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Gold: The Ultimate Un-Bubble 
**Newsflash** 

The gold bubble has not popped! ...because gold is not in a bubble. There 
is no gold bubble. There is no such thing as a gold bubble. Never has been. 
Never will be. 1980 was not a gold bubble. And anyway, today's situation is 
entirely different.

In fact, gold is the opposite of bubbles. It is the inverse, the recipient, the 
beneficiary of "frothy air" that escapes at lightning speeds when bubbles 
pop. It has already capitalized on the demise two bubbles this decade. And 
it is now about to absorb the froth spontaneously expelled by two more, 
the two biggest bubbles the world has ever seen.

For all you technical analysts out there plotting and planning your 
eventual exit from gold before the blow off phase, I have a new pattern to 
introduce to you. I call it the Orbital Launch Pattern, or the Inverted 
Waterfall. In this pattern there is no blow off! It looks something like this...
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As you can see, it is the inverse of The Waterfall Effect [1]:

Think about what happens when a rocket shoots for space. Its fuel is 
consumed in the heat of fire, it sheds its extraneous dead weight which 
falls back to earth and burns up on reentry, and its underlying asset, a 
satellite, stays up in perpetual orbit.

What causes bubbles to form?

The answer to this question lies in a simple comparison of a few actual 
bubbles. Most recently there was "the Housing Bubble" and before that, 
"the Tech Bubble" or "Dot Com Bubble". In 1929 we had "the Stock 
Market Bubble". There were the concurrent bubbles in 1720, the British 
"South Seas Bubble" and the French "Mississippi Company Bubble". And 
of course there was "the Tulip Bubble" of 1637 in Holland.

In all of these bubbles demand quickly overwhelmed supply in a feedback 
loop whereby new demand joined the stampeding herd causing the price 
to rise, causing more new demand to join the stampede and so on.
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A self-reinforcing feedback loop. Then leverage or credit was added to the 
rocket-fuel mixture boosting prices to even higher stratospheric levels. 
With cheap credit even the shoeshine boy could get in on the action!

And with the shoeshine boy in, new and improved Ponzi-paper derivative 
financial trading products were created allowing the hyper-acceleration of 
speculative trading. Accelerated paper trading created shortages in the 
underlying object of desire which in all the above cases was something 
that could be produced to meet demand. But these temporary shortages 
blasted the price even higher drawing more lemmings into the stampede.

At this stage euphoria, greed, delusion and mania took over. This was 
when, in most cases, over-supply had been stockpiled to meet the 
delusional demand and the true insiders took their profits and got the 
heck out. Cheap credit was then cut off and the weakest players were 
forced to sell causing a panic in the herd of lemmings who promptly ran 
straight off the cliff.
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Of course there were subtle differences in each bubble. But the 
commonality was that the underlying object of desire in each case could 
either be easily ramped up to meet demand through a little extra human 
effort [2], or it could at least be valued objectively through common 
metrics like income, rent, earnings, interest or through careful valuation of 
its component elements.

The true fair value of the underlying object of desire became obscured by 
frantic greed-driven trading of, in most cases, its paper equivalent. Then, 
with leveraged profits driving the paper trade and ramped-up production 
of the physical object, separation between paper and physical was 
imminent.

Separation of paper and physical. Sound familiar? Well it's not the same as 
gold. It is the opposite.

Take the tulip craze. In the early 1600's a rare tulip virus was identified 
which made tulips bloom in a brilliant mosaic of colors.
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These rare flowers soon became a status symbol. Then in 1625 an 
especially rare "mosaic virus"-infected tulip bulb was found which rose in 
price to around $25,000 in today's dollars. The trading of "paper tulips" 
went delusional and by 1627 one of these rare bulbs sold for the 
equivalent of $75K! This price caused speculators to quickly cultivate this 
rare breed of tulip proliferating its valuable offspring. As the offspring 
multiplied the rare bulb became much less rare. Then, "one day in 
Haarlem a buyer failed to show up and pay for his bulb purchase... within 
days tulip bulbs were worth only a hundredth of their former prices. The 
tulip bubble had burst." [3] Can you see the difference yet?

In 2000 the Dot Com Bubble ended with a wave of dubious IPO's for tech 
and Internet companies with little more than a clever idea. The Housing 
Bubble ended with a rash of ridiculous condo conversions (old apartment 
buildings flipped into condos) and a giant inventory of new homes that 
could not clear at even half the price.
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To make matters worse, the easy credit that had fueled the Housing 
Bubble became a drain on the real economy and when it was cut off, the 
Ponzi financing available to individuals came to an abrupt end.

Pop Goes the Bubble

So as we can see, one of two fundamental things causes bubbles to pop, 
and sometimes both. In one case, frenetic delusional demand outpaces 
supply until malinvestment delivers a surplus supply and then the bubble 
is done. In the other case, frenetic delusional over-valuations outpace 
rational objective metrics until easy credit must be cut off to save the 
banks and insiders and then the bubble is done.

Post-Pop

Normally bubbles stay popped for a generation or more, at least until the 
pain of spontaneous impoverishment is forgotten. Of course, once the 
underlying object of repulsion undershoots a fair valuation the forces of 
currency inflation resume a gradual ascent. But this phenomenon is 
anything but bubble re inflation.
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In some cases post-pop bubble froth appears to flow directly into new 
bubbles, as in the case of the Housing Bubble following the Tech Bubble. 
From this perspective, we are living in a "bubble economy", which is 
actually true. But these serial bubbles are really just the result of Central 
Bank inflationary policy meant to dull the pain of newfound poverty like a 
shot of heroin, and not a flight of real, hard-earned capital.

The flight of hard-earned, highly valued capital always flows down the 
inverse pyramid directly to the safety of its solid foundation. (Please see: 
All Paper is STILL a Short Position on Gold)

Golden Receivership

In 1971 we could say that the high value of the US dollar was actually in a 
bubble. The clearest sign that this bubble was about to pop was Charles 
de Gaulle's demand of US Treasury gold as France expressed its desire to 
end the dollar's wealth reserve function.
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In pure desperation, the gold window was closed and boarded up like a 
bungalow in the Keys before a hurricane. This display of pure weakness 
and fright was like a pitchfork impaling the dollar bubble and gold 
promptly rose 2300%.

In 1929 the Stock Market Bubble burst and even though gold was under 
strict parity rules, severe pressure had to be released by raising its price 
70%. But even this wasn't enough to contain the panicked flight of capital 
so domestic gold possession had to be outlawed as well.

In 1720 France, John Law's paper currency and "Mississippi Company" 
bubble popped. The entire capital flow went right into gold and silver. A 
frantic Law first limited the amount of gold that could be redeemed to 
stem the flow, then attempted to turn his company stock into actual 
currency, doubling the money supply and further impaling his bubble. 
Ultimately he outlawed the ownership of gold in a desperate and feeble 
attempt to save his dying bubble. But this only made things much worse 
for him and he was finally forced by the King to flee France for Venice 
where he died penniless eight years later. [4]
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Lastly, from the day the Dot Com Bubble popped until the Housing Bubble 
popped (7 years later) gold rose 140%. Then, again, from the Housing 
Bubble implosion until today (a little more than 2 years), gold has risen 
another 70%.

Two Historic, World-Class Bubbles are About to Pop

Bubble #1: Government Debt (with a nominal value in the tens of 
TRILLIONS)

Bubble #2: Perceived Wealth, denominated in purely symbolic, un backed, 
unsustainable-Ponzi-debt-based currency (with a nominal value in the 
HUNDREDS of trillions)

Darryl Robert Schoon writes:

In the early stages of capitalist systems, interest and principal can be 
serviced out of the debtor’s cash flow. In the final stage of “mature 
capitalist systems”, they cannot.
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Capitalism’s final stage is what Minsky calls “ponzi-financing”, when debt 
payments can only be made by additional borrowing. This is what the US, 
the UK and Japan are doing today, having to borrow against tomorrow in 
order to pay yesterday’s bills.

For 50 years, not one Dollar of new debt created by the US government to 
fund the activities it does not wish to tax for has been repaid. The debt 
has simply been “re-financed” with new debt being sold to retire the 
existing debt. 

