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A Golden Bull

The dollar price of gold has fluctuated markedly since the dollar

became a purely fiat currency. Although we do not believe that spe-

cific predictions regarding the timing of price changes are warranted,

the guest speaker at our annual meeting concisely delineated the

course we are on, which inevitably will lead to a flight from the dollar

and to markedly higher dollar prices of gold. However, readers should

not lose sight of the fundamental point that the reason for individuals

to hold gold is to protect wealth from the depredations of government

via inflating as well as from less subtle forms of confiscation.

On October 15, 1993, James Turk
spoke before the annual meeting of the
Voting Members of the AIER Corpora-
tion here in Great Barrington, Massachu-
setts. Mr. Turk is the editor and publisher
of the Freemarket Gold and Money Re-

port (P. O. Box 4634, Greenwich, CT
06830, $180 annually), and the author of
Illusions of Prosperity (1985) and Social

Security: Lies, Myths, and Reality (1992).
He is also a principal of a London-based
firm that advises institutional investors
and individual clients about international
investment strategy and currency move-
ments.

The topic of Mr. Turk's speech was
gold. His views are not necessarily those
of the American Institute for Economic
Research. Nevertheless, because they may
be of great interest, we are summarizing
his remarks is this article, which we have
prepared for our readers' informational
purposes only.

Gold is Money

Mr. Turk began with the statement that,
even though it doesn't now circulate as
currency, gold is money, a view that
ABER's findings, based on monetary his-
tory, long ago confirmed. According to
Mr. Turk, who lived 12 years overseas in
Asia, the Middle East, and Europe and
who takes an international perspective,
this view is more commonly held outside
the United States than within the United
States. He believes that it is a view that
people will increasingly come to under-
stand and realize in this country in the
years ahead. Mr. Turk began by stating:

... bringing these two perspectives to-
gether, the monetary history as well as

the international perspective, I hope to
provide you with an informed view about
gold, the gold market, and where we're
going to be headed over the next several
years in order to make a crucial point
about the Federal Reserve: i.e., that it is
virtually powerless to stop a bull market
in gold from happening.

As an aside, he then gave his view of
current gold market trends, which he said
was contrary to the common understand-
ing. "If you ask 99 people out of 100
when the gold bull market is going to
start, or if it has started, they will prob-
ably say 'no.' The common response is
that gold has been in a bear market since
1980, for 13 years. In fact, from my way
of looking at the markets, we've been in
an 8-year bull market."

A Bull Market in Gold?

Prices fluctuate. In a bull market, the
fluctuations are such that successive peaks
are higher than the ones before them, as
are successive troughs: the overall trend
of prices is that they go higher and higher.
According to Mr. Turk, a bull market has
three distinct stages. The first stage is
when prices "bounce back from unbe-
lievably good value." The second stage is
when increasing public awareness that a
bull market is underway attracts more and
more buyers. In the third and final stage,
the speculative stage, prices go to a previ-
ously unimagined peak followed by a
blow-off and sharply lower prices. This is
what apparently happened in the gold
market in 1980, when the price of gold
briefly touched $850 per ounce.

In February v/f 1985, gold reached
$282 an ounce, which was the lowest price
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following the 1980 peak. In Mr. Turk's
analysis, this marked the end of a bear
market for gold and the beginning a new
bull market. The first leg of this bull mar-
ket topped out after the stock market crash
of October 1987, at about $500 per ounce
in December of that year. This was fol-
lowed, in Mr. Turk's analysis, by a 6-
year correction. Earlier this year, after
the price of gold dipped to $326 per ounce,
he asserted, we began the second leg of
the bull market. This will not be "con-
firmed" until the price of gold goes over
the 1987 peak of about $500 an ounce.
According to Mr. Turk, when (and if)
this will happen is the big mystery of the
current gold market. He stated:

... no one, myself or anyone else, really
knows what's going to happen. We can
only take an informed guess, or an in-
formed judgment as to what is going to
happen. And I think I'm going to lay out
here today sufficient reasons to suggest
that, in fact, my interpretation is correct:
that we began a bull market in 1985;
we're 8 years into it; we're in the second
leg; the second leg will be confirmed
when we go over $500 an ounce, which
is technically important; and the third
leg, which is yet to come, is going to
take the price over the old 1980 high of
$850 an ounce. Just on the side, my best
guess is that it probably is going to hap-
pen in 1997 or 1998.

