
government )." 

This would seem to call into question the idea that Giants now included old world money 
with their private vaults of gold, or is there another, no pun intended, explanation? Also, 
what is the status of something like the Jamaica Accords in the present day? Is it relevant in 
any meaningful way?

Scroll down to #5 here for more on the Jamaica Accord. That was where the 2nd Amendment to the 
IMF Articles was established. It ushered in the floating exchange rate currency regime. Currencies 
could float or peg to other currencies, but not to gold anymore. Gold was formally cut free from its 
official shackles! 

Regarding Another's statement, I highly doubt that it means all of the Western Giants gave up their 
gold. Those who did had a way to get it back and a guarantee that they would. 

Forwards are a way to pull future gold into the present to satisfy demand. Just like when you borrow 
money you are pulling your future productively-earned purchasing power into the present in order to 
spend it now. 

Let's look at Another's words: a broker who sold forward for a mine or speculator or government... 
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Mines and speculators (mostly hedge funds) were the biggest gold shorts in the late 90s. That means 
they borrowed "gold" and sold it for the cash. That was the gold carry trade. For a mine this was a 
hedge, locking in the current POG for gold they would mine in the future. It was essentially a bet that 
the POG wouldn't rise. For the hedge funds this was simply a bet that the POG wouldn't rise, since 
hedge funds don't mine gold. 

So the broker here is selling forward or borrowed gold for the mines and the hedge funds. This would 
be paper gold (ounce-denominated liabilities), but it would require a certain percentage of reserves for 
allocation and delivery demands. Also, the broker is not the one who is extending the gold-ounce-
denominated credit in these early days. He is simply the broker. He is also looking for a lender. That 
would be the Giant with a large hoard. 

What the BBs did here was increase their reserves. The Giant "giving up" his private hoard would be 
similar to you giving up your claim on cash on demand from your bank in exchange for a certificate of 
deposit. Not exactly, but more like giving up your allocated cash in the vault for mere liabilities from 
the bank, so the bank could move your allocated cash over to its pile of (unallocated) reserves. 

So the BBs essentially expanded their liabilities and their reserves through this process. It was a 
process of deallocating the gold of some of their customers in exchange for some cash flow and a 
guarantee that the CBs would provide physical "to put out a fire." 

"In the end the 3rd party had the backing from the broker that he had backing from the CB to 
supply physical if needed to put out a fire." 

Meanwhile, the reserves could drain as needed to keep physical gold flowing to where it needed to go. 
And the entities with price exposure were the mines and the hedge funds (like LTCM). 

Any of these "Giants" who played along in 1996 and have yet to reallocate would probably have first 
dibs on that remaining 960 tonnes in GLD when the music stops, IMO. That's because the BIS will not 
allow CB gold to cover all of the deals when the time comes, but I'm sure that some players carry more 
clout than others. 

One thing that surely put a strain on the flow of physical was when Barrick closed out its hedge book 
with cash. I think that was in 2009 and was about $5B, so even though that added stress, it was only to 
the tune of less than a couple hundred tonnes of physical. 

Try not to think in terms of a physical market and a paper market. All sales, purchases, loans, forwards, 
futures, swaps and derivatives are part of the paper market. Then underneath that market is the physical 
flow. Anyone who has paper gold can get physical, that's the prerequisite for the paper market. So these 
kinds of deals would have been getting a Giant to hold paper gold instead of physical to free up that 
physical to flow, but there's always an inflow of new gold, as well, coming from the mines and scrap. 
So as long as you, being the Giant who "gave up" his physical, had some kind of a guarantee of first 
dibs on that inflow and, if not, that the CBs would provide the physical in a pinch, why not play along? 



As I said, just because a market is cornered doesn't mean the cornerer will use his power to raise the 
price. In a traditional market cornering operation, you buy up enough of the stock so that you can 
squeeze the market, raise the price, and then sell your stock back to the market at the higher price. But 
those who have cornered the gold market are super producers, so they are constantly on the receiving 
end of the flow. They aren't interested in driving up the price to sell their gold back to the market. They 
are only interested in the continued flow. When that flow stops, the price will be driven up so that the 
flow—in the same direction as before—can resume. 

Sincerely,
FOFOA

There are some phenomenon I would like to discuss further with you, two of them are "The 
Flow", and "a falling price strains the market."

With respect to the freegold interview on RT America, I have crystalized a narrative that I 
think really captures the heart of the matter, and does so in a way that I hope will grab 
people by the lapels and hold their attention to a degree such that it will not flag when, for 
example, the idea of a "physical only" market is introduced into the discussion. Without 
further ado, here it is.

Without over simplifying matters, whatever one believes characterizes the state of play in 
monetary affairs, it is imperative to understand that the planet's most important/vital 
economic actors, actors that folks on FOFOA's blog often refer to as "Super Producers", at 
all times, despite any occasional appearances to the contrary, unerringly determine the 
viability of monetary regimes throughout history. The tail does not wag the dog though in 
the world we live in it can appear that way more often than not, but the fact is that, however 
long a distortion may persist, monetary regimes only survive to the extent that they ensure 
that the most critical productive enterprises of an economy are facilitated. Monetary 
regimes that do not cater to what are, literally, indispensable productive enterprises are not 
long for this world. This is a first principle from which every other concept that is part of 
the freegold model springs from. 

With that in mind consider that in the case of oil, the commodity that is indisputably at the 
top of the global economic hierarchy, the key producers of oil have always demanded what 
they (rightly) perceive to be the one asset that has the best chance to protect them long after 
their finite resource has run dry. "My grandfather rode a camel, my father rode a camel, I 
drive a Mercedes, my son drives a Land Rover, his son will drive a Land Rover, but his son 
will ride a camel" is something of a cautionary tale, a warning even, and the chief asset 
used by the producers of oil to avoid returning to an austere existence has everything to say 
about what really matters where the global monetary system is concerned.

To wit, the only reason the dollar system, with its fatally flawed construct such that the 
medium of exchange, the dollar, and the store of value, U.S. government dollar 
denominated debt, has lasted as long as it has is because in the absence of any other 
currency regime, everyone with pull cobbled something together that would allow the 
world's most important economic actors to get that one asset that would and could hold all 
of oil's value long after the last well was pumped dry.



Basically the narrative continues on with the idea that the creation of The Euro and the 
ECB MTM model was/is a game changer, and if the game didn't change according to, for 
example, Another's timeline, the delay to the new system is down to a variety of exigent 
circumstances that are ebbing away as mechanisms of delay.

So, however grindingly slow the pace of the evolution to a new system may appear to be, 
"it" is in process, even if some of the most spectacular elements that are likely to manifest- 
see the U.S. currency collapse/ paper gold market extinction-are still in the offing. I am 
hopeful that the presentation of "the first principle" narrative will allow viewers to digest 
key concepts like -paper gold markets are nothing more than an appendage of a system that 
itself on the way out and the paper gold market's dissolution will, to some degree, inform 
gold finally having its immense value reflected in a market price. B.) paper currency is a 
net benefit etc. etc.

Hello Edwardo,

I think that's a good approach you are working on! I don't want to micromanage your narrative, so I'll 
just point out possible weaknesses and potential enhancements that you are free to use or reject. 

I think that the euro and the ECB are "hot button" issues or "buzzwords" as it were, that carry with 
them some baggage in most minds. That baggage being the European debt problems which are of 
course not a direct problem for the euro currency. That said, I do like the historical approach, and both 
Bob English and his audience will presumably be familiar with what Rickards said in his recent 
interview with Bob. So there may be some room to draft a little momentum off of the Rickards 
interview. 

Rickards made the point that international monetary systems collapse on a regular basis. But I noticed 
that he focused more on the date of the collapse than the date of the birth of the new system. For 
example, I recall from memory that he pointed specifically to 1914, 1939 and 1971. You could say 
something very similar to what Rickards said while at the same time differentiating yourself by 
focusing on the relatively frequent establishment of a new monetary order (rather than the collapse of 
the old one). 

Where the old system failed in 1914, a new system was established at an international monetary 
conference in Genoa in 1922. You know that story! And if you need to brush up on it, it's here. Then the 
American monetary system was changed by executive order in 1933 in order to halt the bank runs of 
the Great Depression. It worked! Then a new international monetary system was born once again in 
1945 with the international agreement called The Articles of Agreement of the International Monetary 
Fund which governed the new Bretton Woods system of fixed exchange rates. 

That international system collapsed in 1971 by Executive Order of the President of the United States, 
but the new system was formally born 4 ½ years later with the Second Amendment to the Articles of 
Agreement of the International Monetary Fund which formally set gold free from money and also freed 
foreign central banks to transact with the free gold market as well as to mark their gold reserves to 
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market. That was in 1976, and that was basically the beginning of "free gold." 

The First Amendment to the Articles of the IMF was less earth-shattering. It was in 1969 and it 
established the SDR as a supplemental reserve asset. In 1970 they passed out the first allocation of 
SDRs to everyone and a year later the whole system collapsed. SDRs didn't quite work as well as they'd 
hoped. 

High ranking Europeans had been concerned about the inevitable collapse of the international monetary 
system since at least as early as 1960. See the "Exorbitant Privilege" quote by VdE, newspaper articles 
and the Charles de Gaulle speech. Also, the ECB pegs the beginning of the road to the euro at 1962 
with the Marjolin Memorandum. There was both international concern and international effort, not to 
fix the problem system, but to create a new one. 

I should add that the problem with the "free gold" system of 1976 was not the paper market; the 
problem was perhaps even the lack of a well-functioning paper market for gold. Gold needed to be 
"revalued", that is, it needed a higher price in isolation. This was denied to gold in 1971 by Executive 
Order, perhaps for selfish reasons by the US, but the ROW decided to support that decision in short 
order. But what it meant was that the price of everything ran away from them, including gold. Oil was 
indeed forced to bid directly for gold, in competition with everyone else, using the dollars it received. 
This threatened to collapse the whole dollar international monetary system less than 8 years after the 
Nixon Shock. That would have been the shortest-running system in a long time. The flow of gold came 
to a standstill as everyone, even in the West, waited in long lines to get some. Not a good situation. 

Right or wrong, the European central bankers came up with a plan to support the status quo in order to 
buy the time they needed. They needed a little help from Paul Volcker, so they confronted him in 
Belgrade in October of 1979, and he did what was needed even as it went against the wishes of Jimmy 
Carter. He initiated deflation. Aaaand… you know the rest of the story. ;D

Sincerely,
FOFOA



Monday, August 19, 2013

My Candid View – Part 6 

Hi FOFOA, 

Here's a snippet from Once Upon a TIme you will no doubt recall: 

"The ECB, on the other hand, is not mandated to assist the economy like the Fed is." 

On the surface that condition might seem to contradict my view about monetary systems, 
namely that monetary systems must ensure that essential economic activity is facilitated or 
they will be discarded, but the price stability mandate, while not directly supportive of key 
economic activity can hardly be said to be antithetical to it either, wouldn't you say?

In any case, perhaps my view should be modified such that it posits that monetary regimes 
do not need to directly facilitate essential economic activity to survive, it is sufficient that 
they foster an environment (such as organic price stability) that does not in any way impair 
or interfere with essential economic enterprise. 

Cheers,
Edwardo

Hello Edwardo,

I think that "price stability" is a little bit of a misnomer that leads to the fallacy that changing or 
fluctuating prices are undesirable. Prices change relative to each other. It's what they do. It's their very 
purpose in life. It's just that prices shouldn't change due to currency effects. A currency needs to be 
independent of any special interest groups (e.g. the government) in order to function properly for the 
whole economy. And that proper function is the transmission of fluctuating price signals that allow the 
Superorganism to be as efficient as possible. 

"Price stability" really means currency stability. Relatively stable against a broad basket of fluctuating 

http://2.bp.blogspot.com/_cvdgPlEKW9k/TMTdBO3PieI/AAAAAAAABeU/N5Pvocdyhw8/s1600/Arab_Oil.jpg


prices so as to show that the price changes are not due to currency abuse, as well as stable against the 
currencies used by trading partners. I don't think it's really a goal of any hypothetically perfect currency 
to eliminate the price volatility in individual goods and services that transmits vital economic signals, 
even though that seems to be the goal of central planners. 

When you give a central planner the mandate of assisting the economy, all this really means is that the 
central planner is allowed to pick winners and losers. This actually strangles an economy, so while in 
the short run it seems altruistic to not let the losers fail, the tradeoff is that you must also suppress the 
success of the winners. This leads to a society like today where the most parasitic members live high on 
the hog while systemically stifling true innovation. But I know you already know this. ;D

Sincerely,
FOFOA

For the purposes of my talk do you feel the following is valid? You will no doubt notice the 
modifications to the original.