(www.the-privateer.com)

At some point, the end finally arrives. Ponzi-financing cannot service debt 
forever. Investing in unhedged paper assets is the bet that it can. Gold is 
the bet that it cannot. [5]

Amazingly the mathematical upper limit of Ponzi-finance coincides 
perfectly with the mathematical limit of the 28-year rise in past-issued 
bond valuations!
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It is the 28-year hyperinflation of the US$-denominated debt asset bubble 
that is about to pop. When interest rates are falling (like they have been 
for the past 28 years), the value of past-issued debt assets rise. Anyone 
who has been playing the bond market since 1981 has made a "gross" 
killing! (Please see: Bill Gross):

Bill Gross buys $23M mansion in Newport

Friday, August 14, 2009 10:20 PM PDT

Here is the chart of interest rates since 1981:

Flip it over and you will see the chart of Bill Gross' profits during that same 
time frame:

Of course the inflation of this 28 year mega-bubble was given an assist by 
the systematic suppression of gold prices beginning with Barrick in 1983 
and accelerated by Rubin and Summers in the early 90's with their 
Gibson's Paradox scheme and Strong Dollar Policy.
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But the thing about THIS bubble's rise that is so different from any rise in 
gold is that the price of past issued debt has a natural upper limit. And the 
"lowering of interest rates scheme" has a physical floor, an inevitable and 
unavoidable dead end... call it ZERO.

Yes, we have seen a couple ventures into negative interest rate territory 
lately. But this is simply anathema to the very concept of money, period. It 
is the ultimate froth, the last breath of air you can blow in before a bubble 
pops. It is the sure signal that the end is nigh.

When interest rates hit ZERO, they only have one way to go. And that 
means that the value of past issued debt, the very kind of TRASH that 
China is sitting on a land-fill mountain of, only has one way to go... DOWN. 
This is the very definition of a bubble that is about to pop. As Peter Schiff 
calls it, this is The Mother of All Bubbles! [6]
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There is no such thing as a Gold Bubble, Never was, Never will be 
investment demand, the kind of demand that uses any object of desire as 
an investment rather than a useful commodity, can obviously flow into 
almost anything; Tulip bulbs, stocks, bonds, real estate, computer geeks 
working out of their garage, etc... And as investment demand exceeds 
utility demand, malinvestment occurs producing the object of desire 
beyond its commodity demand, creating an inventory surplus.

But changes in the gold price are mostly driven only by investment 
demand. Industrial supply and demand in gold is very stable relative to 
investment supply and demand. So any significant rise in the price of gold 
is a clear indication of growing investment demand and is also a positive 
confirmation of the premise behind that demand, that gold will rise. This 
creates a self-affirming feedback loop of positive reinforcement.

And since gold production cannot be ramped up to meet demand like it 
can in bubblicious items, there is no reason for gold to fall back.
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Gold mining does not debase gold in the same way that dollars, tulips, 
homes, Dot Com IPO's or government bonds are debased through 
production. Mine production is taken from known reserves that are 
already valued, owned and traded, and all gold on the planet Earth is a 
fixed amount, the same fixed amount it was a million years ago. All we do 
is move it around, like poker chips on a table, to those savers that value it 
the most.

Furthermore, the price of gold is arbitrary. This means that gold can go as 
high as the people of Earth want to take it without EVER exceeding 
objective valuations by common metrics like earnings, interest or the sum 
value of its component elements. Gold IS the element. It cannot be broken 
down further, except perhaps by the LHC.

One of the most common criticisms of gold's use as an investment is that 
it cannot be valued the way stocks, bonds and real estate can. They are all 
commonly valued by their yields, and gold has no yield, therefore it cannot 
be fairly valued, or so the argument goes.
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But if we invert this argument then gold can never be OVERvalued either, 
whilst those other things can, and are... in a bubble!

The price of gold is arbitrary, ergo, there is no such thing as a gold bubble.

And finally, as gold's role in the world evolves from barter item to pure 
numéraire, to transactional currency, to simple commodity, and ultimately 
to wealth reserve par excellence, its value relative to the rest of the world 
can (and has) shifted both up and down by as much as two orders of 
magnitude. Such phase transitions in the functional value of gold 
completely invalidate "fair value" methodologies like that used by Paul van 
Eeden.

1980? This Time is Different!

The only way for a purely symbolic fiat currency to survive the sudden, 
self-reinforcing and complete coup de grâce (death blow) from its 
nemesis, gold, is for the central banker to get ahead of spontaneously 
exploding interest rates without completely demolishing the economy on 
which it feeds like a mutant parasite.
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In 1980 this was possible, but only barely, through a drastic rate increase 
to 20%, and only because the economy and the national debt load was 
much different at the time. If the same thing was tried today the economy 
and the government would come to a standstill, followed by a complete 
and utter collapse. For this reason it is not only unlikely, it is impossible.

In 1980, the US was a net creditor nation with a balance-of-payments 
surplus. The financial industry was small and stable. And the US was not 
subservient to foreign creditors. Today the national debt is over $12 
Trillion, the US Treasury Secretary must kowtow to the Chinese, and the 
financial industry is a brittle behemoth built on derivative quicksand. [7]

Because of these fundamental differences in 1980, Paul Volcker was able 
to successfully defend the dollar against the same existential threat which 
WILL take it down this time. That threat is capital flow into the dollar's 
lifelong nemesis, gold!
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You can thank all the players and their activities as identified by GATA for 
making this time different. You can thank the mining giants that sold 
forward paper contracts for their future gold. You can thank our Central 
Bankers who leased half of their gold into the market to squash their foe. 
You can thank Rubin and Summers for their "Strong Dollar Policy". You can 
thank Alan Greenspan for the easy green. You can thank them all for 
making damn sure that this time there is absolutely nothing the Fed will 
be able to do, nor will it want to!

Interest rates will rise with a vengeance, and soon. And the Fed will have 
no way to get out in front of them, and no desire to do so either, which 
would make the Fed look like the entity that single handedly destroyed the 
economy and the government's golden egg-laying goose. No, the Fed will 
prefer to let Mr. Market destroy its Ponzi currency scam with the 
Chairman's remote aspiration of avoiding the hangman's noose-wielding 
angry mob outside with nothing left to lose.
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Unlike 1980, this time gold will go up and stay up! I'm not saying there will 
not be a temporary overshoot in actual purchasing power. But with the 
specter of hyperinflation looming, it will not be worth the attempt to 
capture the overshoot. An exit from gold may just capture YOU in the 
wrong paper at the most wrong time in all of history!

A Functional Change for Gold

Some people call it the spontaneous re-monetization of gold. [7] They 
mean that gold will resume one of the three basic monetary functions 
under the common concept of money. I, on the other hand, call it the 
complete and final demonetization of gold, meaning gold finally breaks all 
parity with paper equivalents and trades only in its physical form, trading 
as the inverse of paper. These re/de-monetization differences are only 
semantic. We are talking about the same thing. See my three part series 
titled Gold Is Money for more. [8][9][10]
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As gold exchanges its commodity label for that of wealth reserve par 
excellence, it will mainly replace the debt-asset trade, not the equity or 
stock trade. But the equity trade will fall by a significant margin as well, in 
relation to gold, because the frothy debt trade has pushed far too many 
conservative investors into the risky equity market.

Orbit = Perpetual Levitation

Just as when bubbles pop they stay popped, so too when the ultimate Un-
bubble Un-pops it will stay Un-popped!

Probability Distribution

So how much of your perceived wealth have you locked into a real, solid, 
"good as gold" wealth reserve? I shouldn't have to say this because it is so 
obvious, but it is clearly better to "cash out" of the paper game and "lock 
in" your profits BEFORE the two biggest bubbles in history pop. That way 
you beat the rush, so to speak.
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As for the coming rush, by my back of the toilet paper calculation I figure we 
will soon witness somewhere between $XXT and $XXXT of perceived 2009 
dollar "wealth" capital flow into roughly $XT worth of gold on a global scale. 
For this reason I created my probability distribution curve:

And for those of you that don't yet understand the difference between 
Freegold and Hyperinflation (which is apparent through statements like "what 
good is $100K gold if a roll of toilet paper costs me $100?"), I created this 
second "purchasing power" distribution curve to clarify my position:

A Final Note

For you new readers and those who are reading this post on other websites, I 
would like to state for the record that my thoughts are not original. My blog 
now has 90 original articles written by me dating back to August 23, 2008. 
They are a record of my journey understanding the writings of the enigmatic 
Another and FOA, and how they relate to our current crisis. It is to these two 
anonymous messengers that my blog is a humble tribute.
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Does this strike you as a curious title for an FOFOA blog post? I'll bet some 
of you are saying yes while others are thinking "huh? What kind of a stupid 
question is that?" Onward...