The history of the dollar price of gold
is, needless to say, incontestable even if
the interpretation of past fluctuations in
terms of bull and bear markets and sub-
components thereof may be debated end-
lessly. Similarly, the forecasts of analysts
and technicians of the future dollar price
of gold, which can vary widely, will even-
tually be overtaken by events. We strongly
suggest that readers take detailed fore-
casts such as Mr. Turk's cum grano salts,

especially with respect to timing.

On the other hand, analyses of the fun-
damental factors that the gold market re-
flects, while far less amenable to verifi-
cation than price predictions, are far more
important. Such an analysis was the main
theme of Mr. Turk's speech. Specifically,
he stated that many investors have been
reluctant to buy and hold gold in their
portfolios, because they fear confiscation



CORRECTION

In the article on business-cycle
conditions in the November 15
Research Reports, the table show-
ing a breakdown of employment by
state and region omitted Missouri.
Total employment in the Show-Me
State, as of July 1993, was 2,330
thousand, representing a gain of 8
thousand, or 0.3 percent, from a
year earlier. Total employment for
the Plains region was therefore
8,294 thousand, a gain of 87
thousand, or 1.1 percent, from a
year earlier. We regret the error.

and/or they believe that the price of gold
can be manipulated by officials.

With regard to the first fear, confisca-
tion, Mr. Turk noted that when Ameri-
cans were prohibited from holding gold
in 1933, only about one-third of outstand-
ing gold coins were turned in. We would
add that in other times and places, the
most draconian penalties (including ex-
ecution) could not force private individu-
als to give up their gold. If our govern-
ment again called in gold at some future
date, Americans would again face the di-
lemma always created by unjust laws. But
because gold in one's possession is an
asset without a corresponding liability or
a paper trail, in contrast to securities or
real estate, and because gold is easy to
store and conceal, in contrast to other
types of tangible personal property, civil
disobedience would probably be even
more widespread than it was in the rela-
tively law-abiding 1930s.1

Mr. Turk focused most of his atten-
tion on the second concern, possible ma-
nipulation of the gold markets by offi-
cials, specifically whether the Federal
Reserve officials will be able "to stop the
gold bull market that has already begun."

Do Central Banks

Control the Gold Market?

For most of modern history, govern-
ments (via their national treasuries, mints,
and lately their official central banks)
"controlled" the gold market. These agen-
cies, and indeed all banks, stood ready to

1 In the question period following his talk, Mr.
Turk indicated that the possibility of another
recall of privately held gold was not a serious
concern in the United States at this time, not
only because of administrative considerations
(few gold holders would comply) but also be-
cause not much money would be involved. He
considered other devices used by desperate
governments in the past, such as exchange
controls or forced loans as more likely. For the
latter, he said IRAs, which must be reported to
the tax authorities, would be a prime candidate.

redeem currencies into gold coins of
specified weight and fineness and they
would purchase such coins and other
forms of gold for currency at a fixed rate
per ounce. When currencies were con-
vertible into gold, sellers of gold never
had to accept significantly less than the
"mint price" and buyers never had to pay
significantly more. Differences and fluc-
tuations in the price of gold were limited
to relatively small costs for fabrication
and transportation.

Such "control" was fundamentally
one-sided — the officials could prevent
the price of gold from decreasing below
the "mint price," because they could sim-
ply issue currency for whatever amount
of gold was offered to them. Indeed, with
relatively minor interruptions during fi-
nancial "panics" or war-induced inflat-
ing, the issuers of currencies were con-
sistent buyers of gold until the early
1960s.2

On the other side, however, the offi-
cials' ability to prevent the price of gold
from increasing was limited by their (fi-
nite) gold holdings and, less directly, by
curtailing the issuance of currencies, an
ability they have refused to exercise in
the political environment of recent de-
cades. Sometime in the 1960s, officials,
specifically Federal Reserve officials in
this country, lost (or rather gave up) the
ability to control the gold market at rig-
idly $35 per ounce.

Nevertheless, according to Mr. Turk,
a lingering fear that central banks may
reassert their power to limit the price of
gold (from a much higher level) makes
"us fearful for gold and its purchasing
power." He stated: "if they have the power
to control the gold market, [they] can drive
its price lower at their whim, in which
case we don't want to own an asset that
other people can control because we don't
want to lose that purchasing power."

