	Gold at $1700 an ounce?  You Better Believe it! 

By Dana Samuelson with Bill Musgrave 

Because of a unique combination of economic and historical factors, I believe we are about to enter a period of truly astounding, explosive growth in the gold price that could easily double the previous high of $850 per ounce. Please allow me to explain. 

My name is Dana Samuelson, Owner of American Gold Exchange, Inc. I've been a professional numismatist, gold trader, and hard asset portfolio manager since the big boom of 1980, when gold hit a record high of $850 an ounce. Since that time, as you probably know, gold has been in a prolonged down trend, one that finally reached its bottom (I believe) at $252 an ounce in 1999. 

Today gold remains just above this extremely low price, poised for a major upswing in its cycle. According to my research, market fundamentals strongly show that a new major bull market is starting for gold, a bull market that could well rocket the gold price substantially higher than during the "golden time" of 1980. In fact, the larger market cycles predict that gold has the potential to reach $1,700 per ounce, double the price of the last peak! 

After more than 21 years in the gold markets, I have been taught by experience that once or twice in a generation financial opportunities arise that are simply too good to ignore! 

For the first time in ages, I am convinced that the gold price will not only move up substantially-even explosively-but that it has the potential to go through the roof. Why am I so optimistic about gold today? Based on a variety of unique historical factors, including: 
· The Current U.S. Debt Trap and Credit Bubble.

· The Lessons of Japan's Boom and Bust Cycles.

· Our Hyper-inflated U.S. Money Supply (M3).

· The Precarious Strength of the Dollar.

· Deflation, Inflation and the Gold Price.

· Three Mega-Cycles of the Dow-to-Gold Ratio.
Gold is clearly offering one of those once-in-a-lifetime investment opportunities right now. The explanatory report that follows is detailed and somewhat long. But if you take the time to review its contents, I think you'll agree that gold is likely to gain at least 30% to 100% in the very near future, and could even multiply in price by fivefold or more from today's 20-year low. Just as important, this report will discuss how you as an investor can prevent the needless evaporation of your hard-won wealth, and with it the loss of your financial freedom. 

James U. Blanchard III - It's All About Freedom. 

Before we get into the details of my research, I'd like to take a few moments to talk about my friend, mentor, and inspiration, one of the true giants of the gold industry, James U. Blanchard III. For those who don't know, Jim Blanchard was the man who almost single-handedly pioneered the re-legalization of private gold ownership in the United States back in 1974. 
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I worked for Jim on two separate occasions, for a total of nine years between 1982 and 1995. These were the most educational and exhilarating years of my professional life. Jimmy taught me that gold is not simply the most trusted long-term preserve of wealth, but it's also the source and symbol of real financial freedom. Were he alive today, I know Jim would be absolutely ecstatic about the present prospects for gold. 

Like his peers Ayn Rand, Milton Friedman, and Alan Greenspan, Jim Blanchard's driving philosophy was all about freedom-freedom to be an individual, and freedom to control your own destiny. To Jimmy and his circle gold represented true financial freedom: the world's oldest and most universally accepted form of money, gold is beholden for its value to no government, no corporation, and no individual. As Jim liked to say, "gold is the only financial asset you can own that isn't simultaneously someone else's liability." 

Perhaps Jim was so adamant in his support of gold-as-freedom because he truly knew what it meant to be shackled. When he was eighteen years old an automobile accident left him confined to a wheelchair for life. But to his undying credit, he turned this personal tragedy into the drive for public good. As high school teacher in New Orleans in the early 1960s, Jim Blanchard thought it completely absurd that private gold ownership in America, the land of the free, was against the law. So in the late 1960s he flew to the Bahamas, bought a gold bar, and smuggled it back home. As an act of protest, he then appeared on local New Orleans television, waving his gold bar and daring the authorities to arrest him! In 1972, continuing his one-man campaign to re-legalize gold, he hired a bi-plane to buzz Richard Nixon's second inauguration toting a banner that read, "Legalize Gold!" Although fighter planes drove his daring protest from the scene, Jimmy ultimately won the war. In 1974, thanks to his relentless public and private lobbying, gold ownership by U.S. citizens became legal for the first time since 1933. 

