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Introduction

			Why Gold Shines When the Economy Tanks

			In the past, gold prices and recessions have had an inverse relationship. When the economy weakens, gold prices usually increase as investors flock to the mainstay of all safe-haven assets. During the last three recessions, 2020, 2007, and 2001, the price of gold increased while the value of the S&P 500 decreased….When inflation is on the rise, gold prices usually follow suit. This is because investors see gold as a hedge against inflation. As paper money loses value, gold becomes a more valuable asset.

			Forbes, 20221

			Gold climbed to its highest prices in nearly seven months, feeding expectations that the precious metal is on track to notch record highs this year, after closing out 2022 with a modest loss.

			Barron’s, 20232

			The COVID-19 pandemic was a global economic disaster that virtually shut down the U.S. economy. Beginning in March 2020, the federal and state governments imposed sweeping lockdowns that halted normal economic activity until August 2020. Based on Bureau of Economic Analysis (BEA) data, a Brookings Institution study determined that COVID-19 caused a 9.1 percent decline in the nation’s gross domestic product (GDP) in the second quarter of 2020. The study put this magnitude of a GDP loss into a historical context, observing that quarterly GDP had never experienced a drop greater than 3 percent since record keeping began in 1947.3 Yet, gold hit a yearly high of $2,058.40 in 2020, on the way to an all-time high of $2,074.60 on March 8, 2022. The central theme of this book involves demonstrating the causal relationship between a deep economic crisis and a historical increase in the price of gold.

			In the first two chapters, we will examine the stagflation experienced under President Jimmy Carter in the 1970s and the bursting of the subprime real estate market that led to a global debt crisis at the end of George W. Bush’s presidency and into the start of Barack Obama’s presidency. In both cases, while the U.S. economy entered a severe and prolonged recession, the price of gold reached new highs. In chapters three through eight, we argue the evidence that the Joe Biden administration has launched a series of public policies that make a global depression likely, if not inevitable, starting in 2023. The central thesis of this book is that gold prices tend to increase when the economy experiences stagnant or negative economic growth and when inflation rates are high. Inflation is an increase in the purchasing power of money, reflected in a general rise in the prices of goods and services in the economy. The unusual confluence of high inflation and negative economic growth is known as stagflation. We conclude the book by explaining our reasons for predicting that a coming global economic depression beginning in 2023 will lead to a historical rise in the price of gold.

			Critical to this book is a basic understanding of the classical economic theory that distinguishes between monetary and fiscal policy as the two tools government uses to influence a nation’s economic activity. Monetary policy focuses mainly on managing interest rates and the total supply of money in circulation. In the United States, the Federal Reserve implements monetary policy. Fiscal policy is the collective term for the government’s taxing and spending policies. In the United States, all revenue bills originate in the House of Representatives. In the executive branch, the president and the U.S. Treasury are primarily responsible for implementing fiscal policy after Congress has passed the annual federal budget.4

			Monetarism is a macroeconomic theory that maintains governments can foster economic stability by targeting the growth of the nation’s rate of the money supply.5 Nobel Prize–winning, University of Chicago economist Milton Friedman was a leading advocate of monetarism. In the 1970s, Friedman argued that the money supply (i.e., the total amount of money in the economy) is the chief determinant of both economic growth (i.e., GDP) and price levels (i.e., inflation) over long periods. Friedman reasoned that the Federal Reserve should use its policy tools to set interest rates to meet money supply targets for growth rate.6

			British economist John Maynard Keynes, in the 1930s, developed a branch of macroeconomic theory known as “Keynesian economics.” Keynesian economics is a “demand-side” theory that regulates government fiscal policy to stimulate economic growth. The theory has fostered government deficit spending as a positive stimulus to maintain solid economic growth year to year. It also stresses influencing aggregate demand through government interventionist policies focused on adjusting fiscal policy—taxing and spending—to promote economic growth under conditions of modest inflation.7

			Aggregate demand is the total amount of goods and services demanded in the economy at a given overall price level at a given time. Economists typically distinguish between Demand-Pull Inflation and Cost-Push Inflation.8 Demand-pull inflation is the upward pressure on prices that follow a shortage in supply where too much money is chasing too few goods. Cost-push inflation occurs when overall prices rise (i.e., inflation) due to increases in production costs such as wages and raw materials. To counter cost-push inflation, supply-side policies aim to achieve the goal of increasing aggregate supply. Thus, countering cost-push inflation requires a different set of monetary and fiscal policies than countering demand-pull inflation requires. The following policy comparisons illustrate the point:

			▪The executive and legislative branches can implement a fiscal policy of cutting corporate taxes to counter cost-push inflation. Cutting taxes, in this instance, is a supply-side tactic designed to increase aggregate supply. The tax relief allows businesses more economic latitude to deal with rising costs in supplies. At the same time, the Federal Reserve implements a monetary policy designed to constrain the money supply by increasing interest rates. Increased interest rates cool economic demand (i.e., reduce the risk of demand-push inflation) while business enterprises deal with supply-side problems causing cost-push inflation.

