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Here it is! A straight-talking guide that shows how inflation is squeezing everyday Americans, why it is unfair, and what you can actually do about it. This book provides guidance to all those who yearn for a fairer system. It shows the path forward – highly recommended.
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Thoughtful and well researched. This book delivers an unflinching look at the roots of our economic challenges while offering a genuine solution and hope for the future.

This book could have a meaningful impact on your financial situation in the years ahead. It is a real eye-opener.
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DEDICATION

Dedicated to my Father, Harold John “Jack” Lepard, Jr.,1 deceased in 2005 at 73. The best man I have ever known.

To my Wife and Kids, my true wealth.

And to the people of the world who have suffered from inflation and an unfair system, and yet wake up every morning and do honest work.



1. U.S. Army, Korean Theatre, signal intelligence.

FOREWORD
BY MAX KEISER

“You are here” is the reassuring prompt on one of your many screens helping you, the digitally intrepid, orient yourself on the path through life via apps. You need to first confirm that yes, in fact, I am that dot on the screen looking at my whereabouts from outer space, via GPS coordinates, some microwaves, and a central processing unit with a pleasant user interface. But before knowing exactly whether or not, you are, in fact, ‘here,’ or anywhere for that matter, let’s consider where you are in the Big Picture. Where are you exactly in time and space and the history of money and Bitcoin? You need to think about this.

“The Big Print” will help you find your inner Bitcoin Maximalist on the timeline of cosmic Bitcoin Maximalism and your place on it.

To truly know ‘Where am I,’ view the history of our species as it relates to the one constant that’s always been with us from Day 1: Money.

Money is not what you think it is. It’s not the dollars in your pocket. It’s not the numbers in your bank account. Money is a shared aesthetic that’s hard-coded into our DNA. It allows us the freedom to travel through time and space.

But I’m getting ahead of myself.

Let’s talk synthetic-commodity, absolutely scarce, digital Gold, Bitcoin.

You’ve heard about Bitcoin. Your favorite news outlet and podcast are talking about Bitcoin. Your friends and family are dropping Bitcoin Truth Bombs in your timeline and Michael Saylor clips in your inbox. You think you know something about it, but this annoying voice in the back of your head keeps asking, Where am I?

Rest assured, you are reading probably the best book on Bitcoin for general knowledge enthusiasts to ever come along in the 15 years I’ve been following this industry.

Lawrence Lepard takes the reader through the history of money, technology, finance, and the recent phenomenon of memes, as only someone with a decades-long successful track record of managing money for folks through market ups and downs and economic travails could.

First off, don’t worry, you’re not too late. In fact, on a risk-adjusted basis, this is probably the best time to get into Bitcoin ever.

Bitcoin is the North Star of money. Everything going on in finance today is either aligned or misaligned with Bitcoin. You are either moving closer to Bitcoin or moving away. The way to move closer is to stack HARDER!

Larry Fink of BlackRock knows it. Michael Saylor of MicroStrategy knows it. Paul Tudor Jones, the hedge fund wizard, knows it.

Great news! Once you own Bitcoin, all these people now work for you!

“The Big Print” gives a brilliantly insightful history of how we got here by encapsulating, in a highlight-reel-thrill-ride style, the whole history of money and finance, seen in the blazing hot orange light of Bitcoin today, and the need for Bitcoin and Perfect Money humans have dreamt about forever.

The history of the world is bending in Bitcoin’s favor. The river of time is being reforged in the direction of Bitcoin: Tick Tock. Next Block. Fortunes are being made, the likes of which have not been seen since the 19th century; think Rockefeller, Mellon, Carnegie.

This book will be the final, essential piece of the puzzle for many to cement their conviction to buy and HODL Bitcoin like your life depended on it, because it does.

By the last page, you will know, with certainty, the answer to the question, Where am I?

You are here, and here is Bitcoin.

Congratulations, you’ve arrived at your destination.

Max Keiser


December 2024
El Salvador


INTRODUCTION


OPENING SCENE

It was a beautiful fall day in New England. Three hundred attendees, representing some of the nation’s brightest business minds and captains of industry, sat in anticipation. Graduates of Harvard Business School, now leaders in their respective fields, had returned to their alma mater for a special event.1 On stage, three figures stood larger than life: Larry Summers, Hank Paulson, and Tim Geithner — architects2 of America’s response to the 2008 financial crisis.

It was 2018, precisely a decade since Wall Street’s house of cards had come tumbling down, taking with it the hopes and dreams of millions of ordinary Americans. Yet here we were, not in a court of law but in an academic setting, watching what felt like a victory lap.

Geithner’s voice rang out, clear and unapologetic. He extolled their actions as necessary and proper, even going so far as to suggest they should be praised for their response to the crisis.

The audience nodded in agreement, a sea of monetary leaders eager to absolve their idols, and perhaps themselves, of any wrongdoing.

Let me be clear. They knew that what they had done was wrong, but they were looking for redemption.

“Is there anyone here,” the presenters asked, their eyes scanning the crowd, “who thinks what we did was improper?”

The silence was deafening. Three hundred ambitious minds and not a single dissenting voice.

Until I raised my hand.

All eyes turned to me as I stood, my heart pounding but my resolve firm. “I disagree,” I said, as my voice cut through the stunned silence. “What you did was not proper, and here’s why.”

I laid out my argument, years of pent-up frustration and analysis pouring out. I spoke of the billions in taxpayer money funneled to banks, of the $20 billion in obscene bonuses paid out while Americans lost their homes and livelihoods, and of the fundamental injustice at the heart of it all.3

Geithner’s response was swift and dismissive. With a hint of condescension, he characterized my proposal as “Old Testament justice — an eye for an eye —” an outdated form of justice unsuitable for the dire circumstances they faced.

As I sat down, I could feel the weight of hundreds of angry stares. The air in the auditorium was thick with tension; I had shattered the unspoken code of compliance.

But afterward, as the crowd dispersed for coffee, a few brave souls approached me. “Thank you,” they said. “You’re right. You said what needed to be said.”4

At that moment, I knew. The story of the 2008 crisis — and the deeper, more insidious rot at the heart of our financial system — needed to be told, not through the lens of those who profited from the chaos but from inside our country’s precarious financial system.

This is that story, a chronicle of how our monetary system, once a bedrock of stability, has been eroded over decades by policies that favor the few at the expense of the many: From the struggle over central banking at our nation’s birth to the creation of the Federal Reserve in 1913 to abandoning the gold standard in 1971 and the 2008 meltdown and beyond.

What you’re about to read is not just an account of a single crisis but a revelation of perpetual decay. Together, we’ll trace the long arc of financial manipulation and its consequences. This system has been failing the American people for generations. It’s time to pull back the curtain on over a century of financial sleight of hand and face the truth about our monetary system.

The confrontation at Harvard was just a glimpse. The real story starts much earlier, and its implications stretch far into our future.
Let’s begin.


PREFACE

As you will read, I believe with a high degree of confidence that inflation is the leading cause of ruin in our nation, and sadly, it is about to get worse before it gets better. I am profoundly frustrated that my country is broken, and very few people truly understand why. I see a troubled America that is focused on the wrong issues. My financial background and age (67) make me uniquely suited to explain what has happened, and I feel compelled to do so. This is not the country I grew up in — I want the country of my youth back.

Something is seriously wrong in America today. If you sense a deeper problem but can’t put your finger on it — as you work harder and harder to make ends meet — then keep reading. If inflation is causing your standard of living to decrease, then this book will help you understand the issue.

This book is written because the system has been set up and controlled by a so-called elite group of financial (and government) people who don’t care about you or your well-being. They have tilted the game board in their favor. This has led to the record wealth inequality we experience today, causing problems at all levels of our society. The system is broken because the money is broken.5

Something has to give or change. And fortunately, I believe it will.

The good news is that things will ultimately get much better, and possibly sooner rather than later.6 Our actions can accelerate this improvement. Although the conditions we are living through are tough and will probably get tougher, much better days lie ahead. The decentralization brought about by technological innovations is an unstoppable trend, leading us toward a much better system.

This book traces the path that led us to our current predicament, what solutions are available today, as well as upcoming ones. A promising solution is emerging, which will be analyzed in the second half of the book. I discuss how we can accelerate these solutions, and how to protect yourself through the upcoming changes. Because our monetary system is failing, the changes we are about to undergo will be enormous.

The framework that I use to look at our current economic dilemma is set out in the excellent book The Fourth Turning.7 Briefly, the authors, William Strauss and Neil Howe, posit that society operates in a repeating series of 80-year cycles. Each cycle holds four 20-year segments, the last one dubbed “The Fourth Turning.” All Fourth Turnings represent a cycle of crisis, culminating in a resolution that fundamentally reshapes the rules and structure of society. The last three Fourth Turnings in American history — The Great Depression/World War II, The Civil War, and The American Revolution — each spaced about 80 years apart, marked times of immense upheaval.

In each of these Fourth Turnings, society changed radically as it resolved the major issues of its time. I believe that we are in the midst of another Fourth Turning, and the problem we must resolve is “What Is Money?”8 At the close of this crisis cycle, the rules surrounding money and banking, and what those systems should look like in the future, will have changed.

Disclaimer

I am not a professionally trained economist, other than holding a Bachelor of Arts degree in Economics from Colgate University. My worst college grade (C+) was in my macroeconomics class and was given to me by a professor who was a hard-core Keynesian, bordering on being a Marxist. We disagreed on many things.

I am, and have been, a professional investor for my entire career. I only focus on macroeconomic factors in so far as they impact my investment theses.

Nothing in this book should be construed as specific investment advice for you. Everyone’s financial situation is different, and you must make your own choices. The views expressed here are my opinions, grounded in years of experience and careful observation. Although I have been wrong before and will be wrong again, I have developed a deep understanding of the financial and technological worlds that inform the insights I share on these pages.


FUNDAMENTAL THESIS

The greatest issue of our time is the broken monetary system, which leads to enormous wealth inequality because it gives one group of citizens an unfair advantage. It also grants undue power to the government, which has led to a lot of bad policies, including perpetual wars. The people running this system have made America an amoral shell of the ideal proposed by the Founding Fathers. The wrong people (influenced by lobbyists) are leading us, and the wrong people are winning. What outspoken people opposing our current system are angry about and reacting to is the sense that the system is unfair. They just can’t necessarily put their finger on why.

What is wrong in America is not a “red team” thing or a “blue team” thing. What is wrong here is a “sound money” thing. Many on the left blame capitalism and advocate for forms of progressive socialism. This is entirely understandable (even if it is the incorrect solution) because what we now have is rugged capitalism for individuals, but socialism for the rich and powerful.

Young folks, socialists, progressives, and others complain that capitalism is flawed and broken, but in fact, we do not operate in a capitalist system. We only have the simulacrum (imitation) of a capitalist system. Our system is better described as Keynesian State Capitalism or Crony Capitalism, and it is all driven and supported by the monetary system composed of fiat money, Keynesian thought patterns, and inflation.

We have built our financial system on a bedrock of sand, not sound money. It is COLLAPSING.

At its core, our monetary system is broken because the price of money is set by a banking cartel, the Federal Reserve.9 Think about it: Twelve voting members of the Federal Reserve Board decide periodically what the price of capital (interest rate) should be. Twelve humans in a country of more than 330 million Americans have an immense influence over financial markets. Our Founding Fathers would be appalled.

In my lifetime, we have endured interest rates as high as 20%, which almost bankrupted my father, and as low as nearly 0%, which destroyed the interest income earned by retirees and savers.10 There is no “fairness” or sensibility to this system. The Fed is out of control and has caused enormous damage to millions of Americans. Solutions to this problem are discussed in Chapter 26: Policy Responses.

Fixing our monetary system will automatically fix a lot of what is wrong with society. The problem we face today is that the money is broken. This is why I say: Fix The Money, Fix The World.11

America is broken, but I believe the honest remnant of this country will rise up and set things right. I hope you will join us.

This book lays out the problem and then cheerfully and constructively proposes a solution.

“What We Do In This Life, Echoes In Eternity”
—General Maximus, Gladiator

This is my firm belief:

Fix The Money, Fix The World

Lawrence Lepard

December 2024


AUTHOR’S STORY

The story you are about to read is an account of how the Federal Reserve (via inflation) has ruined the fabric of America through its reckless monetary policies. I say this as someone with direct experience. On three occasions over the past 100 years, my family has been blindsided by the Fed’s destructive forces. First, in the 1920s, the artificial boom created by the Fed’s loose monetary policies sent the wrong signals to my grandfather, who owned the leading furniture retailer in Ann Arbor, Michigan. He had expanded his business using debt, and when the crash came in 1929, he and my grandmother spent the next ten years successfully pleading with the bank not to foreclose. The experience severely damaged them. (See Exhibit A—Lepard Personal Background, for more details).

Decades later, after the U.S. went off the gold standard in 1971, my father was running the same business, carrying a large inventory of furniture for sale using debt financing. To save the dollar, then-Fed Chairman Paul Volcker raised the Fed Funds rate to 20%, which caused my father to come dangerously close to bankruptcy in 1980. The strains on our family and on his health were substantial.

Then came my turn. In 2007 and 2008, I managed an investment partnership and identified the housing market bubble. To protect my fund from this housing bubble,12 I positioned its portfolio to be short many of the leading housing and financial stocks, including AIG, AMBAC, Countrywide, Lehman Brothers, MBIA, Fannie Mae, and Freddie Mac. Entering the fall of 2008, I was having one of my best years ever (up over 50%). But then, on September 19, 2008, the SEC issued a rule banning the short selling of financial stocks to protect the bankers. They changed the rules. I was forced to cover my short positions as they quickly rallied higher, and I lost all those gains, ending the year down 6%. Had the rules not changed, I would have been up over 100%, perhaps a great deal more. The decision to protect the bankers cost my investment partnership millions of dollars and caused me significant financial losses. I received a message: “Play by the rules, and you still lose.” Millions of other Americans have received the same message.13

What I am describing here is more than just an academic exercise. Three generations of my family lived it.

Realistically, I cannot complain; in every case, we were much luckier than most. My grandfather, father, and I made it through these difficult events. Many other individuals and families did not fare so well. The Great Depression (1929-1939) unleashed enormous hardship for millions of families. More recently, the Great Financial Crisis (GFC) of 2008 did the same. People lost jobs, houses, and their health. Today, the financial response to the COVID crisis and its resulting inflation are causing millions to suffer.

Throughout this book, we will examine the Federal Reserve’s key role in these and other moments of monetary chaos.


HOW TO READ THIS BOOK

This book is divided into two clear parts: understanding the problem and finding the solution. While comprehensive, you don’t need to read every chapter to grasp the essentials. Focus on what matters most to your understanding. Here’s your roadmap:

Part I: The Problem

Essential Reading (Chapters 6-10): The core explanation of our current crisis.

Historical Context (Chapters 11-14): The 200-year journey to our present challenges, including the Federal Reserve’s role and competing schools of monetary thought. Some test readers found the detailed history presented in Chapters 11 and 12 overwhelming. These can be skipped without missing the overall message of the book.

Critical Updates (Chapters 15-16): Why we’re on the brink of another monetary crisis.

Part II: The Solution

From Chapter 17 onward, we explore how to fix our monetary system and, more importantly, how to protect your family and investments during this transition. We’ll focus heavily on Bitcoin, as I see it as our best option to unleash human flourishing. I also discuss the daunting challenges ahead, yet this section offers hope and a detailed analysis of how to navigate what is coming. There will be winners and losers during this transition, and I provide insights to help you come out ahead. Investors should be prepared!

I hope this book equips you to navigate our rapidly changing monetary world with confidence and clarity.

See you on the other side.



1. Harvard Business School, “The Tenth Anniversary of the Global Financial Crisis,” Harvard Business School Newsroom, September 10, 2018, https://www.hbs.edu/news/releases/Pages/tenth-anniversary-global-financial-crisis.aspx.
2. Backgrounds: Henry Paulson was CEO of Goldman Sachs before becoming U.S. Treasury Secretary in the Bush Administration. Larry Summers is an Economics Professor at Harvard University and was U.S. Treasury Secretary in the Clinton Administration. Timothy Geithner was President of the U.S. Federal Reserve Bank of New York during the financial crisis.
3. When discussing the Great Financial Crisis of 2008 (GFC), many take the position that the government had no choice; it had to bail out the banks to keep the economy functioning and the ATMs working. They believe the banker propaganda. An alternative view, my view, is discussed in Chapter 12.
4. It is interesting. I believe more than a few people in that auditorium knew I was right. As one of my brightest investor friends once said to me: “Larry, most people in finance are too smart not to know it is a rigged system, but long ago, they made the choice to look the other way and take the bribe.”
5. I have been saying this for years, and I’m in good company. Lyn Alden, renowned financial analyst, explores similar ideas in her excellent book, Broken Money. For those who want to dive deeper into the intricacies and flaws of our monetary system, I highly recommend it.
Lyn Alden, Broken Money: Why Our Financial System Is Failing Us and How We Can Make It Better (Timestamp Press, 2023).
6. As the current monetary system spins out of control, the odds that we will have to deal with this issue very shortly are growing rapidly. The sooner we deal with it, the sooner we find a solution and get to the other side
7. Neil Howe and William Strauss, The Fourth Turning: An American Prophecy, What the Cycles of History Tell Us About America’s Next Rendezvous with Destiny (New York: Broadway Books, 1997).
8. This phrase is borrowed from the insightful podcast series of the same name by Robert Breedlove.
9. The U.S. Federal Reserve, often called the Fed, is an organization that controls the money supply of the United States through the issuance of currency and reserves to the banking system. The Fed is a private corporation owned by the banks, but it operates as an uncontrolled branch of the U.S. Government and effectively can print money at will. Established by Congress in 1913, the Federal Reserve reports to Congress, where it rarely encounters anything but praise and support.
10. Prior to the implementation of the Zero Interest Rate Policy (ZIRP) in 2008, Certificates of Deposit (CDs) issued by banks paid yields of between 5-6% consistently throughout the 1990s and 2000s. A retiree who had saved $1 million over a lifetime of work could earn $60,000 per year safely to support their retirement. In 2007, there were approximately $3.2 trillion of such CDs held by savers. When ZIRP was instituted, CD yields plunged to zero or less than one-half of one percent. So, to save the banks, America’s savers were deprived of $192 billion per year in interest income. In many cases, this loss of income was devastating.
11. This is a common Bitcoin phrase that I believe was first used by Marty Bent, podcaster and host of Truth for the Commoner (TFTC). With Marty’s permission, I have adopted it as my personal slogan.
12. As I will cover later, it was fairly easy to anticipate that the bursting of the housing finance bubble would cause immense financial pain.
13. Indirectly, here’s a fourth example. My in-laws comfortably retired in 2008 with a solid nest egg of savings. Before the Federal Reserve initiated ZIRP, my in-laws earned 5-6% relatively risk-free in bank CDs. This income disappeared after 2008, which caused them significant financial strain.

PART I
THE PROBLEM


AMERICA IS BROKEN

As this book will fully explain, the U.S. financial system is structured to require inflation.

But what is inflation? If you ask many Americans, they’ll tell you it is “prices going up,” and they are conditioned to believe this is perfectly normal. If you ask a politician, they will point at some segment of the population they want to demonize, like “greedy corporations.” We will explore inflation in great depth in the coming chapters. For now, the critical point is that because of inflation, the distribution of wealth in this country has tilted heavily toward the top 1% of the population, or the so-called “elites.” Financial actors and wealthy people know how to game the system. They can make inflation work for them by owning assets and having easy access to loans and capital. The appreciation of their assets has allowed them to gain an ever-increasing share of the nation’s wealth.

RECORD WEALTH INEQUALITY

This next schedule is shocking. The top 1% of the population (top line) has seen their share of national wealth increase by over 10x since 1990.

[image: ]
Board of Governors of the Federal Reserve System (US), “Total Net Worth Held by the Top 1% (99th to 100th Wealth Percentiles),” FRED, Federal Reserve Bank of St. Louis.

The top 1% now control over $46 trillion (or 92%) of the nation’s wealth. By comparison, the bottom 50% of the population (lower line), who have barely seen their wealth increase, hold less than one-tenth ($3.8 trillion) of the wealth held by the top 1%. The poor are getting poorer. This is French Revolution kind of stuff.1

To be fair, some of the wealth gap has also been created by technology, offshoring strategies, and productivity efficiencies that have suppressed wage growth. In my opinion, however, the asset inflation caused by mispriced capital is a much larger issue.

This concentration of wealth is politically destabilizing and has created anger, populism, and dysfunction at all levels of society. Understandably so. Humans are programmed to want a fair system, and we do not have one.

LOSS OF FAITH IN THE GOVERNMENT/ SYSTEM

The next chart captures another clear indicator that our system is broken: the percentage of Americans who say they trust the government always or most of the time. In 1960, over 75% of the U.S. population trusted the government always or most of the time. Look at the steadily eroding trend in that trust. Today, fewer than 20% of Americans still maintain the same level of trust. This statistic is embarrassing, particularly when 15% of the population works for the government at some level (federal, state, local), likely skewing their views more favorably.

[image: ]
“Percentage of Americans Who Say They Trust the Government Always or Most of the Time.” Data sourced from Pew Research Center, National Election Studies, Gallup, ABC/Washington Post, CBS/New York Times, and CNN Polls, via the Pew Research Center.

You would have to be very obtuse to not realize that the current American system is not working for most people, and they rightly blame the government. The government is supposed to operate with the consent of the governed. Polls show that over 80% of voters support term limits, yet the topic is rarely even discussed. In a representative democracy, when 80% of the people want something that is seldom discussed, let alone enacted, the system is broken.

POOR HEALTH OUTCOMES

The United States’ healthcare spending is nearly twice the per capita rate of other developed nations. Yet, we are getting sicker, fatter, and dying younger. Life expectancy in America has fallen for the first time in several generations. Medical care and insurance costs ravage many families. Medical expenses are the country’s leading cause of bankruptcy (66%), with over 500,000 families declaring bankruptcy annually as a result.

It is not just the healthcare system. When financial and business interests pushed to admit China into the World Trade Organization (WTO) in 2000, they effectively hollowed out the majority of our manufacturing base, much of which flourished in the Midwest where I grew up. Corporations seeking lower labor costs offshored millions of high-paying jobs to Chinese workers who earned less than $5 per day. By outsourcing production overseas, corporations increased earnings, inflated share prices, and enriched executives through record-breaking compensation packages and stock options — all of which widened the wealth gap.2 In 1950, the average S&P 500 CEO made 20 times the average employee salary. By 1989, “the average chief executive made 69 times the average worker’s pay; by 2021, that CEO was making 324 times that average.”3 No wonder people are angry at corporate leadership and the system. The unfairness is glaring.

This began a somber trend that some have labeled “deaths of despair.” Characterized by rising rates of suicide, drug overdose, and alcohol-related deaths, the lives of displaced workers were turned upside down, struggling to adapt to economic upheaval. It is tragic.

Consider these charts:

[image: ]
Joint Economic Committee, “Deaths of Despair and Its Components, 1900-2017, Crude Rates,” Social Capital Project analyses of CDC data, 2019, jec.senate.gov/public/index.cfm/republicans/analysis/?id=B29A7E54-0E13-4C4D-83AA-6A49105F0F43.

These trends are not good. Something is fundamentally wrong.

[image: ]
Source: Centers for Disease Control and Prevention, National Center for Health Statistics. Multiple Cause of Death 1999-2022 on CDC WONDER Online Database, released 4/2024


INFLATION IS THE CAUSE

Inflation is generally defined as an increase in prices driven by an increase in the supply of money. The correlation between the two is indisputable and well-documented. Prices inflate because the money supply increases, and more monetary units chase the same number of goods and services.

INFLATION: WHAT IS IT GOOD FOR? ABSOLUTELY NOTHING.

Most people alive today think that inflation is inevitable and just part of living in our modern world. They are wrong. It has not always been this way. Our monetary authority, the Federal Reserve, which since 1977 has had a dual mandate from Congress regarding full employment and stable prices, has adopted the Keynesian/modern monetary theory belief that inflation is a necessary component of a functioning economy. It is a lie.4 The Fed now targets a 2% rate of inflation,5 which means that your savings lose roughly 20% of their value over 10 years. The government steals from savers by debasing the money, effectively imposing a hidden tax. As if that is not punitive enough, inflation also leads to chaos, as we will see.

You have always lived in an inflationary world unless you were born before me (1957). It feels normal, but it is not.

[image: ]
Consumer Price Index 1800-2005. TableChart.com, 2005. Edited: Larry Lepard

The chart above shows the U.S. Consumer Price Index (CPI) from 1800-2005. The top line shows the cumulative value, while the bottom line tracks the rate of change.

A few interesting observations from this chart: First, prices were much more stable and mean reverting6 between 1800 and 1940. World War II, however, led to a higher rate of inflation that did not mean revert. Then the inflation trend accelerated like a rocket northward after the U.S. abandoned the gold standard in 1971. Another interesting observation is that war periods were inflationary. The major wars, which occurred in 1812, 1862 (Civil), 1916 (World War I), 1945 (World War II), 1952 (Korea), and 1968 (Vietnam), all led to inflationary bursts. The chart stops in 2005, but since that time, the CPI has risen another 55.9%. Keeping scale, the line would now extend to 904.

It is hard to overstate the importance and magnitude of President Nixon’s August 1971 Executive Order taking the U.S. off the gold standard. This decision was an incredibly short-sighted economic and political act. Arguably, it was galactically stupid.7 Since the U.S. went off the gold standard, the dollar has lost 98.5% of its purchasing power as measured in gold terms.8 When I was a teenager in the 1970s, gasoline cost $0.30 per gallon; now it averages over $4.00 nationwide.

Theoretically, the U.S. Constitution has governed America for over 235 years (1789-2024). From the nation’s founding in 1789 until 1971, the U.S. currency was, in some way,9 linked to gold and silver. During these 182 years, the country made remarkable progress. We became the world’s leading industrial nation, won World War II, and were widely admired in 1946, America’s peak. Since then, we have lost our way, with money printing and inflation being significant factors in our decline.