Once gold was re-legalized, many of Jim's friends and followers came to him with the natural question, "Now that we can own gold again, where can we buy it?" So quite by accident Jimmy found himself in the business of buying and selling gold. By the late 1970s, what began as a kitchen table business to help out friends grew into one of the largest precious metals and rare coin firms in the country. Jimmy and his wife Jackie went on to found the National Committee for Monetary Reform, a spearhead organization whose annual conferences in New Orleans attracted hundreds of internationally renowned speakers like Ayn Rand, Milton Friedman, and Margaret Thatcher, along with thousands of attendees. Following Jimmy's passionate belief in freedom, the purpose of these think-tank gatherings was to promote contrarian investment strategies and the ideals of personal liberty. 

Now More Than Ever. 

As we enter the 21st century, personal freedom remains a crucial issue. While the threat of totalitarian communism has been overcome, our individual liberty remains at risk nonetheless from corporate domination and government control. At the same time, gold has been largely overlooked as an investment, displaced by wild paper chases and stock market roulette. The breathtaking U.S. economic boom of the late 1990s, with its strong dollar, easy equity profits, and apparently low inflation, resulted in the lowest gold price in a generation. But the economic juggernaut has clearly stalled, and millions of Americans are finding that their personal wealth, tied up in stocks and beholden to shrinking corporate profits, is rapidly evaporating. As goes our wealth, so goes our freedom. 
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And even worse, more Americans than ever before are finding themselves trapped by debt. If you examine the facts surrounding today's new economic reality, I think you'll see for yourself that, yes, the great stock market bubble gave us a wonderful ride, but its prosperity was something of an illusion, financed to a large degree with borrowed money and an extremely inflated money supply. Paper wealth fluctuates wildly. Gold, however, has no historic peer as a long-term store of value. The time for gold-solid, trustworthy, and independent-has come again! 

The Current U.S. Debt Trap and Credit Bubble. 

It's difficult to be free when you're shackled by debt. Today American corporations and households are in hock up to their eyeballs, and its scaring the pants off many economists. 

· A record $4.5 trillion in debt has been accumulated by U.S. non-financial corporations - up 67% in the past five years. 

· Household borrowing has risen almost 60% during the past five years - to a total of $6.5 trillion, higher than ever before. Much of this consumer debt was borrowed against paper gains in stock share values, leaving households woefully vulnerable to market crashes. This enormous debt must repaid whether the DOW is at 11,000 or 7,000. 

· More than $160 billion of "sub-prime" mortgage loans to lower-credit borrowers were made last year, representing 11 percent of all mortgages - up from $40 billion, or just 4 % of the total, in 1993. Sub-prime loans are offered to borrowers with less than perfect credit histories. 

This unprecedented build up of U.S. corporate and consumer debt has stemmed from the intoxicating but erroneous belief that the economy and stock markets would expand forever. While borrowing and spending may be good for the economy, bankers are concerned that companies and individuals that can least afford to do so are piling on debt-setting up a critical situation when the economy really goes sour. 

The Lessons of Japan's Boom and Bust Cycle. 

In fact, many economists are now worried that the U.S. economy could be facing a pattern similar to Japan's in the early 1990s: an immense equities and credit bubble followed by an abrupt collapse and a protracted, painful recession. In less than three years, from late December 1989 to August 1992, the Nikkei lost a whopping 63% of its value, plummeting from its all-time high of 38,916 to a mere14,309. Today it has dropped to well under 12,000. So much for the so-call "Japanese Economic Miracle" that was the world's envy during the '80s! 

