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“When the monetary history of the year coming to an end is written decades from now, the
headlines of European debt crisis and Federal Reserve’s adoption of QE2 may turn out to
be mere footnotes to the bigger story: 2010 could be a watershed marking the beginning of
the end of the dollar-based, Western-centric monetary system.”

-- Randall Forsyth, Barron’s

“We wish to highlight not all but some of the ‘fears’ that keep us awake at night, and illus-
trate why right now is not the final act for gold.  2011 could be an explosive year for this
most illustrious of metals. . .We believe withstanding a lack of gold standardisation, gold
has a firm place in modern portfolio management and in accounting procedures.”

-- Hinde Capital, None Shall Sleep 2011

by Michael J. Kosares

It all started very quietly with a little-known speech in May of 2008 by Benn Steil, a highly
respected policy insider at the the Council on Foreign Relations. The CFR is generally con-
sidered the font of establisment thinking on foreign and international economic policy.
Steil’s speech had to do with gold -- an unusual subject for someone so prominent in the
CFR.  His proposal?  That gold should be restored to a central role in the international mon-
etary system. 

Steil’s proposal had an immediate impact.  Reports began to filter into the markets that cer-
tain central banks were beginning to accumulate gold bullion as part of their reserves. Some
went about their acquisitions quietly.  Others pursued their interest in the open.  India, for
example, made a highly publicized 200-tonne purchase from the International Monetary
Fund.  Simultaneously, traditional gold sellers, like many of the European central banks,
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shelved selling plans.  Sales under the Central Bank Gold Agreement came to a standstill.
It was about this time, too, that reports began to surface of a very strong developing interest
in gold bullion among major hedge fund operators.  

By 2010, policy notables like Robert Zoellick,
president of the World Bank, Thomas Hoenig,
president of the Kansas City Federal Reserve,
Randall Forsyth of Barron’s magazine and Indiana
Congressman Michael Pence, an oft-mentioned
contender for the 2012 presidential sweepstakes,
had come public with their own support of a new
role for gold in the world’s monetary system.
Hoenig stated that the gold standard is a “very le-
gitimate monetary system.” Pence suggested that
“the time has come to have a debate over gold,
and the proper role it should play in our nation’s
monetary affairs.  A pro-growth agenda begins
with sound monetary policy.”  Zoellick wrote in
Financial Times that gold should be looked upon

as a means to stabilizing the global monetary system.  In January, 2011, former Fed chairman
Alan Greenspan noted in a Fox Business interview that “There are numbers of us, myself
included,who strongly believe that we did very well in the 1870 to 1914 period with an in-
ternational gold standard.”  Suddenly, and to some inexplicably, gold had gone from hope-
lessly out-of-style in policy circles to highly fahionable.  Gold, in fact, suddenly had become
politically correct.

The new role for gold narrows down to two options covered below.  The first is to return to
a fixed-price gold standard similar to the post World War II Bretton Woods arrangement.
The second is for gold to take on a role similar to the one it now plays in the European
Union.  In either instance,  the best-positioned investors, for reasons outlined below, will
likely be the owners of the physical metal itself, although those who own the right gold-
mining companies could also gain significantly over the longer run, as the need for sizable
new production becomes increasingly apparent.

Option #1 - Bretton Woods II, the traditional gold standard

Recently Alan Greenspan surfaced as probably the most prominent advocate of the gold
standard.  “We have at this particular stage a fiat money,” he said, “which is essentially
money printed by a government, and it’s usually a central bank which is authorized to do
so. Some mechanism has got to be in
place that restricts the amount of money
which is produced, either a gold stan-
dard, a currency board, or something of
that nature.” Without it, he warned, “all
of history suggests that inflation will take
hold with very deleterious effects on eco-
nomic activity.”

Much of the discussion on a return to the
gold standard has centered around resurrecting Bretton Woods, which was the operating
monetary system from just after World War II to the early 1970s.  Under Bretton Woods,
the price of gold was fixed at $35 per ounce and all the currencies, in turn, traded at fixed
exchange rates relative to the dollar. This arrangement broke down in 1971 when president
Richard Nixon closed the gold window. Continued redemptions at the $35 benchmark even-
tually would have depleted the U.S. gold reserve.  Nixon declared that “we are all Keynsians
now” and the world went on the fiat money system that is still in operation today.