The primary driver of this inflation was the expansion of the underlying supply of money. Because it tracks cash in circulation, as well as deposits in banks and money market funds, M2 is the best measure of change in the money supply.

The following chart, sourced from the St. Louis Federal Reserve FRED database, shows the consistent and persistent growth in the money supply over the 53 years since we departed from the gold standard. In January 1971, the U.S. M2 balance was $663 billion. By October 2024, the U.S. M2 balance was $21,311 billion ($21.3 trillion). The compound annual growth rate during that period was 6.8%. This is the true measure of monetary inflation — not the heavily doctored statistics the U.S. government reports in its Consumer Price Index.

[image: ]
Board of Governors of the Federal Reserve System, US Money Supply (in billions) 1959-2024, FRED, 2024, https://fred.stlouisfed.org/graph/?g=mQy7#

There is little doubt that the money supply growth shown in the chart above is the underlying cause of inflation. As the late economist and father of the monetarism theory of economics, Milton Friedman (1912-2006) said:

Inflation is always and everywhere a monetary phenomenon, in the sense that it is and can only be produced by a more rapid increase in the quantity of money

—Milton Friedman

Note how the slope of the line, which is a proxy for inflation (rate of growth), increased after 2008 and again in 2020. The rate of monetary growth (inflation) is getting worse. This is not a good trend, and we will discuss its implications in later chapters.

Traditionally, gold has been the best form of protection against inflation. Since abandoning the gold standard, gold’s price has kept pace with, and slightly exceeded, the rate of growth of the money supply or “true inflation.” Gold’s price was $35/ounce in 1971, and it currently sits at around $2,650 per ounce (December 2024). This represents a compound annual increase of 8.3%. Holding gold actually protected you from inflation. Traditional investment managers often say that the U.S. stock market is better than gold as an inflation hedge, and this is true only if dividends are untaxed and reinvested. During the same time frame (1971-2024), the U.S. S&P Index grew by 7.8% compounded annually before dividends and 10.8% compounded with untaxed dividends reinvested.
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Bloomberg, “Gold and S&P 500: 1971-2024.”

This chart shows the price of gold (top line) and the price of the S&P 500 normalized from 1971 to the present. As you can see, over these 53 years, they have both appreciated by over 6000%. We will revisit this chart later, but it gives context to how much inflation we have endured.

Interestingly, the government claims that inflation during these 53 years has been 3.9% per year based on the U.S. CPI statistics compiled by the Bureau of Labor Statistics (BLS). Many statistical experts have debunked the notion that the CPI accurately captures inflation. John Williams of Shadow Government Statistics10 publishes an electronic newsletter that exposes and analyzes current U.S. government economic data flaws. He has done extensive work showing the mechanisms the BLS and the U.S. government use to understate inflation.

Williams, an economist, first began deconstructing the quality of government statistics in a series of groundbreaking articles. His work resonated so profoundly with readers that he and the late Doug Gillespie joined forces to create Shadow Government Statistics, a popular component of his consulting firm catering to individuals and Fortune 500 companies. Having long warned that government inflation figures are misleading, Williams analyzed changes in the inflation index during Alan Greenspan’s tenure as the Federal Reserve Chairman. He noted that in the 1990s, government economists and Fed Chairman Greenspan argued that inflation was overstated. Greenspan pushed Congress to investigate the issue, which they did via The Boskin Commission. The Commission recommended an overhaul. The rationale behind these proposed modifications was to create a more accurate representation of inflation, but lower-stated inflation data also served their interests. Their revised calculations targeted four primary inputs:

	Substitution: This change assumes consumers switch to lower-cost alternatives when prices of certain goods rise. For example, if the price of beef went up, they anticipated that consumers would purchase a cheaper alternative like chicken. Now the price index reflects the chicken price but not the rising beef price.

	Hedonic Adjustments: This modification factors in quality improvements in products, reducing reported price increases for goods that have been technologically enhanced. For example, if a car’s price increases by 10%, but it includes new features like anti-lock brakes, they would conclude that the real price did not increase because the consumer gets a better product.11

	Geometric Weighting: This technique gives less weight to items with rapidly increasing prices, correspondingly lowering the overall inflation rate.

	Owner’s Equivalent Rent: This adjustment alters cost calculations for homeowners. Instead of using mortgage payments or home prices directly, the calculation inserts a plug figure that estimates what homeowners would pay to rent their own homes.



The following schedule compares the ShadowStats inflation (top line) to the government-reported CPI:
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Shadow Government Statistic, “Consumer-Inflation - Official vs ShadowStats (1980-Based) Alternate,” 2023. (shadowstats.com)

Here, Williams computes the ShadowStats (SGS) Alternate CPI as if the above four changes had not been implemented. The vertical axis is the rate of inflation. As you can see, SGS figures (top line) are substantially higher than reported inflation (lower line).

The government changed the calculation of the inflation statistics for obvious political reasons. First, no one likes to hear about high inflation, and second, a large portion of government entitlement expenses are indexed to inflation, which means that they grow with higher inflation rates. Thus, politicians have a powerful incentive to lie or cook the books. If you want to understand why the government inflation statistics do not match your real-world experience, here is your reason.

I prefer to use the growth rate in the money supply as the best measure of true inflation. As discussed above, since 1971, the money supply has grown by 6.8% annually. This rate of inflation appears to be consistent with historical averages, though there have been periods when CPI inflation has not reflected this growth.

The correlation between the growth of the monetary aggregates and inflation is undeniable and relentless. However, this is a solvable problem. As we will uncover, returning to a sound money standard offers a path toward economic stability and fairness.

A long time ago, our forefathers understood this issue. On inflation, the prominent legislator and jurist Daniel Webster (1782-1852) remarked:

Inflation is the surest way to fertilize the rich man’s field with the sweat of the poor man’s brow.

Regarding paper currency, which we will discuss in a minute, he also said:12

We are in danger of being overwhelmed with irredeemable paper, mere paper, representing not gold nor silver; no sir, representing nothing but broken promises, bad faith, bankrupt corporations, cheated creditors and a ruined people.

— Daniel Webster

And Ludwig von Mises, a famous Austrian School economist, framed it correctly:

The great inflations of our age are not acts of God. They are man-made or, to say it bluntly, government-made. They are off-shoots of doctrines that ascribe to governments the magic power of creating wealth out of nothing and of making people happy by raising the national income.

— Ludwig von Mises


MONEY: SOUND AND FIAT

As societies evolved beyond tribal subsistence, the complexity of trade demanded a better solution than barter. Money, as a medium of exchange, emerged to resolve the double coincidence of wants13 problem. In barter, it was rare that two people would have exactly what the other wanted to trade.

Stated simply, money is a medium of exchange, a unit of account, and a store of value. Goods and services in an economy have “money” prices. Throughout history, various commodities have served as money, including beads, salt, livestock, tobacco, grain, copper, silver, and gold. Long before nation-states appeared, societies recognized gold and silver as desirable forms of money. At the end of the day, and without government interventions, gold and silver naturally emerged as the best forms of money because they were scarce, durable, transportable, recognizable, and divisible. For millennia, the world operated on a “gold standard.” The U.S. also operated on various forms of the gold standard from its founding in 1789 through Nixon’s presidency in 1971. During this timeframe, America achieved remarkable economic and social progress. I marvel at people who criticize the gold standard; it helped forge the world’s leading power that triumphed in World War II, placing us at the pinnacle of political and economic freedom in 1946 — all built on a gold standard (more or less).14

Fiat money changed everything. Derived from the Latin term fiat, meaning “let it be done,” this new form of currency emerged as governments began to assert authority over monetary systems. Political leaders used their positions to decree that certain items, typically paper currency, would serve as legal tender or money. China pioneered this concept in the 11th century when Song Dynasty officials first experimented with printing paper money to solve the logistical challenge of transporting large quantities of metal coins over long distances for trade. Initially, the gold and silver-backed paper currency spurred innovation and boosted the economy. Eventually, however, leaders bowed to the temptation to remove the precious metals backing and overissue the currency, resulting in hyperinflation.15 Or, said another way, the money became worthless due to excessive printing or issuance. The arc of humanity is littered with this sad tale, prompting the famous French philosopher Voltaire (1694-1778) to utter his oft-repeated proclamation:

Paper money eventually returns to its intrinsic value – zero.

— Voltaire

History shows us that men and governments in control of fiat currency inevitably succumb to the temptation to print excessive money, allowing them to live beyond their means. It is nearly impossible to resist this temptation.

In contrast, “sound money” refers to currency that cannot be arbitrarily created by any government. Two prime examples illustrate how the scarcity of sound money can restrain monetary creation: 1) Gold and silver are naturally scarce because they are geologically rare, and 2) Bitcoin, which we cover in depth later, achieves scarcity through a mathematical algorithm/protocol that caps its total supply at 21 million coins. Sound money, also called hard money, offers a strong counterbalance to the inflationary tendencies inherent in fiat currencies. I view gold as analog sound money and Bitcoin as digital sound money.

Lyn Alden explains the issue elegantly:

At its core, money is a ledger. Commodity money [gold] serves as a ledger governed by nature. Bank money [fiat] serves as a ledger governed by nation states. Open source money [Bitcoin] serves as a ledger governed by users.16

MONEY IS INFORMATION

A sound money system is critical to the proper functioning of markets and, by extension, the entire economy. Money prices represent information that guides the behaviors of producers and consumers. Monetary scholar Nathan Lewis eloquently articulated the importance of sound money in his outstanding book, Gold: The Once and Future Money:

Because money is information, the messages sent by the monetary economy dictate in hard, clear terms the actions of billions of people, naturally humans have taken great pains to develop means to keep the information as pure and uncorrupted as possible. If an engineer orders a mechanical shaft of ‘500 millimeters’ and the machine shop produces one of 500 millimeters, but due to the fluctuation in the meaning of a millimeter it is 10% shorter than the engineer desired, both the engineer and the machine shop have been unable to cooperate productively.17

The core weakness of fiat currency is its unlimited supply. Its measurement reliability vanishes when currency can be printed or diluted at will. Thus, the productivity that could be gained through cooperation is diminished or destroyed. The measuring stick (money) must be anchored to some relatively stable standard to fulfill its role effectively. As Lewis succinctly put it:

Soft money is, literally, monopoly money.18

— Nathan Lewis

FREEDOM, POLITICS, AND MONEY

The entire game changed when money shifted from a metallic standard – which was difficult to debase – to a form of paper or credit that had value because of a government decree. This new system derived its value not from intrinsic worth but from government power, with printed notes declared legal tender. As we will see, mixing money and politics is dangerous and is at the heart of our monetary instability. A fair and successful monetary system demands a separation of these two forces. As Frederick Hayek observed, “The politician, acting on a modified Keynesian maxim that in the long run we are all out of office,”19 will inevitably succumb to the temptation to debase the currency.

Sound money and personal freedom are inextricably linked. Throughout history, governments and rulers have routinely exploited paper money — and before that, the minting of coins — as tools to extract seigniorage, effectively taxing their citizens by stealth.20 The ability of a government to revalue its currency at any time strikes at the core concept of property rights, which are at the heart of personal liberty and freedom.

Howard Buffett, U.S. Congressman from Nebraska and Warren Buffett’s father, posed and answered the following question in a speech before Congress in 1948:21

Is there a connection between Human Freedom and A Gold Redeemable Money? At first glance it would seem that money belongs to the world of economics and human freedom to the political sphere. But when you recall that one of the first moves by Lenin, Mussolini and Hitler was to outlaw individual ownership of gold, you begin to sense that there may be some connection between money, redeemable in gold, and the rare prize known as human liberty. Also, when you find that Lenin declared and demonstrated that a sure way to overturn the existing social order and bring about communism was by printing press paper money, then again you are impressed with the possibility of a relationship between a gold-backed money and human freedom.22

Sound money, like gold and Bitcoin, represent forms of money free from government issuance or control. Rather, these assets are rooted in principles of decentralization and intrinsic or algorithmic scarcity, making them resistant to manipulation and inflationary pressures. Sound money challenges the centralized power structures that have historically eroded wealth and personal autonomy. As we will see, separating money from the state will have profound implications for human freedom and liberty.


SOUND MONEY IS A MORAL ISSUE

Since the dawn of money, unscrupulous people have tried to figure out a way to game the system and get something for nothing. This age-old practice has manifested in counterfeiting, monetary dilution, and cheating on weights and measures. Humans are fallible, and some people will cheat. Few can resist the urge to conjure money when the need is great. Even the noble Roman Empire, which rose to greatness under a sound money standard, resorted to clipping its coins and diluting the silver content of its currency, the Denarius, to relieve mounting debt and economic pressures. Over time, the Denarius contained no silver, reducing it to just an iron version of fiat currency. It is no surprise that the fall of Rome closely paralleled the debasement of its money.

Today’s monetary debasement echoes historical patterns and aligns with the Bible’s teaching that there is nothing new under the sun. Biblical authors understood the temptation to fiddle with the money to gain advantage. These ancient passages speak to a timeless truth. Fairness in trade reflects the integrity of a society:

Don’t cheat when measuring length, weight, or quantity. Use honest scales and weights and measures. I am GOD, your God.

— Leviticus 19:35

Unequal weights and unequal measures are both alike an abomination to the Lord.

— Proverbs 20:10

Pastor Alin Armstrong, author of The Bible and Bitcoin, also raises a compelling moral issue regarding sound money:

With fiat money, governments set themselves in the place of God, giving themselves the authority to decree value into existence. But this is an ability only the Almighty can possess. Only he can decree good, valuable things into being.

When governments say, ‘let there be money’ they violate the word of God and the law of sowing and reaping. Sound money operates according to the principles of sowing and reaping. For something to be considered sound and morally acceptable, it must be obtained through the expenditure of time and energy in the present, in order to reap its value in the future.

By contrast, the whole system of fiat money fundamentally violates the law of sowing and reaping, allowing people to reap value where they have not sown time and energy.

— Pastor Alin Armstrong

The importance of sound money permeates secular thought as well. The Founding Fathers of the United States were acutely aware of the perils posed by fiat currency, having witnessed the consequences of unbacked money during the Revolutionary War. To fund the War of Independence, the Continental Congress issued a currency called the “Continental,” which carried only a promise of future redemption in gold and silver but had no tangible backing when issued. The overissuance of Continentals induced hyperinflation, leaving the Continental worthless and spawning the phrase “Not worth a Continental” to describe something of no value.

Acutely aware of the dangers of counterfeiting and debasement, the Founders included explicit monetary provisions in Article 1 of the U.S. Constitution:

Article I, Section 8

The Congress shall have the Power . To borrow Money on the credit of the United States; . To coin money, regulate the Value thereof, and of foreign Coin, and fix the Standard of Weights and Measures; . [and] To provide for the Punishment of counterfeiting the Securities and current Coin of the United States;

Article I, Section 10

No State shall . coin Money; emit Bills of Credit; [or] make any Thing but gold and silver Coin a Tender of Payment of Debts;23

The Founders were also adamant that fiat currency was a form of counterfeiting, and they worked hard to ban it via the Constitution. In early America, counterfeiting money was a grave offense, at times punishable by death. Some statists24 interpret these provisions as granting Congress the power to issue fiat currency, but historical evidence suggests otherwise. Consider these statements from the Founders:

	George Mason of Virginia expressed “a moral hatred of fiat money.” In a letter to George Washington, he stated, “They may pass a law to issue paper money, but twenty laws will not make the people receive it. Paper money is based upon fraud and knavery.”

	Oliver Ellsworth of Connecticut urged: “This is a favorable moment to shut and bar the door against paper money. The mischief of various experiments which have been made are now fresh in the public mind and have excited the disgust of all the respectable parts of America.”



Notably, George Washington cautioned:

We may one day become a great commercial and flourishing nation. But if, in the pursuit of the means, we should unfortunately stumble again on unfunded paper money or any similar species of fraud, we shall assuredly give a fatal stab to our national credit in its infancy.

Paper money has had the effect in your state that it will ever have, to ruin commerce, oppress the honest, and open the door to every species of fraud and injustice.

Centuries later, the concern remains. Investment manager Tony Deden echoed similar concerns at Grant’s 35th Anniversary Conference25 in New York:

Our forefathers understood that without a free market in the price of money, all calculations become false. Money is the defining element in any economic calculation and once it is destroyed via inflationary policies, the distortions create an unreal framework characterized by the booms that cause the ensuing busts.

For example, we then see that dishonest money begets dishonest statistics, dishonest accounting, dishonest balance sheets, dishonest means, dishonest objectives, dishonest compensation policies, and dishonest relationships; that it begets ambiguousness and corruption in every aspect of life.

— Tony Deden

My friend, Pastor Alin Armstrong eloquently captured the core issue in the dedication of The Bible and Bitcoin: “Here’s to a future where my children and your children can work hard, save their money, prosper and serve God without their labor being devalued by wicked rulers with a money printer.”

The message underpinning these quotes and biblical references is straightforward. Mankind has demonstrated a long history of people manipulating money to gain unfair advantage via monetary tomfoolery. Cheating is wrong, and bending financial rules to one’s benefit is just that — cheating. It’s simple. Sound money is a moral issue. Cheating and theft are wrong.

As crazy as it sounds, in today’s world, fiat money can be created with a mere keystroke on a computer. This bestows great power to those whose fingers touch the keyboard.

In contrast, gold and Bitcoin operate on a “proof-of-work” concept to create money. Rooted in the principle that money must, by definition, be scarce to have value, both require people to work or expend energy to create or earn them. In the gold world, this effort takes the form of physical gold mining. The Bitcoin world also calls this process mining but with a digital twist. Rather than breaking apart rocks, bitcoin miners discover a numeric solution and assemble a block, keeping the ledger record of bitcoin ownership and transactions intact (more on this later). Both systems embed real-world effort into the creation of money, tying its value to tangible work rather than arbitrary decisions. This framework builds a more equitable and stable monetary foundation than the seemingly effortless generation of fiat currency.

In thinking about these issues, I turned to my good friend and fellow Bitcoiner Kane McGukin for insight into the moral aspect of sound money. He shared an essay from his blog. I was so impressed by his response that I summarized his views below:

Kane believes that America’s moral decline has led to a broken monetary system. Finding that the Founding Fathers envisioned sound money rooted in faith, conviction, and biblical principles, Kane argues that over the past 248 years, particularly the last 80, society has witnessed a steep erosion of these values. It is this moral decay that has corrupted financial institutions and government, forcing people to question the nature of money itself. He explains that faith, not greed, should be the foundation of a sound monetary system.

He points out that our society’s moral compromises and perverse incentive structures have pushed the system to the breaking point, unleashing widespread chaos in business, geopolitical, and monetary models. “The groups at the top are fighting a two-headed monster. They find themselves in the dual crosshairs of a technological monetary innovation, and an angry mob of global citizens seeking something better.”

Kane adds, the problem began when we moved from valuing quality work as a source of purpose to prioritizing consumption as a marker of success. This subtle but profound change is akin to a plane veering slightly off course. Initially the trajectory goes unnoticed, but ultimately it leads to a destination far from its intended path.

As the current system falters, it creates an opportunity to rebuild and return to a moral framework where work is valued for its purpose; money serves as a reflection of shared principles; and success is measured by the long-term stability it creates for individuals and society.

He challenges us to see that “in our current monetary system, equality is an illusion,” contradicting the foundational American principle that “all men are created equal.” He states: “In this system all men are not created equal.” (Emphasis added.)

Kane remains hopeful because Bitcoin realigns our monetary systems with enduring values, restoring the integrity that supports not just individual success but also the collective good. Only by reconnecting work with purpose and money with a mathematically fair solution can we hope to rebuild the American Dream.

Former U.S. Congressman Ron Paul of Texas also addresses the morality issue. In 2009, he said:

The market rate of interest provides crucial information for the smooth operation of the economy. A central bank setting interest rates is price-fixing and is a form of central economic planning. Price-fixing is a tool of socialism and destroys production.

Artificially low interest rates are achieved by inflating the money supply, and they penalize the thrifty and cheat those who save. They promote consumption and borrowing over savings and investing. Manipulating interest rates is an immoral act. It is economically destructive.

Monetary scholar Judy Shelton offers additional insight into the moral aspect of sound money. Shelton, who holds a PhD from the University of Utah and served as a Fellow at Stanford University’s Hoover Institution (a conservative think tank), is widely recognized as a leading advocate for sound money and a return to the gold standard. She has authored numerous articles and books on monetary policy and became a key figure in the 2016 Trump presidential campaign. She later joined the Trump Administration after writing a supportive editorial in The Wall Street Journal. Recently, she released a book on this topic, Good As Gold: How to Unleash the Power of Sound Money.

Shelton is a no-nonsense supporter of sound money and the gold standard and has been openly critical of the Fed. From the Fed’s point of view, she is dangerous because her academic credentials lend weight to her criticism. This became evident when President Trump nominated her to become a Federal Reserve Board Governor in July 2019. To say this nomination was not well-received by the financial and economic elite is an understatement. In August of that year, 130 economists, including seven Nobel laureates and 78 former Federal Reserve economists and presidents, signed a letter urging Congress to reject her nomination, citing her “extreme and ill-considered views.” I watched the confirmation hearings and was appalled at the stupidity and mendacity of some members of Congress. Their treatment of Shelton was despicable.

Mainstream editorials labeled Shelton as an “extreme right-wing crank” for discussing the moral aspects of sound money. In her book, Ms. Shelton eloquently defends her position:

Bringing up the moral aspect of money as a measure should not put someone in the category of right-wing crank. Striving to ensure that money is trustworthy does not constitute a fringe movement. Indeed, having access to dependable money should be deemed a basic human right that deserves broad support. People should be able to use a medium of exchange that performs as a meaningful unit of account and a reliable store of value. [currently]..…..governments are permitted to expropriate wealth through inflation. People need money that preserves their purchasing power and provides an accurate tool for measuring value across borders and through time.

Later in this book, we will discover how the Fed controls the narrative and how it has bought the academic economics community. Shelton’s treatment by the established economic community illustrates how having someone such as Shelton on the Fed Board would be akin to walking into a convention of vampires with a klieg light and a silver cross. The “fiat masters” are terrified of any dissent that would ruin their game of privilege.

In subsequent chapters, I’ll explain how the United States slipped from being a sound money country to one that is run purely on fiat. Spoiler alert: bankers and the government struck a deal that benefited them and harmed the rest of us. But first, we need to cover the basics of Classical Economics to better understand the inherent corruption and fraud in the Keynesian model that is now driving both the Fed and U.S. government policies.


CLASSICAL ECONOMICS

Inspired by the pre-Classical Economist David Hume, Classical Economics emerged in the late 18th and early 19th centuries through the writings of Adam Smith, David Ricardo, Jean-Baptiste Say, and John Stuart Mill, among others. Classical Economists established fundamental principles that still shape economic thought today. At its core, Classical Economics argues that free markets and individual self-interest drive economic prosperity, with minimal government intervention needed. The theory emphasizes how savings and capital formation fuel productivity gains and economic advancement. When people defer consumption to invest in better tools and methods, society becomes more efficient and prosperous. This system operates through free market mechanisms where prices, set by supply and demand, provide signals that guide economic behavior. Classical Economics introduces key concepts like Adam Smith’s “invisible hand,”26 which explains how individuals pursuing their own interests often benefit society as a whole, and the importance of specialization and trade in creating wealth.

Capitalism, as an extension of Classical Economics, grew out of the concept that the production of goods and services could be enhanced through the process of saving or capital formation. In its simplest form, the accumulation of capital enhances future production and/or efficiency. A basic example is holding back a portion of an agricultural harvest so that you have seeds to plant next season. From this sprang the concept of “not consuming your seed corn.” Seed corn represents capital or savings. The same principle applies to animal husbandry. One could consume all of one’s chickens or eggs, but doing so would literally lead to zero chicken dinners and omelets in the future. Further, if one can defer consumption and allow some eggs to become chicks, the rate of future egg production can grow. In this case, the chicks represent capital or savings. The important takeaway is that savings precede increased future production.

The analogy also extends to capital goods. Take the fisherman who catches only a few fish per day with a spear. He needs that daily catch to survive. However, if his neighbor has stockpiled corn meal (savings), he might be able to live off the corn meal while he forgoes fishing to build a boat and a hemp fishing net. Once completed, these new tools allow him to catch far more fish than before. Savings (the stored corn that he used to feed himself while working on the boat and net) allowed him to invest in productivity-enhancing tools that created more wealth (fish) for him and his neighbor. These simple examples illustrate how, over time, savings (consuming less than you produce, e.g., accumulating capital) enhance economic productivity and well-being.

Although these economic principles might seem abstract, they hold timeless wisdom about how societies create lasting prosperity. In thinking of ways to make these concepts more engaging, a fellow Bitcoiner suggested this parable from a remote coastal village, where three siblings learned the fundamental relationship between savings, investment, and future abundance.

The Tale Of Three Invisible Hands

In a coastal village, three siblings inherited different resources. Sara received a small farm, Maya got a chicken coop, and Jack inherited a fishing spear. Each faced hard choices between immediate consumption and future growth.

Sara’s first harvest was meager, but she resisted eating all her corn, saving the best kernels for spring planting. Her sacrifice through winter yielded fields that produced twice as much the following year. Meanwhile, Maya faced daily temptation to feast on chicken dinners or sell every egg at market. Instead, she kept her best hens and let many eggs hatch into chicks. Within a year, her small flock had tripled in size.

Watching his sisters’ success taught Jack about patience. He proposed a deal: if they shared their corn and eggs with him for two months, he would build something to help them all. While they fed him, Jack crafted a boat and wove a large fishing net. His new tools turned out to be revolutionary, catching more fish in one morning than a week of spearing.

By the following season, the village flourished. Sara’s granary overflowed, Maya’s chickens numbered in the hundreds, and Jack’s daily catches fed everyone. Their willingness to sacrifice today’s comforts for tomorrow’s abundance had transformed not just their own lives but their entire community’s future.