Certainly there are differences between the two economies. American banks are stronger than Japan's were at the height of their bubble. America's faster productivity growth, based on real high-tech innovation and investment, has given more substance to our expansion. And whereas Japan's policy makers failed to encourage adequate monetary expansion, America's money supply has increased dramatically-perhaps far too much, as I'll discuss a little later. 
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Nonetheless, there are enough similarities between America today and Japan in 1990 to make these worries legitimate. The biggest similarity is debt. Too much debt was always at the heart of Japan's vulnerability, and too much debt is at the heart of ours. And just as our current debt is even greater than Japan's in the late 1980s, our citizens are leveraged far deeper into the stock market.  At the market peak last year, American households owned 175% of their disposable income in stocks-nearly twice as much as the average Japanese household in 1989! It is no coincidence that the deepest and most prolonged recessions in recent decades occurred in countries where huge property or stock market booms resulted in equally huge build-ups of debt, such as Japan, Sweden, and Britain, all in the early 1990s. 


Like Japan's in the 1980s, our stock bubble produced an enormous amount of paper wealth-temporary wealth that millions of Americans borrowed, often from credit cards, in order to create. In the frenzy of what Alan Greenspan called "irrational exuberance," many have mortgaged this debt-begotten paper into fabulous homes, expensive cars, fantastic vacations, and other trappings of "the good life." Indeed, far too many Americans were using credit card advances and home equity loans to create even more stock market speculation, fueling the flames of an already overheated economy and stock market. 

With all that fire, someone had to get burned. Already our so-called "market corrections" have consumed more than $4,000,000,000,000 (that's four trillion dollars, in case you got lost in all those zeros) in paper wealth since the peak of last year, and that's only the beginning. All this wild speculation in paper is coming back to haunt us. With unemployment reaching the highest figures since the recession of 1991, and with the pervasive collapse of dot-coms and e-businesses everywhere (just look at the shocking demise of Webvan, or at Amazon.com's nonexistent profits), the American debt load is turning into a real horror story. 
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The Hyper-Inflated U.S. Money Supply (M3). 

An expanding money supply is the most basic form of inflation, and is directly tied to the credit bubble that continues to rule in this country. The U.S. money supply has been expanding at an enormous rate, up 80% in the last six years. Last year M3 grew by more than 9 % - and that was while the Fed was raising interest rates. Already this year, amidst interest rate reductions, the money supply has ballooned by an annualized rate of more than 10%. 
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No matter what the economic problem, the Fed seems to think the solution is to pump endless supplies of cash into the market, regardless of the long-terms costs. The supply of money in the U.S. has not increased so much since the 1970s, when Richard Nixon took the United States off of the Gold Standard, in effect enabling the U.S. Treasury to print dollars at will for the first time in our nation's history. Rampant inflation and sky-high interest rates (along with, I might add, astronomical increases in the gold price) followed this easy money policy. Surprisingly, we don't hear much about this in any mainstream media today. 

Yet our national credit bubble continues to expand unabated as the Fed pours more and more money into the economy through interest rate reductions. When it announces a rate cut, the Fed purchases Treasury securities on the open market, thereby force-feeding cash into the economy. This monetary expansion is calculated to re-inflate our flagging economic balloon, but it's just as likely to backfire by further over-inflating asset values and widening our trade gap. As Hewlett-Packard founder David Packard was fond of saying, "more businesses die from indigestion than starvation," and the same might be said of economies.   The more cash available, the more it's likely to be spent. The easier the credit, the greater the debt. And as our citizens gorge themselves on irresistibly cheap imported goods, our trade imbalance bloats into morbid obesity. 
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Last year the trade deficit was up 40%. Our current accounts deficit is now around $500 billion! That is, $500 billion dollars in foreign hands. 

What happens when the dollar weakens? At some point this huge imbalance will provoke foreign investors into removing funds from the U.S. financial system for fear of our inability to pay off our debt. Such an understandable-perhaps, inevitable-withdrawal of investment would drastically erode the value of the dollar and spin our "soft landing" out into an ugly, painful crash. 

The Precarious U.S. Dollar. 

In defiance of almost every economic law, the U.S. dollar remains incredibly strong despite the astronomical U.S. money supply expansion, our huge trade debt, growing inflation, plummeting stock markets, and generally stagnating economy. Why? The only answer seems to be that despite the increasingly poor odds it offers to foreign investors, the U.S. dollar is the only game in town. Indeed, the U.S. dollar seems to have usurped the traditional role of gold as the world's "currency of last resort." For the time being, that is. 

