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Gold Price Spike Says it’s Not All About U.S. 
 

The jump in the price of gold Tuesday to a record $1,083.30 per ounce, following the announcement of the $6.7 billion sale of 
200 metric tons of gold by the International Monetary Fund (IMF) to India’s central bank, should serve as a clear indication to 
U.S. investors that they are no longer the center of the economic universe.  It is evident that occupants of closed systems become 
more unstable over time.  This includes investors within the United States, and potentially more important, the occupants within 
the Beltway in Washington D.C. 
 

The danger is that as those in the bubble become detached from the realities of their external environment, they will find them-
selves increasingly jeopardizing their ability to survive on their own terms.  U.S. investors would do well to ponder yesterday’s 
move in the price of gold, the direction of the global economy, and the alignment of government policies in the U.S.  An inde-
pendent and thoughtful analysis of the times may be more important than ever. 
 

The jump in gold on a day when the dollar rose against foreign currencies should not suspend the case for gold as a hedge against 
further devaluation of the U.S. dollar.  The move relative to the U.S. dollar is not too surprising, considering the purchase by In-
dia’s central bank was one of the largest sales in history.  Interestingly, the sale of gold by the IMF was anticipated, but it came as 
a surprise that the buyer was India and not China.  India and China can be seen as competitors for hard assets as world currencies, 
particularly trading currencies such as the U.S. dollar, may become gradually less important.  Both India and China cannot be 
faulted for wanting to diversify out of U.S. Treasuries and into gold considering their relatively low level of gold to foreign ex-
change reserves of only about 6% and 1%, respectively. 
 

It is becoming increasingly apparent that central banks and foreign investors are looking to diversify away from holding U.S. 
government securities and U.S. denominated financial instruments.  The U.S. economy is not showing the requisite strength to 
satisfy government spending even without the looming cost of health care reform.  While businesses and households in the U.S. 
are deleveraging (hoarding cash, increasing savings and reducing debt), the U.S. government appears to be its own perpetual-
motion crisis-generating cash machine.  Even countries such as Venezuela are entering currency markets to support the U.S. dol-
lar in order to sustain their ability to maintain their exports.  Actions by foreign central banks are temporary and ineffective com-
pared to stable domestic and monetary policy. 
 
Accommodations by foreign central banks are simply protecting their own domestic constituents while managing a seemingly 
indifferent U.S. on its way to oblivion.  It would appear that the last line of resistance to the U.S. government proceeding down 
that path of excess, and the brutal judgment of global currency markets, would be an independent Federal Reserve refusing fur-
ther accommodation by absorbing new Treasury issues or allowing interest rates to rise.  At some point, domestic and foreign 
investors will get their fill.  Current meetings of Fed presidents may provide some indication of direction.  Certainly, gold bugs 
should fear real or perceived threats for interest rate hikes as they will likely inflict even greater volatility into gold price move-
ments. 
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Reported GDP Last Hurrah for Stimulus Program Credibility? 
 

It is too early to start back slapping over a confused 3.5% U.S. gross domestic product (GDP) for the third quarter of 2009.  
Only a climatologist could be capable of making the necessary adjustments for government stimulus necessary to complete 
that calculation.  While investors appear relieved as much as pleased, optimism is anything but universal as government poli-
cies, actions, and conduct insert significant uncertainty into the recovery. 

 

A new economic metric was produced for “jobs saved” to 
help the masses understand the stimulus program.  Interest-
ingly, the complimentary calculation of “GDP without stimu-
lus” was conspicuously absent.  The beneficiaries of the 
stimulus program include an estimated 300,000 teachers and 
80,000 construction workers.  Actual non-government/non-
stimulus related job creation should be weighed against the 
burden of paying off the debt created.  There may be no clear 
path to reduce this burden without inflation or transitioning to 
European-style taxation.  In the meanwhile, the media’s near 
silence about the growing ranks of unemployed (now over 15 
million) when compared to past lamentations over homeless 
individuals, brings to mind a quote by Joseph Stalin that “one 
death is a tragedy, a million is a statistic.” 
 

The U.S. economy is to be congratulated for not rolling over 
in the face of the greatest economic challenge in a generation.  
Reductions in household debt and efforts by small businesses 
to keep doors open speak volumes for individual responsibil-
ity and the entrepreneurial spirit in the United States.  As a 
matter of survival, both households and S&P 500 corporations 
are hoarding cash at record levels.  Despite the creation of 
record monetary reserves, the circulation of money (Velocity) 
has slowed significantly, resulting in low rates of inflation.  
Should non-stimulus related GDP (Output) fail to materialize 
before cash starts moving through the system, without an in-
crease in interest rates, inflation and higher levels for gold are 
more or less certain.  Coincidentally, U.S. consumers and in-
vestors may find their “hoarded” currency not going as far 
overseas as before. 