To make a gold standard work today, the metal would have to be valued at a very high dollar
price to address the imbalances already existing in the world’s reserve system, and to make
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it possible for the new system to function smoothly and equitably.  If, for example, one were
to value the U.S. gold reserve high enough to cover the U.S. national debt of over $14 trillion,
gold would have to be benchmarked at over $50,000 per ounce.  To cover the external U.S.
debt of $4.3 trillion, it would need to be valued at $16,500 per ounce.  

Though $50,000 an ounce, or even $16,500 an ounce, may be significantly more than would
be required to restore order in the monetary system, too low a price would recreate the same
problems which caused the abandonment of Bretton Woods in the first place.  To make a

gold standard work, policy-makers will be called
upon to choose a price that would bring balance
between the roughly 8000 tonne U.S. gold reserve
and the massive dollar reserves that have built-up
all over the globe.  To be sure, it is unlikely such
balance would occur in the current price range.

Beyond the pricing problem, a return to a fixed
gold standard presents additional challenges.  The
essential reason for a gold standard is to restrict
governments’ ability to run deficits and print
money. When politicians consider the problems
faced by countries like Greece, Ireland, Portugal
and Spain during the recent European sovereign
debt crisis, they will not fail to note that in each in-

stance those nation-states had relinquished their monetary sovereignty to the larger European
Union.  The options to run deficits, print money and debase the currency as a means to an
end were off the table.  Those who read their history texts carefully will be quick to point
out that while the gold standard offers major benefits, like a low inflation rate, balanced
trade accounts and a strong currency. However, for all its benefits, it also conjures up images
of deflationary depressions and financial panics, which would imply the kind of economic
chaos that plagued the world economy intermittently under the gold standard before World
War II.  

In an imperfect world, no monetary system is without flaws.  There are tradeoffs, imperfec-
tions, and a downside no matter what kind of monetary architecture is employed. Recognition
that there are limitations to any monetary system might be the strongest argument for gold
coins and bullion as an evergreen portfolio item.  In the end, the gold standard is prone to
deflationary breakdowns and the fiat money standard is prone to inflationary or stagflationary
breakdowns.  In the era of the nanny state, it is not too difficult to guess which of the two
poisons is more palatable politically, and that is why a true Bretton Woods II accord is un-
likely to get beyond the talking stage, despite the endorsement of luminaries like Alan
Greenspan. 

Option #2 - The European Union’s mark-to-market model

The more likely, and probably preferrable course, of action is for governments to use gold
in a fashion similar to that employed by the European
Union in 1999 when it introduced the euro.  Robert
Mundell, the Nobel Prize winning economist and “the
intellectual father of the euro,” advised the  European
Central Bank (ECB) to use gold as part of its reserves.
By doing so, he reasoned,  it would offset the dangers
of holding national currencies capable of being de-
based. In other words, he recommended that the ECB
own gold for the same reasons any individual would.

The European Union took his advice.  Its gold reserves
proved to be a bulwark and an example amidst the cur-
rency wreckage during gold’s run-up from €246 per
ounce in 2001 to €1055 per ounce at the end of 2010.
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From 30.5% of Eurosystem’s net international reserves in 1999, gold went to 67.1% of net
total reserves helping bring relative stability to the euro currency despite the union’s sover-
eign debt problem.

In the run-up to Chinese President Hu Jintao’s recent visit to the United States,  he took time
off from spreading mega-doses of financial largesse among troubled European nation-states
to bluntly criticize the dollar-based international currency system.  Calling it a “product of
the past,” he suggested a new system that would be more “fair, just, inclusive and well-man-
aged.”  Obviously, Hu sees in all this a stronger roll for China’s currency, the yuan.  More
importantly to Americans, like a good many of his counterparts across the globe, he also
foresees a diminished role for the U.S. dollar.  

China enjoys the unique distinction of being both the world’s largest producer and consumer
of gold.  Its attachment to the yellow metal, like India’s, is deep-seated and goes back to an-

cient times. The People’s
Bank of China is on the
record for advocating a tar-
get reserve holding of 4000
tonnes -- roughly half that of
the United States.  If we are
indeed at the dawn of a new
world economic order as
many suggest, then China’s
place in it will be an impor-
tant one, and its views on
gold will become an impor-
tant element to any discus-
sions of a new monetary
system.