Since early 1997, the dollar has appreciated by a whopping 27%. As a result, U.S. industries are being hammered by cheap imports, and no amount of cost cutting can offset a nearly 30% markup on currency. Because America finances its $500 billion current accounts deficit by attracting lots of foreign capital, a strong dollar is a must if our bulging debt balloon is to keep from bursting. 

So the Federal Reserve has a lot of reasons to continue inflating the value of the dollar, despite its adverse impact on U.S. manufacturers and the strains it puts on the markets. The Bush administration has been giddy in support of interest rate reductions while ramming through a huge tax cut that will severely erode the first budget surplus in a generation, almost guaranteeing that the U.S. will need to borrow money in the future. These actions can only undermine the dollar's stamina. 

For all of its apparent short-term benefits, then, a strong dollar poses serious risks. By intensifying strains in the markets, it is spring-loading the U.S. currency for a precipitous fall when the fundamentals change-and they are changing now! Any small signs of economic recovery in Europe and the Far East will create stiff competition for foreign capital investment, drawing money away from the U.S. economic roulette table. With our trade and current accounts deficits grown to grotesque proportions, a small change in heart by foreign investors could easily trigger a frenzied stampede, sending the dollar plunging and crippling our already staggering economy. It will not be a pretty sight. 

The good news (for gold investors, anyway) is that gold should appreciate dramatically. We've been advising our regular customers of for months now that the artificially strong U.S. dollar is primarily responsible for the artificially depressed gold price. Main street publications are now telling us that what we've been expecting to hear for a while: a weaker U.S. dollar and an inevitably higher gold price may be just around the corner. 

Deflation, Inflation, and the Gold Price. 

In an excellent series of recent articles, renowned market analyst Paul van Eeden clearly spells          out the relationship between the dollar and the gold price, the present risk of both inflation and deflation in the U.S. economy, and why gold stands to prosper in either case. (For details, please see "Why Gold is Poised to Rally," "Don't Forget about the Dollar," and "Inflation or Deflation.") 

Page 6

In a nutshell, Paul argues that despite popular belief, gold is not a commodity. Rather gold is money, pure and simple, and therefore responds to exchange rates just like any other currency. Over the past eleven years, foreigners have invested $1.7 trillion in the U.S., largely because European and Asian economies have been a weaker alternative. This immense influx of foreign capital and rampant U.S. consumer spending two of the prime reasons for our economic boom, and for the unprecedented strength of the U.S. dollar. 

Now the party is over. The U.S. economic miracle, like Japan's of the 1980s, has been discredited. Economic growth in the U.S. is forecast to be half of Europe's while U.S. interest rates (the cost of borrowing dollars) are rapidly dropping to converge with Europe's. Only because of poor performance in the rest of the world has the dollar been able to remain so strong. As Europe recovers-and even if it doesn't-the dollar's value must decrease in order to restore balance in world trade flow. When that inevitable re-balancing occurs, gold will climb as the dollar sinks. The only real question is how far and how fast. 

The U.S. now faces a serious deflationary threat. More than $4 trillion has been lost in the stock market, and that's only the beginning. The Dow, still near its all-time high, is destined for a real swan dive, one that will make the last "correction" look mild. When another $4 to $8 trillion leaves the system, the vacuum left by this loss of wealth will threaten to suck the remaining life right out of the economy. How will the Fed equalize the pressure? If the past is any indication, by pumping yet more money into the corpse - a strategy that is quite likely to cause very substantial inflation. Higher inflation should cause the dollar to fall and the gold price to rise. 

The Three Mega-Cycles of the Dow-to-Gold Ratio. 

Everyone knows that the U.S. stock markets have been radically over-inflated for several years. Even the recent "corrections" are just signs of things to come. When you consider the fundamentals we've been discussing - the huge U.S. credit bubble, hyper-inflated money supply, precarious strength of the dollar, and the sure signs of deflation leading to inflation - you'd have to be an ostrich to believe that the stock markets will do anything but drop much, much farther. 