One of the greatest compliments I receive is when people say that I write 
in a way that anyone can understand. But one of the reasons my posts 
come across this way is that I really try to avoid stereotypical and 
dogmatic words. I especially try to avoid words deeply embedded in our 
elite academia. The problem is that these words carry so much baggage. 
They carry a standardized mental picture that is often wrong. In fact, some 
words carry multiple images specific to different factions of belief.

This "word problem" creates confusion and often stirs misguided debate 
founded on different definitions. "Inflation" versus "deflation" is a perfect 
example. So to avoid misunderstandings, I try to explain my Thoughts 
through descriptions rather than dogmatic words.

Hyperinflation, however, is one word I do use, because I think it portrays 
the best visualization I can deliver as to how the dollar's collapse will 
unfold. 
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At the same time, I am careful to explain that I believe gold's price 
explosion is a totally separate event that is coming. It is not DEPENDENT 
on hyperinflation. In fact, hyperinflation could theoretically be avoided 
while gold's price explosion cannot.

Along these same lines, explaining myself descriptively, I state that my 
position is "deflation in real terms"... in terms of gold! What makes it so 
difficult for traditional "deflationists" to grasp this concept is that deflation 
(my description of deflation) will end in hyperinflation! "Hyperinflation", 
as I have shown, has much more in common with their understanding of 
"deflation" than it does with the common understanding of "inflation". As 
I like to say, the only thing hyperinflation and inflation have in common is 
nine letters. And I also like to say that in the end we will have hyper-DE-
flation in all things measured against gold, and hyper-IN-flation in all 
things measured against dollars. I am opening with this long prelude only 
to demonstrate my "descriptive" intentions as I now tackle the most 
dogmatic and divisive word of all... MONEY! What is money? Answer this 
question honestly and I think a lot of what I write may suddenly come into 
clearer focus.
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Gold is Money

This is the dogma among most in our crowd, is it not? Gold is money! Who 
on earth can dispute this (practically) divine statement? Well, I'm not here 
to stir up trouble, so I will leave this one alone for the moment. But I hope 
we can all agree on at least one thing for the moment. How about this 
one?... "Gold is a form of wealth!" Hopefully we can at least agree on this 
statement as we proceed. Gold is a form of wealth.

Functions of Money

"Money", as it is understood today, has three main roles. The late Dr. 
Willem F. Duisenberg, former President of the ECB, in his famous 
acceptance speech for the International Charlemagne Prize in 2002 stated 
it well...

What is money? Economists know that money is defined by the functions 
it performs, as a means of exchange, a unit of account and a store of 
value.
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Our modern understanding of money is that it has three roles or 
functions: 1) A medium of exchange, our TRANSACTIONAL currency, 2) a 
unit of account, a "number" used for comparing relative values, held in 
each person's memory AND on paper for bookkeeping (and legerdemain), 
and 3) a store of value, or wealth.

What I would like to do now is to take a broader view of money. A thought 
experiment that will transcend the last 38 years of our monetary 
experience. I hope to transcend even the last century, the last 233 years of 
our United States, perhaps even the last millennium. Let us think about 
money in terms of the last 2,500 years. And perhaps then we can gain a 
new perspective that yields a fresh understanding of what the heck is 
going on right now!

Etymology

Etymology is the study of the history of words. Now I am no expert, but I 
would like to point out what the dictionary says about 'money' and 
'currency'. From my post, On Hyperinflation:
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Two definitions are important in this discussion. These are from Webster’s 
Dictionary:

Currency (1699) 1 a: circulation as a medium of exchange b: general use, 
acceptance, or prevalence 2 a: something (as coins, government notes, 
and bank notes) that is in circulation as a medium of exchange b: paper 
money in circulation c: a common article for bartering d: a medium of 
verbal or intellectual expression

Money (13c) 1 : something generally accepted as a medium of exchange, a 
measure of value, or a means of payment

Note that the first known use of the word Money in the English language 
was in the 13th century. The word Currency didn't make it into the English 
language until more than 400 years later.

Note also that the appearance of the word 'money' in the English language 
came 800 years after the fall of the Roman Empire.
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Thought Experiment

Now on to our Thought experiment. This comes to us courtesy of FOA on 
The Gold Trail. I have edited the length of FOA's presentation for the 
purpose of this post, but will keep it in blue to differentiate the source. 
The entire post can be found at the link above.

Owning wealth aside from official money units is nothing new. Building up 
one's storehouse of a wealth of things is the way societies have advanced 
their kind from the beginning. What is new is that this is the first time we 
have used a non wealth fiat for so long without destroying it through price 
inflation. Again, a process of using an unbacked fiat to function as money 
and building up real assets on the side. Almost as if two forms of wealth 
were circulating next to each other; one in the concept of money and the 
other in the concept of real wealth.

This trend is intact today and I doubt mankind will ever pull back from fiat 
use again. Fiat used solely in the function of a money concept that I will 
explain in a moment.
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Understanding all of this money evolution, in its correct context, is vital to 
grasping gold's eventual place in the world. A place where it once proudly 
stood long ago.

All of this transition is killing off our Gold Bug dream of official 
governments declaring gold to be money again and reinstitution some 
arbitrary gold price. Most of the death, on that hand, is in the form of 
leveraged bets on gold's price as the evolution of gold from official money 
to a wealth holding bleeds away any credible currency pricing of gold's 
value in the short run.

To understand gold we must understand money in its purest form; apart 
from its manmade convoluted function of being something you save. 
Money in its purest form is a mental association of values in trade; a 
concept in memory, not a real item. In proper vernacular; a 1930's style US 
gold coin was stamped in the act of applying the money concept to a real 
piece of tradable wealth. Not the best way to use gold, considering our 
human nature.
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By accepting and using dollars today that have no inherent value, we are 
reverting to simple barter by value association. Assigning value to dollar 
units that can only have worth in what we can complete a trade for. In 
effect, refining modern man's sophisticated money thoughts back into the 
plain money concept as it first began; a value stored in your head!

So you think we have come a long way from the ancient barter system? 
Where uneducated peoples simply traded different items of value for 
what they thought they were worth? Crude, slow and demanding, these 
forms of commerce would never work today because we are just too busy, 
right? Think again!

Lean back and think of all the items you can remember the dollar price for. 
Quite a few, yes? Now, run through your mind every item in your house; 
wall pictures, clothes, pots and pans, furniture, TVs, etc... Mechanics can 
think about all the things in the garage, tools, oil, mowers.

If one thinks hard enough they can remember quite well what they paid 
for each of these.
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Even think of things you used at work. Now try harder; think of every item 
you can remember and try to guess the dollar value of it within, say, 30%. 
Wow, that is a bunch to remember, but we all do it!

I have seen studies where, on average, a person can associate the value of 
over 1,000 items between unlike kinds by simply equating the dollar price 
per unit. Some people can even do two or three thousand items. The very 
best were some construction cost estimators that could reach 10,000 or 
more price associations!

Still think we have come a long way from trading a gallon of milk for two 
loves of bread? In function, yes; in thought no! Aside from the 
saving/investing aspects of money, our process of buying and selling daily 
use items hasn't changed all that much. You use the currency as a unit to 
value associate the worth of everything.

Not far from rating everything between a value of one to ten; only our 
currency numbers are infinite! Now, those numbers between one and ten 
have no value, do they? That's right, the value is in your association 
abilities. This is the money concept, my friends.
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Unlike the efficient market theory that was jammed down our throats in 
school, we all still use value associations to grasp what things are worth to 
us. Yes, the market may dictate a different price, but we use our own 
associations to judge whether something is trading too high or too low for 
our terms. We then choose to buy or sell at market anyway, if we want to.

In this, we have moved little from basic barter. In this, we are 
understanding that an unbacked fiat works because we are returning to 
mostly bartering with one another. A fiat trading unit works today because 
we make it take on the associated value of what we trade it for; it 
becomes the very money concept that always resided in our brains from 
the beginnings of time.