When Robert Zoellick’s proposal on monetary gold was published in November, 2010,  it
was seen by many as a call for a return to the gold standard.  A close review of his remarks,
however, tells a different story.  Zoellick himself has said that those who read his proposal
as a return to the gold standard were off the mark.  Instead, he said, gold should play a role
“as a reference point for market expectations of inflation and future currency value.”  Under
such a system, if gold were not allowed to float in value against the various currencies, it
could not serve as a viable “reference point.”  In other words, Zoellick proposed a role for
gold in international currency reserves similar to the one it plays at the European Central
Bank.   Benn Steil too echoed the thinking of Robert Mundell in his speech delivered in
2008:

“. . .if you go down the line of currencies around the world, you don't find many
attractive opportunities. And that's why I say if the world were to give up on dollars
and give up on euros, they'd probably go back to the old standby, which is gold.
And I don't mean by gold, government run gold standard, like we had in the late
19th century. That's politically impossible. Governments will never be willing to
subordinate their policies to the constraints of a hard commodity ever again... So
how could gold make a revival as a sort of international money? Well, we don't ac-
tually need a government run gold standard anymore...since people have always
had confidence in gold as a long-term store of value, there's no reason why it could-
n't play that role.”

Where do we go from here?

As you can see, the calls for gold’s return are not really centered around the gold standard
at all, but a role for gold as an alternative, no-strings-attached currency reserve.  What would
such a change in gold’s official sector function mean for the private citizen who also happens
to be a physical gold owner?  
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First and foremost, instead of gold being an enemy of the state, it would become a friend.
Instead of being a pariah among some key central banks, it would become an honored guest.
Instead of being sold and leased by central banks, it would come under accumulation, par-
ticularly by those nation-states which are light the precious metal (e.g. India, China and
Japan).  

In short, all of those things that gold labored
against mightily over the past several decades
would be suddenly removed.  In the years
ahead, that change in thinking could turn out
to be among the most important baseline re-
sults of the financial crisis for economic pol-
icy-makers and for ordinary investors alike.

Thomas Kaplan (Tigris Financial Group) put
it this way in a Financial Times opinion piece
titled “Brace for a Perfect Storm in Gold”:  

“I believe the renewed appreciation of risk management is in its infancy and that
gold, like stocks and bonds, will recover its relatively small, but significant histor-
ical position in the world’s investment funds. Considering the tiny size of the gold
market, the implications of a potential return of gold into the world’s largest port-
folios are enormous. For, unlike stocks and bonds, whose supply can increase to
meet demand, there is not enough gold to go around at today’s prices.”

It could very well have been in anticipation of this landmark change in international monetary
dynamics that some of the most revered hedge fund operators in the world (George Soros,
Paul Tudor Jones, John Paulson, David Einhorn, Eric Mindich - to name a few) began to ac-
cumulate gold in bullion form.  In some hedge funds, like Soros Fund Management, gold
represents the largest position in their overall holdings.  The funds with large physical hold-
ings, in essence, are positioning themselves to become the gold banks of the future.  Among
other possible outcomes, if the world’s nation-states were to agree to gold playing a role
similar to the one described by Steil and Zoellick, gold could come under the kind of demand
pressure that would send it soaring to the next level -- a circumstance that refreshes the old
adage “he (or she) that owns the gold, makes the rules.”  That sentiment applies not just to
gold-heavy hedge funds, but to the well-positioned private owner as well.

Michael J. Kosares is the founder of USAGOlD-Centennial Precious Metals, Inc.
and the author of the widely read book, “The ABCs of Gold Investing:  How to
Protect and Build your Wealth With Gold,”
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by Randall Strauss
USAGOlD Sitemaster, Page Editor/News &Views

After a long period of relatively obscure and inaudible incubation, the process leading toward
reform of the international monetary system has finally reached that mature stage in policy
circles, at which it is now being discussed openly for public consumption. Variations of time-
lines and pathways will be further hashed out, but the well-informed minority will find them-
selves comfortably owning gold in the winner's circle, easily outpacing the ill-advised field
of also-rans as events unfold.

Representing this emerging phase of open policy dialogue is, for example, the December
17th article, 'The Beginning of the End of Dollar Hegemony' (referenced also in the article
above). In it Randall Forsyth, editor-in-chief for Barrons.com, candidly surveys the structural
cracks and the stresses motivating change in the dollar-centric world order.  His concluding
remarks provide our springboard for additional assessment.  He writes: 

"How long this process goes on depends on the availability of alternatives to the
dollar. ... When the tide changes, the shift is almost imperceptible. The tides of his-
tory are by nature very long term. The last great sea change came when the dollar
replaced the pound-sterling as the world's main reserve currency. The dollar's role
was cemented under the Bretton Woods Agreement following World War II, when
other currencies' exchange rates were fixed in terms of the dollar and the dollar was
convertible into gold at $35 an ounce. Since 1973, the dollar has been unanchored
and has been anything but a stable store of value. ... The dollar's dominance will
not be toppled in 2011 but will wane over the coming decade and beyond."