Source: Federal Reserve Bank of St. Louis 
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Questionable Mid-term Grade on the Stimulus Program 
 

Treasury Secretary Timothy Geithner unflaggingly defended the stimulus program on the Sunday morning news hour Meet 
the Press on November 1, 2009.  Geithner appeared sincere in his position that the downturn would have been much worse 
without the stimulus program.  He was generally correct that half the money in the program had been reserved for 2010, in 
time for the mid-term election, and he presented a reasonable argument that it was too early for the administration to aban-
don the program.  There could be no confusion that there is no “Plan B” by the current administration to reverse course, and 
that unspecified “hard choices” would need to be made to figure out how (and who) would pay for it. 

Source: Federal Reserve Bank of St. Louis 

More than 1% of the third quarter GDP came from auto 
sales.  This is believed to be due in part to the overly publi-
cized “cash for clunkers” program.  Questions persist over 
concerns that the program cannibalized future sales and pro-
moted purchases of foreign automobiles.  It is more difficult 
to estimate the impact of the $8,000 federal tax credit for 
home buyers.  These credits benefited a narrow slice of the 
population who were in the market for a home and in the 
position of making a long-term rather than a shorter term 
decision such as buying a vehicle.  Christina Romer, presi-
dent of the White House Council of Economic Advisors, said 
that without these stimulus programs “real GDP would have 
risen little, if at all, this past quarter.” 

While some non-government job creation may have occurred, it is certain that the legislation stimulated the hiring of addi-
tional Internal Revenue Service (IRS) agents and Justice Department lawyers.  As reported, over 19,000 filers for the credit 
had not purchased homes and have claimed a total of $139 million.  Also, an additional 74,000 claimants for $500 million 
had previously owned a home and were ineligible.  If this was not bad enough, the Treasury’s inspector general reported that 
53 cases included IRS employees filing “illegal or inappropriate” claims.  While the tax credit is well-intentioned, it did 
stimulate graft and other unproductive economic activities, and should stimulate additional skepticism on arbitrary applica-
tion of remaining funds and legislation for future economic assistance. 
 
 

Is the U.S. a Champion of the Rule of Law? 
 

Actions by government representatives sworn to “preserve, protect and defend” the U.S. Constitution offer plenty of reasons 
to question if the nation is still on the same parchment.  In retrospect, consider how well-intentioned programs such as insur-
ing deposits of banks (to promote commercial stability) have led to setting CEO compensation; providing social security and 
medical entitlements (to provide safety nets) have led to redistributive progressive taxation; and the lowering of qualifica-
tions and guaranteeing mortgage debt (to provide affordable housing) has disrupted the availability of credit and inflicted a 
crisis on the financial industry. 
 

The descendents of these good intentions are now fathering both the takeover of the health care industry, reported to be one 
sixth of the U.S. economy, and Cap and Trade energy legislation.  Separately or in combination, the economic gravity of 
these legislative initiatives raise the specter of the Smoot-Hawley Tariff Act of 1930 by Senator Reed Smoot (R., Utah) and 
Representative Willis C. Hawley (R., Oregon). This legislation, signed into law by Herbert Hoover, initially appeared to be a 
success, but was eventually contributed to the depth and extent of the Great Depression.  If that is not enough, intimidation of 
free speaking individuals by the government, exclusion of potential critics in the media (Fox News) from equal access, and 
threatening corporations (Humana) dependent upon government acquiescence place an inarguable chill on the First Amend-
ment. 
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It is time to dust off The Economic Consequences of the Peace by John Maynard Keynes, published in 1920, a classic first-
hand observation of the Allies economic treatment of Germany following WWI and its (let us hope) unintended conse-
quences.  After great detail on the specifics of reparations, Keynes stated that “Lenin is said to have declared that the best 
way to destroy the Capitalist System was to debauch the currency.  By a continuing process of inflation, governments can 
confiscate, secretly and unobserved, an important part of the wealth of their citizens.  By this method they not only confis-
cate, but they confiscate arbitrarily; and, while the process impoverishes many, it actually enriches some.” 
 

As discussed, “inflation” could include any “arbitrary” redistribution of wealth imposed by any economic crisis exacerbated 
by legislation that increases social anxiety and reduces the order and civility of society.  Keynes adds that “those to whom 
the system brings windfalls, beyond their deserts and even beyond their expectations or desires, become… the object of the 
hatred.”  The target of this “popular hatred [is] the class of entrepreneurs… The terror and personal timidity of the individu-
als of this class is so great, their confidence in their place in society and in their necessity to the social organism so dimin-
ished, that they are the easy victims of intimidation.”  Eventually, “the ultimate foundation of capitalism, becomes so utterly 
disordered as to be almost meaningless; and the process of wealth-getting degenerates into a gamble and a lottery.”  Keynes 
concluded that any “Bolshevist” would have been pleased to have “designed” such a strategy. 
 