In this, a controlled fiat unit works as a trading medium; even as it fails 
miserably as the retainer of wealth the bankers and lenders so want it to 
be.
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So how did your Thought experiment go? Did you come to the conclusion 
that the concept of "money" in its most pure and primal form is the 
mental association of values in trade? That it is the actual thought process 
inside of our minds that we use to associate the relative value of real 
things? "Money is just a book keeping accounting of real wealth!" "Why do 
we need to save this stuff anyway?"

So, to assign this concept to one of the three "functions" of modern 
money, the pure money concept fits best within the unit of account 
function.

Modern fiat currency, our modern physical transactional medium fits best 
in the means of exchange function. And real wealth, with gold as the most 
liquid, durable and portable example par excellence, fits best in the store 
of value function.
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History

Now let us take our Thought experiment back in time, before the words 
money and currency entered the lexicon. In those times, gold was just 
another form of wealth that was traded in simple barter. But gold had 
certain qualities that made it especially convenient to trade. And it also 
had qualities that made it especially good to hold as wealth! For one 
thing, it was not needed for other functions, so one could hold as much as 
possible without infringing on anyone else!

A hat was also wealth. So was a pig. A hat could be traded for a pig just as 
easily as a piece of gold. But pigs were for eating and hats were for 
wearing. And if one man became wealthy enough to hoard all the hats, 
there might have been an outbreak of sunburned heads! :)

The point is that gold was not "the pure concept of money" any more than 
hats were, or any more than paper dollars are "the pure concept of 
wealth"!
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When the ancients stamped gold into coins, they were simply making a 
true barter item, a wealth item more recognizable and easier to use. Even 
without any legal tender laws, this barter item, coined or not, still carried 
its value in its weight.

But as "the pure money concept" (the unit of account function) crept in 
and attached itself to the numbers stamped on gold coins, the door was 
opened to the debasing of wealth and public theft through the clipping 
and diluting the metal content of the coins. Enter the appearance of 
Gresham's Law!

Even still, was gold really what we think of as "money" back then? 
According to FOA, the answer may well be no:

We were first alerted to the "gold is money" flaw years ago. When 
considering the many references to gold being money in ancient texts, 
several things stood out. We began to suspect that those translations were 
somewhat slanted.
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I saw many areas in old texts where gold was actually referenced more in a 
context of; "his money was in account of gold", or; "the money account 
was gold", or; "traded his money in gold". The more one searches the 
more one finds that in ancient times gold was simply one item that could 
account for your money values. To expand the reality of this thought; 
everything we trade is in account of associated money values; nothing we 
trade is money!

Well, I put it off at the beginning of this post, but I'll ask it again now... 
Gold is money! Who on earth can dispute this (practically) divine 
statement?

I ask this again only as a rhetorical question. Because as I pointed out in 
my long prelude, this post is all about confusing and misleading dogma 
presented through the use of stereotyped words. Money being the worst 
of all!
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Are we using Wim Duisenberg's definition of money, consisting of three 
roles? Or are we using our own newly discovered "pure concept of 
money" definition, consisting of only one of those roles? Or are we 
suggesting, when we say "gold is money", some NEW definition based on 
a hybrid role assignment? What is "honest money"? And what does 
someone mean when they say "gold is money"?

Can you see how common words that different people define differently 
can cause great confusion and disagreement, even when it is not really 
warranted?

And can we now agree on these three statements at least? 1) Gold is a 
form of wealth. 2) The pure concept of money fits best within the unit of 
account function. 3) The word currency best describes what we currently 
use in the medium of exchange role.

Okay, with this newfound partial agreement in place, let us take a look at 
where we are heading. And let's see if we have gained any new 
understanding. Here is a little more from FOA:
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Today's talk is, once again, a more detailed continuation of our theme: the 
evolving message of gold. I'll begin now.

Our modern gold market price illusion is little more than a product of the 
fiat dollar system; a design that denominates gold credits in a contract 
form. Is it a free market? Why yes, very free. But... TOO free, in the sense 
that contract supply is totally unlimited. Investors bought into this market 
even though they fully well knew 90% of the volume was represented by 
only cash equity on the other side. Knowing that, they somehow expected 
that those contracts were limited in creation by the fixed amount of gold 
in the world. Their mistake, not the market's.

Clearly, anyone schooled in classic hard money Thought should have 
known that this was just another gold inflation; a transitory era between 
money systems. This was a time to gather gold over the years, not invest in 
the leveraged aspects of gold's new fiat versions.
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Nor, to buy into the gold industry that owed its life and cash profits to the 
maintenance of such a system; transitory as it was. The expanding fiat 
universe was best used to gather real wealth each time the transactional 
fiat currency cycled through your domain.

Anyone that understood this knew that this is how you handle an evolving 
process. For myself and others, knowing that gold's inherent value could 
not change much and was historically undervalued in its comparative 
value to all things, we bought gold in quantity. We tossed aside Western 
concerns about shifting currency prices of gold.

This entire paper-gold trading realm represents the conclusion of a 
convoluted, decades long attempt by mankind to tie his fiat money 
concepts to physical gold. These centuries of gold/money tie-ins will end 
in a colossal breakup of the entire fiat money-plus-gold concept; leaving 
gold and fiat to trade independently of each other.
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Unfortunately, it's on the dollar's watch this will all end as this gold failure 
is running in parallel to the dollar ending its position as a world reserve 
currency.

The above is a good summary of FOA's message. I am sure that some of 
you have read The Gold Trail, but I'm curious if you felt a slightly deeper 
meaning in it now that we have discussed the pure concept of money. And 
if so, you should try reading the whole of A/FOA again! It can be found at 
the top of my favorite links to the right.

You know, I often visit websites and forums that proclaim, "Gold is 
Money!" I have no argument with them. Obviously they are talking about 
the store of value function in Wim Duisenberg's definition of money. I 
mean, clearly gold is not our currency nor unit of account. And sometimes 
I visit sites that proclaim "We must return to honest money!" And again I 
have no argument. I understand that they are simply fed up with the built-
in inflation in our modern medium of exchange that infringes on their 
store of value concept. I couldn't agree more.
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Yet here I am to tell you that gold is now becoming completely 
demonetized! That the odds of us going back on the old gold standard are 
right around zero! That the inflating paper gold contract market has kept 
gold in a monetized state, even though we left the gold standard. But that 
is now coming to an abrupt end. I am here to tell you that even if we get 
some sort of new super sovereign global reserve currency with a certain 
"portion" held in gold, this will not mean the remonetization of gold!

Look no further than the political stylings of the Euro to see how this new 
super sovereign currency would work. Gold may be a portion of its 
reserves, just like the Euro. But also, just like the Euro, that gold will be 
marked to market! (See: Your Own, Personal, Freegold)

Indeed, Duisenberg also had this to say in his famous speech:

[The Euro] is the first currency that has not only severed its link to gold, 
but also its link to the nation-state. It is not backed by the durability of the 
metal or by the authority of the state.
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Yet somehow its required 15% gold reserves have risen to 55.6% in ten 
years! And for some reason its gold reserves are still on LINE 1 of its 
financial statement! Hmm...

But current global confidence is too shaken for a new reserve currency to 
work just yet. Gold may end up being the single object that restores 
confidence enough for a new reserve system shared by many nations, but 
not at today's gold price. Not anywhere even close to it!

The human concept of money is changing whether we like it or not. It is 
being torn apart. Gold, as a wealth reserve and wealth asset, will exist and 
trade parallel to the world of fiat, the world of credit and debt. Producers 
and savers will finally have the option to switch tracks so to speak. To get 
on a parallel track that avoids the inevitable collision with the debt-hungry 
collective their savings have always faced.
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And as we pass through this phase transition, as gold switches from the 
transactional track to the wealth-reserve track, it will take on a whole new 
meaning... and a whole new value! The non-dollar part of the world 
already knows this. This is why they are buying gold now! You see, as a 
truly demonetized wealth asset, gold has a much much higher value to 
mankind than it does as a transactional money. To get an idea of the 
difference, just compare the basic transactional money supply with the 
vast quantity of so-called "paper wealth dollar derivatives". This should 
give you an idea of what is coming!
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In our last discussion we distilled the pure concept of money down to the 
innate human ability to mentally associate relative values. Today we will 
expand this thought in order to apply it to some very different functions 
we associate with our modern, common understanding of money. 
Hopefully this exercise will help to reveal a deeper understanding of 
where we are heading.