As the chart below shows, thirteen times in the last 100 years the Dow Jones Industrial Average has dropped 30% or more from previous highs. Seven times in the last century it has plummeted more than 45%! Amazing and scary! From its astronomical all-time high of nearly 11,723 in January 2000, however, the Dow has barely dropped at all, yet investors have been crying bloody murder. Just wait until the real bloodbath occurs! Here is the chart with the numbers. 

If past performance is any indication of future expectations, the Dow is on track to fall to around 8,000 or lower. Couldn't happen, you say? Who would have thought the NASDAQ would have given up over half of its peak value so quickly? Of course, given the outrageous heights to which the equities markets have been driven, this figure is actually conservative. 

Now consider this fact: just three times in the 100 years gold has been extremely undervalued relative to the Dow. In 1929, just prior to the infamous stock market crash of 1929. In 1968, following another major stock market top. And TODAY! 

With the Dow recently peaking at 11,750 (and falling) and gold bottoming at $252 (and rising) we have now established the just the third top formation on this incredible chart. A picture is worth a thousand words, and this chart says much more. Based on past events we believe that the probability is high that gold will once again increase in value dramatically relative to the DOW, just as it has following previous stock market booms. 
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By focusing on the larger cycles, one can clearly see that we are on the verge of a historic, once-in-a-generation economic turning point. Over a 100-year period, the DOW has consistently followed 18-year cycles of over-performance with similar periods of under-performance, relative to its long-term average. The latest bull market in equities, which began in 1982 and reached far higher than ever before, has now come to a screeching halt. After an extraordinary boom period, 

in which both the Dow and the NASDAQ have strongly out performed their long term historical Averages, we are now likely to be entering a period when the equities markets will severely under-perform their long term historical averages. That is, if history serves. It is during these Downswings of stock market under-performance that other investment vehicles, like gold, have historically taken over and performed well above their long-term averages. 

If the Dow were to follow tradition and correct Down 30% from its peak of 11,750 - and that is a very conservative estimate - it would come to rest at about 8,225. Given the outlandish heights to which it's been inflated, a correction of 40% is more likely, resulting in a Dow of 7,050. A 50% correction would bring it down to 5,875. 

Now let's look at the Dow-to-Gold Ratio (D/GR), a crucial tool for tracking the gold price relative to the performance of the equities markets. The D/GR is the number of ounces of gold needed to equal the Dow Jones Industrial Average. Historically, whenever the Dow is extremely high, gold is extremely low, and the D/GR is high. But when the Dow "corrects" off these historic highs, gold would gain in value relative to the Dow, bringing the Dow-to-Gold Ratio (D/GR) back into line. 
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Here are some examples. Just before the great Crash of 1929, when the Dow had reached an unheard of peak of 381.17, the Dow-to-Gold Ratio was just over 18:1, also a record high. In other words, just before the Crash, slightly more than 18 ounces of gold were required to equal the Dow Jones Industrial Average. After the crash, when stocks fell by some 82.9%, the D/GR narrowed to just 2:1. Similarly, in 1966 the Dow reached another historical peak at 995.01; the Dow-to-Gold Ratio was over 28:1. Within eight years the Dow lost more than 36% to a bottom of 631. Gold, however, rose to from $35 an ounce to a little over $200 and the D/GR came back into line at 3:1. Even as stocks moved up, however, gold continued to surge dramatically due to rampant inflation, and by 1980 the D/GR had reached 1:1. 