To honor the three siblings, the villagers passed down this simple wisdom:

Three siblings taught us that wealth grows from what we save, not what we spend. Don’t eat your seed corn, don’t fry your laying hens, and sometimes you must work together while building your net. A meal fills your belly for a day, but saving fills your storehouse for life.

The well-fed villagers discovered what Adam Smith and his contemporaries would later formalize — that deferring consumption (saving) enables investment in productivity-enhancing capital, whether seeds for next year’s harvest, breeding stock for future flocks, or tools that multiply our productive capacity.

Imagine a world where every dollar saved becomes a seed for future prosperity. This isn’t just economic theory — it’s the secret engine behind human progress. This is an incredibly important point. Savings fuel economic well-being when invested in productivity-enhancing investments. The goal is efficiency and productivity, not growth. Take the cotton gin, an invention driven by savings and capital investment. Before its invention, workers toiled to produce five pounds of cotton lint daily. Enter the cotton gin, and suddenly that output skyrocketed to 50 pounds per day. This ten-fold increase wasn’t magic. It was the fruit of using savings to build a better mousetrap. A strategic investment.

Here’s the key: economic well-being isn’t about endless growth. It’s about efficiency and productivity. Savings, when strategically deployed, become the catalyst for game-changing innovations.27 They provide the capital to turn ideas into reality, transforming industries and lives. This is the simple premise behind capitalism. It is why capitalist societies have generated unprecedented wealth and societal well-being for billions of people – outcomes unimaginable by the ancients. Although this may sound obvious, many elites and academics miss it. For society and economic well-being to improve (productivity and efficiency growth), humans must make productivity-enhancing discoveries and investments. Generally speaking, these cannot occur without savings. Living within your means and saving for a rainy day are more than just well-worn phrases. They are critical to the economic advancement of society.

When savings occur, capital accumulates. The capital can then remain sterile or can be deployed in an effort to earn a return. Businesses and capitalists exist to take that savings or capital and enhance productivity by producing goods and services. They do not do this as a charitable act. The effort aligns with their own self-interest. The marketplace will judge their efforts, rewarding them with profits if they add value or punishing them with losses if they fail.

In Classical Economic theory, savings precede investment. Think back to the examples above, no savings, no productivity growth.

With its underpinnings in Classical Economics, capitalism emphasizes the accumulation of savings and its strategic deployment to increase the well-being of mankind. Ludwig von Mises said it best:

The characteristic mark of economic history under capitalism is unceasing economic progress, a steady increase in the quantity of capital goods available, and a continuous trend toward an improvement in the general standard of living.

Capitalism is essentially a system of mass production for the satisfaction of the needs of the masses. It pours a horn of plenty upon the common man. It has raised the average standard of living to a height never dreamed of in earlier ages. It has made accessible to millions of people enjoyments which a few generations ago were only within the reach of a small élite.

He also noted that capitalism looked much different from the system we have today:

The early industrialists were for the most part men, who had their origin in the same social strata from which their workers came. They lived very modestly, spent only a fraction of their earnings for their households and put the rest back into the business.

— Ludwig von Mises

That last quote by von Mises is almost quaint. Compare that description of the early capitalists with the system we have today. It leaves me scratching my head.

An important part of the capitalist model is allowing the free market to set prices. As we learned in Microeconomics 101, market prices are set at the point where supply is balanced by demand. Prices act as information or signals, telling market participants what to do. For example, if a shortage develops, the price will go up, signaling producers to add capacity because higher profits are available. Ultimately, the price will return to the marginal cost of production plus a return on deployed capital.

Instinctively, I think most people understand that price fixing does not work. If prices are set too high, overproduction occurs; if set too low, there is no incentive to produce, and shortages will occur.

With a few notable exceptions, the United States has operated without wage and price controls. During World War II, the government implemented rationing, and price controls were used to support the war efforts. Nixon also instituted a 90-day freeze on prices when he abandoned the gold standard in 1971. And, during the inflation of the 1970s, President Gerald Ford attempted to jawbone lower prices with his Whip Inflation Now (WIN) program, which unsurprisingly did not work.

For capitalism to work, a free and open market is essential for determining the prices of goods and services. This information informs the actions of all economic actors to produce the right amount of what the market wants. Now, let’s introduce a new concept: If the cost of using money over time is called the interest rate, the interest rate is, therefore, the price of money. Can you see where I am going with this? Why shouldn’t the price of money be set by supply and demand? Let’s cover this next.

TIME PREFERENCE & INTEREST

We’ve established that savings equals capital. The choice to save versus consume is defined by an individual’s needs and time preference. Humans live moment-to-moment. When resources are scarce and no cost is involved, they prefer immediate gratification to future gratification. For instance, ten steak dinners a month from now may seem more appealing than one steak dinner tonight, but if you’re starving now, the future becomes irrelevant. This natural inclination toward immediate satisfaction gave rise to the capitalist theory of interest rates, which rewards individuals who save or postpone consumption. If you are starving now and you have no capital or savings to purchase food, you may borrow someone else’s money, assuming you are deemed credit worthy. But this privilege comes at a cost: you must pay the lender interest to use their savings.

An interest rate functions as a price, much like the price of eggs or meat. It reflects the price of using savings/capital over time. Of course, it also reflects the borrower’s creditworthiness, but we’ll set that aside for now. In classical economic theory, the price paid for interest is the price to use savings, and it should be calibrated to a level that will balance the supply of savings with the demand for the use of money. You heard that correctly — interest rates represent the price of capital.

The way that capital is allocated within a society is the primary driver of productivity growth and economic efficiency (or human well-being). I would argue that correctly setting the interest rate is the most important thing a society can do. The proper way to do this is to let the marketplace decide. Borrowers have needs; savers have capital. Let the marketplace determine what interest rate balances supply and demand. Compare this to what we have now. The Federal Reserve has, at times, set the rate of interest as high as 20% and as low as zero. These artificial rates imposed by the Fed have led to inefficient capital allocation and thereby inferior economic outcomes.

As Judy Shelton points out, letting governments set the rate of interest is a form of central planning reminiscent of the Soviet Union’s command-and-control economic model. We all know the consequences of that system. By 1991, the Soviet Union collapsed into hyperinflation as its centrally planned economy failed, fragmenting into 15 distinct republics.

When interest rates are set correctly, economic actors such as capitalists and businesspeople can more accurately calculate capital investment allocations.

Consider a businessperson evaluating whether to take on debt to purchase a machine that will enhance productivity. If the borrowing cost is 5% per year and the estimated return on the investment is 15%, the investment becomes an attractive opportunity, as the significant margin of safety supports the decision and provides a buffer if the borrower makes faulty assumptions. The productivity growth not only liquidates the debt but also yields a net efficiency gain for society. More output for less input.

Conversely, if the calculated return is only 8% with a market interest rate of 5%, the businessperson quite prudently may determine that the 3% margin of safety is insufficient to justify the investment.

The beauty of this system is that it directs capital to the best projects through market-based pricing of money. If capital is priced appropriately, “malinvestments”28 don’t plague the economy.

For the sake of argument, assume that your central bank is pursuing a “zero interest rate policy” (ZIRP) — as the Fed did from 2008-2015 and again from 2019-2022. This policy allowed large, powerful financial interests to borrow from the Central Bank at 0.25% or 25 bps29 per year. Can you see how this will distort the market for capital allocation? Do you see how these preferred borrowers gain advantage over you and me, who must pay 20+% to borrow from the credit card companies?

Hell, if you and I were allowed to borrow money at 0.25% and invest in businesses and projects that yield between 5 and 20% per year, we’d be billionaires, too. Oops. System error. We can’t borrow at those rates; only large corporations and Wall Street players can. Ah, there’s the rub and where the inherent unfairness lies. The large players have tilted the game board in their favor. And yet, it is even worse. They not only get access to cheap capital, which is not available to the average citizen, but THEY ALSO GET BAILED OUT WHEN THEIR BETS DON’T WORK!

The classic example of this is the Great Financial Crisis of 2008 (GFC), when all of the Wall Street banks used mispriced credit to blow an enormous housing market bubble. When the bubble burst and left Wall Street and investment banks effectively bankrupt, they convinced the government, and by extension the taxpayers, to backstop their losses and bail them out. They reaped profits by making risky bets that funneled billions into bankers’ pockets. When their scheme blew up, Wall Street persuaded the government to save them so they could live to do it another day. None of them had to forfeit their fraudulently obtained profits. In fact, in the very same year that the banks were bailed out, they paid over $20 billion in executive bonuses! Business as usual.

Meanwhile, when the housing bubble burst, countless innocent taxpayers were devastated. Homeowners lost trillions in home equity, and some even lost their homes. On top of that, they faced large stock market losses (the S&P 500 was down 57%) wiping out many retirement accounts, and job losses led to record unemployment (peaking at 10.0% in October 2009). The average American took a hard blow when the housing bubble collapsed. No one funneled billions into their pockets. As Morgan Housel30 observed:

The implosion of the Dotcom bubble in the early 2000s reduced household wealth by $6.2 trillion. The end of the housing bubble cut away more than $8 trillion.

It is hard to overstate how devastating financial bubbles can be.

They ruin lives.

— Morgan Housel

We had socialism for the bankers, but rugged capitalism for all the home purchasers, who were sucked into the bubble that Wall Street created, then foreclosed upon when they could not sell or make their payments as the economy collapsed. This perversion of capitalism, the rot in the system, turns capitalism into “crony capitalism.” It’s not a free market. It’s rigged by the powerful. Wall Street CEOs, famous investors, and others armed with insider knowledge that a bailout was coming positioned themselves perfectly. They loaded up on investments and granted themselves stock options just before the government rescue locked in their fortunes. It wasn’t a gamble for them — it was a guaranteed win bought with inside knowledge while millions of Americans lost everything. And this is just the tip of the iceberg.

People in America — and by extension worldwide — need to understand that inflation stems from the government’s habit of printing money to bail out corrupt bankers and corporations. Ordinary citizens foot the bill for the salvation of bankers and politicians through future inflation and higher prices. It is wrong.

So, you might ask yourself, well, how did we get here? The gateway crime was abandoning the system of sound money provided by the gold standard. But the story is much longer, with the evolution of money, credit, and banking leading up to that pivotal moment in 1971. Let’s examine those now.


THE PATH TO PURE FIAT: 1789-1971

Since our nation’s birth in 1789, the battle over banking, particularly central banking, has been a recurring and contentious hot-button issue. Two quotes from that era frame this struggle:

The issue which has swept down the centuries and which will have to be fought sooner or later is the people versus the banks.

— Lord Acton (1834-1902)31

Give me control of a nation’s money supply and I care not who makes its laws.32

— Mayer Amschel Rothschild (1744-1812)

Rothschild’s edict illustrates that even in the 1700s, people knew that whoever controlled a nation’s banking and monetary system would hold great power. The Bank of England, established in 1694, became the model for central banking. In the U.S., the first quasi-central bank, the Bank of North America, was created by Gouverneur Morris in 1781. It was privatized in 1783.

Adhering to the founders’ original intent, soon after the republic was founded, Congress passed the Coinage Act of 1792, which established and defined the dollar as 371.25 grains of silver and authorized the Treasury to produce silver dollars, quarters, and dimes. At the time, the issue of currency debasement was such a serious concern that Section 19 of the Coinage Act provided that anyone who debased or fraudulently altered the nation’s coinage would suffer the death penalty. Author G. Edward Griffin wryly observed: “a law which, if enforced today, would wipe out the House of Representatives, the Senate, the managerial level of the Treasury Department, and the Presidency as well.”33

After the Bank of North America failed, the nation’s next attempt was the First Bank of The United States, founded in 1791 by Alexander Hamilton and opposed by Thomas Jefferson.

Jefferson articulated several prescient warnings regarding central banking:

If the American people ever allow private banks to control the issue of their currency, first by inflation, then by deflation, the banks and corporations that grow up around the banks will deprive the people of all property until their children wake up homeless on the continent their fathers conquered. The issuing power should be taken from the banks and restored to the people, to whom it properly belongs.

And another:

I sincerely believe that banking establishments are more dangerous than standing armies, and that the principle of spending money to be paid by posterity under the name of funding is but swindling futurity on a large scale.

— Thomas Jefferson

The original charter for the First Bank of the United States was for 20 years. When it came up for renewal in 1811, it was narrowly defeated by one vote each in the House and the Senate. However, the victory for sound money forces was short-lived. The War of 1812 was an expensive burden for the young nation; private banks and the over-issuance of U.S. notes financed it. Digesting this burden led to a financial crisis, and in 1814, the government allowed the banks to suspend specie payment.34 Rothbard called this “one of the most flagrant violations of property rights in American history,” as the banks were allowed to continue to operate and earn profits. (GFC 2008, sound familiar?).

Even more important, the 1814 specie suspension set a dangerous precedent, giving aggressive bankers a “get out of jail free” card, which would be used multiple times in the 19th century. The financial chaos associated with funding the War of 1812 and subsequent specie suspension spurred the chartering and establishment of the Second Bank of The United States (1816-1833). The Second Bank lost no time creating credit, igniting an enormous inflationary boom. Some of its managers, however, foresaw that they were in deep trouble and feared another suspension of specie redemptions, so they rapidly tightened the money supply. This drastic action created the Panic of 1819 by decreasing the money supply by 47.2% in one year! The resulting deflation devastated the economy, with prices falling and commerce grinding to a halt. As hard money economist William Gouge said, “The Bank was saved, and the people were ruined.”35

This boom-bust cycle of inflation, followed by deflation, led to a growing movement spearheaded by Andrew Jackson, 7th President of the U.S., and others to eliminate fractional reserve banking.36 Jackson ultimately succeeded in his fight to deny the Second Bank’s charter renewal. Capturing the crux of the issue, he roared:

Gentlemen! I too have been a close observer of the doings of the Bank of the United States. I have had men watching you for a long time, and am convinced that you have used the funds of the bank to speculate in the breadstuffs of the country. When you won, you divided the profits amongst you, and when you lost, you charged it to the bank. You tell me that if I take the deposits from the bank and annul its charter I shall ruin ten thousand families. That may be true, gentlemen, but that is your sin! Should I let you go on, you will ruin fifty thousand families, and that would be my sin! You are a den of vipers and thieves. I have determined to rout you out, and by the Eternal, (bringing his fist down on the table) I will rout you out!

— Andrew Jackson

From 1833 until the Civil War, the American banking system operated through a decentralized network of state-chartered banks. Although these institutions practiced fractional reserve banking and still experienced cycles of booms and busts and inflation and deflation, their regional distribution meant that financial turbulence occurred more on a local level rather than spreading nationally. Amongst the numerous state-led experiments, one stood tall, creating a more stable banking system — the Suffolk System in Massachusetts. Headquartered in Boston, Suffolk required participating banks to hold specie deposits and imposed an early form of reserve requirements by limiting the amount of fractional reserve lending that could take place.

Soon enough, the Civil War dramatically shifted the rules of the game. Federal government expenses skyrocketed from $66 million in 1861 to $1.3 billion just four years later. The U.S. Treasury demanded that Congress pass the Legal Tender Act of 1862 to cover these costs, allowing the government to print and issue fiat currency — United States notes — known as greenbacks. Greenbacks were not “backed” by gold or silver; they were simply a government obligation. Unsurprisingly, the greenbacks quickly depreciated against gold from the minute they were issued. Later in the war, greenbacks with a face value of $1.00 were only exchangeable for $.30 worth of gold. The Confederate fiat currency suffered the fate of war, becoming worthless following the Confederacy’s defeat. The war ended in 1865, yet it was not until 1879 that the country returned to the full gold standard and restored specie convertibility. In the intervening years, a fierce battle erupted between sound money advocates who championed gold and populists who favored silver. The war over bimetallism was resolved in gold’s favor. The sounder money forces had won.

Notably, a sound money leader emerged during this time, James A. Garfield (1830-1881), who served as the 20th President of the United States for just six months before his assassination in 1881. Even though he had served as a Brigadier General in the Union Army, Garfield opposed Lincoln’s issuing of greenbacks. He consistently championed the gold standard, as illustrated in these two powerful statements:

Any party which commits itself to paper money will go down amid the general disaster, covered with the curses of a ruined people.

Whoever controls the volume of money in our country is absolute master of all industry and commerce...when you realize that the entire system is very easily controlled, one way or another, by a few powerful men at the top, you will not have to be told how periods of inflation and depression originate.

— James A. Garfield

Prior to Garfield, during the Civil War, Congress enacted the National Banking Act of 1863, which favored national banking institutions, primarily based in New York, and disadvantaged state banks, leading to greater centralization.

From 1879 until 1933, America’s gold standard anchored its monetary system despite the practice of fractional reserve banking regularly triggering financial instability. When banks overextended their lending during prosperous times, they created credit bubbles that inevitably burst, leading to the major panics of 1873, 1884, 1893, and 1907. Despite these periodic credit-driven crises, the era maintained remarkable price stability and even experienced beneficial deflation as productivity improvements lowered costs. Ironically, Keynesians argue that an economy cannot function without inflation or animal spirits,37 now citing 2% as the ideal. This period disproves that notion.

As leading Austrian School economist Murray Rothbard stated:

It should be clear, then, that the ‘great depression’ of the 1870s is merely a myth–a myth brought about by the misinterpretation of the fact that prices in general fell sharply during the entire period. Indeed they fell from the end of the Civil War until 1879. Friedman and Schwartz estimate that prices in general fell from 1869-1879 by 3.8 percent per annum. Unfortunately, most historians and economists are conditioned to believe that steadily and sharply falling prices must result in depression: hence their amazement at the obvious prosperity and economic growth during this era. For they have overlooked the fact that in the natural course of events, when governments and the banking system do not increase the money supply very rapidly, free-market capitalism will result in an increase in production and economic growth ... Prices will fall, and the consequences will not be depression or stagnation, but prosperity (since costs are falling too), economic growth, and the spread of the increased living standard to all consumers.

— Murray Rothbard

During this period (1869-1879), including the Panic of 1873 — which some labeled a “depression” (it certainly was for bankers who were wiped out) — the economy experienced tremendous growth. Gross Domestic Product expanded at an impressive 6.8% per year, real per capita income rose by 4.5% per year, and living standards improved for the average American. With nominal GDP growth of 6.8% combined with 3.8% price deflation, the real GDP growth amounted to 10.6% per year. Stunning!

You read that correctly. Prices were falling and GDP grew rapidly! The notion that inflation is necessary for GDP growth or to stoke “animal spirits” is dead-ass wrong. Rather, deflation is the natural condition of a well-functioning economic system. As productivity and efficiency improve, deflation follows as a natural result of doing more with less. Consider Moore’s Law38 and how the prices of computers, TVs, and other technology products have fallen relentlessly over the past 40 years, even as their quality and performance have improved. Think about it from the consumer’s perspective: what is so bad about deflation? Who doesn’t enjoy falling prices over time? This is what a properly functioning economy can deliver.

Let’s pause to discuss the difference between “full reserve banking” and “fractional reserve banking.” In the world of full reserve banking, financial institutions acted as fortresses for your money. Every dollar deposited remained safely tucked away or invested in highly secure, easily liquidated assets like Treasury Bills. Need to withdraw your funds? No problem – they’re always there, ready and waiting. This system virtually eliminates the threat of bank runs, as there’s no mismatch between deposits and available cash. We do not have this system.

Now, step into today’s world of fractional reserve banking. This centuries-old practice began innocently enough with goldsmiths safeguarding precious metals. But a fascinating realization changed everything. Not all depositors would reclaim their gold simultaneously. This insight birthed a powerful money-creation mechanism.

Here’s how it works: banks keep only a fraction of deposits on hand and lend out more than they have in deposits. With this system, the bankers can create money via credit, ex nihilo (out of nothing).39 A creditworthy borrower shows up, agrees to repay a loan at a future date and receives a deposit in his account. The bank now has an asset, the loan, and the consumer now has cash to spend. The cash came out of thin air because it was not backed by an equal-sized deposit. The bank has conjured money into existence. This credit creation just increased the aggregate amount of money held by all consumers and thereby grew the money supply. This is inflationary. The important point is that credit creation is the same as money creation. This is why credit cycles are inherently inflationary.

The power to create money sits at the core of modern banking — and it is controversial. Even a leading banker in the 20th century, Sir Josiah Stamp, confessed as much when he said:

The modern banking system manufactures money out of nothing. The process is perhaps the most astounding sleight of hand that was ever invented. Banking was conceived in iniquity and born in sin.... Bankers own the earth. Take it away from them but leave them the power to create money, and, with the flick of a pen, they will create enough money to buy it back again.

— Sir Josiah Stamp, 1927, Director of The Bank of England

Why are banks willing to do this? For the money. If they can make loans that pay them interest without having the corresponding cost of interest on the deposit, they significantly boost their income. See why banking is a good business? In its early days, or in the hands of conservative banks, fractional reserve banking can work. For instance, if a bank holds deposits equal to a significant portion of its loan base (50% or more), the odds of a bank run are slim. But greed gets in the way. Most cannot resist the temptation to push their loan volume up to the level where excess deposits or equity are only a tiny fraction of total credit. Some hold reserves of only 10%, while some hold even less.

Another problem is that this practice fuels repeating cycles of booms and busts. As banks create more credit, inflation rises, leading to malinvestments that eventually get liquidated when the underlying overcapacity becomes evident. The result? Recessions, depressions, and financial panic, all triggered by cycles of reckless lending followed by the inevitable collapse of the bad investments.

Now, imagine that you are a banker, and you realize that the one flaw in your business model is that as this cycle plays out, you are at risk of failing during one of these inevitable downturns.

These exact circumstances occurred in the Panic of 1907, when the deep pockets of J.P. Morgan prevented a wholesale collapse of the New York banking industry, sending shockwaves through the financial world and driving a cartel of banking leaders — including Morgan, the Rockefellers, Warburg, Kuhn, and Loeb — to lobby for a solution. Their answer was to create the United States Federal Reserve in 1913. In keeping with government nomenclature, the Federal Reserve is neither Federal nor a Reserve. The Fed, as it is commonly called, is really a bank cartel. Owned by its member banks, it is a hybrid private/public entity. It is designed to bail out banks by obligating the U.S. government to bail out the banking system whenever it becomes overextended. In other words, the Fed ensures the banks are protected while taxpayers foot the bill when things go wrong. Nice work if you can get it.

THE U.S. FEDERAL RESERVE: Est. 1913

The Fed is many things, but a friend of the average citizen it is not. It is a marriage of banker Interests and government interests. Both of these groups benefit at the expense of the common man. Interestingly enough, this was not lost on our predecessors, as this 1912 political cartoon by Alfred Owen Crozier40 illustrates:
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Two members of Congress, Senator Robert LaFollette and Congressman Charles Lindbergh (the aviator’s father), railed against the proposed “money trust.” A plan “which was responsible,” they said, “for deliberately creating economic booms and busts in order to reap the profits of salvaging foreclosed homes, farms and businesses.”41

The Fed was born in secrecy. Congress established it two days before Christmas in 1913, when many Representatives were not present to vote against it. It was sold as a great benefit for the country and the people, but reality has shown otherwise. Clever bankers have distorted its original purpose to their own advantage.

Originally, the Fed had so-called noble aims:

	Act as the lender of last resort;

	Prevent and stop bank runs by “lending against good collateral at penalty rates,” as described by British financier Walter Bagehot;42

	Provide a “flexible or elastic currency” to manage the recurring bouts of inflation and deflation that had plagued the nation’s development; and

	Offer stability during financial crises.



Almost immediately, the Fed strayed from its mandate. By 1916-1917, rule changes (Section 13.8) allowed it to finance the U.S. Treasury’s World War I expenses, violating its charter of only lending against real bills with heavy collateral coverage. This mission creep was unsurprising to skeptics.

Just as we see today, in 1917 the banks began to make profits by subscribing to Liberty Bonds which paid 3.5% and then borrowing newly created money from the Fed at 3.0%, or a risk-free spread of 50 bps. This was a win-win for the government that got its war paid for, and the banks that made a profit financing the same. The loser was the consumer who was soon to be hit by inflation (Sound familiar? The more things change…).

World War I marked a turning point for the fledgling Federal Reserve. As war expenses mounted, the Fed’s balance sheet, a proxy for the money supply, ballooned from under $200 million dollars in 1914 to $6.3 billion by 1920. Inflation raged between 8 and 17% per year throughout that period. By 1920, a dollar purchased half as much as it did in 1914. The price level had doubled!

During World War I, the nation’s debt exploded from $1 billion to $27 billion, and the Fed helped to monetize it. To the Fed’s credit, in 1919, they realized they had a serious inflation problem. Then Chairman Benjamin Strong raised the discount rate from 4% to 7% and held it there for 18 months. This triggered a serious downturn. Commodity prices plummeted by 50%, manufacturing contracted by 42%, and unemployment rose five-fold to 11.9%. But, unlike today or during the Great Depression, there was no interference in the pricing mechanism, and within a few years, the economy was back on a sound footing.

Inflation in the war and post-war years was significant. I created the list and chart below to show U.S. CPI during this period:

	Year
	U.S. CPI (%)

	1915	1.0
	1916	7.9
	1917	17.4
	1918	17.2
	1919	15.3
	1920	15.6
	1921	-10.6
	1922	-6.1
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These were very inflationary years, which the country had not seen since the Civil War. They had broad societal impact.

As mentioned above, the price level doubled. Worker’s wages lagged behind inflation, sparking widespread labor unrest with strikes in the steel, coal, and railroad industries. 1919 saw over 3,600 strikes involving 4 million workers. Racial tensions rose with the revival of the Ku Klux Klan and a record number of lynchings. Race riots erupted in Chicago, East St. Louis, and Washington, D.C. And, Tulsa, Oklahoma’s prominent Black community suffered a devastating attack.