Confusing the Human Instinct of Value Association

Taking the pure concept of money further, we can say that money is the 
range of numbers that we hold in our memory, or numbers that we write 
on paper in a bookkeeping account, for the purpose of value association.

Imagine an ancient barter system, where one cow trades for two goats. 
And one goat is worth five chickens. In our mental association of values we 
might use the chickens as the primary basis and attach a value of 1 to a 
chicken, to make trading a little easier.
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So a chicken is 1, a goat is 5, and a cow is 10. We now have a simple 
monetary system of 1 through 10 in which the numbers themselves are 
our money, and an object of wealth, the chicken, is our unit of account.

So if I have two cows, three goats, and 25 chickens to trade, I might 
calculate in my head that I have a total trading value of 60 monetary units 
with which to trade. That number 60 is my primitive concept of money. 
But I wouldn't say that my money account was only in chickens. I would 
have to say that I have a total value of 60, but my money account is in 
chickens, goats and cows.

Over time it was discovered by early man that gold was the most accepted 
tradable wealth of all, and soon almost everyone was accounting for their 
wealth using gold as the basis for the mental unit of account. Gold was 
better than chickens for many reasons, not the least of which that 
sometimes chickens died.
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Also, gold could be divided into smaller and smaller pieces. When you did 
this with chickens, again, they died. This was certainly acceptable at meal 
time, but not out on the road, traveling the trade routes.

So the pure concept of money was the account, the rating system for 
value, the worth association in your head. Physical gold became the main 
wealth object used in that bookkeeping practice. This is how it was for at 
least a thousand years. But as all things evolve, man eventually became 
accustomed to speaking of gold in the context of money accounting. Even 
as languages evolved the concept of money accounting and the physical 
wealth holding of gold became mingled as one and the same.

This transition was subtle and unnoticed, an evolution transcending 
generations and even civilizations. But it has led to what has become a 
major conflict in the money affairs of our modern world.
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As gold receipts took over as the concept of money accounting (the 
mental value association role), man became confused as he now had to 
value his cows and goats against chickens that were never there in the first 
place. Receipts for chickens that far exceeded the actual chicken count. 
And how to value real chickens in this case? One imaginary chicken receipt 
= 1 real chicken??

You see, man has not changed as much as we might think since his barter 
association days. We freely exercise our skill at the value associations of all 
real things. Real things must remain free to float up and down as the 
reality of supply and demand dictates in order for our innate skill to be 
most efficient. Our inherent need to constantly change valuations as we 
see fit is what is driving physical gold to break free from its modern 
monetary attachment.

We inherently want to use gold as a wealth item par excellence.



Gold is Money - Part 2 
We want to trade its changing value within the same universe of floating 
values that all other tangibles trade. But for the benefit of the bankers and 
the US Govt, in the pursuit of stable credit and debt values, we have tried 
to fix gold's value to our "pure concept of money" so that banks can lend 
THE MONEY CONCEPT ITSELF, in lieu of lending real things, or real gold. 
Gold cannot be rigidly fixed to any money concept that must constantly 
inflate in order to survive, as any lendable and borrowable fiat currency 
must do, because physical gold is in finite supply.

Lending a Mere Concept

Today's dollar is a purely symbolic currency. It is not officially attached to 
anything. Our modern money system, like those in the past (even ones 
attached to gold), is built upon the notion that a mere CONCEPT can be 
lent in lieu of actually having to lend (temporarily part with) something of 
real value. The banking system wants to lend us 'the number 10', and have 
us pay it back, with interest, in chickens, goats and cows. They literally 
want to have their cake and eat it too.
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This system of lending a purely symbolic monetary CONCEPT instead of 
lending real wealth requires the perceived value of that CONCEPT to 
remain relatively stable or else the entire banking system will collapse. It is 
to this end that bankers, governments, politicians and economists always 
try to entangle (think: forced quantum entanglement) gold into the money 
system and control its value in order to keep their CIRCULATING DEBT 
CONCEPT viable and valuable.

This is the problem with the architecture of the dollar, versus how all non-
reserve fiat currencies will work in a free gold environment. The dollar 
must cheat in order to retain any illusion of stability. There are other ways 
for a fiat to remain stable. Responsible currency management is one. And 
in a system where the value of all real things (including gold) float freely 
against the parallel universe of fiat currencies, this will be how they will 
work.
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When the dollar became a mere concept in 1971, so did all fiat currencies 
in the world. Their only value lies in the tradable value associations we 
give them, based on what can be purchased in the parallel universe of real 
things. But because we have been encouraged to save these symbolic debt 
concept units in lieu of anything with real value, a mismatch has grown to 
epic proportions whereby not even a fraction of these debt units can be 
traded back into the real economy at anywhere near today's prices.

We have lent, borrowed, saved, sliced, diced, sold, resold and insured so 
many units of a mere CONCEPT while neglecting to pay attention to the 
comparative size of the real economy with which the CONCEPT must run 
in parallel.

Our political drive, our collective spirit, and our American lifestyle has 
encouraged the near-exponential growth of this system so that we could 
buy real goods from others without sending them real wealth in return. So 
that we could grow and expand our great nation on a CONCEPT alone!
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We have proclaimed a strong dollar for the past 15 years, promoted it to 
be "as good as gold" and not only a perfect substitute, but a much better 
substitute for real wealth holdings... "because you must earn a YIELD". The 
dollar is even held as a "hard money" wealth reserve behind other 
currencies!

And over this period of the last 38 years, while our dollar perfected its role 
as a medium of exchange, it also left in its wake a world chock full of 
worthless CONCEPT-denominated paper wealth that people and nations 
bought and held in lieu of anything real. Today we are in a transition that 
will take us out of this jumbled mess and, in the process, will destroy much 
of our wealth illusion as it appears to simply evaporate away. But the truth 
is that it was never there to begin with!

Saving the System - Not its Value

It was said, many years before Paulson, Bernanke and TARP, that the 
financial system will be saved at any cost! Apparently this statement has 
proven to be true. But at what cost?
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You see they are now faced with a dilemma they will not discuss publicly. 
On one side is their product, the conceptual unit of credit account, their 
currency. And on the other side is their offspring, the financial system, 
Wall Street. What saves one will kill the other. They can save the present 
value of their product and kill their offspring through starvation. Or they 
can save their offspring by delivering what it desperately needs to 
survive... a constant expansion of credit (aka monetary inflation). But this 
will, of course, kill the value of their product, the currency.

They can save one or the other, but not both. And it was always known, 
but has now been proven, that the system will be saved at ANY cost. 
(Unfortunately for them, they did not think it through far enough to 
realized that the cost of saving their offspring will also kill it and a whole 
lot more. But that line of Thought is straying a little too far from the topic 
of this post.)
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In order to survive, the system, the financial industry, Wall Street NEEDS a 
constantly increasing supply of CREDIT! If the population won't give their 
own blood to save this dying Frankenstein monster, then the CB's and 
governments WILL! It is happening now. Right under our noses. For more 
than a year now!

This is why it is SO important that we hold only physical gold in our own 
personal possession in order to escape this tangled mess. Only touchable, 
graspable physical gold metal under full ownership conveys ALL of the 
properties that have come to be attributed to this kingly wealth asset. By 
contrast, financial contracts denominated in gold as facilitated by bullion 
banks, gold derivatives, gold loans, gold depositories, gold pool accounts, 
gold ETF's, or known by any other name, are all at their core pure and 
simple... (wait for it)... CREDIT. And what feeds the monster?? All together 
now... CREDIT EXPANSION!!
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And because the underlying potential for depositors to exercise their claim 
on the gold metal within the system poses a constant threat (to pull the 
rug out from under the confidence in this particular variety of credit) 
which grows as the credit expands, a limit is eventually reached where the 
participants will tolerate no further expansion. And guess what? We may 
have just reached that limit!

The bottom line is that the banking system will be "saved" at the expense 
of sacrificing the market value of every last credit instrument they have 
created. Anyone and everyone with their savings inside the system will 
take a serious purchasing power haircut. The only people that will enjoy 
the full value of their wealth (and more) are the ones who hold it outside 
of the imploding system. Inside the system, credit of any color, green OR 
yellow, is only credit.