Mr. Turk then took up his main theme
— why the Federal Reserve is powerless
to stop the "bull market" in gold. He of-
fered what he called "five basic points"
in support of this assertion:

First, gold is produced for accumula-
tion rather than consumption. This makes

2 At the time, this fact prompted most "main-
stream" economists, such as James Tobin at
Yale, to assert that if gold were "demonetized"
it would sell for $10 per ounce, based on its
uses in jewelry, dentistry, electronics, etc. Pro-
fessor Tobin presumably was awarded the
Nobel Prize for his other findings. As subse-
quent events amply demonstrated, the notion
of "demonetizing gold" made as little sense as
"dehydrating water" — it was private demand
for gold as money that sent the price of gold
soaring once the officials refused to sell it at a
fixed price.
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gold different from all other commodities
that are mainly consumed (Le., rendered
impossible to resell) shortly after produc-
tion. Nearly all the gold mined since the
dawn of history is now held by someone,
somewhere. This worldwide accumula-
tion, about 112,000 tons according to Mr.
Turk, is growing only at about 2 percent
annually. Moreover, at current prices, the
total value of this gold is remarkably small
in relation to other assets.

Second, the proportion of the "above-
ground" gold stock that is in official (gov-
ernment) hands is decreasing. According
to Mr. Turk, such holdings now account
for 26 percent of the total, versus a high
of 56 percent shortly after World War II.3

The reason is that private individuals have
purchased nearly all the gold produced
during the past 30 years or so. Private
investors have purchased gold because,
to repeat, gold is money. This is Mr.
Turk's third point — gold (as money) has
retained its purchasing power over the
long-term, while currencies have not. For
example, 20 years ago an ounce of gold
could be exchanged for 20 bbls. of oil.
Today, the same ounce of gold will still
fetch 20 bbls. of oil.

Fourth, Mr. Turk noted that the tan-
gible "backing" for the dollar (gold) now
accounts for only about 2

l
h percent of

the total outstanding, with the remaining
9772 percent of the "backing" being the
intangible IOU's of the Federal Govern-
ment.4

How Creditworthy

is the U.S. Government?

Mr. Turk's fifth point was that the
creditworthiness of the U.S. Government
has deteriorated significantly over the
years and that this deterioration has re-
cently accelerated. Mr. Turk stated that
this point was "the most difficult one to

3 Much of the world's gold is in forms that are
unlikely to be traded or recycled (state capital
domes, statues of the Buddha, fine jewelry,
etc.). Our own estimates of holdings of gold
in "good delivery" form (400 oz. bullion bars)
and forms that could be made so with little
effort (such as coins, medallions, "coin melt"
and other nonstandard bars, crude "Asian" jew-
elry, etc., indicate that officials now control
about half of the world's marketable gold stock,
down from over three-quarters 40 years ago.
Turk's essential point is valid, however. By
any measure, more and more gold is being
held privately.
4 The U.S. Treasury's gold is worth about $90
billion at market prices (instead of the official
$42.22 per ounce), which is about 30 percent
of the amount of currency outstanding, about
11 percent of Ml, about 2Vz percent of M2
(apparently the figure used by Mr. Turk), and
even smaller proportions of the "higher" mon-
etary aggregates.



PURCHASING POWER OF GOLD AND OF THE DOLLAR
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cover but the most fundamental," and he
discussed it at some length:

... what is the state of the U.S. Gov-
ernment's creditworthiness? This is not
an insignificant question. In fact, it is
the vital question inasmuch as Govern-
ment debt instruments today are the
largest... [and] most rapidly growing
component on the dollar's balance sheet,
and this has ramifications for the gold
market.

About 4 years ago, 15 cents of the
worth of every dollar was dependent
upon Government debt in bills and bonds.
Today that number has grown to about
25 cents.5 Thus, about one-quarter of the
dollar's worth now depends upon U.S.
Government promises, U.S. Government
IOUs. This is a concern, and it is a pro-
gression in growth not dissimilar to the
German Reichsbank in the years imme-
diately after the First World War. The
Reichsbank kept monetizing more and
more of its government's debt in order
to get the government in that country the
marks that it needed or wanted for spend-
ing until eventually they kept on mon-
etizing so much that 99 percent of the
value of the mark was nothing but mon-
etized German government debt instru-
ments. And at that stage, the mark was
worthless because the government debt
instruments were worthless.