The inflationary period of 1915-1920, orchestrated by the newly formed Federal Reserve, unleashed a cascade of unintended consequences that reshaped American society. Economic turmoil creates fertile ground for financial opportunism, like Charles Ponzi’s infamous “Ponzi Scheme” in 1919. Ponzi’s exploitation of economic uncertainty eerily foreshadowed Sam Bankman-Fried’s modern-day crypto scam, which thrived during the COVID-era inflation. The corruption also seeped into America’s favorite pastime when the 1919 “Black Sox” scandal rocked baseball. Chicago White Sox players were accused of intentionally throwing the outcome of the World Series against the Cincinnati Reds to receive payment from a gambling syndicate. Meanwhile, the Spanish Flu pandemic of 1918-1919 compounded societal stress, straining a nation already reeling from economic instability. When it rains, it pours! The parallels with the COVID outbreak almost exactly 100 years later are eerie.

In reaction to the tumult, Progressive reformers blamed many of society’s problems on alcohol and pushed through the Volstead Act in 1919, ushering in the Prohibition era.

The international stage set out a stark warning of inflation’s extreme societal costs. Weimar Germany’s hyperinflation (1921-1923), caused by war reparations due after World War I, showcased how rapidly a modern industrial society could unravel. The social history of the time tells tales of heavy gambling, increased drug use, and open prostitution during this episode. When high inflation hits a country, it often tears the social fabric.

This chaotic period, 1915-1920, demonstrates how monetary policy can trigger far-reaching societal changes. The Federal Reserve, just three years old, plunged the nation into its most inflationary episode since the Civil War. This was not a coincidence — rather an exhibition of the power and pitfalls of centralized monetary mismanagement.

Austrian Economist Murray Rothbard’s critique of the Federal Reserve system captures the essence of the problem:

The financial elites of this country, notably the Morgan, Rockefeller and Kuhn, Loeb interests were responsible for putting through the Federal Reserve System as a governmentally created and sanctioned cartel device to enable the nation’s banks to inflate the money supply in a coordinated fashion, without suffering quick retribution from depositors or noteholders demanding cash. Recent researchers, however, have also highlighted the vital supporting role of the growing number of technocratic experts and academics, who were happy to lend the patina of their allegedly scientific expertise to support the elites’ drive for a central bank. To achieve a regime of big government and government control, power elites cannot achieve their goal of privilege through statism without the vital legitimizing support of the supposedly disinterested experts and the professoriat. To achieve the Leviathan state, interests seeking special privilege, and intellectuals offering scholarship and ideology, must work hand in hand.

— Murray Rothbard

Brian O’Brien’s assessment in The Tyranny of The Federal Reserve echoes and expands on Rothbard’s critique:

The Federal Reserve Act of 1913 was a rejection of American values. It put into place a system that was unaccountable to the people, without checks and balances, and which concentrated power in the hands of the few who were given the authority to make decisions in secrecy that affect the lives of all of us. The system was purposely designed to operate without the consent of the governed.

The entire rationale for why our current monetary system was put into place was to protect the American people from the bank panics that periodically afflicted the nation and caused widespread chaos and misery.

One hundred years after the passage of the Federal Reserve Act, by any objective measure, the Federal Reserve has failed to protect us from the very thing its architects told us it was designed to prevent. (Emphasis added.) Only five years after the passage of the Act the United States was struck by a severe depression when World War I came to a close. Sixteen years after the passage of the Act, our nation suffered the most devastating and catastrophic depression in our history—the Great Depression. Since the founding of the Federal Reserve, we have lurched from economic boom to bust at regular intervals. These booms and busts have been just as chaotic and have caused just as much misery for the American people as they did prior to the founding of the Federal Reserve.

PROMISES VERSUS REALITY

When the Federal Reserve was established in 1913, it promised to tame the wild swings of the business cycle. A century later, the data tells a different story.

Picture two economic landscapes: pre-1913 and post-1913. Before the Fed, the ratio between gold prices and the Dow Jones Industrial Average tracked steadily. This stability reflected an era in which money (gold) and economic activity (the Dow) moved in predictable harmony from 1800 until the 1920s. This next chart depicts that harmony as near a constant mean level.

Enter the Fed, and suddenly, the data diverge. To counteract the deflation of 1920-1922, the later 1920s saw a dizzying credit-fueled stock market ascent, followed by a gut-wrenching 90% plummet in the 1930s. Since then, the gold-to-Dow ratio has swung wildly, like a pendulum in an earthquake. Looking at this chart, one is inclined to ask, which is a more stable system and which is more volatile?
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Nick Laird (GoldChartsRUS) with Egon Von Greyerz (Gold Switzerland), “220 Years - Dow/Gold Ratio.” ©World Gold Charts goldchartsrus.com

But it’s not just equities that feel the tremors. Luke Gromen, one of the country’s leading macro investment analysts, writes a must-subscribe report entitled FFTT (Forest For The Trees). This next chart, prepared by Gromen, reveals how oil prices – the lifeblood of our modern economy – have become a roller coaster since we abandoned the gold standard. The entire world economy is linked to energy, and so the price of energy is a hugely important input for economic calculations. This volatility is like trying to build a house on shifting sands; businesses struggle to plan when the cost of energy is as predictable as a game of roulette.
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Luke Gromen, “Oil Prices, 1861-2022,” Forest-For-The-Trees (FFTT).

THE GREAT DEPRESSION

Ben Bernanke, former Federal Reserve Chairman, called the Great Depression the “Holy Grail” of macroeconomics, believing that understanding it is key to preventing another such crisis. I concur. I just have a problem with his analysis of the Depression because he really got it wrong and blew the call.43 Bernanke argues that the international gold standard caused the Depression. Bernanke wrote in the abstract of this paper:

Recent research has provided strong circumstantial evidence for the proposition that sustained deflation—the result of a mismanaged international gold standard—was a major cause of the Great Depression of the 1930s.

— Ben Bernanke & Harold James

He is wrong. The Depression was the natural occurrence of deflation following the collapse of an enormous inflationary credit bubble that developed between 1921 and 1929. The Fed’s excessively loose and accommodative monetary policy during the 1920s supplied the air. Then it burst. To expect that the inevitable pop was not going to be bad is disingenuous or naïve. Austrian economist Ludwig von Mises advised that if you want to avoid depressions, you start by not allowing easy money bubbles to form.

Specifically:

There is no means of avoiding the final collapse of a boom brought about by credit expansion. The alternative is only whether the crisis should come sooner as the result of voluntary abandonment of further credit expansion, or later as a final and total catastrophe of the currency system involved.

— Ludwig von Mises

The Great Depression unfolded exactly as von Mises described. When public confidence finally broke, further credit expansion became impossible. If we had followed a Bernanke-styled prescription for the cure, we would have had a total currency collapse. In fact, historical records show that the gold standard, combined with Roosevelt’s revaluation of gold, helped lift the nation from the Depression.

So, let’s examine what happened. The aftermath of World War I and the complex relationship between the United States and Britain shaped the 1920s economic landscape. During this period, the U.S. maintained its gold standard, with citizens able to exchange gold at $20.67 per ounce. Meanwhile, European nations had abandoned their gold standards to finance the war through monetary expansion. In the early 1900s, Britain and the U.S. shared world geopolitical leadership status, while London and New York jockeyed to claim title as the world’s financial center. Britain’s 1914 departure from the gold standard —necessary to finance the war — marked a significant shift in global economic power.

The British government’s determination to return to the gold standard at pre-war rates, despite having doubled its money supply, created unsustainable economic pressures. The close relationship between Benjamin Strong, head of the U.S. Federal Reserve, and Montagu Norman, head of the Bank of England, led to a fateful decision: Strong deliberately pursued inflationary policies in America to help Britain by devaluing the dollar against the pound.

Appearing reluctant to risk another meltdown like the brief but sharp crash in 1920, the Fed embarked on seven years of loose money. The numbers tell the story: U.S. money supply surged from $45.3 billion to $73.3 billion between 1921 and 1928—a staggering 61.8% increase, averaging 7.7% annually. Price inflation was mild because increased productivity reduced goods prices while asset prices soared. The increase in the monetary base went into financial assets and blew an enormous stock market and credit bubble. “Total debt in the system was $173 billion in 1929, while the monetary base was a little over $6 billion . roughly a 28:1 ratio.”44 This ratio was extreme. (For comparison, today the U.S. has all sector debts of $100 trillion and a monetary base of $5.6 trillion, a ratio of 18:1.) When the 1929 bubble burst, the ensuing deflation was severe, leading to the Great Depression.

The Hoover Administration and, subsequently, the Roosevelt Administration tried to react, and the Fed provided massive monetary accommodation via rate cuts. Still, it was not enough to break the deflationary trend.

Here, we can see the Fed Funds interest rate during the early years of the Depression. The bottom line in the chart below tracks how the Fed quickly took the Fed Funds Rate from 6% to 4% and then ultimately to 2% before setting it very close to zero. It is hard to argue that the Fed was not monetarily accommodative during the Depression.45
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Fed Funds Rate, Call Money Loan Rate, and Federal Reserve Discount Rate, April 1928- April 1933. See footnote 60

Bernanke argues that the Fed should have provided even more monetary accommodation. I disagree. Had they provided more monetary accommodation (quantitative easing), they might have destroyed the currency, which they are currently doing right before our eyes.

Roosevelt’s dramatic intervention came amid soaring unemployment and widespread bank failures. His approach centered on breaking the deflationary spiral through dollar devaluation against gold. His policy took two very controversial steps. First, in April 1933, Roosevelt issued Executive Order 6102, which mandated the surrender of private gold holdings and criminalized private gold ownership—an unprecedented violation of American property rights. To say this was un-American is an understatement. Then eight months later, in January 1934, he revalued gold upward by 69% ($35/$20.67) in dollar terms and returned the U.S. to a gold exchange standard, but no private citizen could own gold. With this two-step rule change, he effectively stole value from the American gold-holding public. Having said that, it did achieve its immediate economic objective of breaking the deflationary psychology, and the stock market and economic activity improved throughout 1934.

Today, looking backward, we can readily see that a series of misguided policies prolonged the Depression far beyond what was necessary. The artificial maintenance of high labor prices, combined with the Smoot-Hawley tariffs that severely restricted international trade, created significant barriers to economic recovery. These interventionist measures, among others, continued to suppress natural market adjustments that might have hastened recovery. The damage was deep and sustained. It was not until World War II that economic activity truly recovered to a more normal level.

WORLD WAR II

World War II finally ended the Great Depression, beginning with increased industrial activity to support Britain after Hitler’s 1939 invasion of Poland. The Japanese attack on Pearl Harbor accelerated this transformation, as America entered the war directly. The fight against fascism was existential and demanded extreme measures. The U.S. government budget deficit soared from 3% of GDP in 1939 to 27% of GDP in 1943. U.S. Federal debt increased from $43.0 billion to $259.0 billion, or 5x in five years. To finance these expenditures and promote patriotism, the government issued and marketed Liberty Bond sales while implementing wage and price controls, as well as a complex system of rationing of critical goods, including canned goods, meat, dairy, cars, tires, and gasoline. Citizens were issued coupons to distribute goods more fairly. Of course, a black market for coupons rapidly developed.

By war’s end in 1945, America faced a daunting debt-to-GDP ratio of 113%. This was a problem because the weight of this debt threatened to destroy the government’s budget if interest rates increased. So, beginning in 1942, the Federal Reserve and the U.S. Treasury embarked on a program of yield curve control, aka yield capping. The Fed capped interest rates on short-term bills at 3/8ths of 1% and the yield on longer-term bonds at 2.5%. They did this by buying bonds in the marketplace with printed money and growing their balance sheet. This caused the Fed balance sheet to swell from $25 billion in 1941 to $45 billion at the end of the war. Effectively almost doubling in 4 years. Base money printing.

At the end of 1945, the federal debt stood at $258 billion, compared to a GDP of $228 billion, a ratio of 113%. For perspective, today (November 2024), our debt-to-GDP ratio stands even higher at 123% ($35.7 trillion debt compared to $29.0 trillion GDP). Let that sink in. Right now, in peacetime, we have a higher debt-to-GDP ratio than we had in the immediate aftermath of World War II.

The post-war solution to this level of debt proved painful. To return the debt-to-GDP balance to a more manageable level, the Fed maintained its yield curve suppression campaign until 1951. During this period, inflation exploded, particularly in 1946, when the CPI rose by 18%. The losers in this episode were long-term bondholders who saw the value of their bonds severely eroded. This rhymes with what I believe will happen today.

Post World War II, the economy flourished as returning GIs fueled an unprecedented housing and consumer spending boom. This robust economic growth, combined with the demographic surge of the baby boom, enabled America to outgrow its massive war debt. Unlike today’s financial engineering solutions, the nation grew and earned its way out of the debt trap, gradually restoring debt-to-GDP to sustainable levels.

BRETTON WOODS

Most countries were on the gold standard in the period leading up to World War I. The cost of World War I required everyone to abandon or modify their currency’s relationship to gold. In the interwar period, some were able to return to the gold standard, but World War II put an end to that. At the end of World War II, the German Reichsmark and the Japanese Yen were highly devalued, and it was necessary to peg the Yen to the dollar to save it. Recognizing that there was going to be a need to establish a monetary standard when the war was over, the Allies convened a conference in Bretton Woods, New Hampshire, in July 1944. Over 44 countries were represented. The goal was to establish a fair monetary system for world trade that would prevent competitive currency devaluations, trade wars, and tariffs.

The full scope of the Bretton Woods Conference is complex. It resulted in the establishment of the World Bank and International Monetary Fund. But most importantly, the attendees agreed to a system where all currencies were guaranteed to be converted into U.S. dollars within 1% of the fixed parity rate. The Dollar served as the system’s base and could also be converted into gold bullion by foreign governments and central banks at $35 per ounce. America’s dominant position, backed by over 20,000 tonnes of gold and unprecedented postwar economic power, made this arrangement possible. In reality, this system was more of a quasi-gold standard than a full gold standard because, unlike foreign governments, U.S. citizens were not legally allowed to own gold or exchange dollars for gold. This two-tiered arrangement — domestic restriction paired with international convertibility — provided some external balance to the international monetary system. However, the system began to crack when the U.S. government began to run the “Guns and Butter”46 deficits of the Johnson administration in the mid-1960s. In 1965, Congress passed the Coinage Act, which removed silver from circulating coins such as dimes and quarters and reduced the silver content in half dollars, hinting at the government’s waning interest in hard money. Just three years later, in 1968, Congress took another pivotal step and abolished the gold coverage ratio, which had required the Federal Reserve to hold gold equal to 25% of Federal Reserve Notes in circulation. These actions set the stage for the crime of 1971.

THE CRIME OF 1971

The dollar exchange/gold standard established at Bretton Woods thrived from 1944 to 1971. During this period, the U.S., as the world’s leading industrial economy, ran a positive trade balance by exporting more than we imported. Furthermore, the Federal government acted responsibly and did not run deficits with the brief exception of the Korean War (1950-1953). This all began to change after Kennedy’s assassination when President Johnson ambitiously implemented expensive social programs and ramped up what began as a small police action in Vietnam (with 1,000 U.S. soldiers supporting the South in 1959) into a full-blown war following the staged 1964 Gulf of Tonkin incident.

Wars are expensive and the U.S. federal government began monetizing its substantial budget deficits.47 Other countries noticed. France, led by economist Jacques Rueff, criticized this approach, arguing that the U.S. could essentially print its way out of debt and pay for the goods and services of other countries while the other countries had to produce goods to earn dollars. He dubbed it “deficits without tears.” When the French and others caught on to the U.S.’s profligate policies, they began to demand gold bullion in exchange for the U.S. dollars they received for their exports. As confidence eroded, foreign governments increasingly demanded gold for their dollars, draining U.S. gold reserves from 20,000 to 8,300 tonnes. Faced with this crisis, Treasury Secretary John Connolly, Paul Volcker, Under Secretary of Treasury for Monetary Affairs, and Fed Chairman Arthur Burns advised Nixon to protect America’s strategic gold reserves rather than devalue the dollar. They could have stopped the gold drain by devaluing the dollar, but doing so would feed domestic inflation. They also knew that the U.S. gold was a strategic asset, and they did not want to lose the last 8,133 tonnes. Thus, they counseled President Nixon to eliminate convertibility and close the gold window. On August 15, 1971, Nixon interrupted Sunday evening television—including a Detroit Tigers baseball game that I was watching with my dad—to announce a “temporary” suspension of dollar-gold convertibility. He said this was needed to prevent “international speculators” from taking advantage of Americans. In his address, Nixon also imposed a 90-day freeze on wages and prices to combat inflation and introduced a 10% surcharge on imports to protect American industries. He concluded by saying, “Your dollar will be worth just as much tomorrow as it is today,” to reassure Americans about the value of the dollar. Soon thereafter, he borrowed a phrase from Milton Friedman, “Well, I guess we are all Keynesians now.”

This shift to a pure fiat currency triggered immediate market punishment. The 1970s saw average annual inflation of 6.8%, with peaks exceeding 12%. Gold prices soared from $35 to $800 by 1980—a staggering 2,186% increase (22x or a compound annual appreciation of 41.6%) that threatened the very concept of fiat currency. The currency pummeling came in three waves, with the Federal Reserve struggling to get it under control. They were unsuccessful until Fed Chairman Paul Volcker took the Fed Funds rate to 20% in 1980. What the markets were saying was that they did not trust the new dollar as a fiat currency. In his memoir, Fed Chairman Volcker commented that one mistake they made during this time frame was to not make a greater effort to control the price of gold. I remember the time well, and a fair number of people actually thought the dollar could fail.

Going off of the gold standard was a crime and also a very irresponsible act. The U.S. defaulted on its Bretton Woods obligation. The U.S. Dollar became a purely fiat currency and was vulnerable. Central bankers watched in horror as the gold price told them that they had broken the money. People did not trust the dollar anymore, and gold was seen by central bankers as an existential threat to fiat currencies. For those of us in the gold investing community, it’s evident that government finance ministers took note of the 1970s and have since decided that they would not make that mistake again. There is substantial evidence suggesting that, since that time, the price of gold has been manipulated to protect fiat currencies.48

The chart below shows how dramatic the move in the price of gold was during the 1970s when people were losing faith in fiat currency expressed in dollar terms.
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TradingView, “Gold Price Per Ounce ($): 1971-1981.”

POLITICS KILLED GOLD

Lyn Alden makes the very interesting point that the drift away from sound money occurred almost naturally, driven by the development of technologies that provided (and required) faster settlement, thereby leapfrogging the need to settle transactions in gold physically. Her point is that modern technologies enabled credit structures, leading to the inevitable death of sound money. I am sympathetic to this point of view, but I also believe that at many points in time, politicians made decisions that had a moral component. For example, in 1971 Nixon could have let the dollar float against gold. He did not. The need for a neutral reserve currency has always been present in international trade, and gold filled that role nicely when the world lived on the classical gold standard. Yet, time and again, politicians have made politically expedient choices without regard for the long-term consequences of their decisions. And as we explored earlier, our inflation problem worsened significantly after 1971, when we abandoned the international gold exchange standard.

Some say the gold standard failed. It didn’t. What I would say is that politicians murdered the gold standard. First by embracing pure fiat currency. Then by backstopping nearly unlimited credit expansion and allowing paper claims for gold to grow to multiples of the size of the underlying physical gold. Proving again that it is dangerous to let politicians control something as important to societal well-being as money.


1971 TO PRESENT: FINANCIALIZATION,
BAILOUTS, FREE MONEY

Since the founding of the U.S., we have slowly but surely drifted toward a monetary system that favors the wealthy by creating a two-tiered system where the financial elite get bailed out or protected by beneficial rule changes (socialism for the rich), while the average citizen must contend with the harsh realities of rugged capitalism. This disparity is at the core of our economic issues/problems.

The trend away from “sound money” accelerated after the U.S. abandoned the Bretton Woods International gold exchange standard in 1971. Along the way, incremental moves pushed us toward greater financialization of credit. In 1975, the financial sector accounted for 15% of the economy; today, that figure is 21%.49 Looking back at each step taken toward financialization, some seemed minor, but cumulatively, they lured us into over-indebtedness, now teetering on the verge of collapse.

It is hard to reverse course once you start down the inflationary road. Jens Parsson captured this in his explanation of exponential inflation:

We come now to the single most important law of inflation. The Law of Exponential Inflation. We may also think of it as the law of geometric progression: every inflation must compound itself at a geometrically increasing rate in order to continue to have the same beneficial effects as in the beginning. It means, in practical effect, that every inflation, once begun, must become continuously worse.

— Jens O. Parsson50

This process mirrors addiction. Like an alcoholic treating hangovers with more drinking, each monetary crisis demands increasingly larger intervention. Eventually, alcoholics in this condition will die. While cold turkey withdrawal — returning to sound money — is the only real solution, the economic equivalent of delirium tremens makes the impact of abandoning fiat money frighteningly difficult. We all know the cure but fear the withdrawal.

THE EVOLUTION OF AN ALCOHOLIC

The post-1971 era saw two critical developments: a decade of runaway inflation and the birth of corporate bailouts. Here are a few of the highlights of the post-1971 era. The Arab oil embargo, coupled with large deficits from the Vietnam War, which were in part monetized, led to a severe inflation problem. To combat this, then Fed Chairman Paul Volcker raised the Fed Funds interest rate to over 20% per annum. Twice! This caused chaos for many businesspeople, including my father, a store owner who carried a large inventory of furniture and used bank financing to do so. I recall his real fear that his business would fail. My grandfather and others were concerned that the dollar would fail. This fear was reflected in the gold price which briefly spiked as high as $800/ounce before Volcker’s aggressiveness and persistence convinced the market that the Fed was serious about containing inflation, triggering a deflationary trend that lasted until March 2020.

Importantly, one of the financialization trends that arose post-1971 was the beginning of bailouts for corporate America. True, during the Great Depression the government undertook huge social programs like the Civilian Conservation Corps (CCC), Public Works Administration (PWA), and National Industrial Recovery Act (NIRA) to fight the downturn, but none went so far as to specifically save individual companies. This changed in 1971 with the bailout of Lockheed Aircraft. It was the first time the government had bailed out a public corporation. It would not be the last. A number of other bailouts soon followed. Penn Central (1974), Chrysler Corporation (1980), Continental Illinois Bank (1984)51 and then the big one, the S&L Crisis (1989-1995), which led to the failure of over 1,000 savings and loan institutions. In aggregate, the S&L crisis, caused by excessive risk-taking brought on by Reagan-era regulation changes and the implicit backstop of the Federal Savings and Loan Insurance Corporation (FSLIC), cost taxpayers $160 billion in bailouts.

Former Fed Chairman Alan Greenspan is generally very highly regarded. In a book by Bob Woodward, he was labeled “the Maestro” for his handling of the economy during his 19 years (1987-2006) as Fed Chairman. Those of us who have followed him more carefully recognize that all the praise is undeserved. He was not a particularly good economist. He was often very wrong in his predictions, and he was most definitely a political creature. Under his watch, two major bubbles developed and burst. Investment manager Bill Fleckenstein wrote a book titled Greenspan’s Bubbles on this topic. The book reveals devastating information. The following excerpt nicely uncovers Greenspan’s poor judgment and his financial conflicts:

In his book, Inside Job: The Looting of America’s Savings and Loans, Stephen Pizzo describes an encounter in 1984 between Greenspan and Ed Gray (who was then the Federal Home Loan Bank board chairman) that bears repeating:

Gray received a letter from respected economist Alan Greenspan telling him he should stop worrying so much. Greenspan wrote that the deregulation was working just as planned, and he named 17 thrifts that had reported record profits and were prospering under the new rules. Greenspan wrote the letter while he was a paid consultant for Lincoln Savings and Loan of Irvine, CA, owned by Charles Keating, Jr. Four years after Greenspan wrote the letter to Gray, 15 of the 17 thrifts he’d cited would be out of business and would cost the FSLIC $3 billion in losses.52

The opening and growth of the “junk bond” or high-yield bond market also played a major role, and Michael Milken helped finance many of these S&Ls, including the Lincoln Savings and Loan, which failed in 1989 and was run by the man Greenspan consulted to, Charles Keating.53 Cleanup of the S&L crisis revealed a lot of fraud and corruption. A tough former law professor, William Black, led the effort, initiating over 1,000 criminal prosecutions and securing 800 convictions. Charles Keating and Michael Milken went to prison. The government did the right thing with the S&L crisis. These were the good old days of financial accountability, as witnessed when Enron, a large energy company, failed in 2001 due to accounting fraud, and many of its senior executives were imprisoned. The rule of law still mattered.54

Another important financial development occurred with the Marquette Bank v. First of Omaha (1978) Supreme Court ruling, which enabled banks to charge their home state’s maximum interest rate nationwide, bypassing state usury55 laws. Generally, most states capped annual rates between 8 and 10%, the highest rate being 12%. Delaware, however, had no cap. Predictably, many banks are now headquartered in Delaware, and the average credit card interest rate is 24.74%. Some cards charge as much as 29.5% annually. Loan sharks would blush.

So think about this. The average citizen, if they save their money, can only receive a safe return of 4-6% in today’s environment, but if they need to use credit cards to borrow money, they pay almost 25%. Who pockets the massive spread? You guessed it, the financial operators. They can borrow from the Fed at the Fed funds rate that has been as low as zero and is presently at 4.75% and re-lend to consumers at 25%, capturing the spread.

This systematic exploitation of average Americans through financial engineering echoes the abuses that took place in the roaring 20s stock bubble, which led to the formation of the Pecora Commission, a 1932-1934 investigation run by the U.S. Senate’s Committee on Banking that took the name of its lead prosecutor Ferdinand Pecora. The Commission investigated and uncovered serious banking and financial abuses, leading to the implementation of reforms like the Glass-Steagall Act56 and the passage of the Securities and Banking Acts of 1933 and 1934, which established the SEC.