Gold is Money - Part 2 
Long versus Short

Today's paper currencies are not just a medium of exchange, but they are 
still a pretty good store of value in the short term. The greater the rate of 
price inflation, the shorter the term that you will want to be holding the 
actual currency. Wealth assets, on the other hand, are the store of value 
for the long term. This differentiation is understood by almost everyone 
today. And it is so close to the concept of Freegold that it will not be "a 
giant leap for mankind" to get there.

The only difference is that right now, most of the public has come to 
believe that wealth is simply paper ownership of wealth producing 
industries and paper claims on real assets that can never be recovered at 
today's values. This is true for most all items, not just gold. And as we hold 
these paper documents for the long term, understanding them to be 
better than holding the actual currency because they provide a "yield", 
the recoverability of the underlying real asset is being constantly eroded 
away. In other words, we are unknowingly losing principle at the same 
time as we think we are gaining a yield!
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From 1980 to 2001, the expansion of the financial industry far beyond the 
means of its parallel real world counterpart was a signal that our human 
instinct to buy things, or assets (even if only paper debt assets), rather 
than to hold the actual currency, was still intact. But the fact of the matter 
was that the dollar currency itself was expanding during this time period 
at a furious pace to meet its global usage demand WITHOUT causing the 
price inflation that should have accompanied such an expansion.

This strange "pseudo-deflationary" signal (versus gold) during a time of 
high currency inflation might have told the people that it was okay to hold 
the currency itself during this period. That something odd was afoot. As 
the currency was expanding with such ease, but at the same time gaining 
purchasing power especially against gold and oil. But the people only 
spent their currency, which demonstrated their natural inclination. To 
spend currency, and to buy real wealth assets for the long term (even if 
those assets were little more than a value illusion).
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But today a totally different signal is being broadcast loud and clear, and 
being equally ignored. That gold is now about to resume its historic role 
and value as a wealth asset, long suppressed by its troubled association 
with inflating transactional currencies.

Ever since our dollar became a mere concept in 1971 it has required the 
illusion of a stable gold price in order to remain viable in its various roles. 
And a stable gold price it has had! Yes, even with the spike in 1980 and the 
quadrupling in price of the last 8 years, gold has remained relatively stable 
and locked into its confusing association with inflating currencies, mainly 
with the help of the inflating paper gold market, but also through anti-gold 
propaganda.

If gold had truly abandoned its currency role in the 1970's, and taken on 
the unfettered role of wealth reserve par excellence, we would have seen 
prices in the many thousands even before the 1980 price spike. The dollar 
and its insidious wealth-derivative offspring had multiplied that much 
even before the official link with gold was finally broken.
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Half versus Whole

Our ancient instincts have not gone away. We have not "advanced" as 
much as we think. Our use of "the pure concept of money" has not 
changed since the days when we engaged in direct barter trade. We still 
want to accumulate wealth item along side and separate from our 
transactional "pure concept of money" which is really just a number in our 
mind, or marked down on paper. We know that this "number" is not 
something to be saved, except perhaps for as long as it takes to arrive at 
the next transaction. (See: Fekete's A ‘fairy’ tale)

You see our modern money concept has been surreptitiously eroded into 
only one half of our ancient barter understanding of the money concept, 
and one half does not equal a whole. Most of today's money, other than 
the monetary base, is borrowed into existence. It represents a debt, and a 
debt is an incomplete transaction.
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It is only one half of what our instincts require as a wealth reserve, which 
is a fully completed transaction resulting in an accumulation of hard value. 
And yet we still buy these "wealth assets" denominated in only "half a 
concept", half of the monetary concept that our mind intuitively 
understands.

This is a flaw! It is a big one, especially now as "the other half" is waving 
the white flag of surrender and default. Some very smart analysts see this 
as deflationary. They truly believe that the waving of the white flag will 
make this "half a concept" actually rise in value against its parallel real 
world economic counterpart. But that is not what will happen.

Paradigm Shift

What will happen is a paradigm shift. The paradigm shift will be the 
sudden planetary recognition that the global debt(concept)-based paper 
investment pyramid is collapsing from its own weight and size.
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And that the best safe haven retreat is physical possession of the one and 
only hard asset that is globally recognized as an official monetary wealth 
reserve, an officially recognized hard collateral asset, a true national 
treasure, and an historic denominator of wealth with a history longer than 
recorded history itself!

As I see it, we are running out of time... fast! All it takes is for one event to 
destroy global confidence. One event. Maybe the current rumors will turn 
out to be just that, rumors. I hope so, because the dominoes that would 
fall will stretch all the way to empty shelves at your local grocery store. But 
even if the current rumors are a dud, how many other explosive 
probabilities are lurking in the murky swamp of banking, finance, money, 
and paper gold?

Clear anecdotal and circumstantial evidence is emerging that some sort of 
a squeeze is underway against institutions that might be short gold. A PR 
battle royale is also underway in the media to counter the effects.
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It is amazing to me that we can still walk into our local coin dealer and buy 
gold at a small premium to the paper price. But this, too, is probably part 
of the confidence battle that is being waged. Someone may be going to 
great lengths to ensure that the shortage at the top is not visible at the 
bottom.

The mint has already canceled certain gold coins because of too high of a 
demand. We have gold hitting all time record highs. Yet the mainstream 
media think it is most important that you understand the solid 
fundamentals behind each down-tick in gold.

I hope you can see what is happening. The giants are battling it out like 
Greek Titans while the masses are being subjected to an anti-gold 
propaganda machine of unthinkable proportions. All I can say is don't 
delay if you are still planning to move your savings out of the Frankenstein 
feeding tube and into the safety of gold.
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If you are waiting for a dip or a correction, you may just miss the greatest 
transfer of wealth the world has ever seen. Any price within $2,000 of 
today's gold price is a steal. Forget about corrections, even if they come. It 
is only a matter of time until physical gold runs dry, the paper markets 
suffer "an event", and the value of physical gaps up higher than ANY of the 
analysts have predicted. Don't miss this one time event!
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Allow me to start by beating a dead horse. There is a vital difference 
between what may in fact be the ideal, perfect monetary system and what 
are the real monetary changes we are heading straight into today. My 
purpose for writing this blog is to share with you, and in return to receive 
your feedback on my own discovery and understanding of the latter. There 
are plenty of other sites that discuss the former.

If we can discover together where we are heading financially, economically 
and monetarily, and why we are heading there, then perhaps we can 
know, in advance, how the understanding of the global consciousness will 
evolve and unfold in the coming weeks, months and years. And, with this 
understanding, hopefully we can gain a certain peace of mind with regard 
to our own financial decisions, positions and future as we head into very 
stormy waters.
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I know from my own experience that a little peace of mind is a priceless 
asset. It is one worth sharing, and one worth growing. Sharing and 
growing this asset together with you is my goal. Onward...

Our Understanding of Money

Let us quickly run through an assortment of common understandings of 
the term 'money'. The most common, mainstream understanding of 
money is that of a device bearing three functions. The three functions are 
1) medium of exchange, 2) unit of account and 3) store of value.

A more purist understanding states that money is only a medium of 
exchange. And that the usability of money in other roles flows from its 
declared form. For example, if our common medium of exchange is 
physical gold only, then it is also an excellent store of value.
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In fact, as a medium of exchange, money is only one half of a full barter 
exchange. The other half is when you change your money into that item 
you desire. But when physical gold is the common medium of exchange, 
then it is possible that the concept of a "medium" (or middleman) is 
incorrectly applied, because if gold was what you were after (for its store 
of value function), then the exchange is completed in only one step! Direct 
barter!

Finally, there is our new understanding of "the pure concept of money" 
which is our innate human ability to associate relative values. And within 
this understanding of 'money', it became clear that in order for our ability 
to function properly and efficiently in the way it has evolved over 
millennia, gold must be free for each of us to impute value to it.

Gold Exchange Standard

Our most recent experiment with gold as the conceptual medium of 
exchange ended badly.
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The purist understanding of money, the common medium of exchange, 
longs for it to be a real commodity, or at least linked to a commodity so 
that the actual medium can have a relatively stable value and double as a 
store of wealth. But when we lock a finite commodity into a parity 
relationship with an inflating paper currency, we only drag down that 
commodity's relative value compared to the rest of the real world as the 
related currency is inflated.

