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Today, money is debt. All paper currencies are ‘promises to pay’ or IOU’s. None are backed by hard assets. In 1971 President Nixon closed the gold window and the US Dollar, the reserve currency of the world, was backed by only goodwill. 

Almost daily now we hear news about the latest Greek bailout considered by the International Monetary Union. Meanwhile Greek citizens are railing against the austerity their government proposes in order to access these bailout billions. Spain, Portugal, Italy and Ireland are waiting in the wings for bailouts to their crushing debt. But no quantity of money can address these debt issues – you cannot solve a debt issue with more debt! The only solution is bankruptcy and debt forgiveness or write offs. Unfortunately most global banks are in such bad financial shape that any sovereign default would likely start a chain of bank failures. The United States set a precedent for bailouts of private companies with public funds in 2008 and with the introduction of “Too Big To Fail” (TBTF) many governments have committed (their people) to bailing out failed institutions. 

Our government is currently conducting a political battle over the debt ceiling. One may argue that there is more to it than that. That somehow this is a philosophical battle about the size of government and it’s role in defining American’s lives. However a close eye on Washington shows clearly this is a political football with the Democrats and Republicans trying to take every advantage in how they present ‘solutions’ to this debt crisis. Neither party however is proposing concrete immediate solutions. Rather both are offering actions that may be palatable to the public, but do not change our spend-and-borrow attitude substantively. For these reasons we see the price of gold continue to rise.

A very telling example of the precarious financial situation the world is in is to consider; today one Dollar = 1/1600th of an ounce of gold. One-sixteen hundredth! Talk about inflation! “But our Consumer Price Index doesn’t show any significant inflation...” If one takes the time to examine the components of the CPI you will note the current composition excludes the “volatile” food and energy components. Last time I checked, consumers paid for food and energy! Now Washington is even considering changing (again) this point of reference because the powers that be (TPTB) say inflation is exaggerated by the current measurements! Do you see any pattern here? 

Standard & Poor’s and Moody ratings agencies have been crucified for improper ratings considering the leverage and risks associated with the sub-prime derivatives which touched off the financial crisis in 2008. Now however, when they use conservative financial analysis to rate the sovereign debts of nations, many less-than-investment grade, they are seen as being too conservative. Some political leaders in Europe have even suggested ignoring the ratings altogether in order to not scare off potential investors! (Often certain large investment portfolios are restricted from owning security issues with low ratings.) These private sector investors are targeted to bear the burden of the debt bailouts so it is critical that all barriers to their investments are removed. Is the picture getting clearer?

Here in the US, the debt ceiling debate is moot. Our country is overburdened by our borrowings. We are technically bankrupt. Raising the debt ceiling just “kicks the can” further down the road – as they say in the nation’s capitol. If our elected officials would use fiscal common sense and be responsible, the debt ceiling would not be raised and instead they would be examining every prudent way to cut spending and not threaten the American public with cuts in benefits. With the Federal Reserve and Treasury working daily to pump trillions more dollars into the world economy, the wealth of our nation – the full faith and credit of the United States (our citizen’s ability to produce) – is being siphoned away – by our very government in collusion with the Federal Reserve. Worldwide nations are repeating the debt pattern.

In short, financial uncertainty is the reason Gold and its cousin Silver are rising and will continue to rise in price. These precious metals are not rising because they are industrial commodities. They are rising because they are intrinsically money. In 2010, global central banks became net buyers of gold for the first time in two decades. Even now they recognize that a price of $1600 per ounce price is a barometer of the weakness of fiat currencies. The World Gold Council reported that Mexico alone increased its gold reserves by 100 tons last quarter. Gold has always proved to be the best protector of wealth during times of financial turmoil. Study the history of money and arm yourself with this knowledge. Future historians will look back at our current times as confirmation of this historical trend.
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