Almost one year ago, also on Meet the Press, Chief of Staff Rahm Emanuel quipped “Rule one: never allow a crisis to go to 
waste.”  In the interim a justice has been added to the U.S. Supreme Court based on her capacity for “empathy” as much as 
the law.  It is not too surprising that “Pay Czar” Kenneth Feinberg has had free reign to mete out justice without outrage 
from some looking for a scapegoat.  Clearly, the appointment of a “czar” to act as an officer of the President required “the 
Advice and Consent of the Senate” (U.S. Constitution, Article II, section 2).  Without following the rule of law, the work of 
the czar becomes at best “a shame” (Rep. Edolphus Towns, D., N.Y.) and at worst “a little scary” (Rep. Mark Souder, R, 
Indiana).  While Feinberg’s actions to reign in risk-taking by adjusting compensation may succeed, it is clearly an end run 
around Sarbanes-Oxley, another expensive legislative experiment, and democratic shareholder governance.  If successful, 
possibly the next target for curtailing compensation would be Tort reform, and adjusting lawyer compensation for unneces-
sary litigation, to reduce damage on risk-taking in the pursuit of happiness. 
 
 

U.S. Investors Should Seek Information Outside Their Closed System 
 

It is becoming clearer that the current times are extraordinary.  Since the dinosaurs, organisms failing to adapt have met with 
extinction.  It is logical that incorporating information or perspective from outside an established reality is important to in-
crease the prospects for survivability.  This may include looking internationally or back in history.  For U.S. investors, gold 
is a trusted hedge against inflation and devaluation of currencies.  Gold is also a prized hedge against arbitrary and/or selec-
tive application of the rule of law. 
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DISCLOSURES: 
Beacon Rock Research, LLC provides information and analysis on selected companies, with a focus on small-cap and micro-cap companies.   
 
This report has been written in accordance with current SEC regulations and the Standards of Practice developed by the Chartered Financial Analyst Institute 
(CFAI).  Our research has been conducted by employing analytical practices generally accepted as standard within the analytical industry.  In this instance, a 
comparison of financial strength, a bottom-up earnings projection based on a recovery in the U.S. economy, and relative multiples, were employed.  Target prices 
are calculated on comparative EPS, sales and book value multiples, and our knowledge of small-cap markets when enjoying both a sector and a cyclical rebound.  
Our conclusions are, by the very nature of forecasting, speculative, but are also reasonable, supportable and consistent. 
Key to disclosures:  
 

1. The research analyst principally responsible for preparing this research report received compensation based upon various factors, in-
cluding SLB Equity Research, LLC total revenue. 

2. This report was prepared exclusively for the benefit of institutional investors and may or may not receive compensation directly or in 
soft dollar arrangements. 

 
 
The analyst, Mike Niehuser, hereby certifies that the research conclusions and recommendation contained herein accurately reflects his personal views about the 
industry, company and shares and also hereby certifies that no part of his research compensation was or will be directly or indirectly related to the earnings esti-
mates, target price or recommendation about the security.  
 
The research provided herein should not be considered a complete analysis of every material fact regarding the companies, industries or securities named above.  
The opinions expressed herein reflect the analysis and judgment of the author on the date of publication and are subject to change without notice.  Facts have been 
obtained from sources considered reliable but should not be construed as complete and are not guaranteed to be accurate.  Beacon Rock Research, LLC; its mem-
bers; employees and their families may have positions in the securities covered within the research material above and may make purchases or sales while this 
report is in circulation.  Additional information on the subject companies is available upon request. 
 

 EQUITY RECOMMENDATION SYSTEM: 
 
Strong Buy Immediate purchase is recommended.  The security is expected to outperform the market over the next six to 12 months. 
 
 Buy   Immediate purchase is recommended.  The security is expected to outperform the market over the next 12 to 18 months. 
 
 Hold  Holding the stock is recommended because the share price’s appreciation potential is less than or equal to the market. 
 
 Sell   The stock has reached the target price objective and/or conditions have changed sufficiently to alter the outlook for the stock. 
 

 EQUITY RISK SYSTEM: 
 
 High  The security is more volatile than the market and/or the company is more leveraged than its peer group.   
 
 Moderate  The security has about the same volatility as the market and/or the company carries a level of leverage in line with its peer group. 
 
 Low   The security is less volatile than the market and/or the company is less leveraged than its peer group. 
 

 DISTRIBUTION OF RECOMMENDATIONS: 
 

At this time, there are an insufficient number of companies under coverage to generate usable distribution information or draw any conclusions regarding bias 
about the research methodology.  Prospective companies are screened and evaluated by sales personal and research analysts with the investment thesis and overall 
research recommendation developed before the commission is established. 