Without over simplifying matters, whatever one thinks characterizes the state of play in 
monetary affairs writ large, it is imperative to understand that the preferences of the planet's 
most essential economic actors, entities that folks on FOFOA's blog often refer to as "Super 
Producers", at all times, despite any occasional appearances to the contrary, unerringly 
determine the fate of monetary regimes. The tail does not wag the dog, though in the world 
we live in it can sometimes appear that way. The fact is that however long a distortion may 
persist, monetary regimes only survive to the extent that they do not impair or interfere with 
the most critical productive enterprises of the economy. Monetary regimes that do not fulfill 
this function on behalf of indispensable productive enterprises can be expected to be under 
the sort of constant threat that is ultimately fatal. This concept/idea is implicit in the 
conceptual framework known as freegold which presents a very clear picture of the $IMFS 
maintaining its shaky position (for as long as it has) as the result of managing to “keep the 
gold flowing” in sufficient quantities at acceptable prices to Giants, who are defined, for the 
most part, as foreign oil producers after the collapse of Bretton Woods. 

The dollar’s managers were enabled in their monetary system saving endeavors, because 
the rest of the world, had no choice as there was no other currency system around that could 
function in the wake of a $IMFS collapse.

Yes, that's good. And what was this necessary function you mentioned?

"there was no other currency system around that could function in the wake of an $IMFS collapse." 

I said it in the email above: "And that proper function is the transmission of price signals that allow the 
Superorganism to be as efficient as possible." 

If we had lost the $IMFS in 1979 what we would really have lost was the shared knowledge of the 
relative prices of everything real, like man losing his common language in the Tower of Babel story. 



So you see, the $IMFS in 1979 represented that regressive link that keeps prices correlated so that they 
don't change dramatically in isolation. It also represents the markets in which traders act as the 
Superoganism's price transmission mechanism. To lose the $ would have been to lose that regressive 
link as well as the markets that keep it intact. 

Oil would have had no choice but to bid directly for physical gold which would have driven gold to the 
moon and made oil very cheap for anyone with some gold. There would have been no markets for the 
traders to keep silver, copper, oil and gold all correlated, because the markets would have been 
destroyed along with the price information. 

What we see in Freegold is this same outcome with regard to oil and gold, but without the disruptive 
chaos of having to start from scratch developing a new regressive link and building new markets. 
Europe has no problem with high priced gold and cheap oil. Losing the $ and/or the paper gold market 
will break those regressive links—oil and gold—but thanks to the euro, the rest will remain intact. 

Hi FOFOA,

I just got off the phone with Bob English. I think we should Skype or talk by phone about 
it. In the meantime what evidence, and it doesn't need to be hard evidence like cables and 
such-though that would be helpful- do we have, for example, that Paul Volcker was told in 
no uncertain terms by his European counterparts that he needed to defend the dollar in the 
way that he ultimately did? Bob brought up Basel III which apparently makes provisions 
for the use of sovereign debt as a means to increase capital ratios. In any case, it was 
something that was sovereign debt friendly and he asked how Basel III framework fit in the 
with freegold thesis. Any guidance on this would be helpful. I'll tell you more when we 
speak. 

Cheers,
Edwardo

"In the meantime what evidence, and it doesn't need to be hard evidence like cables and such-though 
that would be helpful- do we have, for example, that Paul Volcker was told in no uncertain terms by his 
European counterparts that he needed to defend the dollar in the way that he ultimately did?"  

Okay, there are a few different pdfs around, mostly academic papers, that discuss this 1979 Volcker 
confrontation. But here's one hosted by the Fed itself! It seems pretty good and covers a lot of the 
detail. I highlighted the part about "stern warnings." Also, notice how fast it all goes down. 

www.federalreserve.gov/pubs/feds/2005/200502/200502pap.pdf 

The Reform of October 1979: How It Happened and Why

Page 19 – 
On September 29, Chairman Volcker left for the annual International Monetary Fund (IMF) 
meeting, which was in Belgrade that year.6 On the plane flight to Europe, the Chairman 
took the opportunity to brief two top administration officials, G. William Miller, who was 
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now Secretary of the Treasury, and Charles Schultze, chairman of the Council of Economic 
Advisors. They were not enthused with the idea of new procedures, and in coming days 
they made their solidifying views known to Volcker. Moreover, in their subsequent 
conversations with President Jimmy Carter, the President may have voiced similar concerns 
to them. But Chairman Volcker considered it significant that the President never directly 
expressed this disapproval to him in person or otherwise (Volcker and Gyohten, 1992, pp. 
168-69).

On his trip abroad, Chairman Volcker also sought the counsel of various trusted foreign 
leaders and central bankers, including Germany’s Helmut Schmidt and Otmar Emminger. 
Their comments only reinforced his intention to move ahead. When his participation was 
no longer required at the IMF meetings, he returned early to the United States (Volcker and 
Gyohten, 1992, p. 168).

Chairman Volcker arrived in Washington on Tuesday, October 2, with his ears still 
resonating with strongly stated European recommendations for stern action to stem 
severe dollar weakness on exchange markets. His unexpectedly early return fueled 
market rumors that action dealing with the crisis might be imminent. This had a stabilizing 
effect on commodities markets, with futures markets opening lower on October 3, retracing 
some of their sharp increases on the previous several days (Figure 4).

The next regularly scheduled meeting of the FOMC was to take place on October 16, 1979, 
two weeks after Volcker’s return from Europe. However, and likely in light of the urgency 
of the situation after September 18, the Chairman instead decided to convene a special 
FOMC meeting earlier in the month. The special meeting, scheduled in secret and on very 
short notice, was to take place on Saturday, October 6, in Washington.

Little new governmental data was released in the three weeks after September 18 that could 
have provoked a sense of urgency about significant policy action. Table 1, reproduced from 
the Greenbook from October 12, 1979, shows the dating of various statistical releases 
tracked by the staff between September 18 and October 5. The only data published after 
that starting date but before Volcker left for Belgrade were for the consumer price index 
(CPI) and housing starts in August. To be sure, the annualized one month core CPI inflation 
rate in August exceeded 12 percent, up substantially from the 8.7 percent July core CPI 
inflation rate available at the September FOMC meeting. But this information, while 
unpleasant, did not seem to be the source of the alarm, as shall be seen from Chairman 
Volcker’s interpretation of these figures on October 6.

In the morning of Thursday, October 4, two days before the planned Saturday meeting, the 
Board met in its Special Library to discuss the possible monetary policy actions under 
consideration. According to the Minutes of the meeting:

[O]ne member of the Board referred to the outburst of speculative activity in the gold 
market, which appeared to be spilling over into other commodity markets as well, and to 
the very sensitive conditions in domestic financial and dollar exchange markets. He also 
noted that inflationary sentiment appeared to be intensifying as data on price increases 



continued to worsen. Against this background, the staff had been directed to prepare 
memoranda on a package of possible actions designed to show convincingly the Federal 
Reserve’s resolve to contain monetary and credit expansion in the U.S., to help curb 
emerging speculative excesses, and thereby to dampen inflationary forces and lend support 
to the dollar in foreign exchange markets. Such a package might include actions on reserve 
requirements and the discount rate; in addition, the staff had been asked to analyze the 
implications of a possible shift in Federal Open Market Committee procedures, whereby 
the Desk, in its day-to-day operations, would operate more directly on a bank reserves, 
rather than a Federal funds rate, target. (BOG Minutes, 10/4/1979, p. 1-2)

The Minutes indicate that “Board members agreed on the seriousness of the situation and 
on the need for action,” but postponed taking decisions on reserve requirements and the 
discount rate until Saturday, when the special FOMC meeting was to be held (BOG 
Minutes, 10/4/1979, p. 2-4).

[…]

On Basel III…

One potential line of attack (if someone were planning to attack Freegold) would be to start throwing 
out questions like "how does Basel III fit into the freegold thesis?" Even if you answered that one well 
enough, they'd eventually catch you with something you don't know enough about and then say, "a ha, 
so you haven't really considered such-n-such." 

First of all, Basel III is about the commercial banking system, trying to make it more resilient and less 
prone to collapse. What does this have to do with Freegold? Not much. 

You may recall that I have resisted attempts to steer the Freegold discussion toward advocating specific 
reforms for the commercial banking sector. To be sure, the banks have done plenty wrong. But the 
modern banking model itself is not the fundamental cause of the problems. In my view, there is nothing 
fundamentally wrong with the modern banking model. Some of the effects of the core problem that 
we've seen over the last two decades make the banks look pretty bad, but you've got to understand that 
Freegold fixes things at the foundation. Those symptoms will no longer exist when the banks don't 
have massive pools of savings to churn. 

Basel III is about capital adequacy in the banking system, making banks stronger and less prone to 
collapse. Let's look at some of the reasons why this is more or less irrelevant to Freegold.

In Freegold, I don't expect commercial banks to hold physical gold as a reserve asset. Banks hold debt 
(promissory notes) as assets and base money as reserves. That's what banks do. Central banks hold 
physical gold as a reserve asset so the commercial banks' reserves (base money) have the reserve asset 
gold behind them at the CB level. This is the gold link in the banking system. Commercial banks will 
have little to do with gold except for maybe storing it and selling it as a retail dealer would. I do not 
expect to see gold on a commercial bank's balance sheet, but that doesn't mean a small bank here or 
there won't have some. I just don't expect it to be a systemic thing. 



So banks hold debt. That's what they do. That's what they were designed to do. And that's what they do 
less of today than they should be doing, because today they earn so little interest on debt that they 
prefer to slice and dice it, package it up and sell it to savers, churning a profit off of the savers. 

Banks are lending institutions. They are the one entity we would expect to hold debt, so that the rest of 
us can hold a true wealth reserve as savings. Furthermore, sovereign debt is not going to disappear 
altogether just because it has been discredited as the SoV par excellence. It's just not going to get out of 
control the way it has in the last couple of decades. 

There is nothing in Basel III that I can see that is incompatible with Freegold. It would be silly to 
imagine that the Basel Committee on Banking Supervision would be secret Freegold insiders like 
A/FOA and friends, perfectly sculpting this bureaucratic document into a Freegold masterpiece. For 
example, all of the talk about gold as a tier 1 asset has nothing to do with Freegold. It has precisely 
everything to do with the BBs' fractional reserve gold banking practice, which will be gone come 
Freegold. It has to do with risk weighting their physical gold reserves the same as cash. It makes 
perfect sense. If you have a liability denominated in gold, then any gold you have as a reserve behind 
that liability should have a 0% risk weighting just like cash standing behind a cash liability. The BBs 
petitioned for "Tier 1 gold" because it would make their compliance with other new capital rules easier. 
But it has nothing to do with Freegold, and it will be rendered irrelevant come Freegold.

So I hope you can see, Edwardo, how Basel III is more or less irrelevant to Freegold. And if Basel III 
appears friendly to sovereign debt, that is no more relevant than it appearing friendly to bullion banks' 
fractional gold reserves. 

Basel III is all about the commercial banks. Commercial banking will continue in Freegold, and will 
have little to do with the gold aspect. Physical gold in Freegold is primarily held by Central Banks and 
by savers. Banks get less of the savers money to churn and skim, and so they get back to their original 
purpose of lending and facilitating transactions. 

Try not to dragged into irrelevant discussions.

Sincerely,
FOFOA

Muy bien, gracias. Now, I've done some research on gold for oil and I've seen the Wikileaks 
cables where gold for oil is mentioned, what documents are you aware of that make the oil 
for gold state of affairs plain? 

Thanks,
Edwardo

Re: Gold for Oil

Remember this?



US Mints ‘Gold Disks’ for Oil Payments to Saudi Arabia 

The modern oil era really began in the mid-40s. It began with the US oil companies partnering up with 
the Saudis. The Saudis had the oil, but they were still living in the dark ages. We had the technology to 
get that oil out of the ground. So we teamed up and created Saudi Aramco. And from the beginning, 
they wanted some portion of the payment in gold. 

I think that's a good place to start. 

Yeah, I've already looked it over. Have we got anything else?

"Have we got anything else?" Re: Gold for Oil

It was common knowledge, at least in the 70s and 80s, that Middle Eastern oil interests liked their gold. 
A statement like that can disarm anyone who's trying to project their own doubt upon objective reality. 
I'll give you a few newspaper clippings to prove my point. Here's a snip from a New York Times article 
from March 27, 1991. Ignore the flawed MSM analysis, but notice that it was just an accepted fact that 
oil likes gold:

Notice here that it's just a given, even to the NY Times, that Middle East oil-exporting countries 
preferred gold to dollars and other paper investments. This was 1991. It was common knowledge. The 
article itself was about a recent decline in the PoG and the rumors were attributing the plunge to the 
Saudi Monetary Authority selling a bunch of gold. The Saudis later denied the rumor, but I think it 
could be a little more complex than that. 