Ladies and gentlemen, I'm afraid that
is where we are headed in this country. It
will be the ruin financially of the United
States. Government IOUs, called T-bonds

5 These data are apparently based on broader
measures than those cited in the previous foot-
note, viz. total Treasury debt as a percent of
total nonfinancial dollar claims.

and T-bills, will be made worthless be-
cause they are denominated in IOUs
called dollars, which will be worthless.

Now, of course, in many respects cir-
cumstances today are different from those
of the Reichsbank of the 1920s. In Ger-
many after the First World War, all trans-
actions were done by currency, cash cur-
rency, hand-to-hand type transactions.
And what the Reichsbank was creating
back then was more and more paper
marks. Today it's different. Cash cur-
rency is a very insignificant component
of the modern economy. The currency in
use in the modern economy is deposit
currency. The money we have in our
checking account, the money that we
move around by checks and by bank
wire transfer is significantly more con-
siderable. But the effect is the same. We
are monetizing in this country more and
more of the U.S. Government debt in-
struments to create currency. So, if we
look at it in its generic term of currency,
rather than looking at the specifics of
cash currency or deposit currency, we
are effectively doing today what the
Reichsbank did in Germany after the First
World War.

The U.S. Government's creditwor-
thiness has been deteriorating for years.
I could get into a number of complex
measures about this deterioration to give
you some examples, but let me just give
you one. I think it is one that everybody
can easily understand. It is the Gov-
ernment's interest expense burden. This
is the interest that must be paid year in
and year out on the national debt.

Back in the 1960s, for every dollar
that the Government was collecting in
revenue, it was using less than 10 cents
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to pay the interest expense on the na-
tional debt. It is now using nearly 30
cents of every dollar of revenue to pay
this interest expense. This has been hap-
pening even though interest rates have
been declining over the past several
years. Actually, this is a key point. This
is why interest rates have been declining
over the last several years. Can you imag-
ine what percentage of revenue the U.S.
Government would be paying today on
the national debt if interest rates were
still at the same levels that they were a
few years ago?

The move to lower interest rates has
been masterminded by the Federal Re-
serve because it has had no other option.
It could not leave interest rates high to
maintain the purchasing power of the
dollar relative to other currencies of the
world, or to "safeguard the currency" as
the German Bundesbank is fond of say-
ing of its role. As a result, the dollar has
collapsed against the yen, and it is in a
downtrend against the European curren-
cies. The dollar has enjoyed a grace pe-
riod because of the problems with the
ERM turmoil in Europe. But if the Fed-
eral Reserve tried to keep interest rates
high enough to maintain the dollar's in-
ternational purchasing power, the U.S.
Government would long ago have been
broke trying to pay an impossible inter-
est expense on the national debt. So, the
dollar has recently collapsed against the
yen, and it looks like a new downtrend
is starting again against the Swiss franc,
particularly, but also against the Deut-
sche mark now that it's apparent the
ERM has ended and the moves toward
monetary union have been, if not killed,
at least sidetracked.



Gift Suggestion

We often are asked to recommend material for the economic education of
young people. What is available on an elementary level is typically wrong-
headed, insultingly simplistic, unlikely to generate interest, or all three at once.
However, for a college student, or anyone else, who has evidenced an interest
by taking an economics course, we heartily recommend Economics on Trial,

Lies, Myths, and Realities, by Mark Skousen (Irwin Professional Publishing,
$17.00 paperbound).

Mr. Skousen's book is based on a review of 10 leading introductory text-
books, and the author not only explains clearly the Keynesian or "neoclassical"
paradigms (that are at the core of all the leading textbooks — apparently
because they are the basis of testing for further academic study of economics)
and their failures and fallacies, but also (with one major exception) sets forth
sound free-market alternatives that the textbooks generally ignore. The
exception is his advocacy of a rigid 100 percent reserve gold standard and his
dismissal oi the alternative of free banking in a single footnote.

In sum, the Federal Reserve has only
bought the U.S. Government time. There
have been no fundamental changes in
the deterioration of the U.S. Govern-
ment's creditworthiness. The time
bought by the Federal Reserve has been
wasted by the politicians. They have
failed to control spending, and continue
today to spend taxpayers' money like
drunken sailors, which is bad enough.
But they continue to spend a horrendous
amount more than they collect in rev-
enue, and then resort to borrowing to
cover the annual shortfall.

In my opinion, the U.S. Government
is on the road to financial ruin just like
the Weimar Government in 1918 to 1920
was on the road to financial ruin. The
Federal Reserve today, along with the
Nation's banks, is doing exactly what
the Reichsbank was doing in Germany,
monetizing the debt instruments of the
government.