			▪The overall monetary and fiscal policies designed to combat demand-pull inflation involve a coordinated effort by the executive and legislative branches together with the Federal Reserve to cool off the economy by reducing aggregate demand. Thus, the executive and legislative branches implement demand-side tactics by raising taxes and decreasing spending. These tactics counter demand-pull inflation by reducing aggregate demand. Simultaneously, the Federal Reserve implements a monetary policy of increasing interest rates—an additional measure designed to reduce aggregate demand by making credit more expensive, thereby reducing lending.9

			The monetary and fiscal policies of the United States government since the 2008 economic downturn have created inflationary conditions. Since then, the executive and legislative branches have cut taxes and increased spending. At the same time, the Federal Reserve has implemented policies designed to increase the money supply. Specifically, the Federal Reserve has kept interest rates at or near zero while engaging in “quantitative easing,” a policy of buying billions of dollars in U.S. Treasury and agency-issued debt to hold as investments in the Federal Reserve’s asset portfolio. Classical economic theory would predict that cutting taxes while increasing government spending and keeping interest rates low will inevitably result in long-term inflation.

			While the principles of classical economics underpin the analysis of this book, in 2022–2023, the United States is in uncharted economic dire straits. The underlying theme of this book is that the international economy is in the process of a paradigm shift. The United States was the sole superpower emerging from World War II, with Germany and Japan defeated and in ruins. At the same time, Russia, China, and the United Kingdom had taken the brunt of the economic losses suffered by the allies on home territory. After the fall of the Berlin Wall, the United States emerged from the Cold War again as the sole superpower, with the former Soviet Union in disarray. The 1944 Bretton Woods agreement positioned the dollar as the world’s dominant reserve currency today for settling transactions in international trade.

			What we are experiencing now is the emergence of a multipolar world order in which Russia and China are challenging the U.S. economically and politically. With Russia invading Ukraine and China threatening to invade Taiwan, a political paradigm shift accompanies the economic paradigm shift. Added to the mix is a developing energy crisis as the United States and the European Union (EU) are decarbonizing by moving to less efficient and more costly renewable fuels. At the same time, Russia has responded to U.S. and EU sanctions by cutting the EU off from the Russian natural gas upon which the union depends.

			The demand for precious metals, particularly gold, has intensified given that the U.S. dollar and the euro are under duress. In the subsequent pages, we will argue that we have a historic opportunity to invest in gold at prices that may look like bargains once we emerge from the current transformative international economic and political chaos.





Chapter 1

			President Jimmy Carter’s 1970s Stagflation: Gold Surges to $850

			The Fed is charting a course to stagflation and recession.

			Lawrence H. Summers, former
 secretary of the Treasury, 202210

			In recent economic history, the first severe bout of stagflation occurred during the presidency of Jimmy Carter.

			On August 8, 1974, Vice President Gerald Ford took over the presidency after the Watergate affair caused President Richard Nixon to resign. In 1976, former Georgia governor Jimmy Carter beat Gerald Ford for the presidency.

			Carter ran for the presidency as a Washington outsider, benefiting from the disillusionment the American public felt over beltway political corruption. James Earl Carter, Jr. was born on October 1, 1924, in Plains, Georgia, where he grew up on his parents’ 360-acre peanut farm. Upon graduating in 1946 from the U.S. Naval Academy in Annapolis, Maryland, Carter married Rosalynn Smith and began raising a family that consisted of three sons and a daughter. He served as a Georgia state senator from 1963 to 1967 and as Georgia governor from 1971 to 1975.11 He was elected president in 1976, defeating Gerald Ford. In 1980, he lost his bid for reelection to former California governor Ronald Reagan.

			As president, Carter’s most significant foreign policy achievement was ending the war between Egypt and Israel, occasioned by Egypt’s president, Anwar Sadat, signing the Camp David Accords with Israeli prime minister Menachem Begin on September 17, 1978.