They could have been selling paper gold while still taking physical off the market via the subterranean 
flow. The purported Saudi "sale" was not a short sale, which means it was "gold" (paper gold) they had 
previously purchased, not borrowed. So perhaps the Saudis would buy paper gold to "lock in the price" 
and then once they had someone willing to sell them the physical, they would unwind that paper 
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"hedge" and sell the paper. So even as it looked like they were selling and causing the price to decline, 
they could have in fact been taking delivery of physical and the paper "selling" was just the visible 
"symptom" of that action. Here's the Saudi denial from an article 4 days later:

Here's an MSM article from January 7, 1985 tying gold to oil. Again, ignore the flawed analysis, but 
pay attention to the common knowledge that the price of oil was tied to the gold market because the 
Saudis liked to use their profits to buy gold:

Here's a snip from the NY Times on July 28, 1972 about oil for gold:
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Here's one from 10/13/73:

3/1/74:

12/14/79:
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1/7/75:

It goes on and on…
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Tuesday, August 20, 2013

My Candid View – Part 7 

Actual GLD Vault

Hi FOFOA,

Another question that I think has a decent chance of getting asked is something related to 
the repatriation of German gold. 

We are, of course, standing in a different place from the tidal wave whose narrative is 
"They don't have the gold and so they crashed da Market" to get their hands on cheap 
physical to replace that which they didn't have.

My line in response to the conspiracy perspective would be that while a seven year delay 
for a return of one's gold does seem rather strange, there was no diplomatic furor from The 
Germans as a result. And if it was the intent of "the manipulators to sidestep some sort of 
catastrophic market event, driving the price of gold down below the cost of production 
amounted to swimming through croc infested waters in order to get out of the heat. Could 
"they" be that stupid? Possibly, but to paraphrase Victor, I don't like any theory that rests on 
such a premise.

Cheers,
Edwardo

Hello Edwardo,

What a mess these kinds of stories are to deal with. First of all, the price decline has nothing 
whatsoever to do with German gold repatriation, obviously. 

As you know, I don't think anyone is actively trying to suppress paper gold. Short term price 
manipulation can happen in anything, and in any direction, but that's done for short term profits and not 
for ideology. And as you point out, the current price decline is probably not producing any extra 
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physical because it is stifling the mines and probably increasing the flow to the East in weight terms. 
The suppression of gold was systemic and due to the expansion of the supply of paper gold backed by 
central bank guarantees from ~1983-1999. The suppression was for the purpose of buying time, and not 
for some CB anti-gold ideology. (For more on this, please see 'The View of the Rocket Man' video at 
the bottom of Part 3.)

In terms of "active suppression," I do think the BBs have control of how quickly paper gold rises given 
overwhelming demand. In other words, they have no problem handling high demand for paper gold. 
They can simply create more of it. They can expand the supply. So the rate of rise can be easily 
managed as long as there's strong market demand for their product, paper gold. It gets quite a bit more 
difficult to control the price, however, when there is low market demand for their product, especially 
with so much of it already out there. Kind of like dollars. ;D

I think this may be partly why "the top" in 2011 looked the way it did. The LBMA survey was 
coincidentally released right before the top! The survey was released in August of 2011 and gold 
topped at $1,896 on Sept. 5, 2011, just days later. I wonder if they would have even released the survey 
if they had known that demand for their product was about to reverse trend. 

The survey was conducted in Q1 of 2011 and it appears to show an expansion in paper gold during that 
quarter. This would be newly-issued paper gold amounting to more than 7,600 tonnes during a quarter 
in which the price of gold barely rose $35. Since this was near the top of the decade-long bull run, I can 
imagine demand being high and that some of it was met with new supply rather than old supply. 
Perhaps in Q3 demand was instead met entirely with old supply which is why we saw the price spike 
from $1,492 to $1,896 in one quarter. Then demand dropped out from under the massive supply and the 
BBs lost control. 

It's kind of like the printer who has control of the rope as long as demand is pulling. Remember the tug-
of-war analogy in 'Big Gap'? 

"The printer controls supply and the marketplace controls demand. A tug-of-war is actually an apt 
analogy. When demand for a currency spikes its price, the printer just eases his grip on the rope, 
releases more rope and the whole demand side just falls on its butt. […] But in the same way that the 
marketplace has no control over the supply side, the printer is powerless on the demand side." 

Anyway, the point is that any kind of "active manipulation" talk is a non-starter for me unless the talker 
can demonstrate an understanding of what's actually possible and not simply parrot the conspiracy 
theories. When you understand what went down and what went up over the last year and a half, that 
was not manipulation. It was some kind of a massive shift in trader sentiment that has nothing to do 
with physical gold. 

Sorry, enough about manipulation/suppression. Let's talk about German repatriation. 

Only simple minds imagine that CBs share the same transitions concerns as we shrimps. I, on the other 
hand, understand that while "gold in your physical possession" is the best transition policy for shrimps, 
that is not the case even for private Giants, let alone CBs. At the Giant level, properly allocated 
physical is the best way to store the bulk of your hoard. I have a hard time imagining anyone with 20+ 
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tonnes stored in a home safe. 

For CBs, there are many reasons why their gold is where it is. During WWII Germany stole a lot of 
gold. A good deal of the European gold that wasn't stolen by Germany was moved to New York for 
safekeeping, so that it wouldn't be stolen by Germany. Then, after losing WWII, most of that stolen 
gold was taken away from Germany. 

Since WWII, Germany has been a net-producer accumulating a lot of gold. And most of that 
accumulated gold was accumulated in New York City through Bretton Woods. That's why it's there. 
Nations generally keep at least some of their gold in the financial centers because that's where it is most 
useful. And under the auspices of the BIS, that's normally the safest place for it, especially for small 
countries. 

If the gold is all kept at home, then it can disappear whenever there is a violent transfer of power. The 
gold obviously doesn't belong to the ruling party, it belongs to the people of the country, but that 
doesn't mean it cannot be physically stolen. However, if it is kept in London or NYC, it is much more 
difficult for the deposed party to make off with the loot. 

There are, however, good reasons for Germany to want to repatriate some of its gold. First of all, it has 
a lot of it. And it certainly has more than necessary stored externally. But transporting gold is risky and 
dangerous. So it is always done in secret. Germany is probably doing more business with countries 
other than the US these days, more business in Europe and the East, so it doesn't make sense to keep so 
much of its gold on the North American continent. It is potentially more useful if it is physically in 
Europe. 

But more than any of these reasons, the repatriation talk was simply a response to the gold bugs 
demanding to know where Germany's gold was being kept. So BUBA released a complete list of where 
it is, and since an inordinate amount was shown on that list to be in NYC, they accompanied the release 
with the repatriation talk. 

We don't know if they really want their gold moved. And if they do, we don't really know if the US 
refused immediate delivery or if they asked for the 7-year plan. And even if they wanted and were to 
receive the gold within one year, it would make sense to say it was happening over 7 years. It's safer to 
transport a pre-announced shipment if you distract potential pirates with a bogus timeline. In any case, 
we really don't know all of the facts. We only know the theories of conspiracist gold bugs for whom 
this release was made in the first place. So, whatever.

I care about this story about as much as I imagine the Bundesbank does. It's more of an annoyance to 
be quelled than anything else. 

Sorry if that doesn't help you much for the interview, but I had to get it off my chest since you 
asked. ;D

Sincerely,
FOFOA

This article approximates quite well the "other" view:



What If? by Grant Williams

Edwardo,

FWIW, I wrote that last reply before I even saw this email, let alone read the 'What If' article in it. 

So the GLD drain is to get back the gold for German repatriation, and the price suppression is so the 
Fed doesn't have to pay too much for that gold? Something like that? ;D 

How about this? Something else happened right around the middle point between those two lines. And 
that is the marginal paper gold bug, as represented by my bellwether, turned his back on the gold 
market and declared the end of the bull run and the beginning of a secular bull market for the dollar 
(aka deflation). 

As each marginal gold bug throws in the towel, a new marginal gold bug is created, and then it's only a 
matter of time before he throws in the towel creating another new marginal gold bug. And so on and so 
forth. And the marginal gold bugs that don't throw in the towel simply get squashed because there are 
just too many commodities heading lower and dragging paper gold down with them. 

These guys really must think that gold moves in isolation. Well, at least he admits he's inclusive when 
he adds the gratuitous "and silver" while quoting analysis by Maguire and Silver Doctors. ;D

There are a few redeeming ideas and charts in that article, so let's play with his scenario a bit and see if 
it makes any sense in the big picture without enlisting any conspiracy theories.

The main premise that he relies on is this CB leasing of physical gold that the CBs now want back. In 
order to have leased gold, you must also have a borrower of that gold. That is, someone who carries the 
short-side price exposure. In the 90s that borrower was the mines and the hedge funds. And they both 
took it in the keister when gold started rising in 2001. So from 2001-2011 there was not really a market 
for leased gold other than the small bit for fabrication, unless the CBs were acting as the lender of last 
resort for the BBs in providing actual physical reserves needed for the subterranean flow. This would 
imply a tight flow during that whole period. This would also have left the BBs with the short-side price 
exposure which they would have hedged going long futures or other correlated asset derivatives. This 
BB long hedging could have possibly been partial support for the decade-long commodity bull.

If this situation is in the process of unwinding right now, as the article proposes, then as the BBs return 
the physical to the CBs (taken out of GLD, Comex or wherever), they are relieving themselves of that 
price exposure and must consequently sell the off-setting long-side hedges, which would have been 
Comex futures and other correlated commodities/currencies, adding downward pressure to any 
otherwise organically-emergent bear market. 

Let me just pause here to say that, even if this was the case, I would still say categorically that it has 
absolutely nothing to do with BUBA's repatriation request. At least it's not a response to BUBA. 
BUBA's announcement may, however, have been BUBA's way of telegraphing the ongoing unwind to 
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anyone who might be paying attention. 

One problem with this view is that somehow there was a surplus in the subterranean flow that 
amounted to at least 1,300 tonnes—the gold that went into GLD. Did the BBs borrow that gold from 
the CBs in order to corral some of the demand coming from the West? Perhaps, but it seems to me that 
that particular Western paper gold demand could have been met with fractional paper rather than fully-
reserved paper. So this logic tells me that, somehow, the 1,300 tonnes that was accumulated between 
2004 and 2010 (when GLD inventory plateaued) actually was surplus to the required physical flow. 
And if so, then it doesn't make sense to me that the BBs would be borrowing physical from the CBs 
between those years. 

I can't explain the existence of that surplus during those years, except to say that it existed and therefore 
there must be an explanation. So I am left with imagining plausible explanations to show that it was 
possible. One such plausible explanation is that the BIS successfully kept the biggest interests out of 
the flow through some sort of deal-making like Another wrote about. But that kind of deal-making 
must have had a finite timeline which I wrote about in Think like a Giant 2. This coincides with Ari's 
2010 "target" which then got pushed to 2013 after the GFC in 2008. This correlates with GLD 
inventory plateauing in 2010 and then declining in 2013. 

Again, it's merely a plausible explanation to show that the surplus reserves required to build up GLD 
were possible even though the physical gold flow was technically "cornered" as far back as 1997. The 
alternative is the view in the 'What If' article that the CBs were leasing out more than just their good 
name all that time. I suppose it is also possible that, rather than leasing the physical to the BBs, the CBs 
could have actually ponied up the 1,300 tonnes for GLD directly. That way no one is carrying the short-
side price exposure implicit in a lease during an obvious bull market. The CBs could have done that to 
"corral" the Western demand, but I think it is too much of a stretch to believe the source of that gold 
being the CBs could have been kept quiet. So I think it is more likely that it was BB gold that was 
checked into the coat-check room rather than CB gold. And if the BBs had that much gold to spare (that 
much slack in the flow rope), then why would they have been borrowing physical from the CBs? 

The consensus view is that the gold in GLD was "purchased at market" to meet the demand from 
investors. Well, the BBs are the market in LGD bars so even if they "bought" the gold to put in GLD, 
they bought it from themselves. Ergo, coat-check room. No matter what, GLD represents a place to put 
gold that would otherwise be part of the BBs' physical reserves if it were not in GLD. And that's why 
the coat-check room view is the correct view. 

The main difference in the conclusions drawn from the consensus view is that there is no shortage of 
physical and never was. There's plenty of it to always meet demand. But even in that view of plenitude, 
it would still be correct to view it as a coat-check room. Just that the checked coats (in that view) would 
represent only a small fraction of the total coats (physical reserves). And in order to maintain that view 
of plenitude even in light of the present drain on GLD, redemptions must be a necessary or obligatory 
part of the arbitrage that keeps GLD in line with "gold", which, of course, makes no sense. 

Sorry to meander here, but I thought it would be worthwhile to think through a few ideas out loud, and, 
yep, turns out I'm still happy with my view. ;D 



Sincerely,
FOFOA

How is it the case that in order to have that view (of plenitude) redemptions must be 
obligatory?