Now let's return to the present. Because the gold price is at a 20-year low, and because the Dow reached a completely unprecedented high of 11,750, the D/GR has grown to its widest margin ever, an astronomical 43:1. Using conservative calculations, let's speculate that the Dow corrects down 30%, as it typically does after a major peak, and as it's done thirteen times in the past. This downturn would place the Dow at around 8,000. As you can clearly see from Dow-to-Gold Ratio chart above, the next bottom is projected to result in a D/GR of no more than 5:1. The Dow-to-Gold Ratio chart clearly indicates a projected bottom range to occur somewhere between 1:1 and 5:1, with 5:1 being the conservative estimate. With the Dow at 8,000, this conservative ratio will place the gold price in the vicinity of $1,600 to $1,700 per ounce. If the Dow falls 40% to 7,050 and the D/GR projects gold to be priced somewhere in the $1,400 range. You get the picture. Obviously, past history is no guarantee of future performance, but the indications are dramatic. 
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In order to achieve the levels projected by the Dow-to-Gold Ratio, gold would need to increase to a level that is six or seven times its current price. This kind of growth is not at all unreasonable, based on what this market has done in the past. The last major bull run in gold saw a price multiplication of 24 times between the bottom of 1968 (at $35 an ounce, concurrent with a top in stocks) and the peak in 1980 (at $850 an ounce, almost concurrent with a bottom in stocks). Also keep in mind that the recent stock market up-cycle saw the Dow multiply in value by nearly 11 times from its beginning in 1982, something that was hardly thought to be possible. When you examine the larger cycles of the Dow, the gold price, and the Dow-to-Gold Ratio, a six or seven fold increase in gold from its current cyclical low is, in fact, quite reasonable, especially in light of the present U.S. and world economic conditions. 

Nowhere to go but UP! 

Dramatic changes in value, whether in gold or stocks, don't seem nearly as outlandish in retrospect and they do in prospect. After all, ten years ago no one ever thought the Dow could get anywhere near 11,750. These charts show some powerful patterns, and the fundamentals of the markets point toward some huge, potentially devastating changes in the world and U.S. economies. The U.S. equities markets are clearly entering a period of under-performance, one that will probably mirror its recent cycle of radical over-performance. Gold, on the other hand, is emerging from its downward cycle and is ready to take off. Of course, no one can accurately predict is how far nor how fast any market will change. But we can state unequivocally that the prospects for a huge surge in gold prices have not looked better in more than 20 years! 

I believe the long-term upward movement of gold will probably appear as repeated violent upward spikes, followed by some retrenchment and then a relatively quiet period of time before the next upward spike. Current resistance levels exist at $295, $330 and $410 on the upside. Any move above these levels will signal a potential move towards the next upside resistance level. I truly believe that once gold moves above $330 an ounce we will see $375 to $395 gold very, very quickly. I do not anticipate much reaction time to this breakthrough when it occurs. That is why it is extremely important that you get in before this movement in price occurs. A gold price increase to the $400 level still represents more than a 40% increase above today's low price, and should not be missed! 

These initial upward movements will only be the first leg up, confirming that the new bull market in gold has begun. When gold moves above $400, the next real resistance will come somewhere between $550 and $600. Once the market breaks above $600 an ounce, the sky is the limit. At that point our projection of $1,700 an ounce will not be out of reach. 

Again, it's all about freedom. 

As we enter into the next phase of our economic life, one that is not nearly so rosy as the past decade, it is important to keep our freedom in mind. With our wealth in paper, we're beholden to corporations and governments. But with our wealth in gold, we are beholden to know one. Remember, as goes our wealth, so goes our freedom. 

My old friend Jim Blanchard taught me that during times like these, fortunes are made or lost. Perhaps more important, he also taught me to have the courage of my convictions and not waver in the face of daunting odds. The economic environment we're now facing will be challenging. In order to meet its challenges and preserve our financial freedom, we must be willing to stand firm, work hard, be smart, and stay ahead of the herd. Today the stock market appears to have nowhere to go but down. Gold, however, can only go up. 
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By the time the general public realizes this, an additional $4 trillion to $8 trillion will have been lost in equities market, gone to money heaven. Gold investors, on the other hand, will be sitting pretty. 

Gold at $1,700 an ounce? Perhaps it seems unlikely -- until you know the facts. The dangerous U.S debt trap, the grim lessons of Japan's boom and bust, the bloated U.S. money supply, the precarious strength of the dollar, the all-too-real threats of deflation and inflation, and the startling realities of the Dow-to-Gold Ratio. When you consider all these market fundamentals together, gold priced at over $1,000 seems not only reasonable, it seems conservative. Truly, we will ignore the lessons of the past only at the peril of our wealth and freedom. Please do not make this mistake. The time for gold has come again. You better believe it! 



	