			Two events overshadowed this achievement. First was the economic downturn that followed the oil embargo in 1973–1974 that OPEC (Organization of the Petroleum Exporting Countries) imposed on the United States to retaliate for the country’s decision to support Israel during the 1973 Arab-Israel War. The second involved the prolonged 444-day hostage crisis precipitated by Iranian radicals occupying the American embassy in Tehran on November 4, 1974, a consequence of the radical Islamic revolution prompted by the return of Ayatollah Khomeini to Iran. While Carter entered the national political arena promising to restore integrity, ethics, and competency to Washington, he exited the presidency tarnished by foreign policy disasters and a prolonged energy crisis that threw the nation into a severe recession.

			Through the last years of his presidency, Jimmy Carter struggled with the continuing legacy of the OPEC oil embargo causing large lines at the gas pump to pay surging gasoline costs. After the 1973 OPEC oil embargo, the price of oil doubled, then quadrupled, forcing the United States into a deep recession that lasted into 197512. Unemployment, which had averaged 4.6 percent from 1950 to 1970, rose to more than 8 percent. The foreign trade deficit increased as U.S. productivity slumped. The cumulative effect of higher energy prices and a stagnant economy depressed real wages for workers and buying powers for consumers.13 Yet inflation surged, producing the unusual economic condition known as stagflation, the coincidence of stagnant economic growth and high inflation.

			In a February 1977 nationally televised speech to the nation, Carter wore a cardigan sweater from a seat in the White House, urging Americans to turn down their thermostats to sixty-five degrees in the daytime and fifty-five degrees at night to waste less energy.14 Then, on April 18, 1977, he addressed the nation on the energy crisis, urging Americans to adopt a plan of conserving energy that he called “the moral equivalent of war.” In that speech, Carter declared:

			The oil and natural gas that we rely on for 75 percent of our energy are simply running out. In spite of increased effort, domestic production has been dropping steadily at about 6 percent a year. Imports have doubled in the last five years. Our Nation’s economic and political independence is becoming increasingly vulnerable. Unless profound changes are made to lower oil consumption, we now believe that early in the 1980s the world will be demanding more oil than it can produce.15

			The economic doom and gloom hanging over Carter’s presidency was perhaps best expressed by the infamous “malaise speech” that he delivered from the White House on July 14, 1979, exactly three years after accepting the Democratic Party nomination to run for reelection as president. 16 “It’s clear that the true problems of our nation are much deeper—deeper than gasoline lines or energy shortages, deeper even than inflation or recession,” Carter said. “The erosion of our confidence in the future is threatening to destroy the social and political fabric of America.” He blamed the nation’s problems on the 1970s’ dependence on foreign oil in an era where many believed the United States had run out of oil. “We believed that our nation’s resources were limitless until 1973, when we had to face a growing dependence on foreign oil.”17

			Carter struck a moral tone in the speech that seemed to typify his administration. In the address that became known as the “crisis of confidence speech,” Carter appeared to lecture the American people:

			The threat is nearly invisible in ordinary ways. It is a crisis of confidence. It is a crisis that strikes at the very heart and soul and spirit of our national will. We can see this crisis in the growing doubt about the meaning of our own lives and in the loss of a unity of purpose for our nation.18

			American historian Kevin Mattson examined Carter’s speech-es in his 2009 book What the Heck Are You Up To, Mr. President? He commented that Carter “tried to push the energy crisis on a kind of moral and civic plane, and the [‘crisis of confidence’] speech was used to unify around a sense of civic sacrifice.”19

			Carter’s decision in August 1979 to appoint Paul Volcker as Federal Reserve chair marked an endorsement of using aggressive monetary policy to break the rising inflation, which then afflicted the U.S. economy. Consumer inflation rose from below 5 percent in early 1979 to nearly 7 percent by March 1979. The federal funds rate is the interest rate at which depository institutions lend balances to the Federal Reserve and other depository institutions overnight.20 The Federal Open Market Committee, or FOMC, sets the federal funds rate in eight regularly scheduled meetings each year. The FOMC raised the federal funds rate from 6.9 percent in April 1978 to 10 percent by the end of the year. But an interest rate rise even to this historically high rate did not stem the tide of inflation, as the Consumer Price Index rose to 9 percent by the end of 1979.21

			On March 20, 1981, the day Ronald Reagan was inaugurated president, the Iranian regime released the American embassy hostages, ending the prolonged national tragedy. Under President Reagan, Federal Reserve Chair Paul Volcker placed a lid on the money supply, raising interest rates dramatically to a peak of 20 percent in June 1981 and driving inflation down from a high of 14.8 percent in March 1980 to 2.5 percent in July 1983, only three years later.22 The price of Volcker’s decisive moves was that the U.S. economy suffered a punishing recession. Before the 2007–2009 recession, the 1981–1982 recession was the worst economic downturn in the United States since the Great Depression of the 1930s. Unemployment in late 1982 reached 11 percent, with manufacturing, construction, and the auto industries the worst hit.23 A note on the Federal Reserve website concerning the oil shock of 1978–1979 states the following:

			Though the Fed’s resolve under Volcker was effective in reducing inflation, the monetary contraction—combined with the impact from the oil price shock—pushed the economy into the most severe recession since the Great Depression and spurred strong popular opposition.24

			During Reagan’s first term as president, slowing economic activity in industrial nations and substantial investments in additional hydrocarbon fuel production helped bring enough oil to the market to end the energy crisis. Oil prices began to subside starting in the middle of 1980. The return of abundant hydrocarbon fuels at affordable prices continued to stimulate the economy for the next twenty years.25

			Economist Nouriel Roubini, a professor of economics at New York University’s Stern School of Business and the founder and chairman of Roubini Global Economics (now known as Continuum Economics), summed up the economic stagflation suffered under Jimmy Carter’s presidency as follows:

			In the 1970s we had a decade of stagflation as two negative oil shocks and the wrong policy response led to inflation and recession. The first shock was triggered by the oil embargo against the U.S. and the West following the 1973 October War between Israel and the Arab states. The second shock was triggered by the 1979 Islamic revolution in Iran. In both cases a spike in oil prices caused a spike in inflation and a recession in the oil-importing economies of the West. The inflation was fed by the policy response to the shock because central banks did not rapidly tighten and impose strong monetary and fiscal policy to contain the inflation. So we ended up with double-digit inflation and a severe recession that doomed the presidencies of Gerald Ford and Jimmy Carter. It took a painful double-dip recession in 1980 and again in 1981–1982 to break the back of inflation when Fed Chairman Paul Volcker raised the interest rates to double-digit levels.26

			Carter’s disastrous performance managing the economy established a pattern that has persisted. An energy crisis caused by limiting the supply of hydrocarbon fuels triggers steeply rising inflation. As a consequence of rising energy prices and surging consumer inflation, the U.S. economy risks entering a severe downturn marked by high inflation and stagnant economic growth. At the same time, Iran’s radical Islamic revolution destabilized the Middle East. On November 12, 1979, Carter responded to the threat to national security by stopping oil importation from Iran.27 The upside of this economic and political turmoil was a historical rise in the price of gold that reflected investor confidence in the ability of gold to preserve purchasing power in even the most severe economic conditions.

			The stage for gold’s surge during Ronald Reagan’s presidency was set years earlier by a historic decision Richard Nixon made years earlier. On August 15, 1971, Nixon took the United States off the gold standard by announcing that the U.S. would no longer convert dollars to gold at a fixed price. On that date, gold traded at $35.00/ounce. In 1980, when Ronald Reagan was elected president, gold hit a high of $843.00/ounce, registering a gain of nearly 2,300 percent in the 1970s.28 The primary takeaway from this chapter is that gold surged during President Carter’s 1970s stagflation.

			In subsequent chapters, we will argue that President Joe Biden is heading down Jimmy Carter’s path by cutting oil and natural gas production in the United States as a strategy to achieve net zero emissions (NZE) of carbon dioxide by 2050.29 At the same time, Russia has caused international turmoil by invading Ukraine. An energy crisis reminiscent of the oil crisis from 1973 to 1976 ensued when Russia cut off the flow of natural gas to the European Union in retaliation for the union’s sanctions placed on Russia over Russia’s invasion of Ukraine. The world today is positioned to suffer another painful bout of stagflation. Again, the bright side of the current oil crisis, rising inflation, international political turmoil, and negative economic growth involves gold investing. The energy crisis of the 2020s is likely to prove another historic buying opportunity as the price of gold today is set for another dramatic increase.





Chapter 2

			2007–2008 Global Debt Crisis: Gold Hits $1,426

			Conditions are ripe for repeat of 1970s stagflation and the 2008 debt crisis.

			Nouriel Roubini, Economist, 202130

			The Great Recession of 2007–2009 had a variety of causes. By keeping the federal funds rate as low as 1 percent in 2003 and under 2 percent following the 9/11 attacks until December 2004, Federal Reserve Chairman Alan Greenspan created the interest rate conditions needed for the mortgage market to bubble. By 2006, housing values in many parts of the country had nearly doubled, such that a home valued at $100,000 when George W. Bush took office on January 20, 2001, was suddenly a $200,000 home by sometime in 2005 or 2006. In 1996, the median home value in California was just over $150,000; by 2006, it rose to over $500,000.31 Housing prices peaked in July 2016 before plunging to new lows that lasted until 2012.32

			In 1977, President Jimmy Carter signed the Community Reinvestment Act (CRA) into law to force banks to provide credit to homeowners with poor credit. The CRA implemented a social agenda prohibiting banks from “redlining” inner-city areas. Banks refused to lend to low-income poverty areas because the risk of loan repayment was too high. Even though lending to those with poor credit is inherently risky, the Carter administration forced banks to accept social responsibility to provide credit to homeowners in low-income neighborhoods.