Because in my view the massive redemptions reveal the opposite of plenitude. Redemptions are a 
choice made by someone, not a necessary part of the arbitrage "mechanism" as it were. "Obligatory" 
might be the wrong word as it implies that the APs must actively manage GLD so that it tracks "gold". 
The consensus view would argue that they are simply "arbing" to make a profit off of the stupid GLD 
investors who don't watch the NAV (the price of GLD relative to "gold"). So (they would say) it's not 
so much obligatory as it's simply a way to make money. 

My answer would be that I used the term "obligatory" (or compulsory) to cover both "the AP actively 
managing scenario" as well as "the arb requires redemption scenario" which is the crux of the 
consensus view. That's really what the difference boils down to. Would GLD track "gold" if it weren't 
for the arbs creating and redeeming shares to skim a profit off of the stupid GLD investors? The answer 
is of course it would. I does!!! Kind of like silver tracks gold. GLD is not an actively managed fund. 
Instead, it is an exchange traded fund. That means participants in the exchange arb the correlation 
between GLD and everything else. 

Arbitrage is natural. It mostly happens automatically. A dedicated arbitrageur probably wouldn't even 
mess with GLD because it tracks everything else so well. He's looking for ratios that are technically 
exploding past fundamental differences so that he can make a profit. If hundreds of thousands of people 
are trading GLD and "gold", then the ratio between the two should be self-correcting over a reasonable 
amount of time… AND IT IS!!! This graph of the intraday premiums and discounts shows it self-
correcting repeatedly during the day, every day! 

We have evidence in the data that creations and redemptions of shares are not necessarily a part of this 
mechanism. Logically they are not, because GLD could theoretically trade at $500/oz. gold or 
$5,000/oz. gold with the same amount of inventory. It has an objective or indicated value, and to the 
BBs the shares are literally "as good as gold." Think about that. 

So if there's plenty of gold reserves in the LBMA, then why are the BBs draining GLD? The consensus 
view says "because they need to redeem the shares to book the profit on the arb that maintains the 
correlation between GLD and "gold"." Nonsense! 

Sincerely,
FOFOA

"So from 2001-2011 there was not really a market for leased gold other than the small bit 
for fabrication, unless the CBs were acting as the lender of last resort for the BBs in 
providing actual physical reserves needed for the subterranean flow. This would imply a 
tight flow during that whole period." 

Well, we have a pretty good idea that there was a tight flow then. I remember discussing 
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this with JR on the forum and him saying the constantly rising price was evidence of gold 
not flowing well, ergo the ever rising price being required to keep the flow going.

Well, the prices of silver and other commodities went up too. But we know that physical gold is in a 
league of its own, so I think it might have been a mistake to think that the "gold bull market" was a 
symptom of the shortage of physical gold (or silver or anything else). It probably helped the physical 
gold shortage, but it might not have been because of it. 

I'm not saying there wasn't a shortage of physical. I think that, because the flow of physical has been 
"cornered" for at least 16 years, obviously there is a shortage until there is a revaluation. But I'm also 
saying that something other than the price rise must have delayed the inevitable because obviously 
there was a "surplus" in the flow of at least 1,300 tonnes from 2004-2010—enough to populate GLD 
with physical gold. 

That's not a huge "surplus" in the big scheme of things. If we think about a roughly 4,000 tonne-per-
year flow from mining and scrap during those six years, 1,300 tonnes total amounts to only about 5% 
of that "new" flow. That's a marginal percentage, so whatever took care of the threatening physical 
demand could have easily overshot enough to fill GLD with or without intention. 

BTW, I hope you realize that I am discussing speculative issues at the "cutting edge" of Freegold that 
are not fundamental nor foundational to Freegold. I am simply using my "view" or "lens" to tease out 
the best explanation, or at least a non-contradictory one. That's why I use the term "plausible" instead 
of the occasional "certainty" I show toward Freegold. Certainty doesn't extend beyond the gold 
revaluation or dollar hyperinflation. Beyond those two topics I'm venturing into analytically speculative 
topics trying to apply that in which I have high degree of confidence to those things which are 
obviously unknown, in the attempt to discover a plausible and non-contradictory explanation. 

Some people mistakenly apply my "certainty" toward Freegold to anything I comment on. And then 
they think that if they can disprove me on any small detail then my macro view must be wrong as well. 
This reveals poor understanding of what I'm discussing, but it is rampant in my arena, which is why I 
don't spend much time speculating publicly about things other than what is covered in the A/FOA 
archives.

Yes, I understand. The naysayers are always on the lookout to catch anyone else who has 
the temerity to do what you are doing.

Funny, I read this article that someone called "straight out of Freegold" and, to me at least, his choice of 
words and phrases revealed just how far away from Freegold he really is!

http://dailyreckoning.com/your-personal-gold-standard/ 

He's clearly not expecting a gold revaluation:

"And gold at the levels I’m talking about would mean that you’ve now verged into hyperinflation, or 
something close to it, because nothing happens in isolation." 



He's clearly talking about an inflationary spike that will occur in all commodities and not exclude paper 
gold:

"It will have a kind of a slow grind upward… and then a spike… and then another spike… and then a 
super-spike. The whole thing could happen in a matter of 90 days — six months at the most." 

I find it a little funny that people want so badly for someone like him to be a secret Freegolder that they 
are blind to how different his analysis actually is. 

It reminds me of XXXXXX. He, like Rickards, expects the dollar to devalue and gold to fill the hole. 
But neither one seems to have thought it through far enough to realize that nothing fills the hole 
without at least one thing being revalued in isolation. 

Rickards: nothing happens in isolation. 

I'll have to remember that one! ;D

I completely agree. Good catch with the isolation language. He was wrong before the words 
ever escaped his mouth since we've already had a revaluation (isolated move higher) (1933) 
albeit a vastly less spectacular and meaningful one than what lies ahead.



Wednesday, August 21, 2013

My Candid View – Part 8 

Whilst discussing the demise of the Canadian penny in front of a Congressional panel, Fed Chairman Ben Bernanke  
demonstrates that "transactional currency is simply a notional, purely symbolic token medium of exchange, much more  

replaceable, resource-efficient and environmentally friendly than mining stupid metals for stupid coins." 
(NotReal News)

Hi FOFOA,

I just got off the phone with Bob. He's quite keen to discuss the dynamics of hyper-inflation 
as it relates to freegold, and wants to know, for example, what will happen to commercial 
banks? Will they survive? Will they be nationalized, etc. etc.? He's very interested in as 
much detail as possible about the nature of the transition. I know you and I have talked 
about the way that the paper gold market is likely to be concluded in the manner of a 
corporate board meeting where things are essentially wound down in a closed meeting that 
happens quite quickly. 

Bob has a grasp, up to a point, about the HI scenario, but he doesn't seem to have factored 
in the role of gold in recapping, for example, central banks. He seems to be under the 
impression that your view was simply that HI would just wipe out the debt and that would 
be that. Maybe I misunderstood him, but that was my takeaway.

I pointed out that since the balance sheet of, for example, The Fed is full of debt which will 
be rendered worthless, they will need something to compensate for that loss of value. 
Obviously The Fed doesn't have actual gold. They have paper certificates from The 
Treasury who possess physical gold, despite the vaults underneath The New York Fed, but 
if they are not to be shut down, that gold will not to be mobilized on their behalf. Bob was 
aware that The Fed has no gold.

He's also interested in the history of the petrodollar which seems reasonable.

And he wanted to know how average citizens would acquire gold after the transition. I said 
they would acquire it pretty much the same way they do now. Government monetary 

http://bit.ly/IPSX1b


agencies will not be in the business of dispensing gold to those who want to exchange their 
currency for physical. 

We'll probably speak once more on Friday, and it looks like the interview will be taped next 
week. I think it will be about a fifteen minute interview that will be edited down to eight to 
ten minutes

Cheers,
Edwardo

Hello Edwardo,

I'll just knock out a few answers quickly...

Commercial banks should be mostly fine through hyperinflation. They are essentially flat the dollar. 
That means that it doesn't matter where the value of the dollar goes, their liabilities move right along 
with their assets. Banks may or may not close their doors during the worst of it. There won't be much 
use for credit because interest rates would be prohibitive, so there won't be much for banks to do during 
the crisis.

There's no reason for banks to be nationalized. They will automatically become more like utilities 
because they will lose the pool of savers' saving which they are used to churning and skimming. Give 
up on the notion that justice means banks, as businesses, will be destroyed or nationalized. Banks are a 
necessary part of the system and they are basically immune to hyperinflation because their balance 
sheets only require nominal performance from the currency. 

It is impossible to know exactly how the transition will look. Things could unfold in a variety of orders 
that all lead to the same set of inevitable events. The gold market will fail to deliver at the highest level 
causing physical gold to go into hiding until a new order emerges that gets it flowing once again. That 
new order will be a different kind of market consisting of only allocated or physical sales. There will be 
no unallocated, swaps, options, futures, forwards or leases because the price will be set at the highest 
level where the largest volume physical transactions take place.

The commodity-like structural framework necessary for paper proxies will no longer exist. The price 
gold is trading at the highest level will be many times the actual cost of mining, therefore mining will 
be tightly controlled and the flow of traded gold will, for the most part, not be new gold like it is today. 
Gold in the ground will essentially become a supplemental extension of official above-ground 
monetary reserves. 

Meanwhile, the dollar's overvaluation will come to an end. Understand that the dollar is overvalued 
today because people outside of the US accumulate dollars. This is what causes the overvaluation. They 
don't even have to sell the dollars they already have, they simply have to stop accumulating more 
dollars and the overvaluation will end in a heartbeat. 

Having oil priced in dollars obviously helps maintain the overvaluation of the dollar, but it does not in 



and of itself cause it. Oil states may take dollars for their oil, but then they spend those dollars. The oil 
states do accumulate some dollar reserves, but to the extent that they accumulate dollars rather than 
spending them is really the only extent to which the oil states directly support the dollar's 
overvaluation. It also gives other states more reason to accumulate dollars because they can be spent on 
oil. The point being, it is the accumulation or hoarding of dollars that causes the overvaluation. 

So when that ends, a devaluation of the dollar will ensue. Where we will see it first I can only guess 
(i.e., on the USDX, in currency pairs, at the grocery store, in the bond market, etc...). Where we will 
ultimately see it in very short order will be in the cost of US foreign imports, especially those most 
needed by the USG. This will cause an internal budget crisis in certain agencies of the USG and the 
National Defense Resources Preparedness Executive Order will quickly kick in allowing each 
department of the government to independently issue guarantees and payments in any amount 
necessary to keep the shit flowing in, with the Fed assisting each agency in serving as its fiscal agent 
(yes, that's in the EO). 

Hyperinflation begins with a devaluation and then the feedback loop that keeps it going occurs at the 
market bottleneck where printer himself spends without limit. No one other than the printer can afford 
the higher prices because, for everyone else, there is an immediate "shortage of money". 
Hyperinflations are ironically characterized by a shortage of money for everyone but the printer. This is 
why, for everyone but the printer, transactions usually turn to barter or credit indexed to a stable foreign 
currency during the worst of it. 

This event will destroy the dollar. And by that I don't mean that the dollar will disappear, but simply 
that all dollar-denominated debt will be destroyed, and remember that one person's debt is another 
person's savings or reserves. So dollar-denominated savings and reserves will be wiped out all over the 
world as the USG tries to maintain its own status quo in real terms. 

Now imagine if this were simply a hyperinflationary event with no Freegold revaluation. Imagine that 
Rickards and all the others are correct in that gold will simply rise along with everything else that is 
real. Let's look at a simple CB balance sheet with 85% of its reserves in dollars and 15% in gold. 

Right now this CB has:

$85B in dollars and $15B in gold at today's price. That equates to about 360 tonnes of gold. 

So let's look at the real purchasing power held in reserve by this CB. Let's use barrels of oil as a proxy 
for "real purchasing power" since everyone needs oil. 

$85B in dollars = 810 million barrels of oil
360 tonnes of gold = 142 million barrels of oil
Total PP = 952M bbls

The GOR (gold:oil ratio) is about 12.3 right now. If it's simply a hyperinflationary event without the 
Freegold revaluation, then that GOR will remain roughly the same, just as it has for the last 70 years. 

So as the dollar hyperinflates into oblivion, that portion of the purchasing power will go poof. 

http://fofoa.blogspot.com/2012/03/ball-of-twine-open-forum.html


Meanwhile, no matter how high the price of gold goes in dollars, if everything else (oil, silver, milk, 
eggs) is rising at a similar rate, the real purchasing power of the gold reserves will remain the same. 
Here's what it would look like:

$85B in dollars = Zero barrels of oil
360 tonnes of gold = 142 million barrels of oil
Total PP = 142M bbls

The monetary reserves will have lost 85% in real purchasing power. Think about that in terms of the 
entire planet's-worth of physical reserves. When the lights go out on the dollar matrix, the reality 
underneath will be revealed. And unless something else is revalued in isolation from everything else, 
then the aggregate amount of reserves will simply decrease by the amount of dollars in existence today. 
Does that make any sense? 