GOLDEN AGE

From 1980 to 1995, the U.S. basked in a unique golden age for fiat currency. The deflationary trends set in motion by Paul Volcker continued while inflation receded as technological advances improved living standards.57 Also, the Soviet Union’s collapse (1989-1990) paid a peace dividend, easing global tensions and benefiting economic growth. The money supply expanded during this time, but the debt was channeled productively and productivity grew. Subtle shifts, however, began to appear in the late 1980s and mid-1990s.

In August 1987, Volcker was replaced as Fed Chairman by Alan Greenspan, who immediately faced the October 19, 1987, stock market crash when the Dow Jones Average plunged 22.6% in one day. A large contributor to the crash was the newly developed derivative strategy in a form called “portfolio insurance.” Portfolio insurance was really just a guarantee that if stocks fell below a certain level, then a portfolio would be covered against further loss. In a sense, this insurance acted as a giant, market-wide “stop-loss” order. This worked well as long as one assumes continuous market conditions, but when the market moved 22% in one day, it jumped over all the orders, generating substantial losses. Anticipating a correction and sensing the market was overextended, I had taken short positions before the crash, but the speed and magnitude of the crash still shocked me and many others.58

Fed Chairman Greenspan acted quickly and aggressively, opening the Fed discount window and promising unlimited liquidity to calm the market. This crash also spurred the establishment of the President’s Working Group on Financial Markets, colloquially the Plunge Protection Team (PPT). The group included the President, the Chairman of the Federal Reserve, the Treasury Secretary, the Chairman of the Securities and Exchange Commission (SEC) and the Chairman of the Commodity Futures Trading Commission.

The PPT’s role was to stand ready to stop severe market moves. Over the years, it became clear that the PPT was put in place to effectively create a “put”59 on the market. This became known as the “Fed Put” and then the “The Greenspan Put.” Whenever the stock market looked wobbly, Chairman Greenspan would come out with some calming words, assuring the market that the Fed stood ready to prevent any severe downturns. The net effect of Greenspan’s assurances and the PPT’s existence emboldened market participants to take on more risk, using leverage to do so.

Alan Greenspan subtly but powerfully transformed the Fed’s role from its historical mandate of providing price and employment stability to prioritizing asset prices, ensuring that markets only went in one direction — Up. Recognizing that asset prices, principally the stock market, play an outsized role in consumer confidence and economic activity, the Greenspan Fed began treating stock market performance as a new, important metric to manage. One could argue, as I have, that our current economic and financial system will break without continual stock market appreciation.

In the early days of Greenspan’s time at the Fed, the Fed Funds rate remained relatively high (6.0-9.7%), an indelible legacy of 1970s inflation fears. But, with the economic downturn of 1989-1991, Greenspan took the Fed Funds rate down to 3.0% to combat the slowdown. As the economy began to recover and to fight inflation preemptively, Greenspan began a rate hiking cycle in January 1994. The bond market responded by falling rapidly. This came to be known as the Great Bond Rout of 1994. Likely shaken by this response, Greenspan reversed course by July 1995, initiating rate cuts that contributed to the S&P 500’s 34% rise in 1995 and 20% in 1996. Determined to avoid another bond rout, Greenspan signaled his commitment to supporting the market, which cleared the deck for the first major financial bubble of the late 20th century: the Dotcom Bubble.

Fueled by the excitement of the internet’s commercialization, the Dotcom Bubble captured the country’s imagination. In 1993, internet connections were rare, sluggish, and had limited practical uses. Yet by 2000, following rapid technological advancements, over 50% of Americans had internet access, and adoption was accelerating. The explosive rise in Dotcom stocks reflected the Internet’s vast potential, much like earlier booms spurred by transformative innovations such as canals, railroads, steel, and radio. In each case, financial excess was driven by excitement over a new technology, often supported by a climate of easy money. Greenspan’s policies, combined with the allure of the internet, amplified this pattern, shooting the economy into an era of unprecedented speculative enthusiasm.

As a venture capital investor during the late 90s, I recall watching the explosive growth of companies at the forefront of the internet boom, such as Cisco Systems and Netscape. By the summer of 1998, the stock market was soaring, fueled by optimism about these “internet puzzle pieces.” But in August, a financial crisis developed in Russia and quickly spread worldwide. In the U.S., the prestigious hedge fund Long Term Capital Management (LTCM) — run by ex-Wall Street people — blew up. They were highly leveraged and played a version of the bond price convergence game. Their failure was significant. LTCM’s size and entanglement with the major Wall Street trading firms risked a complete financial market meltdown.

The Fed had a real problem on its hands and stepped up to broker a rescue deal, rallying all the Wall Street trading firms to bail out LTCM. The Fed did its part and promptly cut the discount rate. Once again, insiders got a special deal. Architected by Fed Chairman Alan Greenspan, Treasury Secretary Robert Rubin, and Council of Economic Advisors President Larry Summers, this structured intervention landed the three on the cover of Time Magazine, dubbed “The Committee to Save the World.”60 They were credited as the masterminds of this government-sponsored bailout. More self-interested insiders made out to be heroes.

The LTCM constructive bailout marked an important development in financialization. It created a dangerous precedent known as “moral hazard” — where an economic actor is incentivized to take risk because they believe they are insured against bad outcomes. Barry Ritholz argues in Bailout Nation that the Fed could have allowed LTCM to fail, and the people who extended them credit would have properly shouldered the losses. He believes the system would have been fine. It was not the existential threat that Wall Street portrayed it to be.

Ritholz drew this conclusion, with which I agree wholeheartedly:

Had LTCM been allowed to fail naturally, perhaps a lesson might have been learned: risk and reward are sides of the same coin. Alas, it was a missed opportunity for the traders and risk managers at major banks and brokers to learn this simple truism. The parallels between what doomed LTCM in 1998 and forced Wall Street to run to Washington for a handout in 2008 are all there, and the significance of these missed opportunities is now readily apparent.

I vividly recall the days around the LTCM bailout. Having taken a short position well before August 1998, I quickly covered in September at a profit. When I saw the Fed’s actions, I got the memo and knew the fix was in. I thought the stock market and Dotcom stocks were overvalued, but little did I know that the bubble was just getting started. Cisco Systems, for example, traded at 14 times revenue in 1998, but by 2000, it was valued at 38 times revenue. (Interestingly, recently, Nvidia reached a similar peak, trading at 41 times revenue in July 2024.) From peak to trough, the price of Cisco would decline by 90% in the two years following the bursting of the Dotcom Bubble.

Again, cheap money fueled all of this speculation. There was even a kicker at the end. As we approached the year 2000, worldwide fears of a “Y2K” computer bug loomed. The concern was that many old computer programs had been written to deal with years starting in 1900. They might fail when the 2000 date arrived. Even Chairman Greenspan got caught up in this fear and provided extra monetary accommodation in late 1999 to protect against this risk.

When Y2K proved to be a non-event, attention returned to the market. And by March 2000, the Dotcom bubble began to burst as buyer enthusiasm waned. We all know what happened next: from peak to trough, the NASDAQ was down 82%, and the S&P Index was down 47%, even as the Fed slashed rates from 6.5% to a historic low of 1.0% to fight the decline. It did not work. What Greenspan attempted to do was to revive the economy by flooding it with cheap money. In the process, he promulgated a housing bubble. Greenspan even went so far as to suggest that consumers would be well served to take out HELOCs (home equity lines of credit) to access the accumulated wealth that they had in their homes. It was the height of central banker irresponsibility.61 That is, until Ben Bernanke was appointed to the Board of The Federal Reserve in August 2002. Bernanke looked at Greenspan and said, “Hold my beer.”

Bernanke was educated at Harvard (BA Economics) and MIT, where he received his PhD. He went on to teach Economics at Princeton before his appointment to the Federal Reserve Board of Governors. Once appointed, he wasted no time in writing what will go down in history as one of the most irresponsible papers ever written by a central banker, “Deflation: Making Sure It Doesn’t Happen Here.”62 In November, he delivered this now-infamous speech to the National Economics Club in Washington, D.C. A scholar of the Great Depression (1929-1939), Bernanke argued that the government, via its “printing press” technology, could create as many dollars as needed to maintain a target level of inflation. The Depression brought on an enormous bout of deflation with falling prices, falling real estate values, high unemployment, and decreased economic activity. Bernanke wrongly concluded that the Fed’s grave error was in not printing more money during the Depression (it printed plenty, and the dollar was devalued in gold terms).63 He swore that his policies would ensure that such a thing would never happen again.

Bernanke’s approach, rooted in Keynesian economics, drew parallels to Milton Friedman’s “helicopter drop” concept — earning him the nickname “Helicopter Ben.” His conviction was clear:

Like gold, U.S. dollars have value only to the extent that they are strictly limited in supply. But the U.S. government has a technology, called a printing press (or, today, its electronic equivalent), that allows it to produce as many U.S. dollars as it wishes at essentially no cost. By increasing the number of U.S. dollars in circulation, or even by credibly threatening to do so, the U.S. government can also reduce the value of a dollar in terms of goods and services, which is equivalent to raising the prices in dollars of those goods and services. We conclude that, under a paper-money system, a determined government can always generate higher spending and hence positive inflation.

A money-financed tax cut is essentially equivalent to Milton Friedman’s famous helicopter drop of money.

— Ben Bernanke, Deflation Making Sure It Doesn’t Happen Here64

In this speech, Chairman Bernanke said the quiet part out loud. They have no intention of ever letting the financial system correct in the ways that it had in the past. Continued inflation and monetary expansion were now an integral part of the policy that the Federal Reserve would pursue because of the dreaded fear of deflation. He might as well have said to all financial players: “Party on, Garth;65 we’ve got your back.”

The speech most likely played a big role in elevating Bernanke to Chairman of the Federal Reserve when Greenspan stepped down in 2006. Only a few years later, he would make good on his promises of preventing deflation, and more. So much more.

With this speech, Ben Bernanke became, in my opinion, the most infamous Keynesian inflationist of our time. If unsound money is a virus, I call Alan Greenspan patient zero. Ben Bernanke is the super-spreader.

Back to the timeline of financialization.

A quiet but powerful transformation was underway as the U.S. moved through the 1980s, 1990s, and early 2000s. A host of policy changes and economic shifts aided and abetted the trend toward financialization, concentrating wealth in the financial class.

Starting in the 1980s, the Reagan administration made a number of sweeping changes, including slashing the top marginal tax rate from 70% to 50% and then to 28% in 1986. It also reduced the tax on capital gains to 28%. This freed up significant capital, especially for high earners, and directed vast sums into financial markets. Tax rates had not been this low since the Hoover Administration. Reagan also controversially ramped up defense expenditures; however, given the way they forced the collapse of the Soviet Union, it could be argued he was brilliant.

Reagan’s economic vision, known as “Reaganomics,” relied on deficit spending to stimulate growth, with the assumption that benefits would eventually “trickle down” to all Americans. The problem is that the government ran deficits during every year of Reagan’s presidency of between $100 billion and $300 billion per year (quaint compared to today’s $1.8T Deficit). The deficits caused government debt during the Reagan years to soar from $738 million to $2.1 billion. (note: today, government debt is $36 trillion). To be fair, in spite of the deficit spending (or because of it) during all but one year, the country enjoyed strong real GDP growth, generally around 4% per year. In 1984, real GDP growth was over 7%! While I recall many fiscal conservatives bemoaning the debt growth, it did seem like nothing terribly bad happened in the economy during those years. This era left a lasting impression that using debt to drive economic expansion might not be so risky after all. As Vice President Dick Cheney later put it in a 2002 conversation with Treasury Secretary Paul O’Neill, “You know, Paul, Reagan proved that deficits don’t matter.”66

Meanwhile, in 1982, as a part of President Reagan’s push for deregulation, the SEC enacted Rule 10B-18. This rule allowed corporations to buy back their own stock in the open market. For most of the 20th century, stock buybacks were deemed illegal because they were considered a form of stock market manipulation. This change led to a decrease in dividend payouts that many retirees counted on for income. The change is relevant because corporate executives were beginning to take some portion of their compensation in stock options. If these same executives could now use the borrowing power of the corporation to add leverage to the business and repurchase stock, they could engineer an increased stock price and profits for themselves even though the operating metrics of the business may have been flat or even deteriorating.

This egregious behavior has been widespread throughout corporate America since that time, and it grew even worse with another set of rule changes in 1993 during the Clinton Administration. The rules were changed so the companies could not claim tax deductibility on executive salaries in excess of $1 million per year. The effect of this was to strongly push corporations to provide a much larger share of executive compensation by granting stock options. When executives received compensation in this form, it gave them further incentives to add leverage to juice stock returns. Of course, rank-and-file employees are rarely granted stock options. If you wonder how the average employee keeps up, you are not alone.

Another development was the securitization of financing for the housing market. Throughout the 20th century, house mortgages were financed by Savings and Loans and commercial banks. This began to change when the federal government established housing finance agencies like Fannie Mae and Freddie Mac in the 1970s. By the early 1980s, private institutions entered the fray, creating mortgage-backed bonds that led to mortgage-backed securities, a market valued at over $11 trillion that holds a commanding percentage of the country’s mortgages. As we will see, this led to trouble down the road.

The crowning achievement of loosening financial regulation came at the close of the millennium. In 1999, commercial and investment banks lobbied to dismantle the Glass-Steagall Act of 1933, a Depression-era regulation separating commercial and investment banking activities. Under Glass-Steagall, commercial banking was regulated, took fractional reserve risk, and had an implicit government backstop from the Federal Reserve. The government rightly argued that commercial banks should not be permitted to take the principal investment positions taken by investment banks. The commercial banks, of course, hated being restrained this way, and Sandy Weill technically broke the law67 with Citibank’s acquisition of Salomon Brothers (1998). But it did not matter because soon after this (1999), Congress passed the Gramm-Leach-Bliley Act, overturning Glass-Steagall. The repeal enabled a wave of mergers, creating universal banks, growth of integrated financial institutions, and more complex financial products woven through interconnected systems. It has been widely acknowledged that this rule change was a contributing factor in the Great Financial Crisis (GFC) in 2008.

Reversing Glass-Steagall was not the only regulatory misstep that softened the nation’s financial footing leading up to the GFC. In 1999 and 2000, Congress passed the Commodity Futures Modernization Act (CFMA), green-lighting the creation of complex financial derivatives like credit default swaps, which would later wreak havoc during the crisis. This legislation moved forward despite fierce warnings from Brooksley Born, then head of the Commodity Futures Trading Commission, who recognized the risks embedded in derivatives. Treasury officials Robert Rubin and Larry Summers dismissed Born’s concerns, and the bill passed without debate, slipped instead into law as a rider on an omnibus spending bill. The story takes an unscrupulous turn with Senator Phil Gramm of Texas, the bill’s chief sponsor. His wife, Dr. Wendy Gramm, served on Enron’s Board of Directors, receiving between $915,000 and $1.85 million from 1993 to 2001. Enron not only gained regulatory exemptions under the CFMA but also collapsed spectacularly in 2001 amid a massive accounting fraud scandal, costing investors $74 billion. So the wife of a U.S. Senator who led the committee to change the laws, and thereby enabled massive fraud at Enron, was paid over $1.0 million by the same company that benefited from the law change and defrauded investors. Perfect.

In another fateful decision leading up to the GFC, the SEC, in April 2004, relaxed leverage restrictions on the five largest investment banks. Goldman Sachs, Morgan Stanley, Merrill Lynch, Lehman Brothers, and Bear Stearns could now exceed the traditional 12:1 debt-to-net-capital ratio, already fairly aggressive. With the restraint removed, these banks were now free to add more leverage, and they did so, reaching ratios of 20:1, even 40:1, by the time of the crisis. This unchecked leverage became a pivotal factor in amplifying the devastation that followed, leaving both the banks and the broader economy in dire straits.

GREAT FINANCIAL CRISIS (GFC) – 2008

Regulatory changes, driven by Wall Street influence and questionable political dealings, created perfect conditions for the impending financial catastrophe. The Great Financial Crisis of 2008, now commonly called the GFC, was a life-changing event for many. I know that it was for me.68 When the Federal Reserve took the Fed Funds rate to 1% in 2003-200469 following the bursting of the Dotcom bubble, it planted the seeds of what would 4 years later grow into the U.S. housing bubble. By 2008, when the bubble burst, it unleashed the worst financial crisis America had faced since the Wall Street Crash of 1929 and the Great Depression (1929-1939).

It all began in 2003 when Fed Chairman Greenspan, to counter the bursting of the Dotcom bubble, took the Fed Funds rate down to 1.0%. This record-low interest rate ignited a housing market frenzy. Aggressive bank lending, especially to subprime and low-income borrowers, spurred a burst in demand for housing, causing prices to skyrocket. Nationwide, housing prices soared by an average of 46.3% per year from 2003 to 2006! This price movement, combined with easy credit, attracted hordes of speculators and buyers who chased what appeared to be easy profits by flipping houses. This schedule shows that activity:
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“Subprime Mortgage Originations.” SOURCE: Inside Mortage Finance

Wall Street and the subprime housing finance companies like Countrywide Mortgage, New Century, Ameriquest, and Fremont General realized there was a lot of money to be made by financing the housing boom. These financial predators aggressively issued credit to anyone willing to sign, including borrowers with little ability to repay, infamously known as “NINJA” loans—loans to people with No Income, No Job, and no Assets.70

Now, one can say, wait a minute, why would a bank or a lender want to loan money to someone who cannot pay the money back? And this was the beauty of the system from the standpoint of the financial institutions. They figured out a way to make money off of the origination fees and high interest rates WITHOUT DIRECTLY TAKING THE CREDIT RISK BECAUSE THEY PASSED IT ON TO OTHERS. To do this, they lied. Kind of a sophisticated shell game. The banks were in on it. They did not hold the mortgages. They sold them fraudulently to suckers who the rating agencies convinced that the mortgage tranches were safe and AA-rated. The rating agencies were in on it. They got paid to rate securities as safe, were incentivized to keep clients, and looked the other way for big paychecks.

To pull it all together, the banks, rating agencies, and mortgage companies profited by transferring the risk to other investors, claiming these bundled loans, or collateralized debt obligations (CDOs), were low-risk due to “diversification,” with many rated AAA. Everyone was in on it. Even insurance carriers like AIG issued policies against defaults via CDOs,71 but without proper reserves to pay out on the claims. Insurance regulators were blindsided, caught off-guard by this new breed of financial wizardry. Giants like AIG raked in premiums as long as the music played, hedging their bets on complex products they scarcely understood. When the inevitable crash came, they would simply walk away, filing for bankruptcy as if it were all part of the plan.

The masterminds behind this scheme were fixated on their bottom line, pocketing profits and whispering, “Devil take the hindmost,”72 as they watched the risk pile up. They saw the wreckage ahead but pushed forward, counting on the Federal Reserve to catch them when they fell. It was a high-stakes game, and they played it with reckless abandon, secure in the knowledge that, when the bubble burst, someone else would be there to pick up the pieces.

The amount of leverage in the banking system that was built up in housing finance was staggering. Even at the individual level, you had people of modest means who were speculating in real estate. This frenzy is depicted in the movie The Big Short, where a stripper owned five houses and a condo using leverage.73

While the housing market was flying high in 2006, beneath the surface, trouble brewed. As the Fed began nudging up interest rates and housing prices peaked, the misallocation of capital began to present itself. The first major crack appeared in July 2007 when two Bear Stearns hedge funds specializing in mortgage-backed securities suddenly collapsed. I recall it well: I was on a beach in Cape Cod with a fellow investment manager. We looked at each other and said, “Here we go.” Over the course of that year, a cascade of failures in subprime lending took out 20 of the top 25 subprime lenders, including Countrywide and New Century Financial. It was very clear to those of us who were paying attention that there was a huge misallocation of capital into the housing market and that the bubble in housing was going to burst. This realization led me to reposition the investment fund I managed, taking short positions on companies in the sector.

The next big event during the GFC was the March 2008 failure of the investment bank Bear Stearns (my Fund was short it). Bear Stearns was heavily involved in the housing finance industry and was known as one of the most aggressive players. At the end of 2006, Bear Stearns was operating with $11.8 billion of equity to support $383.6 billion of leveraged assets. A leverage ratio of 32.5 to 1. This implied that a 3% change in the value of the loans held by Bear Stearns would wipe them out. It did. Despite CNBC’s Jim Cramer reassuring investors that Bear was safe just a week prior, the firm collapsed, prompting a dramatic intervention by the Fed to broker a deal with JPMorgan (JPM). To sweeten the deal, the U.S. government had to guarantee $30 billion of Bear’s toxic assets. Some complain that the government gave JPM a huge subsidy with this bailout. At least in this case, the management team suffered too.

James Cayne, CEO of Bear Stearns, was at one point worth over $1 billion, but he lost 95% of that wealth in the collapse of his firm. As we will see, not all other bankers were so harshly treated.

By this point, it was impossible to ignore the impending disaster in U.S. housing finance. The warning signs had been glaringly obvious, contradicting Fed Chair Ben Bernanke’s earlier assurance to Congress that subprime troubles were “contained.” The next domino was the failure of IndyMac in July 2008. IndyMac was a Pasadena, California-based bank with heavy exposure to subprime mortgages. It had assets of $32 billion, and its bailout cost the FDIC $10.7 billion. Next the cancer spread to the government-sponsored mortgage giants Fannie Mae and Freddie Mac, which held a staggering $5.2 trillion in mortgages, 75% of the mortgage market. In August, they reported enormous losses and went into receivership on September 6. With their failure, the crisis took on new urgency. The next domino to topple was Merrill Lynch, with $1 trillion of assets, which was forced on September 14 into a hasty merger with Bank of America, a decision BOA would soon regret.

In the following days, the fourth-largest investment bank on Wall Street, Lehman Brothers, saw its stock plunge 93% from its September 12th close just before declaring bankruptcy on September 15th. The SEC’s ban on short-selling three days later only intensified the market panic. The day after the Lehman bankruptcy, insurance giant AIG, which had written many of the CDS contracts, faltered and the government was forced to lend it $85 billion. Without this loan, Goldman Sachs, which was protected by these CDS contracts, would have been instantly bankrupt. I remember this time very well — Wall Street was gripped by fear, with every bank seemingly on the brink of collapse. Clearly, without a BIG PRINT, Wall Street would have been a smoking hole in the ground. (keep this idea in mind.)

The Federal Reserve and the Treasury escalated their response as the crisis reached critical mass. On September 21, Morgan Stanley and Goldman Sachs received full banking charters, granting them access to the Fed’s discount window and narrowly averting disaster. Without access, both would have failed. Second, the then-Treasury Secretary, Hank Paulson, formerly CEO of Goldman Sachs,74 with the support of the Federal Reserve, made an extraordinary appeal to Congress. Without a $700 billion bailout, the entire financial system would melt down, and even the ATMs would stop working. This became known as the Troubled Asset Relief Program (TARP). It gave the government wide latitude to purchase troubled assets and inject capital into banks and other financial institutions. When originally proposed, TARP received severe backlash from Congress and the public. Lehman failed on a Thursday, and the following week, Congress rejected the TARP proposal, causing the largest one-day decline (8.8%) in the S&P 500 Index in history. Paulson, the Fed, and the bankers leaned on Congress, suggesting that if they did not pass TARP the markets and the economy would collapse. Congress caved, and the TARP program was born, empowering the government to buy up toxic assets and inject capital into failing institutions. President G.W. Bush signed TARP into law on October 3, 2008. In October alone, these bailouts prompted the government to inject $150 billion of capital into the largest banks. Beginning in November, the government injected another $80 billion into the U.S. automobile and automobile finance industries.

To say this bailout of failed businesses was not well received by the voters or the rest of the Country would be an understatement. The public was outraged when it surfaced that bailed-out banks also paid $20 billion in bonuses to executives in 2008! Unsurprisingly, this revelation sparked public protest movements like Occupy Wall Street and the Tea Party, as citizens questioned why taxpayer dollars funded corporate excesses.75

One Veteran in California expressed the angry views of many, spray-painting a painful message on the house he lost in the GFC.
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The bailout was sold as essential, but many believe it should have been structured far more favorably for taxpayers. I have talked about the criminality of the 2008 bailout with many people. Most buy the cover story that it had to be done or else the financial world as we know it, would have disintegrated. We’d all be living in caves — said another way, the ATMs wouldn’t work. First, I do not believe this is true, but we will never know since a cleansing failure76 of poorly run banks was not allowed to take place.

Imagine a scenario where bailouts came with tough terms. What if the government had said:

Okay, fine! You banks want to get bailed out? Then, we get to negotiate on behalf of the government and the people. Here’s the deal: we will bail you out, protect all the depositors, and make sure no innocent person loses money due to the power of the Fed’s balance sheet (read: printing press).

BUT, here are our conditions. They are not negotiable. Effective immediately: five-year clawbacks on executive pay, immediate resignations for top officers, and a decade-long ban from working in finance. Plus, we will bring in small-town bankers from all over the country to replace you and sort out this mess. We’ll also take large equity positions in your companies so that when the banks recover, the taxpayers will recoup some of the cost of the bailout.77 We want accountability.

Those terms would have been much fairer to the American tax-paying public. Of course, the odds of such a thing happening were zero.

In reaction to the damage wrought by the GFC, U.S. Congressional Representative Ron Paul from Texas stated:

The fact that the Fed can create trillions of dollars and distribute them to its cronies without congressional oversight should shock us all. I thought I was immune to being shocked by what our government does, but the actions of the Fed in 2008-2009 went beyond the pale.

With the bursting of the housing bubble, Americans suffered a second major attack on their wealth in a 10-year period. The first blow was when loose financial conditions allowed the Dotcom bubble to form. If in the 1998-2000 time frame you were drawn into the Dotcom bubble, you could have lost as much as 80% of your investment (NASDAQ) when the bubble burst. Even conservative investors who held the S&P 500 index funds saw a brutal 47% drawdown. Adding insult to injury, the post-Dotcom era brought interest rates down to 1%, eviscerating returns on safe investments like certificates of deposit. With lower returns on certificates of deposit, many investors were incentivized to put their savings into the stock market. This turned out to be not such a good idea when, only eight years later, the housing bubble took yet another swing at investors’ savings as artificially inflated home values collapsed. Stocks crashed in tandem, and the S&P 500 declined sharply (57%), further devastating people’s retirement savings. I recall stories of people whose decades of hard-earned savings and investments were obliterated by these two consecutive bubbles. It was heartbreaking. And remember, the Federal Reserve played a major role in aiding and abetting the formation of these bubbles.