The U.S. Treasury faces a stack, a
growing stack, of unpaid bills delivered
to it by Congress and Mr. Clinton. Just
like the bills that come to our own mail
boxes, those Government bills must be
paid. The magnitude of these new obli-
gations means that the Treasury has
turned to the Federal Reserve for help.
The Federal Reserve is in turn caught
between a rock and a hard place. If the
Fed and the Nation's banks continue to
buy the Government IOUs to provide
the much needed cash, more currency
will be injected into the system by their
actions; and the dollar will be debased.

If the Federal Reserve chose not to
provide these funds in order to protect
the value of the dollar, the U.S.
Government's financial house of cards
would collapse. It would do so because
of the shortfall of money needed to pay
its bills and service the national debt.
Caught in this vise of unpleasant alter-
natives, Fed officials will no doubt see
inflation as the lesser of two evils, which
is no doubt what the Reichsbank offi-

cials also thought in that period from
1918 to 1920.

As the dollar is debased, the dollar
value that we attach to that ounce of
gold will continue to rise, and gold will
remain in its bull market. And the Fed-
eral Reserve is virtually powerless to
stop it from happening, which reminds
me of one last point that concerns my
use of the word "virtually." The Federal
Reserve could stop this gold bull market
if it and the U.S. Government wanted to
stop it. It could do this by safeguarding
the purchasing power of the dollar in-
stead of fulfilling its other objective,
which is to provide the U.S. Govern-
ment with the dollars that it needs to
perpetuate the illusion that the U.S. Gov-
ernment is solvent. But this is virtually
impossible because of the Government's
mandate. So the Fed is no more likely to
safeguard the dollar's purchasing power
in the future than it has done over the
last 10 or 20 years.

I believe that the dollar will be de-
stroyed long before this Government ever
changes its ways. There is, however, rea-
son to be optimistic about the future,
because the Government cannot destroy
our — meaning you and me and each
and every one of us — control of the
gold market and our use of gold as money.

Our longtime readers will find Mr.
Turk's assertions familiar. As we have
indicated, we are not entirely comfort-
able with the specific ratios and data he

cites or with his expectations for the tim-
ing of a flight from the dollar.

We also observe that the Federal Re-
serve's ability to bring down interest rates
(and "buy time") in the face of massive
Federal budget deficits has been greatly
enhanced by the use of the dollar as re-
serves and for transactions by foreigners.
Foreigners hold about $1.5 trillion of dol-
lar claims (not counting an indeterminate
amount of U.S. currency), with official
holdings of U.S. Government securities
amounting to about $350 billion. Mr. Turk
suggested that the latter reflects "a vestige
of the international monetary system that
was created after the war ... because of
habit, the central banks overseas have got-
ten used to holding dollars and used to
accepting American dictates."

We would add that foreign central banks
have also purchased dollars to support the
dollar's foreign exchange value against
their own currencies (so that their exports
would remain competitive in U.S. mar-
kets) and lost billions in the process. But
these constraints do not apply to the much
larger holding of foreign individuals and
businesses who have voluntarily acquired
dollar claims, and are indifferent to the
"jawboning" of U.S. officials. We are not
aware of any method of measuring changes
in the relative willingness of foreigners to
hold and use dollar claims outside the
United States, but we suspect that it even-
tually will diminish in the face of contin-
ued U.S. inflating and that any flight from
the dollar will begin in overseas markets.

More fundamentally, we question the
usefulness of the notion of a "bull mar-
ket" for gold, when the phenomenon is
really the long-term debasement of the
dollar. As shown in the chart on the pre-
ceding page, the purchasing power of gold
is now about the same as it was during the
1840s, 1890s, or 1930s. During those pe-
riods, the dollar was "as good as gold"
(i.e., convertible into gold at a fixed rate),
but today the officials flaunt their will-
ingness to inflate and gold stands alone as
store-of-value money. As long as the dol-
lar remains a purely fiat currency, we
believe it unlikely that the purchasing
power of gold will decrease significantly
below its current level; but gains of the
magnitude of the 1970s are unlikely to be
repeated. •

Final fixing in London

PRICE OF GOLD

1991 1992
Dec. 5 Dec. 3

$364.75 $335.25

1993
Nov. 25

$377.60

Dec. 2

$374.65
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