No, of course it doesn't. There are always winners and losers. It's not that the dollar will lose and 
"everything else" wins. Something else will win, and I think it's not only obvious what that thing is, but 
also, thanks to the Freegold lens, it is also obvious how and why it will occur. 

The Fed is really just a proxy for the USG. The USG can take the monetary power away from the Fed 
on a moment's notice. The UST can issue its own money. Therefore the USG has control over the Fed 
in extremis. If we are to believe FOA (which I do), the UST will ultimately deploy at least some of its 
gold to slow the dollar's decline. In my view, it is pretty obvious how this will come into play. I think 
that during hyperinflation, as the real inflow of free stuff is contracting regardless of how many zeros 
they add, the USG will make some payments in gold for the most vital (in its own opinion) imports. 
But these payments won't necessarily be in the open. They will be behind closed doors while in the 
open the payments will be made in dollars in order to give the impression to others that these vital 
imports are not rising in price as fast as everything else. 

I'm not sure exactly what you mean by "the history of the petrodollar." But the connection between 
dollars and oil traces back to 1932 when a US oil company first struck oil in Bahrain leading to a 
relationship between Saudi Arabia and the US that exists to this day. 

http://en.wikipedia.org/wiki/Saudi_Aramco#History 

Sincerely,
FOFOA

What minimum price do you imagine is required to put the paper gold market out of 
business?

What kind of question is that? ;D It's the "gap up" and not the specific price that will end the paper gold 
market. 

"What kind of a question is that?" 

A fair one I'd say since your expressed view was that gold had to go above some of the 

http://en.wikipedia.org/wiki/Saudi_Aramco#History


more modest targets that have been tossed out, which for the sake of discussion might be 
$5,000 an ounce, to put the paper gold market out of commission. It's not a view that's ever 
made much sense to me.

I think the specific revaluation price and the inability of the paper markets to cope with any sudden 
revaluation are separate issues. Ignoring for the moment the reasons why $55K makes more sense than 
a $5K revaluation (and the reasons have nothing to do with breaking the paper market), I think that an 
overnight reval to $5K would certainly kill the paper markets. 

First of all, think about how much of the paper market must be hedged in correlated assets. All those 
"correlated" hedges fail upon a revaluation (price change in isolation). So the shorts are no longer flat, 
they are exposed. 

Next, think about COMEX just as an easy example. Sometimes during the night the POG changes 
wildly. So from a floor trader's perspective this is like an instantaneous gap up or down. Now think 
about the fact that COMEX is really a cash-settled market. So imagine a COMEX short holding a $1M 
position. Upon revaluation he would suddenly owe $3,875,000 rather than $1M. That's across the 
board. So even in paper settlement terms, a reval to $5K would break the banks and no one would get 
paid, even in currency terms. 

Imagine the massive de facto short position held by the bullion banks that is only offset with 
derivatives in correlated assets. Upon revaluation, even to $5K, those theoretical short positions 
become real short positions, and the largest banks in the world are suddenly facing a brand new 
liability, even if it is only dollar-denominated. 

Say the BBs conservatively have a $100B theoretical short position in terms of their outstanding gold-
ounce-denominated liabilities that is offset by $100B in derivatives. As gold revalues 3.875X (which 
would be to $5K from today's price), they would now have $387.5B in liabilities offset by only $100B 
in assets (excluding reserves), leaving them owing $287B (in dollars) overnight. That's like sudden-
death bankruptcy. So basically any significant revaluation would crush the paper gold markets. I think 
the reason for higher numbers lies elsewhere. 

Bear in mind that a reval to $5K is quite different from a rally, a bull run, or an inflationary spike to 
$5K which would take all of the correlated commodities and currencies along for the nominal ride as 
well. Hell, even an overnight reval to $2K from here would probably kill the shorts and leave the paper 
longs with no counterparty to make good on their sudden "windfall". 

But that's not going to happen, because when it happens, the reval will go high enough to get gold 
flowing in any size that anyone, including the Giants and oil states, want and can afford. And I assume 
that those at the top whom Another knew have a price in mind that will kick start this monster once it 
seizes up. 

I wonder what that price is, but, equally, I have in mind that the revaluation has to 
compensate for all the lost wealth that has accrued in debt instruments over decades and 
will be destroyed as a result of what we see transpiring. Being made whole is going to 
necessitate a very high price, and, as we know, gold can go to pretty much any price 



theoretically because its reval is walled off from economic activity.

"That's like sudden-death bankruptcy." 

This brings us back to the state of commercial banks post reval. Am I missing something 
here or are we not talking about some real decimation in some of the biggest names in 
banking?

My point was to show how the paper market is destroyed. The paper market is destroyed because if it's 
not, then the banks are destroyed. The banks won't be destroyed because they'll settle those claims at 
the paper price, which could be quite low at settlement time. This process argues for at least a short 
period of "gold in hiding" rather than the immediate emergence of the new physical-only market which 
would make it more difficult for the banks to get out of that short position. It also argues for a transition 
following a collapse in the POG rather than a rally or a spike. The higher the POG at the time of reval, 
the less the reval in real terms or else the higher it must go, plus the shorts will benefit less if it happens 
during a spike in the POG. 

They have an easy and well-established way of dealing with this. They simply halt trading and declare 
forced liquidation of all positions at the last price. If you refuse to take the cash during the forced 
liquidation, good luck trying to get your physical in court later. Hope you read all the small print they 
ever put out. ;D

Okay. It's the old, cashed out at the last quoted price before the screens go black condition. 
I wonder what the minimum amount of time is required to achieve what you describe. Not 
very long I'd say. And I am wondering how long HI will go on for given that the effects of 
HI in America will be felt planet wide. I just don't see it going on for very long. If Volcker 
got an earful of "do something" back in '79 I can't imagine that the feedback from the four 
corners of the globe isn't going to be deafening, not that he or she will need to hear it in 
order to pull the plug on the dollar.

Volcker got an earful because they didn't want the collapse to continue. Today they are more prepared, 
so I don't think that Bernanke or whomever will get an earful from Europe. If they do, Congress and the 
President will give them the finger and keep printing. It will go on as long as the USG refuses to give in 
to the inevitable (unavoidable) austerity diet that's heading its way. 

During hyperinflation, the trade deficit collapses to zero in real terms even as it reaches near-infinity in 
nominal terms. It is the collapse in real terms that they will fight. I'm sure there will be some tipping 
point at which the diminishing returns of printing become indisputably obvious. But even then, the 
USG is a big, hungry monster. I can imagine it going past the point of reason and, besides, there will be 
hidden benefits that will become equally obvious, like the cleansing of all of the debt. Perhaps reason 
enough to keep printing a little while longer even after there's no other return in real terms. 

So, in summary, my mid-range guess is 6 months, but it could be as short as 3 months or as long as a 
year IMO. Then again, I suppose it could roll out more slowly than I expect, more like Zimbabwe, 
where the USG finds that printing the shit out of the dollar brings real returns longer than I expect. In 



that case, maybe two years, but I think that's less likely. 

"I wonder what the minimum amount of time is required to achieve what you describe. Not very long 
I'd say." 

Not long at all. Technically it happens the moment they declare it. And then the accounts can get 
credited within 48 hours. It's not unlike issuing a brand new currency and giving everyone 48 hours to 
get to the bank and exchange their old currency for the new one. The old currency is already worthless 
as soon as they announce it except for the limited window of time they allow you to exchange it for the 
new one. If you hang on to that old currency, it'll just die on the vine once the window closes. 

I don't expect Europe to be the leader in making unpleasant noise because they have their 
system in place to mitigate the ill effects of dollar HI. I agree that extinguishing the debt or 
at least vastly reducing it will amount to a goal of sorts, but the political class is going to be 
hearing from the locals the way Volcker was hearing it from the Europeans. How long will 
they hold out in the face of the kind of ugly displays they are apt to experience. If there's 
ever a betting pool for this I'll take the under on a year.

Under on a year is a good bet. 3 months may even be more likely than 6 months. I don't know. The 
complaints will come from the disruptions to the just-in-time supply lines, and people may turn to their 
government for help, demanding even more printing (free stuff please). Perhaps the savers and 
conservatives are screaming to stop the insanity while the majority points to the conservatives as 
heartless rich and demands that the USG print the shit out of the currency to get as much free stuff as 
possible. It's hard to predict who will be rational and who won't. Well, I guess it's not that hard. ;D

Regarding HI, we know The Euro is set up to weather the storm; do you have any thoughts 
on some of the other more important nation states and how they will be affected?

As I said, HI begins with a devaluation which translates into a jump in prices, especially foreign 
imports. What follows is the government's reaction to the devaluation and the jump in prices. 

I think that, as Another explained, all currencies are more or less tied together today, not just because 
they hold dollars as foreign exchange reserves backing the currency, but also because they trade more 
or less freely and float against each other from minute to minute. So when the dollar devalues, it may 
initially be against all other currencies, but I think that they too will follow in (extremely?) short order. 
In other words, all currencies should see a general devaluation around the same time. Of course they 
can't all devalue against each other at the same time, so that mutual devaluation should play out as a 
jump in commodity prices, a devaluation against the physical plane. 

So as you see, even though other currencies may quickly follow the dollar down a short waterfall, that 
won't relieve the ball-of-twine budget crisis the USG will be facing with a jump in prices. 

The point being that in each currency's case, where it goes from there depends on the local 
government's response to the sudden crisis. Some will just devalue like Iceland, others will go hyper as 
the government panics and prints. What sets the Eurosystem apart is that no single government has 



control over the ECB, so, even if they panic, they can't print. So look at currencies where the 
government can say "print" and then try to judge if the government will. That should give you a good 
idea of which ones have a higher probability of going hyper along with the USD. The usual suspects 
like Japan and the UK are kind of obvious. Less obvious are commodity-based dollar system supporters 
like Australia, NZ and Canada, the ones that FOREX Trader calls the "comdolls" (ie. commodity dolls). 
I don't know about Russia and China. They should be interesting to watch. They are both big countries 
with lots of local resources and pseudo-communist governments, so their governments' survival 
impulse may be more heavy-handed locally than joining the international print fest. 

Today I did a Skype check with Bob's producer. It looks like early next week for the 
interview.

Was she hot?

Listen to you. She said she couldn't display a vid from her end, which sounded like utter 
rubbish, but there you go.



Thursday, August 22, 2013

My Candid View – Part 9 

"Gold is the only money the world has ever known" 
Sounds like a simple thought, but it isn't.

To understand the following you must rethink your basic 
knowledge of money and investments. Get your aspirin ready. 

–ANOTHER

What will change is how we view money and wealth
Everything else in Freegold flows from that!

HI FOFOA,

Your e-mail to XXXXXX on GOFAUX has, so far, left me with just one question, is the 
warehouseman draining his inventory (of gold) simply a matter of price? If not, what 
allows the warehouseman the ability to "drain"/reduce his inventory?

On a very different note, 

You wrote the following in an e-mail to me:

"but if you could frame this detail (the monetary history of paper gold which extends from 
the 1922 Genoa Conference up to the present day) in a way that dovetails with Rickards' 
recounting of a few events…" 

I think what would be meaningful, and what I am guessing you may have in mind, is 
discussing how the freegold narrative views paper gold as an approximately 91 year old 
phenomenon featuring a few different iterations that were designed to prolong whatever 
system was in place at the time. Freegold is a solution to approximately a century of paper 
gold machinations that were either erected to save whatever gold standard existed at the 
time or to cope with the problem that was incurred when the gold standard was terminated. 
The gold problem (and the monetary system's state of chronic crisis) is, in large part, down 
to nothing less than the inability for prior generations to employ gold most effectively, i.e. 
floating against all currencies in the absence of paper proxies.

http://fofoa.blogspot.com/2012/11/moneyness-2-money-is-credit.html


Cheers,
Edwardo

Hello Edwardo,

"is the warehouseman draining his inventory (of gold) simply a matter of price?" 

No, not at all. The warehouseman doesn't care about the price, because all he is essentially doing is 
arbitraging two different prices, the spot price and the future price. When that spread is wide, he's 
adding inventory. When it is tight (or negative), he's draining inventory. But don't get hung up on 
causation, because maybe the spread (contango) is tight because he is draining inventory, or because of 
that which is actually causing him to drain inventory. So then why is he draining inventory? Perhaps 
because the supply flow (at the top level, not in our field of view) is so tight that he has no other 
choice. 