Following the bursting of the Housing Bubble, President Barack Obama had just been elected, and he took office on January 20, 2009. He spoke as a reformer, and many of us hoped he would do something to clean up Wall Street. But when he appointed Timothy Geithner78 as Secretary of the Treasury and Lawrence Summers as head of his Council of Economic advisors, we knew that the fix was in.79 Wall Street’s grip on Washington remained intact.

One of the most intriguing developments during the GFC, and one that arguably stopped the financial contagion in its tracks, came in March 2009 in the form of a rules change by the Financial Accounting Standards Board (FASB). In March 2009, the Financial Accounting Standards Board (FASB)—the organization that sets mandatory accounting standards for all publicly traded companies — made a crucial modification to Rule 157.

The original rule required banks to value their securities at current market prices, known as “mark-to-market” accounting. But as the crisis deepened and asset prices plummeted, this practice threatened to destroy bank balance sheets. The FASB’s amendment allowed banks to classify certain assets as “held to maturity,”80 enabling them to value these assets based on theoretical models rather than market prices — or, as industry critics quipped, moving from “mark-to-market” to “mark-to-myth.” Banks could cook their books, and the implications were enormous. Consider a bank holding $100 million in debt securities trading at 30 cents on the dollar. Under the old rules, they would have had to recognize a $70 million loss. The new rule allowed them to claim they intended to hold these assets to maturity and value them at full face value. While this practice bordered on accounting fiction, the banking industry and SEC argued it was necessary to prevent a complete collapse of the financial system. They weren’t wrong—the rule change did help halt the crisis, but it’s as close to banking fraud as I can imagine. Again, this is yet another example of how the insiders changed the rules to benefit themselves.

ZERO PERCENT INTEREST RATES (ZIRP)–QUANTITATIVE EASING

The GFC gave then-Fed Chairman Ben Bernanke an opportunity to test the theories he had been writing about for so many years. He portrayed himself as an expert on the Great Depression, and he used this branding to suggest that he had the correct and only viable solution. In short, he was going to print a ton of money.

The breadth and depth of the 2008 collapse rocked the financial system to its core; it felt like an economic doomsday. Although we wouldn’t know the full scope until later, the Fed quietly unleashed enormous swap lines, injecting trillions of newly printed money into the banking system and propping up U.S. and foreign banks81 and corporations. It took a Freedom of Information Act (FOIA) request by Vermont Senator Bernie Sanders to uncover that, at its peak, the Fed had issued over $16 trillion in swap lines82 — an astonishing sum given that the U.S. GDP was $14 trillion, the U.S. M2 money supply was $8 trillion and the Fed’s balance sheet was only $900 billion. Much of this was paid back as the crisis waned, but the sheer scale of intervention was unprecedented. At the same time, the Fed initiated two other programs that would forever change the financial landscape: Zero Interest Rate Policy (ZIRP) and Quantitative Easing (QE).

First, ZIRP was implemented and this took the Fed Funds rate from 0.0 to 0.25%, effectively making borrowing free. At the time, I thought, wow, what a tautology. If capital yields nothing, then, by definition, capital has zero value. Making the cost of money literally free (to big financial players) was an enormous distortion of capitalism. This allowed banks, corporations, and creditworthy borrowers to borrow at zero cost and then use the proceeds to purchase assets that produced a yield. It was literally a money machine for the well-connected with access to the free capital.

One of the most egregious examples of this is when two wives of the top executives of a large NYC investment bank were able to borrow $220 million from the government’s Troubled Asset Relief Fund (TALF). These loans were made at low interest rates and were non-recourse. Literally, these insiders could not lose. If the assets they purchased appreciated in value then they would keep the profit. If they did not work out, the loans (non-recourse) were an obligation of the Federal Reserve. Heads, well-connected insiders win; tails, the federal taxpayer loses. Blatant corruption. All nicely detailed in an investigative article by Matt Taibbi of Rolling Stone Magazine.83

Now would be a good time to discuss what is known in economics as the Cantillon Effect. Richard Cantillon (1680-1734) was an Irish-French economist who preceded Adam Smith. He was the first to explain that when new money comes into a system, those who get it first benefit at the expense of all the others who receive it later. The logic is simple: new money coming into a system is inflation. Those who get the new money first can buy goods at the pre-inflation prices. This additional demand for goods and services then leads to price inflation that everyone who did not receive the original new money is forced to bear. Another way of saying this is that those closest to the money printer benefit at the expense of all those who are not. Receiving the money first is a huge advantage. Cantillon knew this from first-hand experience, as he benefited from participation in John Law’s Mississippi bubble. Cantillon and his theory have led to a new term that sound money advocates use to describe those who have benefited from the distortions of fiat money and the money printer: Cantillonaires.

What Bernanke did when he set interest rates to zero is that he spawned an entire new generation of Cantillonaires. Leveraged buy-out operators, private equity investors, hedge funds managers, and financial operators of all types were about to get “silly rich” due to their ability to access low-cost or free capital and use it to purchase productive assets. It was literally a no-lose proposition. If you want to know why financial operators are insanely rich, you need look no further than this explanation.84

The rise of these modern financial barons is masterfully documented in Gretchen Morgenson’s book These Are The Plunderers. She uncovers how financial operators took advantage of ZIRP to leverage and restructure companies, usually at the expense of employees, customers, and shareholders. The stories are complex, but the methods are unmistakable. Private equity firms and leveraged buyout operators acquired companies, loaded them with debt, extracted massive dividends, and often left them bankrupt. Iconic brands like ToysRUs, Claire’s, Linens ‘n Things, Hertz Corporation, Hostess Brands, Nine West Holdings, General Nutrition Centers (GNC), and Caesars Entertainment fell victim to this “dividend recapitalization” strategy, better termed legalized theft. By purchasing companies, often selling off their real estate assets, levering them up, and then paying themselves dividends, financial operators sucked out profits leaving all other stakeholders dry.

There was even a term coined for this type of transaction: the Dividend Recapitalization. They might as well have labeled it Financial Plunder.

These same firms have been caught colluding to reduce the purchase prices of buy-out targets and bribing pension fund officials to secure investments in their funds. Worse, their proclivities didn’t stop with industrial and retail companies; their pillage infiltrated industries like healthcare, where studies show hospital patient and nursing home resident outcomes deteriorated. It was sick and lucrative. Despite the damage, the private equity world thrived, creating a burgeoning class of ultra-wealthy. Only five or six billionaires worked in private equity in 2000. That number has swelled to around 100 today, with figures like Blackstone’s Steve Schwarzman amassing $43.6 billion; Leon Black of Apollo, $13.7 billion; and Henry Kravis of KKR, $11 billion.

Morgenson deftly points out:

These men are America’s modern-age robber barons. But unlike many of their predecessors in the nineteenth century, who amassed stupefying riches by extracting the nation’s natural resources, today’s barons mine their wealth from the poor and middle class through complex financial dealings. Their business model creates little of value for society; in fact, the job cuts, higher costs of goods and services, and exploitation of the tax code have worn the nation’s social fabric thin.

These actors claim that they are delivering good returns for their investors, but in fact that is also not true. Morgenson again:

recent data show private equity’s returns are no better than a low-cost transparent Standard & Poor’s Index fund that invests in public companies.

In most cases, state and municipal pension funds, as well as university endowments that invest in these funds, have not experienced the outsized returns they were promised — despite the riches that were showered upon the general partners of these funds.

And when politicians proposed higher taxes on the profits these firms made — such as the carried interest tax loophole — private equity pushed back fiercely. The private equity (PE) community believed in their own entitlement to such a degree that they took great offense at being taxed like regular citizens. A good example is Blackstone CEO Steve Schwarzman’s reaction. Morgenson points out that upon hearing of this tax proposal:

Steve Schwarzman of Blackstone said ‘it’s a war’... ’it’s like when Hitler invaded Poland in 1939’... it was outlandish, of course, to compare an increased tax on billionaires with the takeover of a sovereign nation that began the extermination of millions of people. But Schwarzman had shown his true colors. The tone-deaf executive had revealed two characteristics that ran deep among the marauders and were central to their activities–narcissism and grandiosity. Never mind that when this crowd got their way, everyone else was the loser.8586

Now, I am not suggesting that these activities would not have occurred without artificially suppressed interest rates. Leveraged buyouts and market consolidation were a part of finance long before ZIRP, but there’s no denying that artificially low rates supercharged these trends. One of the first mega leveraged buyout (LBO) deals, RJR/Nabisco, occurred in 1988 with a relatively normal Fed Funds rate of 7.5%. What I am suggesting is that under ZIRP, credit was so cheap that it gave these financial operators an unprecedented advantage. Being able to borrow money for almost nothing and invest it in profitable businesses is a one-way ticket to enormous wealth. If average people could do this, they would be wealthy too.

The Cantillon effect is not new. Economist Judy Shelton dug up a fantastic excerpt showing that previous generations understood this problem well. Excerpting President Grover Cleveland’s warning to Congress in 1893, her analysis underscores how deeply the previous generation understood the perils of monetary manipulation, particularly its societal and political repercussions.

Shelton emphasizes that beyond the economic advantages of sound money, its political and social implications demand attention. She argues that when governments degrade currency integrity, they erode democracy itself. Addressing Congress during a time of financial instability, Cleveland captured this concern:

The people of the United States are entitled to a sound and stable currency and to money recognized as such on every exchange and in every market in the world. Their government has no right to injure them by financial experiments opposed to the policy and practice of other civilized states. Nor is it justified in permitting an exaggerated and unreasonable reliance on our national strength and ability to jeopardize the soundness of the people’s money.

Cleveland’s remarks transcended partisan politics. He continued with a reminder of who bears the heaviest burden when monetary integrity fails:

At times like the present, when the evils of unsound finance threaten us, the speculator may anticipate a harvest gathered from the misfortune of others, the capitalist may protect himself by hoarding or may even find profit in the fluctuations of values; but the wage earner — is practically defenseless. He relies for work upon the ventures of confident and contented capital. This failing him, his condition is without alleviation, for he can neither prey on the misfortunes of others nor hoard his labor. (Emphasis added.)

Cleveland’s words — spoken in an era before central banks wielded such expansive power — are still felt today. Financial experiments often enrich a select few while leaving the most vulnerable to bear the brunt of the consequences.

ZIRP also aided growing businesses. One Cantillonaire, who was not a financial operator and actually built a business, is Jeff Bezos at Amazon. I recall analyzing Amazon as an equity investment and thinking, “OK, great, revenue is growing, but there are zero profits.” In fact, there were substantial losses. ‘How can this man build a business selling dollars for $0.90?” Well, the answer was pretty straightforward. Amazon’s cost of capital was so low that it didn’t matter if it operated at a loss — so long as cheap credit flowed, Amazon could grow. He pursued the classic monopolist’s strategy of selling at a loss until he drove all his competitors out of business. Then, with no other competition, he raised prices and restored the business to economic health. Great for Amazon and its shareholders – rough for the small-town retailers driven out of business in the process. Without mispriced, cheap capital, he could never have done this. He would have had to earn profits earlier on and would not have been able to grab the market share that he grabbed.

But ZIRP was just the start. Following the Global Financial Crisis, Fed Chair Ben Bernanke moved to a second monetary policy tool: Quantitative Easing (QE). Quantitative Easing is really a euphemism for printing money. QE is what a central bank does when it purchases government and corporate bonds, mortgage-backed securities, and other assets. It does this with money that it literally creates with a mouse-click. Out of nothing. It is a way for a central bank to provide monetary accommodation when interest rates are pegged at zero and can go no lower. By purchasing assets and creating reserves to do so, it expands the economy’s base money supply. Some say it is just an asset swap, but this is not entirely correct because the banks who receive the new reserves are able to lend against them in a fractional reserve manner.

As an interesting aside, central banks in Europe, Japan, and Scandinavian countries even dipped into negative interest rates during this time. Negative interest rates can exist when the zero bound is deemed to not offer enough monetary stimulus. The concept is as weird as it sounds; deposit holders actually paid banks to hold their money. And yet, at its peak, there was $18 trillion87 of negative interest rate debt outstanding.

In the U.S., QE began in November 2008 with Chairman Bernanke’s first round, creating $1.3 trillion of new base money on the Fed’s balance sheet by June 2010. At the time, Texas Congressman Ron Paul and others warned of how inflationary this action would be, but the Fed Chairman assured the country that this would not be a problem. When questioned by Dr. Paul in front of Congress, Bernanke testified that the Fed Balance Sheet (a proxy for the money supply), which was then $2.2 trillion, would be reduced to under $1 trillion as the crisis passed.88 Today, the Fed Balance sheet stands at $7.2 trillion. Bernanke should apologize for lying to the American public. He had no exit strategy and he knew it.

In fact, two subsequent rounds of QE followed, and the Fed’s balance sheet quintupled in size over six years, creating a tidal wave of fiat currency. The second round was an additional $600 billion and took the Fed’s balance sheet to $2.8 trillion. The third round89 added an additional $1.7 trillion and ended in late 2014 with a Fed balance sheet of $4.5 trillion. In the space of six years, the Fed had increased the size of its balance sheet by 5.0x. That is a lot of fiat money creation. Because not all of the reserves were lent out by the banks, M2 only grew from $8 trillion to $11.7 trillion, or 46%, over 6 years, a compound growth rate of 6.5%. Inflationary for sure, but not on a par with what happened in COVID, as we will see in a minute.

A clearer way to see what happened is to look at the following chart, which illustrates the Federal Reserve’s balance sheet assets — a proxy for banking system reserves and, by extension, the money supply.
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Board of Governors of the Federal Reserve System, “Federal Reserve Total Assets (Balance Sheet): 2003-2024,” FRED, 2024.

At its peak in 2014, the Fed’s balance sheet had ballooned from roughly $900 billion pre-crisis to an astounding $4.5 trillion post-crisis. An increase of 5X in 6 years. Incredible. It was a far cry from the return to $1 trillion that Fed Chairman Bernanke had assured Representative Paul would be restored. Meanwhile, interest rates remained firmly pegged at zero. The ZIRP policy did not end until December 2015, when the Fed slowly initiated rate increases.

To say that these policies were a distortion of the financial system is a vast understatement. ZIRP was incredibly damaging to savers who, pre-GFC, could expect to earn 5-6% returns from safe, bank-issued certificates of deposit. But with ZIRP, CD yields dropped to zero, stripping millions of retirees and savers of their expected income and forcing many to take on stock market risks just to earn a return. It was unfair and tragic.

For the Cantillonaires, ZIRP and subsequent policies proved a massive boon. Notice in the chart below how, since 1990, financialization and globalization have increased the wealth of the 1%. Also notice how the slope of this line became steeper after interest rates were reduced to 1% in 2003 to combat the bursting Dotcom bubble. It steepened even further with ZIRP’s introduction in 2009 and accelerated most sharply following 2020s ZIRP, massive printing, and PPP loan program designed to fight the pandemic. The takeaway? The problem is getting worse. Eventually, something’s got to give.
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Board of Governors of the Federal Reserve System (US), “Total Net Worth Help by the Top 1% and the Bottom 50%,” FRED, 2024.

AFTERMATH OF THE GFC, TAPER TANTRUM, REPOS, COVID

One of the striking aspects about the response to the GFC was the prolonged, intense policy intervention that followed. The GFC crisis was devastating and real, demanding urgent action, but within a few years, the immediate danger had passed, and the banks were stable. The crisis atmosphere had largely abated. Yet ZIRP policies lasted for almost 9 years! QE lasted for 8 years! These monetary distortions kept the economy moving but created a new, even larger bubble in the form of the currency. Stock and bond valuations achieved record levels, and we exchanged the bursting housing bubble for the new “everything bubble.” Free money leads to enormous distortions. It has been quite a party.

Like all good things, eventually the party had to end. The changing of the guard at the Federal Reserve brought new promises but familiar patterns. Ben Bernanke passed the torch to Janet Yellen in 2014, who began to normalize interest rates cautiously in 2015. By early 2018, she initiated tapering the Fed’s balance sheet, confidently declaring it would be “like watching paint dry.” Even more boldly, she proclaimed in 2017 that there would be “no more financial crises in our lifetime,” although to be fair, the pandemic was a special case. Yellen was lucky that President Trump did not reappoint her, and she only served one term as Fed Chairman because she was ill-suited for what came next.

Jerome Powell’s tenure as Fed Chairman began in early 2018 and initially followed the quantitative tightening90/balance sheet reduction playbook. The stock market did not like this, and it did not take long for problems to arise. In fact, on his first day on the job, the Dow Jones Industrial Average fell by 1,175 points, the largest one-day drop in its history. Powell persisted with his “tough guy” approach, and in December, he said the Fed would continue with its quantitative tightening actions and that, in fact, they were on “Auto Pilot.” The stock market reacted very negatively to this comment and was down 19% late in 2018. This must have spooked the new Fed Chairman because in January 2019, he did a complete about-face and said that quantitative tightening was finished and “the case for raising interest rates has weakened somewhat.” He completely caved to the stock market and lost a lot of credibility as an inflation hawk in executing what Wall Street came to label as the “Powell Pivot.” Unfortunately for Powell, it only got worse. In September, the market for New York Interbank Repo loans blew out.91 This led to a rapid bailout of the affected banks that was $400 billion in size. Powell was also forced to reverse course further by sharply cutting interest rates and resuming QE. So, he went from quantitative tightening and raising rates to quantitative easing and cutting rates in less than one year. This activity informed market players that the markets could not handle tighter monetary conditions and further reinforced their belief that the Fed would always come to the rescue. This humbling experience likely explains Powell’s current stance as an inflation hawk, channeling the spirit of Paul Volcker. Yet market realities suggest he may face another unwanted pivot, as the financial system’s addiction to easy money seems difficult to break. We will see soon enough.

Here again, the market informed the Fed that in a highly leveraged system they must continually increase the money supply (inflation) or something is going to break. If you are like me, you cannot help but conclude that the Fed doesn’t really know what they are doing, and they are making it up on the fly.

COVID

When COVID hit in early 2020, it unleashed another shockwave to the nation’s fragile economy. With it came the green light for the Fed and the Treasury to roll out unprecedented levels of monetary and fiscal expansion. By this point, you can see the pattern. The Government plays the arsonist, then claims to be the firefighter, expanding its power and control under the pretense of saving us.

COVID took money printing into uncharted territory. In January and February 2020, the pandemic’s outbreak seeded communities with a fast-spreading illness, while 24/7 media coverage streamed at a frenetic pace. Predictions painted a picture of extreme danger and high mortality, igniting widespread panic.92 Soon after, sweeping government shutdowns decimated industries and markets. An estimated 30 million jobs were lost during the first three months of the crisis, driving unemployment to 14.7% by April—America’s worst unemployment since the Great Depression. Without delving into COVID itself or the government’s fear-mongering, it’s clear these anxieties triggered an economic earthquake, altering the markets and the everyday lives of millions.

Let’s look broadly at what the government did to support the economy during this time.

As fear intensified, the Fed dusted off its 2008 playbook but on steroids. As markets began to grasp COVID’s implications, panic set in on February 20, 2020. The S&P 500 plunged 33%, from 3,337 to 2,237, in just 22 trading days — one of history’s most dramatic market collapses. The Fed’s initial response of cutting rates and buying $40 billion in bonds monthly barely registered. Powell kept escalating, eventually pumping $120 billion93 monthly into markets and expanding purchase baskets to include corporate and high-yield bonds. Then, on March 15, the Fed dropped the discount rate to 0.25% from 1.5% and eliminated reserve requirements for banks, allowing banks to buy an unlimited amount of Treasury securities.94 During these weeks, investors scrambled for cash as margin calls and illiquid markets forced them to sell assets at a breakneck pace. They sold what they could, but not always what they wanted to.

Then, something unusual happened: the market for U.S. Treasury bonds sold off and, at one point, arguably went no bid. The “risk-free” U.S. Treasury market - the bedrock of global finance - nearly seized up. With the U.S. holding the world’s reserve currency, the U.S. Treasury bond has long been considered the base layer of risk-free assets. In prior episodes of financial panic, the U.S. T-bond has always caught an enormous bid as sellers of other assets seek a safe haven. In the 2008 financial meltdown, for instance, the demand for Treasury bonds surged. The 10-year yield dropped from 3.7% in early September to 2.06% by the end of December as investors rushed to safety.95 During COVID, just the opposite occurred, which is very telling. When the crisis broke out, the U.S. 10-year had a yield of 1.56%. As the stock market plunged in early March, it caught a “flight to safety” bid, and the yield dipped down to 0.54%. Then the weird part happened. From that low on March 9th, the yield began to go back upward (meaning people were selling T-bonds) because they were losing faith in the U.S. government and economy. It then traded as high as 1.28% before Fed Chairman Powell issued his shock and awe announcement early Monday morning on March 23, 2020. The Fed announced a vast expansion of all its lending programs and vowed to do whatever it takes to stem the panic. The number and size of the programs they announced were staggering.96 Powell’s pledge echoed Chairman of the European Central Bank, Mario Draghi’s famous 2012 commitment to save the Euro currency when it was in crisis: He promised to “Do whatever it takes” and then emphasized, “And believe me, it will be enough.”

The creation of a number of new lending facilities and the invocation of the Federal Reserve emergency provisions of Section 13(3)97 of the Federal Reserve Act, combined with Chairman Powell’s rhetoric, were enough to halt the panic and begin the market recovery process.

Living through March 2020 was comparable to the GFC, and they both taught me more about financial panic than my other thirty-seven years of market experience. The Fund I managed, centered on gold and silver mining stocks, got absolutely hammered during the month of March (down 19.75%) as the market sold off hard, taking everything down with it. Personally, I held a lot of silver and had taken out a loan from the custodian that was about 50% of the underlying pre-March value. When silver’s price cratered from $18.47 to $11.97 per ounce, I got a call from the depository advising me that I had 24 hours to inject hundreds of thousands of dollars or my holdings would be force-liquidated. Fortunately, I was able to secure the capital elsewhere, but it was a hairy experience and a valuable lesson on leverage. When Powell came to the rescue, silver rapidly reversed, reaching $18 by May and over $25 by August. My fund mirrored this roller coaster recovery, ultimately rebounding to finish 2020 up by 122.4%.

The impact on gold was fascinating in its own right. From the beginning of the crisis on February 20, gold actually caught a safe-haven bid and traded up from $1,601 to $1,679 on March 10. Then, when things really began to unwind, people panicked and sold what they could. Gold, once seen as a fortress, was punished and fell sharply to a low $1,451 — that is, until Powell turned on the printer full speed. Then, in the space of 3 days, gold rallied $151 per ounce to $1,622 before going on to trade at over $2,000 per ounce five months later in August 2020.

Powell’s monetary accommodation was breathtaking in its speed and size. The Federal Reserve Balance sheet is the best measure of monetary reserves in the system. From a pre-crisis level of $4.2 trillion, in the space of one month, the balance sheet went to $6.6 trillion, and by June it was $7.2 trillion. What does this mean? It means that with the click of a mouse button on a computer, the Fed had created (or printed) $3.0 trillion. Stunning. This was reflected in M2, which immediately went from $15 trillion to $18 trillion on its way to $22 trillion in 2022. Dollar holders probably did not realize it, but they had just lost 20% of the value of their savings. And the money printer was just warming up. By March 2022, the Fed’s balance sheet would peak at an astronomical $9 trillion — more than double its pre-crisis level. “Mouse-click” money of $4.8 trillion. The M2 money supply swelled in a similar fashion to $22 trillion in April 2022, a 41% increase from the start of the crisis! Pure inflation.

Think about that: forty percent of all dollars in existence were created in response to COVID. This wasn’t just inflation—it was monetary history’s biggest magic trick, performed while the public was distracted by a pandemic. The rabbit may have come out of the hat, but Americans would soon pay for the show through rising prices everywhere.

The difference between 2008 and COVID tells you everything. During the GFC, it took the Fed seven years to create $3.6 trillion in new money. During COVID, they pumped out $4.8 trillion in just 26 months. Same playbook, but 33% more mouse-click money at 3.2x the speed.

Now, we can debate the nature of COVID and all of the issues surrounding it, but that is not productive. What matters is that the government saw it as an unprecedented event, an “act of God” justifying sweeping, rule-breaking measures.98 They took the crisis and ran with it to the benefit of those closest to the money printer.

As Powell addressed the economic tsunami approaching, Congress, too, beefed up traditional unemployment and food stamp programs and also unleashed a fiscal bazooka: Stimulus Check Program (stimmies) for the people and Paycheck Protection Program (PPP) loans for businesses

It became clear in government circles that the economic damage to the U.S. was going to be substantial and deeply impact families. Congress and the President authorized direct deposits to taxpayer’s bank accounts — free money dropping from the sky.99 On paper, it looked like help for everyone. The PPP was the business version of stimulus. The government offered eligible businesses low-interest, forgivable loans if they kept their payrolls intact for six months. So, borrow money from the government, keep all of your employees, and after a 6-month period (worst case), the loan is forgiven.

In total, the PPP handed out $953 billion, an estimated $800 billion ultimately forgiven. Add $814 billion in stimulus checks, and the government ran deficits that would have been unimaginable just months earlier, $3.1 trillion in 2020 and $2.8 trillion in 2021. For perspective, the previous record deficit was $1.4 trillion in 2009. Total COVID-related spending? A mind-bending $5+ trillion.100

The distribution of this relief spending skewed toward businesses large and small. While headlines trumpeted help for every American, follow the money. Of the roughly $19,000 spent per taxpayer, the average family saw just $3,500 in stimulus checks, with some also receiving $4,200 in unemployment benefits. The real jackpot, $3.2 trillion, went to businesses, many of which didn’t even need PPP loans. As Lyn Alden writes:

A 2022 Study by the American Economic Association called, “The $800 Billion Paycheck Protection Program: Where Did the Money Go and Why Did It Go There?”101 found that three-quarters of the funds went to the top 20% wealthiest households and very little went to actually keeping workers in their jobs.102

Again, it is good to be a business owner and rough to be a working man/woman. Those with assets (businesses) benefited. Those without assets pay the price in terms of expensive groceries and gasoline.