Over time, pressure builds up in this relationship set at par, the same as 
pressure builds between two business partners where one is lazy and 
unproductive and the other must carry the business through hard work. 
Sooner or later some of that pressure must be released and parity must be 
broken. Perhaps the lazy partner's equity position in the business is cut or 
reduced to reflect his lack of contribution, buying the ill fated relationship 
a little more time. This is what Roosevelt did with the dollar/gold 
relationship in 1933. But eventually these mismatched partners will have 
to part company once and for all. Just as gold and the dollar did in 1971.



Gold is Money - Part 3 
In 1971 official parity was broken, but not forgotten. In the years since, an 
unofficial parity of sorts has been maintained through the paper gold 
market. Paper gold, like dollars, can be expanded and inflated while being 
locked at a par with the real thing. This is still going on today. But the 
pressure has been building for a long time now. This pressure held in the 
parity relationship between paper and physical gold is about to blow.

Gold Coin Standard

Even the gold coin standard we had leading up to the creation of the 
Federal Reserve System ended badly. You see, people put their gold coins 
into the banks and the banks lent them out. And then when confidence 
suffered a shock and the banks faced a run on gold, the system collapsed, 
many banks failed, and people lost their gold.

Human people want to be able to borrow money in the present that they 
plan to earn in the future.
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Not all people want to do this, but enough to influence the system 
certainly do. And this practice, by its very nature, expands the money 
supply beyond its physical commodity limits, even in a pure gold coin 
standard.

During the late nineteenth century, all the major nations of the world 
moved toward a gold coin standard, wherein the gold coin itself was the 
common currency and medium of exchange. Between 1873 and 1912 
some forty nations used it. [Answers.com]

The following is a post by Randy (@ The Tower) describing the end of the 
gold coin standard and the dawn of the Federal Reserve System (in blue).

Continuing our investigation into the meaning/essence of "money"... In 
1907 America was on the Gold standard and WITHOUT any central bank. 
Many modern goldbugs might be inclined to yearn for those "good ol’ 
days" when "money was money and banking was as it should be!"
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However, that year is best known by the Panic of 1907 in which the 
people's economy was plagued by runs on trust companies, banking 
panics, and a bear market in stocks. Across the nation, banks were unable 
(and refused) to deliver gold coins and currency to satisfy the requests of 
depositors for withdrawals of money from their own accounts -- and 246 
banks collapsed. It is not difficult to see how the frustration of depositors 
unable to obtain currency from banks (even solvent ones!) holding their 
deposits would lead to pressure for political intervention and change.

For a quick exercise in perspective, imagine what you would do today if 
faced with the same situation in which your bank could not give you any 
currency ($1s, $5s, $10s, $20s $50 or $100s) to carry away with you as a 
representation of the money residing in your bank account. No problem. 
You would simply write a personal check to meet your spending needs, or 
perhaps ask for a bank draft, or wire the money wherever it needed to go. 
Amazing! What IS money??? How did you get yours; where did it come 
from? How do you know what its value is?? Ponder that, and now we 
return to our glimpse at history...
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In the wake of this banking panic, a National Monetary Commission was 
formed to undertake a scholarly look at the failings of America's financial 
system. Of these, the four major flaws cited were that the banks were 
decentralized, clearing methods were inefficient, the huge cash holdings 
of the federal government were not distributed where most needed, and 
the currency supply was inelastic. (Please ponder for a moment how or 
why the CURRENCY supply would ever be an issue if the amount of 
MONEY found in banks were at a one-to-one ratio with the currency (gold) 
that represented it. Surely, in this absence of a central bank there couldn't 
be more money than gold coin! That's impossible!! ) By 1911, the 
Commission had recommended a plan for a "Reserve Association of 
America" as the solution to these defects, giving rise two years later to 
what became our central bank -- The Federal Reserve System. However, 
that's another story for another time.
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Through the coordinated stabilizing actions of three prominent NY bankers 
to arrest the banking panic [J.P. Morgan, George F. Baker (First National 
Bank), and James Stillman (National City Bank / Citibank)], their wealth 
and power was perhaps made more conspicuous in the eyes of the nation 
than perhaps it would otherwise have been. A prominent Wall Street 
lawyer named Samuel Untermyer suggested that there was a "Money 
Trust", and The Wall Street Journal also took notice of affairs and wrote, 
"So long as Congress will not give us what every other civilized country 
possesses, a central bank, it forces Wall Street to improvise something of 
the kind itself."

The House Banking and Currency Committee formed an investigative 
subcommittee to determine whether a Money Trust existed in NY. The 
chief counsel was Sam Untermyer, and I think you might gain some 
insights about the true nature of money from the testimony delivered by 
Morgan and Baker before the committee in Washington DC at the 
beginning of 1913.
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In questioning Baker about the proposal for banking reform regarding 
expanded disclosure of bank assets and investments, Untermyer probed, 
"Why should not the assets, and the detailed assets, be a matter of public 
knowledge?"

Baker replied, "Business would come to rather a standstill."

Untermyer demanded, "I want you to explain to the committee why."

Baker declined, "I can not explain it."

Untermyer pressed further, "You mean you can give us no reason?"

Baker admitted, "It would be exposing all the details of that business to 
the whole world."

After following a sidetrack in questioning, Untermyer returned to this 
issue, asking, "Why should the public do business on confidence when it 
can get the facts?"
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To which Baker proclaimed, "Mr. Untermyer, THE FUNDAMENTAL 
PRINCIPLE OF BANKING, perhaps more than some others, is CREDIT." 
[emphasis added]

It seems that George Baker sensed (rightly?) that the public, familiar with 
their Currency being a tangible asset (gold coin), would NOT be readily 
comfortable with the truth about Money. That is to say, that they might 
struggle to accept the reality that their Money Supply, as represented on 
the books of the bank, was created by credit, and existed through the 
grace of confidence. In effect, the tangible Currency had become a mere 
symbol for the Money (credit) it represented while circulating outside of 
bank account ledgers.

If you don't care to believe my assessment, I have another point for you. 
When Untermyer had J.P. Morgan on the witness stand, he asked him, "Is 
not commercial credit based primarily upon money or property?"
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[In this exchange, it appears that Untermyer ignorantly used the word 
"money" as equivalent to gold coin, a usage which Morgan plays similarly 
until his concluding point about granting CREDIT.]

Morgan responded, "No, sir, the first thing is CHARACTER." [emphasis 
added]

Untermyer, shocked, reiterated, "Before money or property?"

Morgan reassured, "Before money or anything else. Money cannot buy it. 
[credit]"

Untermyer remained obstinate against this notion, as though there were 
communication difficulties, and pressed again on this point.

Morgan then conclusively stated his conviction on the point that 
commercial CREDIT is based on character: "Because a man I do not trust 
could not get MONEY from me on all the bonds in Christendom."
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From two eminent bankers who surely knew their business, you now have 
it that the creation or granting of Money (the extension of Credit) has 
more to do with the creditworthiness of the borrowers than the collateral 
that secures against possible default. And recall, these comments 
occurred while on a gold standard AND in total absence of a government-
sponsored central bank -- which was authorized (against Baker's 
preference) a year later.

As you come to understand how Money and Credit are interrelated, the 
more you will understand the separate Wealth of gold and why you need 
it now more than ever.

The point here is that our modern understanding of money, or any money 
concept for that matter, combined with our modern taste for borrowing, 
lending and trading of credit and debt, may not NECESSARILY be a perfect 
fit with a pure gold standard.
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Even a gold standard, with gold as the actual currency, is manipulated by 
the banks through confidence-based lending schemes. Sure, a gold 
standard somewhat limits the collective in its more nefarious pursuits, but 
it also has flaws that always seem to lead to the same conclusion... failure.

Perhaps it is time for us to consider another alternative, even a natural 
one that is happening whether we like it or not. How about a new, de 
facto, free market-driven stasis instead of the old de jure (rigged) false 
parity relationship... how about Freegold?