If you are interested in this perspective, Fekete's seminal paper on it was in 2004 and it is here:

http://www.professorfekete.com/articles/AEFWhatGoldAndSilverAnalystsOverlook.pdf

The paper is 16 pages long, but I only recommend the first 9 pages, up to the sub-heading 
"Understanding the Silver Market". Even though it is peppered with bits of HMS nonsense, it is a great 
description of the basis, contango and backwardation which I reread to refresh myself whenever 
discussing this subject. If you can understand it in the grain elevator terms like he explains, then I think 
you will have a deeper understanding than even someone who has mastered more complicated 
explanations. 

Regarding this: "Freegold is a solution to approximately a century of paper gold machinations that 
were either erected to save whatever gold standard existed at the time or to cope with the problem that 
was incurred when the gold standards was terminated." 

I think (and so do you) that Freegold is the solution to thousands of years of problems stemming from 
the use of the same medium in two contradictory roles. So I would say that the last 91 years since 
Genoa is more like the period of evolution of the thoughts underlying this elegant solution. Jacques 
Rueff's 1932 speech, which was focused on comparing the Genoa monetary conference 10 years earlier 
with another monetary conference that also occurred in Genoa back in 1445, is the oldest text I have 
read that hints at the beginning of this evolution of Freegold thought. In fact, I would probably call 
Rueff the father of Freegold thought. Here's how that speech in 1932 began:

"The story I am going to relate covers a long period. It is the life story of the gold standard, now 
afflicted with so grave an ailment that only time will tell if the victim will succumb or be left, at the 
very least, in a state of virtual paralysis." 

This is the same person who, 40 years later in 1972, wrote:

"The situation I am going to analyze was neither brought about nor specifically wanted by the United 

http://www.professorfekete.com/articles/AEFWhatGoldAndSilverAnalystsOverlook.pdf


States. It was the outcome of an unbelievable collective mistake which, when people become aware of 
it, will be viewed by history as an object of astonishment and scandal." 

So that's how I would portray the period consisting of the last 91 years; as the period in which Freegold 
as the solution emerged through trial and error, some planning, some theoretical thought, and the 
practical efforts of self-interested players at the highest level. 

Sincerely,
FOFOA

Regarding the drain from the warehouse, I have this silly remnant of an idea in my mind 
that amounts to "drain=removal" as in the warehouse is literally being emptied of its 
physical, which is not the case. It could be that pallets of gold go out, but it is by no means 
de rigueur. 

Regarding freegold as an evolution that solves thousands of years of years of problems 
stemming from fusing the MOE with the SOV, well, that is going to make a very powerful 
talking point, and one I look forward to introducing.

Think about the warehouse as having two sections, or two sides. On one side they simply offer the 
service of storing your gold for a fee. That's where all of the allocated gold sits. On the other side they 
store gold that they bought, mostly from the mines, while collecting the fee from the speculators 
playing in the futures market. They buy up any slack in the flow and sell futures at a higher price 
keeping the difference as the storage fee, rather than collecting a fee directly from the owner of the 
gold. 

That way, you can think about the "draining" of the warehouse as all of the gold either a.) leaving the 
warehouse or b.) being slid over to the other side where it's all allocated to specific customers. 

Drained gold going to allocated vaults I understand, but what about gold that is leaving the 
warehouse that is not going to an allocated account?

Where might that gold be going? To folks who want to store it somewhere besides the 
warehouse vaults? Sorry to keep banging on about this but I wants to know.

Some might be going East or Mid East, but I doubt it's as much as people think. At least probably not 
as much LBMA LGD bars. Remember, there's still some flow of new gold coming in, so that would go 
to supply "outside of the LBMA demand" before LBMA bars would be shipped. Some might be going 
to Switzerland to be melted and recast into kilo bars which are very popular in the East. Bron and 
Warren speculated that this is why it seemed like more "four nine" bars were being redeemed from 
GLD than the lower purity bars. Kilo bars are all "four nines" whereas London Good Delivery bar 
specs do not require that much purity. So if they were going to melt them to make kilo bars, the lower 
purity LGD bars would require additional refining i.e., additional cost. 

But I'm not so sure about that explanation. Today more gold is being refined to .9999 anyway, so the 



"newer bars on top" might tend to be higher purity and, like I said, the "new" flow should be going to 
fill that "outside demand" before they move a single LGD bar. Remember also that XXXXX said 
HSBC was requesting gold shot from the refinery's scrap recycling. That would likely go toward the 
"outside the LBMA flow". 

I think that there's probably enough "inside LBMA demand" to prevent too many LGD bars from 
exiting the system. So I think that a lot of the movement we see is probably just location swaps within 
the LBMA system. Think about the tight flow being asymmetrical amongst both individual bullion 
banks and locations. Gold coming in doesn't necessarily match the demand for gold going out in terms 
of which BBs are taking in versus which BBs are putting out, and the locations where the gold is being 
demanded. 

So, netting out the entire LBMA system in aggregate, I tend to think that there's probably not as much 
"physically leaving the warehouse" as most people think. Basically just the entire new inflow is 
"leaving" while the bars already inside are being shuffled around to match allocation requests. I'm sure 
there are some LGD bars leaving the LBMA and heading east or being melted down, but probably not 
too many IMO. 

-------

Are you ready for your interview? Do you have your hair, make-up, wardrobe and set design sorted? 

My shirt has been picked, my hair will be in reasonable shape, so to speak. My background 
will likely be a bookshelf, though it may be a window (a symbolic reference that some on 
the blog might appreciate) or even just the wall behind my chair. 

I have some questions: One is about gold for trade settlement come freegold. Will gold 
move a great deal or will the flow not necessarily require it to actually leave vaults. I feel 
silly asking, but I'm just not sure.

Also Another and FOA's predictions and analysis that have come to pass/been borne out. 
Care to offer a list?

"I have some questions: One is about gold for trade settlement come freegold. Will gold move a great 
deal or will the flow not necessarily require it to actually leave vaults. I feel silly asking, but I'm just 
not sure." 

I think it will be a bit of both. The flow will be automatic, not unlike how the US trade deficit has 
automatically equaled demand for new issue Treasuries. Of course today the supply of Treasuries has 
overtaken demand, but that's another subject. The supply of gold will not overtake demand in the way it 
has with Treasuries, it will simply meet it. So gold will simply flow opposite the net flow of goods and 
services. 

It will do this in a much more distributed way as compared to the more centralized way Treasuries 
flow. So distributed, in fact, that we will likely not even track it other than reporting its net movements 
on the BOP, which will magically balance once gold is figured in. 



Those who trade inside the LBMA will likely be mostly private Giants, and in some cases London will 
be, by far, the safest place for them to store their gold. I'm not really sure how those capital flows 
(changes in ownership) will be reported on the BOP, and I don't really think it matters. It'll probably 
show up as some form of foreign investment or something. 

But basically trade will balance without the need for massive and ever-increasing debt to keep it 
balanced. Gold will flow across borders in sizes ranging from grams in envelopes to pallets on planes. 
Geographical demand will come from zones shipping out more goods and services than they are 
shipping in, so the balance will be filled with gold. And if some of that demand is from Giants who 
want to buy gold that's already in London or Zurich and keep it there, that'll probably be recorded the 
same as if they bought some other immovable asset, like a building, although gold may get its own 
category in that regard. 

"Another and FOA's predictions and analysis that have come to pass/been borne out. Care to offer a 
list?" 

Most people would say that their predictions have not (yet) been borne out. And of course I focus more 
on the conceptual truth in what they exposed. But here's one courtesy of Michael H:

Monday, August 6, 2001 - GOLD @ $267.20 - FOA: "The result will be a massive dollar price rise 
in gold that performs over several years."

Michael H: "Who says that events since 2001 haven't played out as A/FOA expected?"

Tuesday, January 1, 2002 - Launch of euro notes and coins
Friday, February 8, 2002 - GOLD ABOVE $300
Monday, December 1, 2003 - GOLD ABOVE $400
Thursday December 1, 2005 - GOLD ABOVE $500
Monday, April 17, 2006 - GOLD ABOVE $600
Tuesday, May 9, 2006 - GOLD ABOVE $700
Friday, November 2, 2007 - GOLD ABOVE $800
Monday, January 14, 2008 - GOLD ABOVE $900
Monday, March 17, 2008 - GOLD ABOVE $1000
Monday, November 9, 2009 - GOLD ABOVE $1100
Tuesday, December 1, 2009 - GOLD ABOVE $1200
Tuesday, September 28, 2010 - GOLD ABOVE $1300
Wednesday, November 9, 2010 - GOLD ABOVE $1400
Wednesday, April 20, 2011 - GOLD ABOVE $1500
Monday, July 18, 2011 - GOLD ABOVE $1600 

Another one was this comment:

Date: Wed Nov 12 1997 20:41 
ANOTHER (THOUGHTS!) ID#60253:



Date: Wed Nov 12 1997 14:26 
Markus ( BIS Decisions ) ID#283277:
ANOTHER: Could you please enlighten us as to the Bank of International Settlement decision 
you allude to in your recent post?

Markus, 
A BIS meeting was held and from those doors the world did change. The Bundesbank has now made 
clear to all what will now be policy for CBs. A crisis is at hand! All physical gold sales will stop. All 
gold lending will wind down. 

Less than two years later we had the WAG. And more recently, we have the release of the Bundesbank's 
gold actions over the years, both of which support the idea that ANOTHER must have been an insider 
of some kind. 

I'd have to say that my fascination with them has very little to do with their predictions that have 
already been borne out. But it has everything to do with the perspective they shared, a perspective 
which I have endlessly explored from countless different angles all leading to the same inescapable 
conclusion that the Freegold revaluation they described is inevitable. Of course their predictive powers 
will amaze one and all once it happens, but until then it's all about the lens they gave us and how we 
can use it to view events as they unfold in a different light. Of course this is one of my favorite FOA 
quotes, one which you might want to print out:

FOA: "I (we) expect none of you to consider anything said here as credible. Everything is given as I 
understand it. If you came with a notion that I am someone who sees the future, grab the children 
and run far away. For these Thoughts, and my ongoing commentary, are meant to impact exactly as 
the "gentleman" said they would. People hear them, and whether believed or not, the words leave a 
mark. A mental mark on the trail, if you will. And later, after the world turns, our little "stacks of 
rocks" will be easier to understand next time you are passing this way. In fact, your ability to find 
your own way will forever be enhanced for having seen this path in a different light." 

It occurs to me that there are two concrete predictions that have played out, one of which is 
QE and the diversification into Euro denominated debt.

-------

Hi FOFOA,

The interview is concluded. I'll be receiving a link in due course. The Q&A touched on a 
variety of issues related to freegold but it was not, by any means, an in depth interview. You 
can decide for yourself how I did.

See the e-mail below regarding what we covered. Bob wants to do another interview, 
perhaps two more. The more one learns about the subject the more questions arise. I didn't 
really get anything like as in depth into, for example, the paper gold market as I would have 
liked. And, though I tried to get in some important soundbites, I didn't always manage to. 
For example, the last question (I think it was the last question) that I was asked was "why 



should people buy gold?" I said they should buy gold because it is the asset that is going to 
recapitalize the system, which as an answer leaves out the critical information that as part 
of the recapping process, gold will be reevaluated-which he never asked me about. I didn't 
get to see him, but he saw me. I was responding, in fact, to a disembodied voice. I've had 
experience as an actor dealing with acting against a camera, so it was not as awkward as it 
might have been. He also said something about sending the interview to unspecified 
persons for their response. 

I have to tell you, your email to XXX, somehow, the central idea in that response 
penetrated in a way that it had not before. I still have some questions, but I feel that I 
understand something that very few, except for a select number on the blog, fully 
comprehend. Perhaps I am kidding myself, but basically the idea is simple yet profound. I'd 
like to discuss it with you further at some point.

_____________________

Checkmate 2 - Slow History

"Building a coherent and cohesive narrative around events of the past is a natural part of our process of 
understanding. And every good story has a beginning, middle and an end. But what if the end of a 
particular narrative is still in the future?.."

From Checkmate 2 - Slow History, here's Levon (the Gold Trail):

"Over time, one could never compare the returns of investing in stocks and bonds to owning gold. This 
is simply because when gold is entangled in currency schemes, its fiat value is falsely presented while 
the currency system ages. Only the commodity use of gold is reflected, not its much higher wealth 
"reserve asset" function.

However, this present era has become one of those unique periods in paper money history when gold 
will take a great leap in value during the relative short term." 

Glimpsing the Hereafter 2

"Think of them as relative constants when compared to the wild-ass variable of savers, the elephant in 
the room, or more like the bull in the china shop, as long as they don't have a good focal point to herd 
them out of the busy economic highway. The best thing the savers can do for the economy is to get out 
of the price signal transmission business and settle their accounts. Simple as that. We don't need anyone 
to "help" the Superorganism in identifying and enabling credibility. That's a natural process. The 
savers, which most of us are, should simply get out of the way, settle their accounts and let the 
organism work. It is only the lack of such settlement that messes it all up. And that's the main point."

http://fofoa.blogspot.com/2013/05/glimpsing-hereafter-2.html
http://fofoa.blogspot.com/2013/03/checkmate-2-slow-history.html


Friday, August 23, 2013

Five! 