			The CRA became supercharged during the Bill Clinton administration with new rules that allowed the packaging of subprime mortgages into mortgage-backed securities (MBSs). MBSs were a securities instrument that purchased bought mortgages to pass mortgage earnings to investors. A 1992 law passed during the Clinton administration expanded the CRA market by requiring the government-sponsored Fannie Mae and Freddie Mac to securitize “affordable housing loans,” a euphemism widely understood to mean low-income housing loans.33 Over time, Wall Street firms packaging MBSs began representing MBSs as grade-A securities.

			One of the most prominent subprime mortgage writers was Countrywide Financial Corporation, a company that in 2006 financed approximately 20 percent of all mortgages made in the United States. Headed by Angelo Mozilo, Countrywide pioneered the offering of undocumented loans, where mortgage applicants were not required to provide any proof of income. On January 11, 2008, Countrywide Financial went bankrupt, and the Bank of America bought the company in a $4.1 billion stock transaction.34 This sale marked the collapse of the subprime mortgage market and the bursting of the real estate bubble across the board, as the resale values of homes began to fall dramatically across the country.

			When Ben Bernanke succeeded Greenspan as chairman of the Federal Reserve on February 1, 2006, he continued Greenspan’s policy of tightening credit to reduce inflation risk. Bernanke raised the fed funds rate to 5.25 percent in August 2006. By August 2007, Bernanke and the Fed realized the mortgage bubble had burst, and the economy was entering a recession. At that point, Bernanke and the Fed began lowering the fed funds rate, dropping the rate from the plateau of 5.25 percent in August 2006 to 4.24 percent by the end of 2006 and to nearly zero by the end of 2007.

			Still, the move to drop the rate to zero was too little and too late to stem the rising tide of home foreclosures. Subprime mortgages written during the building of the mortgage bubble could not withstand higher rates. As mortgage rates rose, even qualified buyers had to pay more monthly for the inflated home values they purchased in 2006. In his 2015 book The Courage to Act, Ben Bernanke explained why his decision to lower the rate to zero did not solve the problem:

			Foreclosures—especially foreclosures on homes financed by sub-prime mortgages with adjustable rates—had been rising for two years. We expected that foreclosures would continue to increase as the teaser rates on many mortgages reset at substantially higher levels. And with home prices falling, borrowers who had put little money down to buy their homes could no longer easily refinance to avoid the higher payment.35

			As the mortgage market melted down, so too did the assets of financial institutions, simply because the asset portfolios of most bank and investment firms included trillions in mortgage-backed securities bonds. When the subprime real estate market collapsed, the foreclosures stopped homeowner monthly mortgage payments that were critical to MBSs retaining their credit rating. As the credit rating of MBSs declined, the banks and investment firms holding MBSs in their asset portfolios were forced to write down the values of their assets. Writing off trillions of dollars in the MBS market threatened a banking crisis because the write-down in MBS value meant many banks and investment firms would not have the asset-to-loan ratios required to continue operations. The mortgage market’s collapse triggered a general economic slowdown, which in turn caused the economy to go into recession.

			Before the mortgage bubble burst, at its height, Wall Street was ready and willing to package almost anything into what became known as asset-backed securities, or ABSs. Even pieces of different MBSs got repackaged into mortgage ABSs. Car loans, student loans, and credit card debt were natural follow-on asset categories for securitization. Like mortgages, these other consumer loans had monthly cash flows and collateral, even if the collateral involved recourse to the assets of the credit card borrower or a lien on the student’s future working career. As the economy fell into recession, the MBS and ABS investments began defaulting. Like a house of cards, the recession collapsed the MBS and ABS markets. Insurance giant AIG (American International Group), a global company with about $1 trillion in assets prior to the crisis, lost $99.2 billion in 2008 insuring MBS securities. AIG was hit heavily by selling credit default swaps. Credit default swaps functioned like bonds, in that AIG assumed the loss in an MBS default. The problem was highly technical. But on September 15, 2008, when all three credit rating agencies downgraded AIG to a credit rating below AA-, AIG calls for collateral in their credit default swaps rose to $32 billion and AIG’s shortfall hit $12.4 billion. The Federal Reserve Bank of New York had to step in with an $85 billion loan to keep the failing AIG from going bankrupt.36 When the MBS and ABS markets collapsed, AIG and other financial institutions writing derivatives contracts were on the hook for trillions in defaulted derivative contract losses.