For the wealth-preservation-minded individual, the important question centers around this
element: “How long this process goes on depends on the availability of alternatives to the
dollar?” The answer is surprisingly simple, and the preparatory timeline could be correspond-
ingly brief. 

Gold as a store of value in national reserves

The new trade arrangements between Russia and China are instructive. Forsyth writes: "Dis-
satisfied with the options of the dollar or the euro, the ascendant economic powers are es-
sentially cutting out these middlemen. ... Russia and China have agreed to settle their bilateral
trade of about $50 billion in their respective currencies. That means Chinese importers don't
need to obtain dollars to buy oil from Russia. Nor does Russia need greenbacks to buy Chi-
nese goods." It should be obvious and intuitive that bilateral trade between any two given
countries could be similarly invoiced in their respective currencies. The timeline is effectively
zero given that these currencies already exist and are in local use. At issue, mostly, is the
simple matter of breaking with mere tradition — curbing the habit of invoicing/contracting

Monetary reform: 

Hatching the golden nest egg
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in this third-party currency, the dollar. Given the suitable functionality of most national cur-
rencies for the individual invoicing and payment of their various bilateral trade arrangements,
there is no need for the world to spend any time or effort conjuring up a new supra-national
currency unit as a universal invoicing agent to replace the dollar.

With invoicing/payment alternatives ready and waiting, the only other aspect of usage left to
address in the dollar’s international role is that as a reserve currency — that is, as a store of
value.  Here most of the conditions are begging for change and offer the largest scope for
improvement of the international monetary order.

Store of value (reserve usage) is a significant element because, at the end of any given trade
cycle (i.e., monthly, or annually, for example), a nation actively trading with its international
peers as described above will inevitably end up with a net position in various foreign curren-
cies.  It becomes a matter of national importance to consolidate those paper positions into a
more reliable form that is not dependent upon the fiscal policies and monetary management
skills of your international trading partners.  It is the form of asset chosen for this consolida-
tion of the net position that embodies the “store-of-value” function from one trade cycle to
the next and beyond.

Forsyth points directly to the primary problem with the dollar: “Since 1973, the dollar has
been unanchored and has been anything but a stable store of value.”  Gold, on the other hand,
serves this role uniquely well because it resists the degrees of artificial inflation and depre-
ciation commonly afflicting national currencies as each are managed (no surprises here) ac-
cording to their own self-interested national economic objectives.

The central banks of the world, throughout their long history, have more or less developed
the requisite infrastructure and ample experience in the fine art and science of gold storage
and allocation transfer.  Therefore, not only can gold provide a more stable and suitable (non-
national) alternative to the dollar for the store-of-value role, in that capacity it is readily avail-
able with no significant lead-in timeline for basic implementation.  To be sure, many central
banks have already in place the mark-to-market accounting structure to accommodate (and
benefit from) the significant upward revaluation of gold as would be expected to occur
through further progress along the dollar-to-gold reserve transition.

Establish gold position now; then go on with your life

As for timing, various policy signs over the past several years had
indeed pointed toward 2010 as the watershed point in the interna-
tional monetary transition, but the depth of the current commercial
banking crisis likely argued strongly for a delay under the consensus
thought that calmer waters would facilitate a better transition.  As
such, the requisite transitional infrastructure and policy is largely in
place at the present time, so a timeline for this store of value transition
can be every bit as short as that for invoicing — essentially, no great
deal of time is needed for flipping the switch to make best manage-
ment practices (choice of invoicing currencies and reserves) consis-
tent with best accounting standards.

In light of the current crisis and some of the policy efforts underway to restore calm to the
commercial markets, it looks to me that the new timeline for significant transitions is mid-
2013, which is consistent with the current policy talks driving the permanent European Sta-
bility Mechanism to that timeframe.  But with that said, it could just as easily be set into
motion at any given moment between now and then, and fully fledged between your breakfast
one day and your breakfast the next.  Hence, since it appears that gold has become politically
correct (as suggested in the article above), it is best that you work to actively establish your
desired gold position without undue delay.  With peace of mind you can then turn your full
attention to the business of living your life as it was meant to be.  In this time of transition,
spending significantly further time and energy running along the treadmill of alternative cur-
rencies and their derivatives in a gamely attempt to keep up or get ahead is a fool's errand.
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