My Candid View – Part 10

"Did you have a "simple yet profound" A-HA moment you wanted to discuss?" 

Ah, yes… my aha moment.

Well, FOFOA, it may be an errant aha moment, but here it is:

I had thought that the paper gold market was tethered to the physical market, and, while it 
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is, it is not tethered to it the way that I imagined it was. In posts I had asserted that the 
paper market needed physical, but not vice versa, I was right, but for the wrong reason. I 
was thinking that paper gold required physical to meet the occasional allocation requests 
that came along…from anyone asking for physical. But allocation requests from small fry, 
(even not so small fry) that aren't met, shall we say, in a timely way, are not of the sort that 
can leave the paper gold market in ruins.

When you wrote the following to XXX...

"Freegold is a top-down phase transition, IMO. The minute there is not enough physical 
gold flowing at the top level in which it flows, the phase transition will be complete. It will 
be instantaneous, and when it happens there will be no going back." 

somehow the genuine picture came into view as it was intended to. The paper gold market 
will collapse when the top level doesn't get allocation, because, when the top level can't get 
the goods, a revaluation is what will be required in order to get gold in size to flow. But, by 
definition, the ice dam will be so thick that a massive charge will be required to break that 
dam up to a degree that will achieve the desired result.

The top tier not getting physical will require something like a Def Con 1 response. The 
bombers will have to be let loose and the world as we knew it can never be the same again.

The process of getting physical in that size to flow will require something so forceful, so 
monumental, that the paper market must be, as a part of the proceedings, annihilated. Paper 
gold will be reduced to ashes on a launch pad that will be propelling physical gold beyond 
the gravitational pull that holds it in lock step with all the other actual commodities. The 
moment the top tier cannot source physical, the paper market is a dead man walking 
because nothing less than paper gold's sacrifice will get gold flowing to the necessary 
degree. Let me know if I am on target or not.

Hello Edwardo,

Yes, I think you've nailed it! But let me try to walk you through a little more detail (i.e., add a little 
more resolution and color to your view)…

Have you ever noticed that sometimes your local dealer has a lot of old coins, and then at other times 
he has mostly (or only) the latest year Eagles and Maples? I have personally dealt with maybe a half 
dozen different dealers in person, and I have noticed this on a couple different occasions. Remember 
when I kept mentioning a flow chart while we were Skyping? It looks like a family tree, kind of like 
this:



In this chart, the "Me" at the top would be the top level where gold trades in the largest volume 
amongst Giants, CBs, SWFs, and large wholesalers. So the "Me" would be the LBMA (in combination 
with the assistance of the BIS) and the Mom and Dad would be the largest wholesalers as well as the 
CBs (because Giants and SWFs generally don't "on sell" their gold purchases. At least that's not their 
reason for purchasing). The Grandparents would be the lower level wholesalers. The Great 
Grandparents would be the dealers that you and I know, including thousands of small dealer you will 
only find at coin shows, and then there would be another level of Great Great Grandparents that would 
be us "shrimp end users". 

When your dealer is mostly stocked with old coins, the gold is flowing right here within our own level. 
Some other shrimp has sold his gold to a dealer and now you are buying it from a dealer. But if there 
are more buyers than sellers at the paper price, then the dealer has to go up this flow chart to find 
sufficient supply. Perhaps the shortage you observed is just localized, confined to your area, but in 
some other areas there are more sellers than buyers. In that case, the "Grandparent" wholesaler will 
supply old coins acquired from another locality. If not, he'll have to go higher up the flow chart to the 
CB's mint, and that's when you'll see mostly new coins at your dealer. The first time I saw this was in 
early Oct., 2008, but I've noticed it lately as well. One dealer I called who doesn't use wholesalers was 
completely out of stock (more buyers than sellers), and another one I saw at a coin show last month had 
only brand new 2013 coins. He had bought them from his wholesaler who received them from the mint. 

So that's how the physical market works. It is fractal in that different levels operate basically the same 
only on different scales. And the physical market uses the reference price from the paper market which 
means that the various states of flow around the physical market are disconnected from the price-
discovery market rather than being an integral part of it. 

As I just stated, I did call one dealer last month who had no inventory at all at today's low paper market 
price. But obviously my personal experience didn't leave the paper gold market in ruins. Another 
example is that, just today, Jim Rickards tweeted that his dealer (presumably on the east coast) is out of 
gold. Nickz immediately tweeted back that his dealer (on the west coast, who incidentally is also a 
wholesaler) has plenty. Then he tweeted that the "supposed tightness" in the physical market is "gold 
bug fiction"… tweet. 

This is the same thing we hear from XXXXXX and XXXX, that if they aren't seeing it in their little 
corner of the physical market, then it doesn't exist. It therefore must be fiction created by gold bugs to 

http://1.bp.blogspot.com/-xYdkPGoQk1g/UhaWwDKPdmI/AAAAAAAAE8A/7LaN8cDkPXs/s1600/Rickards_tweet.JPG
http://4.bp.blogspot.com/-aPwq38NISYY/UgrMCQR80uI/AAAAAAAAE3g/z85jL6-hvRE/s1600/Family_tree.jpg


sell their gold bug hype. The problem with that view is that there's no cohesive and coherent narrative 
to explain their view of plenitude. And it also leaves them with only the consensus view to explain the 
unusual draining of GLD. All three of them have professed, in no uncertain terms, their rejection of the 
coat-check room view, but I digress. 

The point was that Jim Rickards' tweet didn't leave the paper gold market in ruins either. And as I said, 
when the flow is tight at our shrimp level, we tend to see more current-year coins directly (or indirectly 
through large wholesalers) from the mints. The CBs have large reserves of gold, and they regularly 
send small amounts to the mint which is generally enough to keep the shrimp demand supplied 
whenever the shrimp level of the physical market fails to supply itself with old coins. And the countries 
that don't have large reserves, like Canada and Australia, have sufficient flow coming out of their mines 
which is essentially the same thing as having a large reserve. 

So, to some extent, our shrimp-level demand shocks are isolated from the top level supply chain by the 
CBs and their mints. As long as the paper market is still functioning, any physical shortages we are able 
to identify at our level will likely be localized and mostly immaterial to the timing of the inevitable 
collapse. These localized shortages are symptomatic of the overall tightness and the failure of the paper 
market to keep physical gold flowing properly, but their relevance to the timing will only be known in 
hindsight. As I said, I saw it happening back in 2008, so their value is not predictive in nature. 

But here's the main thing… A properly functioning physical gold market is one in which each level of 
this flow chart pyramid more or less supplies its own demand, and any differential between supply and 
demand, meaning the margin of that particular level that must reach up to the next level of volume in 
order to satisfy demand or unload excess supply, transmits a price signal that makes its way up the 
pyramid. The transmitted price signal is a premium difference between localities that allows higher-
volume arbitrageurs to move the gold to where it needs to go while making a profit from doing so, just 
like what I wrote above where the "Grandparent" wholesaler will supply old coins acquired from 
another locality. This is how the gold physically flows from one locale to another, and the higher up the 
pyramid, the larger the volumes and distances. 

That's the way it should work. The more gold that flows at the bottom levels, the less that needs to flow 
at the top. Yet the top receives—through the dealer network—the aggregated price signals from the 
various "bottom" locales and so the "top level price" where gold is moving in the largest volumes 
becomes the reference price used at the bottom. If demand for gold is high in your locality (i.e., your 
area is running a trade surplus excluding gold), there will be a higher premium locally than elsewhere, 
and so someone higher up will bring in some physical gold from elsewhere. Simple as that! 

Today, however, this natural system isn't even functioning. No gold price signals are transmitted from 
the lower levels to where the price is discovered because the price is discovered in the paper gold 
market. The CBs could potentially supply the bottom level for quite a while. So why don't they? Well, 
it must be much more than just the bottom level that matters, because what we learned from 
ANOTHER was that they were very worried about this flow as far back as 1979, so they formulated a 
temporary plan.

They could have run down their reserves by minting small coins forever to keep the shrimp gold bugs 
satisfied, but apparently there were larger interests who couldn't possibly be satisfied with mint tubes 



and monster boxes. So they tapped the mines. Annual mining supply in 1985 was 1,500 tonnes. If 
ANOTHER knew what he was talking about and the CBs were hoping for a 5-fold increase, that means 
the (temporarily) sustainable flow, as viewed from the top where we cannot see, must be around 7,500 
tonnes per year at current ratios (notice I didn't say "prices" because, even though the POG has changed 
since 1985, the ratios with commodities haven't). With very little basic math, that leaves a huge 
shortfall pressure on the physical gold market today, in the range of some 100,000+ tonnes of physical 
that was expected or at least hoped-for (promised to someone?) but never delivered. 

Think about that for a minute. Hmmm… How did FOFOA come up with that number? Hmmm… Is it 
meant to be sensationalistic hyperbole or a very conservative back-of-the-envelope calculation? 
Hmmm…

It's conservative. 

So just think about how long the CBs could prolong the status quo ratios with their mere 30,000 tonnes 
if that was their goal. It's not their goal, so you can stop thinking now. ;D 

The point is that the "marginal drain" from all levels combined has reached the very top of the pyramid 
and is now draining its reserves. This is not the way the physical gold market should work. The CBs 
announced in 1999 that they would no longer support this constricted flow under the current market 
structure. Today, as the CBs are increasing their physical gold reserves in aggregate, they are once 
again telegraphing the message that there is no support for the status quo from the CBs, even as they 
continue to mint shrimp coins due to tradition. 

So once those reserves at the top are gone, what happens? 

"The top tier not getting physical will require something like a Def Con 1 response. The bombers will 
have to be let loose and the world as we knew it can never be the same again." 

Yes. But do you see how the Def Con 1 response has a lot of moving parts and detailed resolution? We 
can't know exactly what has transpired at the top, except for what ANOTHER alluded to. But just 
imagine that 100,000+ tonnes of promised or at least expected gold (that's marginal-flow-gold, not 
global-stock-gold, so a simple doubling of the price would never suffice) never flowed. Once the top 
stops supplying the top as well as all lower levels, what would it take to get physical moving again for 
those that apparently mattered even as far back as 1979? 

Remember, at that top level you have a variety of different players, but they generally fall into two 
types. I would categorize the two types as "savers" and "dealers". The "savers" include the CBs, SWFs, 
Giants and oil producers, and the "dealers" are the bullion banks and the largest wholesalers—the 
"arbs" that will move gold in volume from the lower premium zones to the higher premium zones for 
profit. These dealers don't care about the price. They don't own the gold, they only move it for profit. 
The top-level "savers", on the other hand, do own the gold and do care about the price. But most 
importantly, they have no reason to sell any gold, and every reason to buy more. 

These are the CBs who can print, the sovereign wealth funds that are tasked with spending surplus 
currency and the Super-Producers who, until they stop producing, have no reason to sell any gold. And 



there's no level above this top level for the top level dealers (the bullion banks) to reach up to for more 
supply. When the top-level dealer supply runs out, the only place to go for more supply is to the 
demand side, to those who want more and have no reason to sell what they already have. 

Can you see the dilemma? The price of gold will still be the paper price, but the flow will have 
completely stopped at the top level. It will be a de facto failure of the paper gold market and a new 
price separate from the paper gold market will be required to get it moving again. It will be like 
gridlock in a big city. The lights keep changing from green to red to green again but nothing moves. 
The system has failed, and only a revaluation can get it moving again. My gridlock is your ice dam.

At a high-enough price (in real terms, meaning a revaluation), those with gold *IN SIZE* who have no 
reason to sell any and simply want to buy more will only have to sell a small percentage of their 
"savings" to unlock the gridlock (melt the ice) and get it all moving again which will, in short order, 
allow them to resume "saving" once again. But gridlocks don't just unlock themselves, so someone will 
have to act first. And here's where it gets interesting. 

What is the price that will unlock the gridlock at the top level, convincing those who have no reason to 
sell and every reason to buy more to sell? Who can act first, and what would that action necessarily 
entail? Here's what I think. The first to act would have to not only understand what is happening, but 
also be willing and able to sell or buy any amount of gold. This eliminates the Giants, SWFs and oil 
states because, even though they have plenty of gold, they don't have the printing press the way the 
CBs do. And that's why I think the CBs will be the first to act, probably under the auspices of the BIS. 

In order to break the gridlock, they will have to announce a very high spread, a bid price and an ask 
price, either of which can be voluntarily accepted by the other top "savers", the Giants, SWFs and oil 
states, or "arbed" by the top "dealers". It would look something like this: "We will buy any amount of 
your gold that you are willing to sell at a price of $55,000 per ounce, and we will sell you any amount 
of gold that you would like to buy at a price of $56,000 per ounce." How's that for a Def Con 1 
response? 