The pattern is clear. If you owned assets or a business, COVID relief was a goldmine. If you were a working American, you got enough for a few grocery runs while watching prices soar on everything from milk to gasoline. This wasn’t just pandemic assistance — it was the greatest upward transfer of wealth in modern history, executed while America was masked and distracted.

TRANSITORY

Jerome Powell is unlike most modern Fed Chairmen; no PhD in Economics adorns his wall. Instead, he brought a law degree and Wall Street dealmaking experience to the world’s most powerful financial position. His political savvy and hard work have allowed him to function in the Chairman’s role. But when the COVID crisis hit, Powell’s limitations became clear. Armed with Ben Bernanke’s crisis playbook, “print often and print a lot.” Powell charged into the pandemic like a banker with a blank check. After orchestrating the largest money creation spree in American history, he remained remarkably oblivious to the mounting inflation tsunami.

Powell oversaw the printing of the largest amount of money in the shortest period of time in the history of our Republic. Yet, he clung to the belief that inflation would not be a problem because we lived in a deflationary era. Indeed, historically, productivity gains have held down reported CPI inflation just as they did in the 1920s. What he missed is that there was a roaring keg party going on in the asset markets as Cantillonaires — those closest to the money spigot — borrowed at rock-bottom rates and created a reflexive asset bubble that would make the Roaring Twenties look tame. Powell was blind to the larger picture and grossly underestimated the effect that Federal Reserve actions and U.S. Treasury spending would have on the inflation picture. His June 2020 statement would become infamous: “We are not even thinking about, thinking about raising rates.”

Even as warning signs flashed, Powell doubled down. In June 2021, as the economy roared back to life, he dismissed inflation concerns from Republican lawmakers, insisting price increases were “temporary.” Meanwhile, over at Treasury, PhD economist Janet Yellen103 echoed the party line: “Inflation is transitory.”

Powell was concerned that the economy had not regained its footing all through 2021, and so his policies remained accommodative.

In retrospect, it is now obvious that he should have been raising rates and reducing QE much earlier, as many analysts called him to do. Inflation was about to launch. When it did, even Powell and Yellen admitted that they had been wrong about inflation. So they admittedly made a huge mistake, but the American public pays for it. Remind me again why we trust the Federal Reserve?

OH MY!

While Powell and Yellen insisted inflation was transitory, reality had other plans. As the chart below shows, Powell and Janet Yellen completely misjudged how their policies would cause inflation to soar.
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Board of Governors of the Federal Reserve System, “U.S. Consumer Price Index 2019-2024” FRED, 2024.

During this time, inflation was neither transitory nor contained. In fact, inflation had one of its largest surges in the history of our nation from early 2021 to mid-2022. From a level below 2.0% per annum, it rapidly marched to 9.0% per annum.104 What is stunning is that in the face of upward inflation data, Powell refrained from increasing the Fed Funds rate from 0.25%, again to prop up Wall Street. During this same time, he also continued the program of QE and the purchasing of mortgage securities, even when housing prices were soaring. Eventually he realized he was wrong and began pulling back QE in December 2021, with his first rate hike coming in March 2022.

I have often said that the Fed is a menace. It is like they are driving a car on an icy road with two guardrails. One is inflation, and one is deflation. They keep bouncing off the guardrails in an uncontrolled fashion. At one point, I think they may hit one guard rail hard enough that they break through, and all hell will break loose.

Once Chairman Powell acknowledged the severity of the inflation problem, he reacted, and he reacted forcefully. In just 17 months, he engineered the fastest rate-hiking cycle since the Volcker era, taking the Fed Fund rate from 0.25% to 5.25%. Powell frequently cites Volcker’s 1970s playbook — when rates hit 20% to combat runaway inflation, but today’s landscape is different. Unlike Volcker’s time, when the U.S. debt-to-GDP stood at 35%, we now face a ratio of 123%, making the debt burden unsustainable. See, Chapter 16.

THE FED IS A MENACE

The bottom line here is that no set of individuals, regardless of their expertise, can accurately set the market price for money. Even if they were omniscient, they could not do it. History has shown, time and again, that the Fed’s approach is either too loose or too tight and is frequently behind the curve. Some have accurately described them as both the arsonist and the firefighter. I cannot disagree.

Corruption at the Fed only adds to the problem. Recently, two well-known Federal Reserve Board Governors from Boston and Dallas were forced to resign after failing to report personal trades of S&P Futures contracts at critical junctures in Fed policy. Chairman Powell dismissed the ethical breaches as merely an “appearance of conflict.” Right. Even more troubling, the current Atlanta Federal Reserve Governor remains in office despite recently making 154 undisclosed trades during blackout periods — a clear violation of trading restrictions.105 This ongoing pattern of ethical lapses undermines the credibility of the Federal Reserve and further erodes public trust in its leadership.


THE FEDERAL RESERVE

The Federal Reserve has one extraordinary power that is unique to it alone; it enables the creation of money out of thin air. Sometimes, it’s a vast amount, sometimes less, but it’s always at its discretion. As Ron Paul pointedly observed, “Ending the Fed would be the single greatest step we could take to restore American prosperity and freedom and guarantee they both have a future.”

At this point, it is helpful to examine more deeply the role of the Federal Reserve (the Fed) in our government and economic structure. We have discussed the timeline of Fed actions since its founding, but we need to examine the real rules they are playing under more closely.

To fully grasp the Fed’s impact, we must examine its distinctive position in our economic framework. The Fed, a hybrid organization — privately owned yet government-related — operates under a congressional charter with members nominated by the President and approved by Congress. As a practical matter, it behaves as part of the U.S. Federal government and is subject to Congressional oversight.

The Fed’s mission has evolved significantly since its creation. Its initial broad mandate focused on preventing bank runs, providing a flexible currency, and adding stability to the financial system. In 1977, with passage of the Federal Reserve Reform Act, Congress established the Fed’s current dual mandate of promoting maximum sustainable employment and maintaining price stability. Since then, it has adopted a third unwritten but widely articulated mandate: ensuring “financial stability and functioning financial markets.” More on this in a minute.

Christopher Leonard, author of The Lords of Easy Money: How the Federal Reserve Broke the American Economy106 describes the Fed’s role:

The FOMC meets every six weeks to ‘set interest rates.’ What this means is that the Fed determines the price of very short-term loans, a number that eventually bleeds out into the entire economic system and has an effect on every company, worker, and household. The basic system works like this, when the Fed raises interest rates it slows the economy. When the Fed lowers interest rates it speeds up the economy. The FOMC, then, is like a group of engineers in the control room of a nuclear power plant. They heat up the reactor, by cutting rates, when more power is needed. And they cool down the reactor, by raising rates, when conditions are getting too hot.

But in describing the Fed’s role in this way, Mr. Leonard misses one very important component that Fed observers call the “third mandate.” This unofficial mandate has become increasingly evident during recent crises. Through words and actions, Fed Chairs and Governors have signaled that their responsibilities extend beyond employment and price stability to include ensuring financial stability and functioning financial markets.

The COVID-19 crisis revealed the Fed’s readiness to break precedent for the sake of market stability. On March 23, 2020, Fed Chairman Jerome Powell stated, “We are deploying these lending powers to an unprecedented extent. We will keep doing that aggressively and forthrightly until we are confident that we are on the road to recovery.” He sent the message that the Fed was openly bypassing its own charter rules, defending extraordinary measures as necessary for financial stability.

Powell wasn’t alone in championing this expanded role. John Williams, President of the New York Fed, noted that “a key role of the Federal Reserve is to ensure the smooth functioning of markets and to promote financial stability.” When markets face stress, he argued, credit freezes and economic risks multiply. The solution? To act as the ultimate stabilizer, ensuring that “households, businesses, and governments can continue to access the financing they need.”

And about one year later, Randall Quarles, Former Vice Chair of the Fed, underscored, “Financial stability is a core component of our work at the Federal Reserve.”

Certainly, in the GFC and during the COVID crisis, the Fed exceeded its dual mandate and took actions to fulfill the unwritten third mandate. Two recent events underscore this expanded role. First, during the 2019 repo market crisis, the Fed injected massive liquidity to prevent a credit freeze. Second, the 2023 collapse of Silicon Valley Bank saw the Fed stepping in to calm financial markets and protect broader banking stability. In both instances, the Fed acted as the economy’s ultimate backstop and moved to keep markets afloat.

REPO BLOW OUT

We briefly discussed this event earlier, but it is helpful to dig a bit deeper. The 2019 repo market crisis revealed just how quickly financial stability can unravel and how far the Fed will go to prevent it. On September 16-17, the U.S. repo (repurchase agreement), or overnight interbank lending market, suffered a lack of liquidity, instantly sending interest rates from 2.4% to 10%. This could have led to a seizure of all credit markets, and so the Fed immediately stepped in and provided liquidity to calm the panic. Within 24 hours, it flooded the market with $75 billion in emergency funding — a figure that would eventually balloon to an astounding $400 billion. But the Fed didn’t stop there. One day later, it lowered the Fed funds rate by 25 bps, and a mere month later, in October, it cut by another 25 bps. The Fed also lowered the interest rate paid on bank reserves to drive more liquidity into the market.

While Chairman Powell claimed this spike was no big deal, he immediately reversed Fed policy, cutting interest rates and purchasing $60 billion per month of Treasury bills one month later. In what I can only describe as a blatant case of a Federal Reserve official trying to mislead the American public, he justified, “This is not QE. In no sense is this QE. These purchases of Treasury bills should not have any meaningful effect on the stance of monetary policy.”107

If using a computer to add reserves to the banking system — “mouse-click” money — and purchasing Treasury bills from primary dealers is not QE, then what is it? I am stunned that the financial press did not call “nonsense” on this lie.

SILICON VALLEY BANK

The collapse of Silicon Valley Bank (SVB) in March 2023 illustrates the Fed’s growing focus on market stability and how quickly financial institutions can unravel in our digital age. What began as a seemingly routine bond sale quickly escalated into a full-blown crisis that would test both banking regulation and the Fed’s commitment to its own rules.

The dominoes began falling when SVB was forced to sell some held-to-maturity bonds at a significant loss.108 Sharp-eyed analysts quickly did the math. Rather than having $20 billion in positive equity, the bank was likely $20 billion in the red. This news spread like wildfire through Silicon Valley’s influential venture capital networks, triggering a modern-day bank run among VCs who held enormous deposits in the bank. About one week after the initial bond sale, SVB lost $42 billion of its approximately $173 billion of deposits via electronic transfer. IN ONE DAY! The very next day, the FDIC took over the bank. One week later, it was insolvent and declared bankruptcy. In a digitally connected world, things happen quickly.

I was a customer of SVB. An image taken on the day of SVB’s failure is the background picture of my X/Twitter profile. This is the SVB branch where I had my personal accounts in Wellesley, Massachusetts. The line of depositors wrapped outside the building is like a scene from the 1930s, or It’s A Wonderful Life, depicting the failure of the Bailey Savings and Loan. Americans hadn’t witnessed scenes like this since the Great Depression — the last time true bank runs sent waves of panic through the nation.
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But the story doesn’t end there. As you will recall from earlier in our story, the public was angry that the federal government bailed out the banks during the GFC, and Congress enacted the rather-toothless Dodd-Frank Act in response. Bank lobbyists played a large role in watering down the bill. From my perspective, the bill was written to give the appearance of reining in big banks, but in reality, it was full of concessions. One point was clear: Dodd-Frank was meant to end future government bank bailouts. Bank losses would be borne by shareholders and uninsured depositors, with no government intervention beyond the standard $250,000 FDIC guarantee.

In the case of SVB, the math was fairly simple. The bank held $173 billion in deposits (95% uninsured). It had equity of $16 billion and roughly $40 billion in losses on its government bonds, which were held to maturity.109 In an orderly unwinding, it was estimated that depositors would receive 80 cents on the dollar. The bank was bankrupt, but who was going to absorb the losses? Under the black letter law of Dodd-Frank, the distribution was clear. The equity was worthless. The depositors would take the hit. In a last-ditch effort, the FDIC and the Fed stepped in and tried to get another bank to buy SVB, but its financial condition was so bad that no one would touch it. Many looked, but no one was willing to buy it without government guarantees.

And when the depositors turned out to be well-connected Silicon Valley and New York elites, the pressure for intervention became intense. Prominent and vocal NYC hedge fund manager Bill Ackmann warned that the entire banking system might fail.110 Sound familiar? Turns out, Ackmann’s concerns may have been well-founded. Other banks like First Republic and Signature were showing similar vulnerabilities. Nationwide, individual and corporate depositors with deposits greater than $250,000 were withdrawing funds from the banking system. In response, Treasury Secretary Janet Yellen floated the idea of guaranteeing all $17 trillion in uninsured U.S. bank deposits to stem a potential nationwide bank run. Quite a proposal!

Realizing that they were playing with fire and also recognizing they were trapped in a high-stakes game of semantic gymnastics, federal authorities found themselves trapped between two dangerous extremes: risk catastrophic banking system collapse or face fierce criticism for orchestrating another 2008-style bailout. But as Dan Oliver of Myrmikan Capital observed in his March 2023 letter,111 they chose a third path:

Over the weekend we saw that Treasury Secretary Janet Yellen made the following statement on Sunday morning to CBS News’ Face The Nation: ‘During the financial crisis, there were investors and owners of systemic large banks that were bailed out…and the reforms that have been put in place means we are not going to do that again.’

However, less than six hours later on that same Sunday evening, Secretary Yellen and Fed Chairman Powell came out and declared that the U.S. Fed and Treasury were going to establish a new facility called the Bank Term Funding Program (BTFP) which would allow banks to send their impaired assets to the Fed and receive 100 cents on the dollar or face value on bonds which may be worth 70 cents or less.

Furthermore, Yellen lied. In that March 12, 2023 statement, U.S. regulators announced that all SVB depositors would have their deposits guaranteed. They relied upon the “Systemic Risk Exception” clause of the U.S. banking regulations. Not a bailout, but a full guarantee. The very thing Dodd-Frank prohibited.

These steps were a blatant bailout and linguistic sleight of hand, a masterclass in political messaging. But I guess it doesn’t count because they didn’t call it a bailout.

As you can imagine, the firestorm of SVB’s failure brought out the Fed, and they devised a quick workaround to provide liquidity to the banking system. In fact, the Fed discount window gushed a new record amount ($152 billion) of loans to troubled banks. In addition, rather than follow the law and force the SVB depositors to take the hit that they deserved for leaving their deposits in a risky bank, the federal government provided a full guarantee of all SVB deposits. Relying on the “systemic risk exception” clause of the FDIC charter. Exactly what Dodd-Frank had prohibited!

The Fed and the U.S. Treasury also set up a new program called the Bank Term Funding Program (BTFP),112 allowing banks that held underwater investments loans or assets to put them to the Fed for 100 cents on the dollar113 with a vague guarantee to unwind these transactions in the future. Realistically, this repayment is unlikely to happen. The Fed and The Treasury claimed that because these were loans (indefinite term?), this was not a bailout nor was it printing money. Both of these statements are untrue. Today, the BTFP still holds $108 billion in bank assets, down from a peak of $164 billion. Mouse-click money for bankers. All printed money.

Behind the complex financial maneuvers lay this simple, reoccurring truth: The Fed created money out of thin air to resolve the crisis. Through engineered sales of Silicon Valley Bank and First Republic Bank, complete with the FDIC loss-sharing agreements for the buyers, they put crony capitalism on full display.

These two interventions demonstrate how the Fed views its role in the broader financial markets, particularly since the 2008 GFC. Officially tasked with only managing employment and inflation, the Fed has fully integrated the third mandate: ensuring financial stability and functioning financial markets.

The pattern is crystal clear. The Fed is willing and able to bend, break, or amend the rules and laws to achieve this third mandate. As we examine the precarious state of the U.S. government’s fiscal position and balance sheet in upcoming chapters, one thing becomes certain. When the next crisis hits, the Fed’s response will follow a familiar playbook, regardless of the long-term consequences. (Hint: it involves printing money).

THOMAS HOENIG: BRAVEHEART

The Fed operates like a fortress: insular, powerful, and fiercely protective of its reputation and internal deliberation. It crafts an image of thoughtful debate and wise deliberation. The reality behind its walls tells a different story — one best illustrated through the remarkable case of Thomas Hoenig.

A rare voice of dissent within the Federal Reserve, Hoenig, son of a small businessman, grew up in the Midwest and served in Vietnam. Professionally, he received his PhD in Economics from Iowa State University and spent his entire career, spanning from 1973 until retirement, at the Federal Reserve, first serving as an economist, then rising to become President of the Federal Reserve Bank of Kansas City, and thus, a voting member of the FOMC. His story, vividly recounted by Christopher Leonard in The Lords of Easy Money, reveals the courage required to challenge the Fed’s groupthink.

Leonard chronicles Hoenig’s early skepticism during QE policy discussions, writing:114

Hoenig had sat on the FOMC during both of these asset bubbles [Dotcom and GFC], and following the crashes, he’d seen firsthand the Fed’s vital role in creating them. Hoenig was worried, in November 2010, that the Fed was repeating this mistake.

He said something that Fed officials never acknowledged, at least in public. The central bank hadn’t just rescued the economy from the crash of 2008. The Fed bore a great deal of responsibility for it.

During a series of Fed meetings in the 2009-2010 timeframe, Hoenig voiced his opposition to Bernanke’s aggressive QE policy. When confronted with another round of quantitative easing in 2010, he cast dissenting votes at several meetings, and at one pivotal FOMC meeting, he bravely stated:115

I strongly disagree with the course that is being charted here today [implement QE]. We may see some short-run improvements, but not long run. There will be, I’m sure, in the end, a lot of givebacks. Experience tells us this. This course sows the seeds of instability. In my opinion.

This sort of dissent from a Fed Governor was not at all well-received, as it damaged the Fed’s carefully maintained façade of unified, academic decision-making. The response was swift and revealing. Leonard describes how Chairman Bernanke delivered what amounted to a public scolding:116

The mighty brains who ruled the FOMC were portrayed to the public as PhD educated civil servants who were essentially solving complex questions rather than making policy choices. When a FOMC member dissented, it shattered this illusion.

Bernanke opened the meeting with something of a scolding for the gathered FOMC members. He said there had been too many leaks of information about their meetings and, just as worrisome, some Fed officials feel increasingly free to express their opinions on important policy matters during their public speeches. It was hard not to see this complaint as directed squarely at Tom Hoenig. Bernanke said that airing such “very strong, inflexible positions” undermined the FOMC’s credibility.

Janet Yellen agreed. ‘I personally see them damaging our credibility and our reputation at a time when the institution is under enormous scrutiny, and we can ill afford it,’ she said.

Yet history would vindicate Hoenig. Even Leonard — an established, bestselling New York Times investigative reporter with acclaim from mainstream outlets like The New York Times, The Wall Street Journal, The Washington Post, The Financial Times, and Publishers Weekly — draws a conclusion strikingly similar to mine. He observes:117

Virtually all of the predictions Thomas Hoenig made about quantitative easing, and 0 percent interest rates, would come true over the next decade. Years later, he didn’t say he voted the way he voted because he was smart. He said he voted the way he did because of what he’d learned over more than thirty years of working inside the Federal Reserve. Hoenig became a dissenter against the Fed because of what he learned inside that very institution. He had seen firsthand how much devastation the Fed could cause when it got things wrong.

Hoenig’s experience and Leonard’s reporting show that the Fed’s public display of its inner workings is a veneer, with little tolerance for dissent within its ranks. Many of us have argued for years that the Fed is a self-interested banker’s cabal that has been corrupted and strayed from its stated mandate. Leonard, in poking fun at those of us who have held a negative view of the Fed, acknowledges a certain irony:118

To the everlasting joy of every conspiracy theorist in America, a group of ultra-powerful bankers got together and held a secret meeting in 1910 in which they created the blueprint for an American central bank. at a luxury resort called Jekyll Island.

But then Leonard’s book details many cases of what we have been saying all along.

Well, welcome to the club, Chris.

It is interesting to me that the problem has now grown so obvious that even mainstream journalists and publications can no longer sweep it under the rug. Leonard’s book and the mainstream media response to it tells me that the tide is in the process of turning against the Federal Reserve.

The story of Thomas Hoenig would not be complete without exposition of how Chairman Bernanke lied about the impact of the Fed’s new QE program. Right after the Fed’s fateful November 3, 2010 vote to launch what became known as QE2, a continuation of the emergency measures that they undertook in November 2008 (QE1), Chairman Bernanke appeared on CBS’s 60 Minutes with Scott Pelley. Pelley asked him about the inflation risks inherent in printing so much money. Below is Leonard’s summary of Bernanke’s response and Leonard’s assessment of that response:119

Then Bernanke said something which tainted the understanding of quantitative easing for years. ‘One myth that’s out there is that what we’re doing is printing money. We’re not printing money,’ he said. ‘The amount of money in circulation is not changing. The money supply is not changing in any significant way.’

This statement is fundamentally untrue. The money supply was already changing in significant ways and would never return to the already elevated level where it had been on November 3rd. The people who understood this fact best were the people, like Hoenig and Bernanke, who understood the mechanics of how the Fed’s power actually worked and who understood what it was actually beginning to do after the FOMC cast its vote.

In light of what we know today, Ron Paul’s warning as set out in End The Fed120 seems prophetic:

In the United States, it [the creation of the Fed] fundamentally altered the balance of power in our democratic system. Votes, campaign promises, polls, public opinion, laws, restrictions on the state, all of these forces took a backseat to the goals of the government to expand. Imagine an irresponsible teenager with an unlimited line of credit. The parents, teachers, pastors, and authorities in his life are ultimately powerless to change his habits. Now imagine that teenager armed to the teeth and also immune even from the rule of law. This is what you have with a government backed by a central bank.

ARROGANT AND WRONG

Grasping the modus operandi of the Federal Reserve requires first anchoring in your mind two words: hubris and myopia.

Danielle DeMartino Booth

We are aided in our examination of the Fed by former Wall Street investment banker and journalist Danielle DeMartino Booth, who spent nine years inside the Fed working as a researcher for Dallas Fed Governor Richard Fisher.

In her excellent book, Fed Up, Booth describes an inbred culture at the Fed whose 1,000 PhD economists look dimly on real-world practitioners. These academics, entrenched in their theoretical models and specialized jargon, mock the real-world input from professionals with business backgrounds like Booth and Fisher.

Booth correctly points out that their academic hubris and lack of introspection come at a cost. Within just a decade, Fed policies led to two of the largest bubbles in the nation’s history: the Dotcom bubble and the housing bubble.

Occasionally, even the members of the Fed concede their missteps and admit in hindsight that they do not always know what they are doing. In a very revealing admission before Congress in October 2008, former Chairman Greenspan rather sheepishly confessed that he was “shocked” to find that the risk models used by the financial industry failed to account for systemic risk, acknowledging a flaw in his long-held belief in self-regulating free markets. Indeed. I wonder if in his quiet moments he ever recognized the Fed’s role in blowing that bubble.

Janet Yellen’s comments prior to the GFC offer another example of the Fed’s institutional myopia. On two separate occasions, a mere four months apart, Yellen dismissed critical concerns about the growing housing bubble:

First, if the bubble were to collapse on its own, would the effect on the economy be exceedingly large? Second, is it unlikely that the Fed could mitigate the consequences? Third, is monetary policy the best tool to use to deflate a house-price bubble?

My answer to these questions in the shortest possible form are, ‘no,’ ‘no,’ and ‘no.’

— Janet Yellen, September 27, 2005.

While the decline in housing activity has been significant and will probably continue for a while longer, I think the concerns we used to hear about the possibility of a devastating collapse–one that might be large enough to cause a recession in the U.S. economy–have been largely allayed.

— Janet Yellen, January 22, 2007.

OK, so she totally blew the call on the GFC. But let’s give her some slack; we all make mistakes. However, this follow-up comment made AFTER the GFC is indicative of an utter lack of awareness. She is like a modern-day Mrs. Magoo.121

I will be the first to say that it is always difficult to get monetary policy just right. But the Fed’s analytical prowess is top-notch, and our forecasting record is second to none.

— Janet Yellen, June 20, 2009

I find her lack of analytical capability and self-awareness to be stunning. Is this the same woman who received $7 million in speaking fees from financial institutions, including $800,000 from Citadel, the hedge fund run by Ken Griffin? Could her insights really be worth that much?

Monetary policy is a very serious matter, and yet it is controlled by people like Janet Yellen.

And lest you think that it is only the Fed that misbehaves, don’t get me started on the European Central Bank (ECB). The book would be too long if I gave it full coverage. I will just leave this quote by Jean-Claude Juncker, Prime Minister of Luxembourg and President of the European Commission, who, in discussing how to handle the 2011 European sovereign debt crisis (specifically Greece), said:

“When it becomes serious, you have to lie.”

On a related note, another thing that the Fed does to protect itself is to hide behind its so-called position of “political independence.” By claiming to be non-partisan and only interested in what is good for the nation’s economy, the Fed has a very convenient excuse for stonewalling, or objecting to efforts by Congress to more fully understand how it operates and what it is doing. Over the years, legislators and others have pushed for reforms and greater transparency, but with limited success.