The Fourth Dimension: Time

At any given moment, a snapshot of our world appears to be only three 
dimensions; left/right, backwards/forwards, up/down. But with the 
passage of each and every moment, the world changes. Values change! 
People change. Everything changes. And all of these changes happen as 
we move through the fourth dimension, time.
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This fourth dimension is very important as we consider the pure concept 
of money. For it is in this fourth dimension that our pure concept of 
money resides!

If time was not a factor, then anything accepted as a generic medium of 
exchange could perfectly perform all the functions commonly linked to the 
term 'money'. You do your work (somehow without the passage of time) 
and get paid, and then spend your money on anything within that same 
moment in which your work's value was judged against the entire universe 
of real things. A perfect stasis of values would exist everywhere, all at 
once.

But here in the real world we must be concerned about how far we carry 
our money through the fourth dimension. Without this vital consideration, 
we stand to lose everything!
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Breaking the Triangle

In part 1 of this series I used a diagram I created called The Modern 
Money Triangle. The three corners of the triangle represented the three 
primary functions of our modern understanding of money.

But as we pass through the coming phase transition in which the parity 
between paper gold and physical gold will be broken, cracks will start to 
form in certain parts of the triangle.

The fractures you see in this diagram are time related. On a short timeline 
[length of time is the key variable: "t"] fiat currencies will perform our 
necessary monetary functions, medium of exchange and unit of account. 
But at some point on the x-axis, 'length of time', we will switch to a 
different medium, gold.

On a long timeline, gold will perform our necessary monetary functions 
perfectly, store of value and long term unit of account.
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By the way, there is no upper limit on the x-axis of 'length of time' when it 
comes to gold. If plotted out it runs to infinity!

The outcome will be my new Freegold Quadrangle!

The "x-axis" represents the amount of time you are willing to hang onto 
the fiat currency you either earn or receive in payment. If the monetary 
authority is printing money, "t" will be shorter and shorter. In a 
hyperinflationary situation "t" will slide all the way to the left with a value 
close to zero. [1] 

As the new Freegold system of natural, pristine balance emerges, the fiat 
monetary authority will find its wisest move is to keep the money supply 
under control. And with a "wise" CB, gradually the "t" value will shift back 
to the right, little by little.
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The further "t" moves to the right, meaning the longer people are willing 
to hang on to their fiat, the more investment will flow into new businesses 
in that currency zone, and the more tax the greedy collective can grab. 
This is how it will work.

But even MORE interesting to us physical gold advocates is how we will get 
there!

In part 2 of this series I explained that "they" will save the system at any 
cost. And that this stance presented them with a dilemma. You see, if they 
don't save the system then "all paper will burn" and gold will "shoot the 
moon" as the wealth reserve par excellence. But if they DO save the 
system, "the cost" will be the devaluation of the dollar along with all fiat 
currencies... and gold will "shoot the moon" as the wealth reserve par 
excellence.
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Q.E.D. [quod erat demonstrandum].

The Catch-22 of Modern Paper Wealth

The phrase "Catch-22" is common idiomatic usage meaning "a no-win 
situation" or "a double bind" of any type. [Wikipedia] "The catch" in our 
modern concept of paper wealth is that on one side it is collapsing from its 
own unsustainable debt service making it, in fact, a non-wealth. But on 
the other side, if we rescue it from its own un sustainability by 
guaranteeing or propping up the debt service, we collapse the very 
denominator of the wealth itself, the currency, and make it a non-wealth. 
It is a lose-lose situation... a Catch-22!

Do you remember the 1985 movie Wall Street? In it Gordon Gekko liked to 
buy whole companies through the stock market, shut them down, break 
them up, and then sell off the pieces. He had figured out that the pieces 
were more valuable than the whole. Remember in the end of the movie 
he went after Blue Star Airlines? My, how things have changed in 24 years.
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On Friday we learned that Japan Airlines is now completely worthless. Its 
net worth is now NEGATIVE $8.8 billion!

JAL faces $8.8 billion excess debt if liquidated: source

TOKYO (Reuters) - Liabilities at Japan Airlines Corp (Tokyo:9205.T - News) 
would exceed its assets by as much as $8.8 billion if Asia's largest airline by 
revenues were liquidated, a source with direct knowledge of the matter 
said on Friday.

The estimate of JAL's negative net worth, calculated by a government-led 
task force in charge of its restructuring, underscores the depth of the 
problems facing the airline as it seeks aid from banks and the state to 
avoid bankruptcy.
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Did you know that on Friday people were still buying JAL at a market 
capitalization price of $3.4 billion even though it was worth [NEGATIVE] -
$8.8 billion? One thing I know for sure; Gordon Gekko would NOT have 
been interested in this one.

Which begs the question, how is the rest of the (publicly traded) economy 
doing after 24 years of debt accumulation?

This is where the $-debt regime has left us. With empty, hollow shells of 
corporate entities enslaved to produce revenue only to service their 
unsustainable debt. What if the owners of JAL decide to leave their 
vacuous corporate shell behind like a hermit crab abandoning his home, 
for the greener pastures of a fresh start? That debt hole, the $8.8 billion, is 
what we hold today as wealth!... inside the financial system! It is gone, not 
there, if they walk away. Just like an underwater homeowner walking away 
from his home. If the debt-slave quits, the value illusion is gone!
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The entire financial industry today is marked to model, myth, illusion, 
whatever... just not reality. It is amazing that we even got a story like this, 
exposing a small portion of the gap between reality and "high finance". 
JAL is a dead man walking.

At least we are getting some honesty with regard to the real value of JAL. 
How about the rest of them? How about the banks? Who's debt do YOU 
hold as wealth? How is THEIR balance sheet doing? Do you have any idea?

Gold is pure equity... no one's debt. No one to walk away. No one to 
default in bankruptcy. Nothing to liquidate in an attempt to recapture 10 
cents on the dollar.

The entire US banking system today is built upon the idea that debt-slaves 
will continue servicing their debt on millions of underwater houses 
marked to mythical values at which the loans were established. If you hold 
your wealth within this freakish system... all I can say is good luck!



Gold is Money - Part 3 
The knowledge of the difference between principle and interest must be 
dead. Everyone is chasing an imaginary yield from entities with negative 
equity today... with their hard earned principle savings. Can you believe it?

But don't worry about JAL. It won't be quitting. It has been deemed too 
big to fail! This means that the printing press will guarantee not only its 
debt-slave service, but its executive bonuses as well (to keep the slaves in 
the field)!

Next up, the idiotic concept of too big to fail is set to bring down all the 
imaginary currencies, and with them, the system itself. And once again, 
gold is not only immune but highly levered in the OPPOSITE direction.

Consider this: You may not fully understand where we are heading. You 
may be figuring it out at your own pace. But the millions of ungodly 
fortunes in the world (yes, there are millions of fortunes) don't have that 
luxury. They must figure it out FAST... or die.
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Survival of the Fittest

Try to imagine each and every fortune that exists today as a distinct 
animal. These "fortunes" can be held by individuals, organizations, by 
funds, or even by sovereign collectives. They can also be held in any 
number of vessels at this current time. For instance, the Saudis' fortune is 
largely held underground in oil deposits. Other fortunes are in paper 
financial products, like your pension fund, and others are already in gold.

As we move forward, the law of nature, the survival of the fittest will 
come more and more to the forefront. The wholesale creation of new 
digits is one way that some of the more inbred fortunes are trying to 
survive. Will it work? Others, with a deeper gene pool, are fleeing to the 
safety of gold.

Imagine this world of TOO MANY "fortunes" vying for survival in the 
limited landscape of the real world which is actually too small for them all 
to survive.
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The fortunes that have moved entirely into physical gold have already 
staked out their claim to a specific volume of real estate that is needed to 
survive in this brutal world. They now own their own territory, a true slice 
of the real world pie, on which to live and thrive.

Those that are still trying to increase their claim size by inflating paper 
digits may miss out because the landscape of reality is quickly being 
bought up by the more clever and observant animals. Survival of the 
fittest! Those fortunes that make the right moves in these trying times will 
be the ones to survive and thrive. The rest will die.

These "fortunes" are the giants. Their titanic battle for survival in the 
limited real world is what will take us where we are going. They need to 
figure things out quickly if they want to survive. Natural selection will pick 
the winners and kill off the losers. Today this epic battle nears its climax.

Stake out your own claim today before this final act unfolds. Then spread 
the word to as many people as possible. This is the best we can do, 
Lilliputians that we are.
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