Here's the key. Which do you think you need to lend credibility to a really high revaluation price, a 
buyer or a seller? The answer is you need a buyer, and not just any buyer, an unlimited buyer. The 
physical gridlock requires a physical seller to unlock it, but the revaluation that will make that happen 
requires an unlimited buyer. So the "first to act" can't just be a willing seller at a high, revalued price, it 
must also be a willing buyer at that same price and in any quantity offered. 

Remember this post from ANOTHER (THOUGHTS!)? This Def Con 1 response would be quite 
similar to the pre-euro potential oil-bid-for-gold scenario in that post. So I will rewrite a small part of it 
using simple word replacement to show you how it would work:

"The first few moments after the BIS's proposal to buy gold at the very steep price of $55,000/oz, 
there would be roars of laughter. One fast thinker after another would think "Hey. I buy some 
gold from APMEX at $1,300/oz, sell it to the BIS for $55K. Net profit is $55,000-$1,300=$53,700. 
Easy money."

Everyone at once turns to the shrimp and paper gold markets to buy, markets which promptly 
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shut down. Now no one is laughing. Because everyone realizes that gold is now worth $55,000 per 
ounce and no one is prepared for that revaluation. Whoever has gold now has 42.3 times the 
purchasing power in that stockpile. What appeared to be a stupid offer has now become a 
complete revaluation of all gold stockpiles worldwide vs all currencies worldwide." 

The point is that the credible bid alone is enough to shut down the paper markets and stop all shrimp 
transactions at the old price in their tracks. The top level price is now the reference price used 
worldwide. The first transactions will be sales to the BIS, but before you know it, cash4gold 
arbitrageurs all over the world will be buying any and all physical gold offered for, say, $54,000/ounce 
just to arb that $1,000/oz. spread. Before you know it, the new physical-only market will have emerged 
worldwide. 

So there's your Def Con 1 response to gridlock at the top level in which physical gold flows.

I think the draining we see today at the top via daily GLD inventory updates is just buying enough time 
to divvy up the few remaining scraps. At some point you're giving away the scraps by buying more 
time to divvy up the scraps, so where's the point of diminishing returns? Is it now? Is it next week? 
Who knows? We can only guess at such "hypothetical" choices. 

If I'm right about the meaning of the GLD drain, then we're already in that zone where someone is 
asking, "Now?" "Now?" "Now?" with a loaded pistol aimed at the suffering animal's head. The 
physical market is no longer functioning properly, nor is it being supported. It is instead like a body in 
the last stages of starvation, eating its own extremities while hoping for some kind of a merciful 
reprieve. Each bite out of GLD is like a crazed animal eating its own tail, or arm, or leg. ;D 

Sincerely,
FOFOA

Hi FOFOA,

Thank you for that very illuminating added color and detail. The last few paragraphs of 
your epistle really hammered home the "state of play". The system has become 
cannibalistic. 

The main coin and bullion dealer that I used to go through here in town, a dealer who had 
been in business in town for many years, closed down a little over a year ago. I never 
received a very satisfactory answer as to why he closed when he closed other than burnout. 
Now his nephew operates a shop on a substantially smaller scale, and for many months, 
whenever I have contacted him to find out what the cheapest premium coins are in stock, 
the only response I have received is the thin gruel of MLs, GEs and the occasional 
Kruggerand and 1 ounce bars.

Now for a mini-digression of my own. My sister and her family were visiting us this 
weekend and I showed her the RT interview. In the last few months, I have finally 
persuaded her to buy some physical, and, now, after this weekend-where we discussed 
matters related to the interview- she is acquiring more. Unfortunately, My father is pretty 
much intractable which is a shame, but C'est la vie.



Edwardo

_____________________

And finally, here's one last bonus email for you. Unlike the others, this one is not from the last 30 days. 
I wrote this one back in February, a month and a half before the big gold price crash in April, while the 
PoG was still barely above $1,600:

Hello FOFOA - I started off this week-end feeling very gloomy. But then your Checkmate 
Post hit the streets - and boy did that cheer me up!! What a feast! Funnily enough I was 
going through some older posts again, trying to make sure I understood each and every one 
of your Catch-22 scenarios. I think I "get" them all now, and the Checkmate Post just put 
the icing on the cake. 

So you "expect it soon" - and if you had to bet on the "what triggers it" question - what do 
you see as the "most likely" trigger? I'm sure you ponder this often, and I'm also sure you 
have already selected your most likely or most appealing "favourite". So how would you 
like to see the game end?

Cheers - XXXXXX

Hello XXXXXX,

I think the biggest threat to the system right now is price volatility. That is, prices of real things 
changing too quickly in either direction. Prices are where the rubber meets the road, where the 
monetary plane intersects the physical plane. And I view gold as the linchpin that ultimately holds the 
two planes together. 

I think the "most likely trigger" is the price of gold falling too fast, simply because I can imagine that 
happening at any moment, with little or no warning. It could easily be accompanied by (and driven by) 
a general market collapse like we had in September of 2008, or it could happen on its own for lack of 
support from either of the two legs. By looking at the gradually falling price around Snapshot days, I 
am simply taking note of the apparent lack of levitation we've seen in the past, which could mean that 
official support has ended if it was ever present in the first place. 

Of course technical support levels still come into play even if the bull run has ended, so I think it is 
most likely to be accompanied with some sort of a general market decline. If there's a general market 
crash that punches gold downward through some of those technical support levels, there may be 
nothing below to stop the fall. That's when the paper price separates from the physical price IMO. 

So will it happen this year? What are the odds that we make it through the rest of the year without a 
"dramatic correction" in the markets? 

If the bull run continues, a rising price is also a threat because the general price level of commodities 
(real things) is correlated with gold during a bull run. The USG's spending habit is another place where 
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the rubber meets the road because the USG's addiction is in real terms but its spending is in nominal 
terms. If "gold" goes to Jim Sinclair's $3,500 and oil follows it up north of $200/bbl, that means some 
real "cost push" price inflation as Jim likes to say. 

Take a look at the US national debt during the last decade's bull run. It was at about $6T when the bull 
run started. Today it's over $16T. I don't care about the absolute level of the debt (what I call the stock), 
I'm only interested in the nominal rate of deficit spending (the flow), which, because it is in real terms, 
must accelerate with inflation. In other words, if the price of oil doubles, so does the rate of USG 
deficit spending, and these days that will mean the rate of QE. 

I believe this will have a feedback effect on commodity prices as the USG refuses to cut its rate of 
deficit intake in real terms which would otherwise be the natural response to a jump in prices. I think 
that part of the reason we made it through the last decade's bull run was that China, while running a 
trade surplus, absorbed (sterilized) a large part of the USG's accelerating dollar output. But as has been 
observed, that mostly ended a year and a half ago, about the same time as the bull run in paper gold 
peaked. 

So once again we have two legs of support which could explain the last decade. Somehow the flow of 
physical gold was managed while the acceleration in the USG's rate of dollar output was absorbed by a 
net-producer. And now we find ourselves stuck between a rock and a hard place. The rock being a 
falling gold price and the hard place being a continued bull run. 

While the feedback effect on commodity prices is merely an academic exercise to us now, I think that 
in reality it could happen a lot faster than you can imagine. 

So there you have it. My "most likely trigger" is a falling gold price which leads to the separation of 
paper from physical. And my "back up trigger" is a rising gold price which leads to impending 
hyperinflation. Both ultimately cause the other to happen in short order, but which comes first remains 
a question. 

Remarkably, the bull run has stalled out for a year and a half now, along with oil, silver and just about 
everything else. So it seems we have reached a new plateau of stability. Or not. And if not, just imagine 
the pressure that has been building during this so called "consolidation phase". What if we bust out of 
this slump to the upside like July and August of 2011? Do you think it will stick? Do you think the bull 
run can continue to $3,500? I don't. 

Do you think the general markets can continue their upward trend without a sudden and dramatic 
correction at some point? I don't. Do you think that official support for paper gold as well as the paper 
gold bull run has ended? Looking at the evidence, I think it's possible. Remember, we had Paulson and 
Soros selling in December along with my bellwether ringing followed by a chorus of others. Today we 
hear talk of technical levels of support. So what? They have those in bear markets too. Do you think the 
East has lost its taste for physical? Do you think the East is instead prepared to soak up the USG's 
accelerating rate of dollar output indefinitely? I don't. Do you think it has already ended? I think that 
QE is the proof that it has. 

So when I say soon, what I really mean is "overdue". Like the Big One. I use this only as an example of 



what overdue means. These "Big One" earthquakes have a certain historical geographical frequency of, 
say, 70 years. So once the 70 years has passed, we could say the next one is overdue. In the case of 
Freegold it's not about the historical frequency. It's about all of the identifiable elements being in place. 
Seems to me they are now in place, so that's what I mean by "soon". Unlike most people (apparently), I 
don't view the more time that passes as a sign that it's farther away than we thought. That someone has 
figured out a new and better way to delay the inevitable. Instead, I view each day that passes as another 
day the Big One didn't hit even though it's already overdue. 

It's one thing to explain how we made it through the last 10 years. It's something entirely different to 
have a gut feeling (based on what??) that it can be repeated, even as we see clear evidence that the 
European gold sales have ended, QE has begun (meaning not enough net producers mopping up the 
dollar sewage) and paper gold languishing 16% below its high from 18 months ago. I mean, seriously, 
anything other than "soon" would be a disservice to everyone. I don't think the actual date of Freegold 
exists, even with theoretically perfect (godlike) knowledge it doesn't exist. What exists is a probability 
wave in which "soon" has the highest probability at present. 

Sincerely,
FOFOA

_____________________

We are, today, at the very conclusion of a fiat architecture that is straining to cope with our changing 
world… Trained from birth, as all Western thinkers are, to read everything economic in dollar system 
terms; we, too, are all straining to understand the seemingly unexplainable dynamics that surround us 
today. 

Western governments, the public and several schools of economic thought are attempting to define and 
explain what extent these changes will have within our financial and economic world. Most are all 
striving to see this as the next plateau of dollar integration, carrying us onto the next level; looking 
always higher for what this next level will bring in social, financial and lifestyle enhancements…

What if the last decade's efforts to prolong dollar use, both internally and worldwide, have inflated its 
worth to such an extent that it's now vastly overvalued? Asking more; what if the architects of a 
competing currency system and the major players that helped guide its internal construction, all took a 
hand in promoting the dollar's extended life, its overvaluation and its use; so as to buy time for this 
great transition in our money world?

The actual debt machine that built much of America's lifestyle is now going into reverse as it destroys 
its own currency; one built upon a stable debt system with locked down gold prices…

To compete in the new architecture of a Euro System currency, unrestrained trading of gold will (and 
has) advance its dollar and Euro price significantly…

This not only has "everything to do with a gold bull market", it has everything to do with a changing 
world financial architecture. And I have to admit: if you hated our last one, you will no doubt hate this 
new one, too. However, everyone that is positioned in physical gold will carry this storm in fantastic 
shape. This is because the ECB has no intentions of backing their currency with gold and every 



intention of using gold as a "free trading" financial reserve. None of the other metals will play a part in 
this. 
-FOA

I (we) expect none of you to consider anything said here as credible. Everything is given as I 
understand it. If you came with a notion that I am someone who sees the future, grab the children and 
run far away. For these Thoughts, and my ongoing commentary, are meant to impact exactly as the 
"gentleman" said they would. People hear them, and whether believed or not, the words leave a mark. 
A mental mark on the trail, if you will. And later, after the world turns, our little "stacks of rocks" will 
be easier to understand next time you are passing this way. In fact, your ability to find your own way 
will forever be enhanced for having seen this path in a different light.
-FOA

_____________________

Moneyness

FOA: My friend, our message and our position is that we are in one of the most exciting times of all the 
history of gold! We have seen that during times with the most radical transitions, the majority are 
usually defending the wrong asset. This unfortunate situation need not impact everyone today. If better 
judgment is the result of a full understanding, then some who read here will be exposed to tools that 
could help them avoid the mistakes of our Western hard money majority. 

For Western Gold Bugs today, their culture, their system and their recent knowledge is all ensconced 
within the last 30 years of paper wealth. Yet they are using a hard money defense, written by masters 
preceding our modern era. They struggle to use that logic out of context, as it is thought to apply to 
this gold market today. These two precedents are leading them to reflect their gold values in some form 
other than physical ownership in possession. This mistaken detour from gold's true purpose will once 
again prove, by reality, the value of owning real gold.

Standing aside this group is the Physical Gold Advocate. For them, for us, these times will contain the 
greatest gain in real wealth ever seen. For those who are falling behind, gold is still within your grasp.

TrailGuide

Video: What is Freegold?
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