			An industry-wide banking crisis resulted when money center banks in the United States and abroad were forced to write off failed MBS and ABS investments and other underwater derivatives, causing their reserve requirements to default. On October 8, 2008, Congress passed the Emergency Economic Stabilization Act of 2008, commonly called the “bank bailout bill.” Secretary of Treasury Henry Paulson, sworn into that office by President George W. Bush in 2006, proposed the legislation to salvage rapidly collapsing financial institutions. Under the Emergency Economic Stabilization Act, the U.S. Treasury created the Troubled Asset Relief Program (TARP), designed to buy troubled assets from financial institutions. In 2009, journalist Andrew Ross Sorkin published Too Big to Fail, a title suggesting the federal government could not afford to allow major financial institutions to collapse in the rapidly cascading failure of the subprime mortgage market. In that book, Sorkin asked if the nearly $1 trillion spent to bail financial institutions out of disaster in 2008–2009 could have been avoided. He wrote:

			The answer to that question is “perhaps.” But the preemptive strike would probably have had to come long before Henry Paulson was sworn in as secretary of the Treasury in the spring of 2006. The seeds of disaster had been planted years earlier with such measures as: the deregulation of the banks in the late 1990s; the push to increase home ownership, which encouraged lax mortgage standards; historically low interest rates, which created a liquidity bubble; and the system of Wall Street compensation that rewarded short-term risk taking. They all came together to create a perfect storm.37

			Some of the more spectacular failures in the 2008–2009 financial crisis involved the collapse of the prestigious Wall Street firms Bear Stearns and Lehman Brothers and the forced sale of Merrill Lynch to the Bank of America. Finally the federal government nationalized AIG, at the time the world’s largest insurance company. But the truth is the Treasury Department ended up investing some $200 billion in hundreds of banks through its Capital Purchase Program to save them from collapse.38 In the summer of 2008, the federal government seized the two government-sponsored enterprises, Fannie Mae and Freddie Mac, which had suffered massive losses issuing debt to fund purchases of MBSs that provided liquidity for the continued expansion of subprime mortgage lending.39

			When the subprime market finally collapsed beyond recovery, the subprime mortgage market had reached such enormous proportions that the U.S. economy was thrown into a deep recession that quickly became a global recession. The economic panic of 2009 resulted in a stock market crash that caused the Dow Jones Industrial Average (DJIA) to drop from a high of over 14,400 in July 2007 to levels half that amount during the first months of Obama’s presidency. When the stock market closed on Friday, March 6, 2009, the DJIA fell to an intraday low of 6,469.95, losing almost three thousand points since Obama was elected on November 4, 2008.

			In February 2009, Congress passed Obama’s American Reco-very and Reinvestment Act, pumping some $787 billion into the economy at the time of passage to stimulate the crashing economy by an injection of massive federal spending. But Wall Street rejected the Obama administration’s approach to stimulating the economy by creating a gigantic government apparatus to create enough government-sponsored “shovel-ready” jobs to end the building recession. Even CNBC’s Jim Cramer, usually a reliable cheerleader for the stock market, told CNBC’s Today Show host Matt Lauer that President Obama’s economic policy amounted to the “greatest wealth destruction I’ve seen by a president.”40

			The Great Recession of 2008–2009 was the most prolonged recession since World War II. The Federal Reserve Bank of Cleveland detailed the economic downturn as follows:

			The Great Recession began in December 2007 and ended in June 2009, which makes it the longest recession since World War II. Beyond its duration, the Great Recession was notably severe in several respects. Real gross domestic product (GDP) fell 4.3 percent from its peak in 2007Q4 [the fourth quarter of 2007] to its trough in 2009Q2 [second quarter of 2009], the largest decline in the postwar era (based on data as of October 2013). The unemployment rate, which was 5 percent in December 2007, rose to 9.5 percent in June 2009, and peaked at 10 percent in October 2009. The financial effects of the Great Recession were similarly outsized: Home prices fell approximately 30 percent, on average, from their mid-2006 peak to mid-2009, while the S&P 500 index fell 57 percent from its October 2007 peak to its trough in March 2009. The net worth of U.S. households and nonprofit organizations fell from a peak of approximately $69 trillion in 2007 to a trough of $55 trillion in 2009.41

			In 2000, Robert Shiller, the Stanley B. Resor Professor of Economics at Yale University, wrote a book entitled Irrational Exuberance. In that book, Shiller elaborated on the concept of “irrational exuberance,” a phrase former Federal Reserve Board Chair Alan Greenspan coined in a 1996 speech to a black-tie dinner in Washington. Shiller defined “irrational exuberance” as a situation that “has happened again and again in history, when markets have been bid up to unusually high and unsustainable levels under the influence of market psychology.”42 The term “irrational exuberance” describes the psychological excitement that causes economic “bubbles.” Shiller’s point was that exceptionally high market price increases, like the sharp rise of the stock market in the late 1990s, resulted from prices reaching unrealistically high levels by the expectation of windfall gains. The massive expansion of the subprime mortgage is a clear example of irrational exuberance, as was the buildup of the dot-com market that led to the bursting of the dot-com bubble in the early 2000s.

			While economist Nouriel Roubini remains certain the global economy in 2023 is headed toward a massive bubble-bursting bout of stagflation, he insists the stagflation we are about to experience will be different from the stagflation we experienced under President Carter. On July 2, 2021, in an article published by the Guardian in London entitled “Conditions are ripe for repeat of 1970s stagflation and 2008 debt crisis,” he wrote:

			In April [2021], I warned that today’s extremely loose monetary and fiscal policies, when combined with a number of negative supply shocks, could result in 1970s-style stagflation (high inflation alongside a recession). In fact, the risk today is even bigger than it was then.43

			He continued, distinguishing as follows:

			After all, debt ratios in advanced economies and most emerging markets were much lower in the 1970s, which is why stagflation has not been associated with debt crises historically. If anything, unexpected inflation in the 1970s wiped out the real value of nominal debts at fixed rates, thus reducing many advanced economies’ public-debt burdens.44

			As early as 2021, Roubini was worried we would see a severe economic downturn that this time would be a combination of the stagflation suffered under President Carter and the stagflation resulting from the bursting of the subprime mortgage bubble. As noted, an energy crisis (starting with the OPEC embargo) and a foreign policy crisis (the Iranian hostage crisis) caused the Carter administration’s stagflation. In 2007–2010, the collapse of the subprime market resulted in a massive failure of the global financial system after financial institutions around the world had booked as assets MBS and other ABS debt instruments that turned out to be worthless. In 2021, Roubini began warning that the coming combination of an energy-caused economic downturn, compounded by foreign policy turmoil, will be a much more significant financial crisis because today the global financial system bears a historically unprecedented large amount of debt. In the same 2021 article, he continued, explaining:

			We are thus left with the worst of both the stagflationary 1970s and the 2007–2010 period. Debt ratios are much higher than in the 1970s, and a mix of loose economic policies and negative supply shocks threatens to fuel inflation rather than deflation, setting the stage for the mother of stagflationary debt crises over the next few years.45

			In his 2022 book MegaThreats, Roubini explained that he gained fame by predicting the burst of the real estate bubble. He wrote:

			As an economist, I observe risk and its consequences. In 2006 I saw stratospheric prices for houses, dangerous levels of mortgage debt, and overbuilding. New houses went begging for buyers. I warned that a historic bubble would soon burst and precipitate a global recession and financial crisis. Saying so in public venues won me no friends. Mocking critics called me Dr. Doom. They dismissed my urgent calls for caution. When events unraveled as I foresaw, culminating in the Global Financial Crisis, housing prices crashed across the United States (and other countries with housing bubbles), with worldwide reverberations for financial institutions.46

			In MegaThreats, Roubini called the looming economic crisis we are about to encounter the “Great Stagflation Debt Crisis.”47

			In his 2010 book Crisis Economics, Roubini argued that economic disasters are frequent, occasionally probable, and usually predictable. “In the history of modern capitalism, crises are the norm, not the exception,” he wrote.48 Speaking of the subprime mortgage crisis and his role in predicting it, Roubini summed up the bursting of that bubble in a manner that cleverly applies to all economic bubbles. He explained:

			At some point the boom became a bubble. Everyone from high-flying banks to ordinary customers leveraged themselves to the hilt, betting on the dubious yet curiously compelling belief that prices could only go up. Most economists blessed this state of affairs, counseling that the market was always right; it was best not to interfere. The handful of dissidents who warned of a coming crash found themselves mocked if not ignored.49

			Roubini is fundamentally distrustful of debt. He consistently resists the advice of John Maynard Keynes that fiscal policy should rule in an economic system where government budget deficits stimulate economic growth. Roubini understands that easy credit, low interest rates, and the resulting accumulation of debt are the incendiary elements that fuel financial bubbles. In Crisis Economics, Roubini explained that all bubble bursts are predictable in that bursting economic bubbles rapidly turn into debt default calamities. He detailed:

			When a boom becomes a bust, the results are also predictable. The falling value of the asset at the root of the bubble eventually triggers panicked “margin calls,” requests that borrowers put up more cash or collateral to compensate for falling prices. This, in turn, may force borrowers to sell off some of their assets at fire-sale prices. Supplies of the asset soon far outstrip demand, prices fall further, and the value of the remaining collateral plunges, prompting further margin calls and still more attempts to reduce exposure. In a rush for the exits, everyone moves into safer and more liquid assets and avoids the asset at the focus of the bubble. Panic ensues, and just as prices exceeded their fundamental value during the bubble, prices fall well below their fundamental values during the bust.50

			What particularly scares Roubini about the coming global depression of 2023 is that Biden administration energy policies have already placed us in an energy crisis over Green New Deal concerns. The Biden administration’s energy crisis is compounded by Russia cutting off natural gas to the European Union, enacted to protest the EU sanctions that were imposed to retaliate against Russia’s invasion of Ukraine. Rapidly, the U.S. and EU economies are cascading into rapidly increasing inflation amid stagnant economic growth. Roubini fears the mountain of private and public debt amassed since the 2007–2008 global debt crisis will end up in a worldwide depression in 2023. What is at risk in 2023 is a debt crisis that threatens the collapse of the financial structure based on the dollar being the pillar of international trade since the Bretton Woods agreement in 1944. This book argues that Roubini’s fears are, unfortunately, justified. The silver lining in the coming first global depression of this century is that gold tends to thrive particularly well in times of worldwide economic collapse.

			In the Great Recession of 2008–2009, gold once again surged. After rising 2.6 percent in 2008, the Producer Price Index (PPI) for gold increased 12.8 percent as the Federal Reserve ramped up its initial round of buying U.S. Treasury debt to keep interest rates artificially low.51 Known as “quantitative easing,” the policy resulted in the Federal Reserve adding trillions of U.S. Treasurys into an increasingly bloated asset portfolio that now consisted of trillions of dollars of federal debt instruments. As the economy contracted in the recession and the Fed engaged in monetary easing, serious investors poured their money into gold to maintain their total asset value. In 2010, the price of gold hit a new peak value. Gold surged from an average closing price of $604.34/oz. in 2006, before the onset of the subprime real estate crash, to double at $1,226.66/oz. as the average closing price in 2010.52 In 2010, gold’s price hit a high of $1,426/oz.





Chapter 3

			The Government Is Printing Money Like Crazy!

			You can pay for it [free college, Medicare for All, a federal jobs guarantee, and the Green New Deal] by saving costs on expenditures that we’re already doing. We can do it by saving money on military spending. We can pay for it by raising taxes on the very rich. We can pay for it with a transaction tax. We can pay for it with deficit spending.

			Rep. Alexandria Ocasio-Cortez (Democrat-NY), 201953

			The United States is the wealthiest country in the history of the world. But even when Americans were at their poorest during the Great Depression, we managed to establish Social Security and the minimum wage, electrify rural communities, provide federal housing loans, and fund a massive jobs program. Like Dorothy and her companions in The Wizard of Oz, we need to see through the myths and remember once again that we’ve had the power all along.

			Stephanie Kelton, Author of The Deficit Myth, 202054

			Modern Monetary Theory (MMT) has its roots in Keynesian economics. As noted, Keynesian economists emphasize fiscal policy as the government’s main instrument influencing economic growth. Then, in 1971, President Richard Nixon made the U.S. dollar into a fiat currency no longer tied to gold. Under the dominant influence of post-Keynesian economists in the United States after World War II and Nixon’s decision to back the dollar only by the guarantee of the U.S. government, the birth of MMT was inevitable. The core concept of MMT is that a sovereign state issuing its currency can always “create” more fiat to pay whatever obligations the sovereign state government has.

			Three of the leading proponents of MMT, William Mitchell, L. Randall Wray, and Martin Watts, in their 2019 college textbook, Macroeconomics, explained the core principles of MMT as follows:

			The most important conclusion reached by MMT is that the issuer of a currency faces no financial constraints. Put simply, a country that issues its own currency can never run out and can never become insolvent in its own currency. It can make all payments as they come due. For this reason, it makes no sense to compare a sovereign government’s finances with those of a household or a firm.55
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