The original protagonist was Texas Congressman Wright Patman, who began asking questions as early as the 1930s and continued to doggedly pursue the Fed all the way through the 1960s during his tenure as head of the House Banking and Currency Committee. In the 1970s and 1980s, Representative Henry Gonzalez, also of Texas, picked up the mantle as chair of the same committee. Gonzalez was then joined by Ron Paul and Senator Bernie Sanders, more recently. It is safe to say that they’ve not made much headway. All calls for a comprehensive audit of the Fed’s manipulation of markets have been rebuffed, and this is why Fed Chairman have typically made meaningful efforts to meet with Congressmen and Senators privately to generate support for continued “Fed Independence.” (read: SECRECY)

PRINTING IS THE HAMMER: EVERY PROBLEM LOOKS LIKE A NAIL

When you strip away the complex economic jargon and sophisticated financial theories, the Federal Reserve’s true power boils down to two extraordinary privileges: the ability to backstop any failing institution with a bailout and the power to create money out of thin air. Of these two, money printing has become their go-to solution for every crisis — their hammer for every nail.

Since the creation of the Fed, a pattern has emerged, even more so in recent decades. The 1987 market crash? Print. The 1998 Long-Term Capital Management collapse? Print. The 2000 Dotcom bust and 2008 financial crisis? Print even more. Recent history only reinforces this tendency: the 2019 repo market seizure, the COVID-19 pandemic, and the Silicon Valley Bank failure all met the same response — fire up the digital printing press. Even seemingly minor market hiccups trigger the same reflexive response. Take Fall 2023, when the 10-year Treasury yield breached 5.0%. Like a well-rehearsed chorus, 12 Fed governors suddenly appeared with coordinated messages signaling an end to rate hikes. Their market-soothing jawboning achieved its goal: bond yields retreated, crisis averted — until the next one.

Consider the next chart, which shows the aggressive moves up and down in the Fed-funds rate since 1999. These extreme swings suggest that the Fed has lost control of the monetary system.
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“Federal-funds Rate Target,” Wall Street Journal. (Federal Reserve) Note: Chart shows midpoint of target range since 2008.

For a longer time frame, consider the chart below prepared by Haver Analytics:
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Bloomberg Finance LP, Haver Analytics, Deutsche Bank, “Federal Funds Rate, Annotated with Crises.” (Bloomberg Finance LP, Haver Analytics, Deutsche Bank)

Or the more detailed look at recent events offered by Peter Schmidt:

[image: ]
Peter Schmidt (X Address: @The92ers), “It’s Not a New Crisis; It’s the Same Crisis but it Keeps Getting Bigger.”

When financial conditions get rocky, the Fed always turns to the printer. Practically speaking, it is their only tool. This explains the book’s title, The Big Print. As we are about to explore, the mathematical reality of our current fiscal and debt situation means it is only a matter of time until the next crisis or several crises occur. We already know the Fed’s response.

Before we dive into what lies ahead, let’s briefly explore the competing economic schools of thought that have shaped policy decisions. This foundation is important because, as we’ll see, we have been operating under the wrong model. You’re about to learn just how dangerous that mindset can be.


KEYNESIANS AND
MODERN MONETARY THEORY (MMT)

Our journey through America’s monetary history has surveyed a landscape shaped by competing visions of how economies should work. Before we venture into what lies ahead, we need to understand the intellectual titans whose ideas continue to influence every decision made in the marble halls of central banks and treasury departments worldwide. Think of these economic theories as different lenses to view the world. Each offers a unique perspective on fundamental questions: Should governments intervene in markets or let them run free? Is saving virtuous or harmful? Can prosperity be printed? The answers to these questions have profound implications for our future.

CLASSICAL ECONOMICS

As a refresher, and as we covered earlier, the first economists were the Classical Liberals — Adam Smith, John Locke, John Stuart Mill, Jean-Baptiste Say, and David Ricardo. They introduced revolutionary free market concepts like the “invisible hand,” supply and demand, and laissez-faire free trade. In addition, an important cornerstone of the Classical tradition was Say’s Law, which posits that the production of one product creates demand for another by producing something of value that can be exchanged for that other product. Or more simply, production creates its own demand, making production the true source of demand. In an important step in understanding the burgeoning global markets, David Ricardo introduced the theory of comparative advantage to explain how nations would prosper through specialization and trade.122 These thinkers laid the groundwork for what would later become the Austrian School of Economics (see below).

KEYNESIANISM

Then came British economist John Maynard Keynes (1883-1946), whose ideas would fundamentally alter how governments approach economic management. His seminal 1936 work, The General Theory of Employment Interest and Money, challenged classical wisdom and still dominates economic thinking in governments and academia today.123 Keynes argued that economies could become trapped in prolonged slumps unless governments intervened with spending and credit creation to spark what he called “animal spirits.” Rather than trust market forces, he supported active government intervention, even if it meant running deficits financed by printing money. More specifically, Keynes argued that Say’s Law was flawed and that, in these instances, governments should step in and spend to create demand. Yet he never connected the dots and made it clear how the taxation necessary to pay for this would damage demand for other products. How to fund the deficits? Government deficits be damned! Money printing.

The Keynesian model is all about spending to grow, to fight unemployment, and to solve most any economic problem. But as Hayek pointed out, “Over a longer period, the Keynesian remedy does not cure unemployment but makes it worse.”124 Keynesians believe that savings are bad because they reduce aggregate spending and advocate policies that disincentivize savings. Again, to kindle “animal spirits.” A Keynesian economist seeks to smooth out market fluctuations through government policy. History suggests, however, this approach creates more instability (and sometimes crises) than it prevents, as we’ve experienced since departing from the gold standard.

The flaws in the Keynesian model, advocating government spending to cure economic slumps, were never made clearer than with this classic example so brilliantly laid out in Saifedean’s book:125

One of the leading Keynesian economists of our time, Paul Samuelson, who literally wrote the textbooks for economic education in the postwar era, wrote in 1943:

The final conclusion to be drawn from our experience at the end of the last war is inescapable—were the war to end suddenly within the next six months, were we again painlessly to wind up our war effort in the greatest haste, to demobilize our armed forces, to liquidate price controls, to shift from astronomical deficits to even the larger deficits of the thirties—then there would be ushered in the greatest period of unemployment and industrial dislocation which any economy has ever faced.126

— Paul Samuelson

The end of World War II and the dismantling of the New Deal meant the U.S. government cut its spending by an astonishing 75% between 1944 and 1948, and it also removed most price controls for good measure. And yet, the U.S. economy witnessed an extraordinary boom during these years. (Emphasis added)

The exact opposite of what a leading Keynesian predicted is what occurred!

The bottom line here is that the Keynesian model is not an accurate descriptor of how economies work. It is wrong. Examining history, it is clear that the Austrian Economic model has proven to be much more accurate and descriptive.

As you can imagine, Keynes was an enemy of sound money and often referred to the gold standard as a “barbarous relic.” Of course, he was a favorite of government ministers because Keynes’ policy prescription increased their influence and power. When challenged about the long-term consequences of his policies, Keynes offered his most telling response: “In the long run, we are all dead.”

I cannot think of a more despicable and damaging point of view. This cavalier dismissal of future consequences reveals the moral bankruptcy at the heart of Keynesian theory. It’s the economic equivalent of eating the seed corn and not worrying about future generations. It is hard to believe his economic theories are so widely accepted. In my opinion, he is a false prophet.

Von Mises captured Keynes’ reckless short-termism in his scathing critique:

For the demagogue does not bother about the remoter consequences of his policies. He chooses inflation and credit expansion although he knows that the boom they create is short-lived and must inevitably end in a slump. He may even boast of his neglect of the long-run effects. In the long run, he repeats, we are all dead; it is only the short run that counts.

In my view, John Maynard Keynes was not a good economist but rather an apologist for government control of economies and people. When this entire fiat credit expansion episode blows up, being a Keynesian economist will not be something to brag about.127

One final point on the Keynesian model compared to the Classical Economic model. Keynesians measure economic progress in terms of growth and full employment. This emphasis on growth contrasts with the classical and Austrian economic models, which focus on productivity and efficiency. Think of efficiency as the ability to get more output with fewer inputs, not just aggregate growth. Taken to the extreme, pushing for continual growth in a resource-constrained planet is problematic. Like nature, economic systems have a carrying capacity that, when exceeded, can lead to collapse.

The classic warning about the dangers of uninhibited growth is the cautionary tale of St. Matthew Island’s reindeer.128 In 1944, the U.S. military introduced 29 reindeer as an emergency food source onto this sometimes hard-to-reach Alaskan island located in the Bering Strait. During the early years, the reindeer survived by eating the lichen that grew naturally on the rocks. After World War II, military personnel left the island. The reindeer naturally reproduced, and the herd grew. Without natural predators, the reindeer population exploded to 6,000 by 1963. The population growth proved unsustainable when the reindeer outstripped their food supply, and a harsh, snowy winter triggered a catastrophic collapse in their population, leaving just 42 animals.
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Assumed population of the St. Matthew Island reindeer Herd. Actual counts are indicated on the population curve. Based on research from David R. Klein, “St. Matthew Island Reindeer Population.”

The reindeer of St. Matthew’s Island offer a sober reminder that growth without regard for improved efficiency or natural limits courts disaster.

MODERN MONETARY THEORY (MMT)

If one concludes that Keynes used a flawed model, wait until you learn about Modern Monetary Theory (MMT). The MMT school of economics is neither modern nor particularly theoretical. In essence, MMT makes an audacious claim that governments that control the currency can never truly be in debt because they can always print money. It’s the economic equivalent of claiming you’ve discovered perpetual motion.

MMT advocates insist that government-issued money derives value simply because citizens must use it to pay taxes and that money is a public good, not a commodity. It springs from the government. This isn’t just a step beyond Keynes — it’s a leap into fiscal fantasy. While they acknowledge inflation and debt as theoretical risks, they bizarrely claim that governments can control them through taxation. As even a school child can see, “printing more” can lead to printing too much, rendering the currency worthless. Given humanity’s long, documented history of government currency mismanagement, this faith in bureaucratic restraint seems ridiculous, or touchingly naive, if I’m being charitable.

What’s particularly ironic about MMT is that there’s nothing “modern” about it. Its intellectual roots trace back to Georg F. Knapp’s 1905 monetary theory, called Chartalism, which argued that money is a ‘creature of law,’ not necessarily a commodity. The Weimar Republic embraced this thinking when it abandoned the gold standard as soon as World War I broke out and began printing money freely to cover wartime expenses and later to keep the economy running. Predictably, all this printing led to one of history’s most notorious hyperinflation spirals (1921-1923). So, the first large-scale MMT experiment ended in hyperinflation. Interesting.

Yet, like a zombie economic theory, these ideas have been resurrected by a host of economists, including Warren Mosler, Randall Wray, and Stephanie Kelton, who’ve repackaged Chartalism’s inane and defunct concept as MMT. Their view — aggressive money printing as a solution to economic problems — has found an eager audience among socialists and left-leaning policymakers.

The language of the MMT crowd is almost hilarious and cannot be taken seriously by anyone with even a casual understanding of how economies operate. As Professor Kelton, one-time economic advisor to Bernie Sanders, states in her book The Deficit Myth:

In order to pass the kind of legislation that can usher in that decade of prosperity, we must believe that it is possible. We cannot let words like “government borrowing,” “debt,” and “deficit” hold us back.129

A deficit is only evidence of overspending if it sparks inflation. Since prices were not inflating, the deficit could not possibly be too big.130

No US President should ever again claim that the government has ‘run out of money,’ and no reporter should ever again let such a claim go unchallenged. We all deserve to know the truth: a currency-issuing government can afford to buy whatever is for sale in its own unit of account. Uncle Sam’s pockets are never empty.131

In my opinion, given the lags between deficit spending and inflation, the difficulty of actually measuring inflation, and the added problem of passing the correct tax legislation to control inflation, this entire school of thinking is like taking mind-altering drugs. MMT will not work. The inflation risks are just too large. No government that prints money to solve problems can be trusted to contain inflation.

THE AUSTRIAN SCHOOL OF ECONOMICS

Finally we get to the one school of economics with the correct model for understanding how the world’s economy works, yet it has been ignored because its conclusions are very inconvenient for Governments and statists.132 The Austrians. Their crime? Telling uncomfortable truths about money, banking, and government power.

Born from Carl Menger’s (1840-1912) revolutionary insights in the late 19th century, the Austrian School of Economics broke from traditional economics by recognizing a fundamental truth: value is subjective, not intrinsic. Menger, who trained as a lawyer, first became a newspaper reporter covering stock markets before transitioning to a university professor. It was in this role that he authored his famously controversial book Principles of Economics, which set out the theory of marginal utility in setting prices. Unlike his predecessors the Classicists, Menger concluded that an item’s value depended not on the labor required to produce it, but rather, its value exists in the mind of the consumer. A bottle of water might be worth pennies in your kitchen but priceless in a desert. Through his theory of marginal utility, Menger explained why the last bite of chocolate is less satisfying than the first and why diamonds, though less essential than water, command higher prices.

Menger’s practical observation that “Money is the most liquid good” explained why gold and silver naturally emerged as currency, not by government decree, but through market choice. They were scarce, durable, and divisible. They represented an intermediate good with a very tight bid/ask spread. Menger’s pragmatic view wasn’t just theory; it was how markets actually worked. It accounted for human behavior. Like many trailblazers, Menger was followed by a host of other brilliant economists who built upon his work.

Enter Ludwig von Mises (1881-1973), the intellectual giant who transformed Menger’s insights into a comprehensive vision of economic freedom. Forced by Nazis to flee his homeland Austria, von Mises migrated to America in 1940. Von Mises built on Menger’s insights, envisioning a free society rooted in individual liberty, private property, free markets, and limited government coercion. He defined the theory of “classical liberalism” or what many today would call the Libertarian political school. Libertarians oppose authority, state power, warfare, and nationalism. To wit, governments should leave people alone to live their lives.

Von Mises was also a keen observer of the monetary and credit systems of his time. In The Theory of Money and Credit, he laid out the Austrian Business Cycle Theory. He argued that when banks artificially expand credit, they create new money, pushing interest rates below their natural levels. This, in turn, sends the wrong signals and leads to malinvestment.

Von Mises’ intellectual heirs, Friedrich Hayek (1899–1992) and Murray Rothbard (1926–1995), further developed his work, advocating for sound money and limited government intervention. Fleeing Austria in 1938 as Europe descended into turmoil, Hayek took his Austrian ideas to influential teaching positions at the London School of Economics and The University of Chicago. His defense of classical liberalism and sound money eventually earned him the 1974 Nobel Prize in Economics, a rare moment of mainstream recognition for Austrian thinking. A staunch supporter of the gold standard and a classical liberal, his work influenced many other economists, including John K. Galbraith and Milton Friedman.

Then came Murray Rothbard (1926-1995), the Brooklyn-born independent thinker who would become America’s most powerful voice for Austrian economics and the Libertarian political movement. Though his professorial position at NYU gave him an academic home, the mainstream economic establishment considered him an outsider due to his unwavering defense of free markets and sound money. After founding the Cato Institute, only to break with it over ideological differences with the Koch brothers, Rothbard formed the Ludwig von Mises Institute in Auburn, Alabama, with Lew Rockwell. There, he wrote numerous books on the history of money and banking in the United States, creating a permanent home for Austrian thought.

At its heart, the Austrian School rests on core truths: money must be honest, and banking must have boundaries. Just as gravity cannot be defied, the Austrians recognize that violating these principles (by printing wealth from thin air and backstopping banks) inevitably leads to disaster. Their solution is both simple and radical. Return to sound money, constrain banking with natural limits, and break free from the destructive boom-bust cycles that plague our fiat currency age.

WHY ISN’T THE AUSTRIAN SCHOOL RESPECTED?
FOLLOW THE MONEY

Any rational observation of the monetary history of the United States clearly demonstrates that the Austrian School has the right predictive model to explain credit booms and busts. The Austrian model consistently explains economic cycles, while Keynesian theory stumbles from one failed prediction to another, containing the seeds of its own destruction.

Why do Keynesians dominate academia and monetary think tanks while Austrian economists remain on the margins? I have investigated this and believe you will find the answer interesting.

Ryan Grim’s explosive Huffington Post article, “Priceless: How The Federal Reserve Bought The Economics Profession,”133 alongside Robert Auerbach’s book Deception and Abuse At The Fed,134 exposes an elaborate system of academic capture. The Fed hasn’t just influenced economic thought — it has purchased it outright.135

The Federal Reserve, through its extensive network of consultants, visiting scholars, alumni, and staff economists, so thoroughly dominates the field of economics that real criticism of the central bank has become a career liability for members of the monetary economics profession, as shown in the Huffington Post investigation.

Over 300 staff PhD economists work directly for the Fed in Washington, D.C., and regional Fed Banks. The prestigious Journal of Monetary Economics is the “must publish” venue for academics seeking tenure and PhDs. Over half the journal’s current editorial board members cash Fed paychecks, and the other half have been paid by the Fed in its past.

The Fed pays economists to do research, and in 2008 alone, the Fed spent an astounding $389 million on research and analysis, much of it flowing to academic economists. Can you see how their views would be skewed?

Not only is the influence well-funded, but it also runs deep. A Huffington Post investigation of seven leading economic journals found 84 of 190 editorial board members had Fed ties. Think about that. The people deciding what qualifies as acceptable economic research are themselves on the Fed’s payroll. As economist Rob Johnson puts it, they’re “using taxpayer money to wrap their arms around anybody that is a critic and therefore muffle or silence the debate.”

Murray Rothbard presciently warned:

To achieve a regime of big government and government control, power elites cannot achieve their goal of privilege through statism without the vital legitimizing support of the supposedly disinterested experts and the professoriat. To achieve the Leviathan state, interests seeking special privilege, and intellectuals offering scholarship and ideology, must work hand in hand.

Rothbard was right. The Fed has turned economic scholarship into an intellectual protection racket. Criticize the central bank and watch your career opportunities vanish.

The Austrian School isn’t ignored because it’s wrong. It’s ignored because it’s dangerous. It’s dangerous to the Fed’s power, government expansion, and the comforting illusions of mainstream economics. When you understand this, the Austrian School’s marginalization isn’t just explained; it’s predicted by their own model of how power and money corrupt institutions.


STEIN’S LAW

During President Nixon’s Administration, one of his key economic advisors was Herbert Stein, a prominent economist who served as the Chairman of the White House Council of Economic Advisors. He is best remembered for saying what later became known as Stein’s Law:

If something cannot go on forever, it will end.

Growing debt faster than production, and printing money to do so, exemplifies Stein’s Law. Where does it end? Consider the next chart:
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Board of Governors of the Federal Reserve System, “U.S. National GDP and All Sector Debt: 1947-2024,” FRED, 2024.

The bottom line, U.S. National GDP, generates the income necessary to pay the interest on the top line, all-sector debt. First, notice the size of the advance in debt post-1971. Over 53 years, while GDP has grown steadily, total debt has skyrocketed from under $1 trillion to an astounding $100 trillion. These aren’t just numbers on a chart. They are a warning signal.

Now notice how the top line has expanded at a more rapid rate than the bottom line. If this trend continues (it’s been going strong and accelerating since 1971), eventually, the GDP will be unable to support the debt. Or said another way, the debt becomes unpayable. This is the very definition of a debt crisis.136

Recall GDP is the economic engine that generates the income needed to service our debt. But when debt grows faster than the engine powering it, the path becomes unsustainable. The Keynesian notion of using debt to create the holy grail of GDP growth worked initially, but its effectiveness diminished like any tool used too often. We’ve reached a point where the marginal value of each additional dollar of debt decreases over time, and eventually, new debt is needed just to support old debt. This is a classic “credit bubble,” as defined by the Austrian economists. Von Mises had it right when he cautioned:

“Credit expansion can bring about a temporary boom. But such a fictitious prosperity must end in a general depression of trade, a slump.”

People have asked me, “How can you be so certain we are headed toward a train wreck?” My answer is simple: “It’s just math.” Take two series of numbers. Grow one at a compound annual rate of 8.1% and the other at 5.6%. Over time, the two will diverge significantly. This is exactly what has happened with debt growth and GDP growth in the U.S. over the past 53 years. Debt brings consumption forward. Unlike savings, it is like eating your seed corn. When there is a surplus to be eaten, it is possible. But if the debt-based consumption outstrips the productive capacity of the system it draws from, mathematically, it must end badly. Pretty simple.

How does this end? History points to three possible scenarios:

	The Hard Stop: Halt debt growth and let GDP catch up (unlikely and very recessionary);

	The Crash: Allow debt to default (possible but a depression results, see 1929); or

	The Inflation Solution: Print money faster than debt grows (a temporary fix with long-term, high-inflation consequences).



The market history of the 19th and 20th centuries has been one long cycle of credit booms and busts. Throughout, the losers have been the average American men and women who are disadvantaged versus those who can make these boom/bust cycles work for them. Remember the Jefferson quote about inflation and deflation from earlier in the book,

If the American people ever allow private banks to control the issue of their currency, first by inflation, then by deflation, the banks and corporations that will grow up around them will deprive the people of all property until their children wake up homeless on the continent their Fathers conquered.

— Thomas Jefferson

Stein’s Law is a reality check. Our current path of exponential debt growth must eventually meet its logical conclusion. The real question isn’t whether this ends but how we choose to handle the inevitable correction.


NOTHING STOPS THIS TRAIN

Picture a train hurtling down the tracks with no brakes. This is America’s current fiscal trajectory. Brilliant engineer and investment analyst Lyn Alden aptly memed, “Nothing stops this train.” She believes, and I agree with her, that we’ve crossed the Rubicon, a point of no return in our financial system. As America’s fiscal train thunders toward a fateful switch in the tracks, ahead lies either system collapse from unstoppable debt momentum or a sharp angle toward painful but purposeful economic realignment. The conductor’s hand hovers over the lever, but at this speed, both tracks end in transformation. The only choice is whether we guide the change or let physics decide.
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The U.S. Federal Government is now completely out of control in terms of its spending and deficits. As the next schedule shows, the U.S. Government’s spending ramped up significantly during 2020 and 2021. While the COVID pandemic initially justified the surge to $6.6 trillion in annual spending (2020), something unprecedented happened afterward. Spending never returned to normal. There was a slight decrease in fiscal 2023 to $6.2 trillion, but this did not last long. Instead, spending accelerated to $6.75 trillion in fiscal 2024—a 10.7% jump in a single year (not shown on the chart, just reported), dwarfing our 3% GDP growth. Notice how the pre-pandemic spending level was $4.4 trillion. We are now locked in at spending levels that are 53% higher! No wonder why the deficits are so large. How do we pay for this?
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Jesse Myers, “U.S. Annual Spending (through 2022),” 2023, https://www.onceinaspecies.com/p/643-april-2023-market-update-on-bitcoin.

Sadly there is very little will in Washington, D.C., on either side of the aisle, to reduce or control spending. With ever-increasing deficits, the debt burden of the U.S. Government has gone almost parabolic.
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Board of Governors of the Federal Reserve System, “U.S. Federal Debt: 1971-2024” FRED, 2024.

The schedule above shows the rapid increase in the U.S. Federal debt burden. As I write, the U.S. Federal debt has just crossed $36 trillion. We’ve added $11 trillion in just four years, an amount that previously took over 220 years to accumulate.
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The Heritage Foundation, “The Staggering Pace of New Debt,” data from U.S. Department of Treasury. (heritage.org/)

Dialing into the past two years, look at what happened right before the 2024 election. No doubt, the incumbent administration pulled out all the stops in an attempt to win the election–which failed. In just three weeks of October 2024, debt grew by $460 billion, a pace that would add $7.8 trillion in a year if sustained. Stunning.
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I ask you, does that rate of growth in any way look sustainable? Historically, countries with debt growth like this have experienced currency crises.

Viewed through the lens of federal deficits, the next chart shows clearly what has happened since 1971.

* * * * *
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Chart source: U.S. Office of Management and Budget

Note the increasing size of the deficits through each cycle of monetary expansion. This is not a sustainable trend.

This problem has largely been ignored by the media for years, but now, even the nation’s newspapers are beginning to notice the debt train. (3/4/2024).
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Remarkably, the Chairman of the Federal Reserve, Jerome Powell, has broken ranks to acknowledge what many have feared, publicly warning that our fiscal situation isn’t sustainable. The Fed Chair reciting Stein’s Law when describing our fiscal situation was not on my bingo card for this year. Yet the Fed continues to enable spending, which, of course, begs the question: OK Jay, if you see the train heading off a cliff, why keep shoveling coal into the engine?

The next chart shows the mismatch between federal debt and GDP growth, a path that will ultimately lead to a debt crisis. At the sovereign level, a debt crisis becomes a currency crisis. Consider this:
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When I look at these charts, I want to get a megaphone and scream to all the citizens of this country:

WAKE UP! We are going to have a currency crisis! It is so obvious.

This is because we have now entered a debt doom loop. Allow me to explain.

DEBT DOOM LOOP

A debt doom loop, or debt crisis, describes the moment when debt becomes a relentless cycle: new debt is issued, not for productive investment, but simply to service the old debt.137 This is where the trouble starts. For an individual or business, the endpoint is usually bankruptcy or the collapse of the worthless debt. But a country with its own currency has a tempting alternative: just print more money. But when nations choose this path, they risk inflation spiraling out of control. In extreme cases, their currency collapses into worthlessness. Debt crises are not new or unusual.138 We have seen currency crises throughout the world in smaller countries, but we have not seen a currency crisis in the world’s reserve currency since perhaps when the Roman Empire failed.

The printing press can delay the fallout, but it is a double-edged sword. Yes, it allows governments to pay their debts in nominal terms and avoid a technical debt default. That is the good news. The bad news is that it comes with inflationary consequences. As inflation heats up, it begins spiraling, and people start to question the currency’s future value due to all the printing. Confidence wavers, and as Gresham’s Law139 explains, bad money drives out the good (more on this later). In other words, if people fear the dollar will keep losing value, they’ll rush to trade it for more stable assets, fueling a dangerous cycle.

Analyst Brian Hirschmann of Hirschmann Capital researched government debt patterns. His work reveals that once government debt surpasses 130% of GDP, default, devaluation, or hyperinflation typically follow. In Hirschmann’s study of 12 countries that crossed the 130% mark, each faced a crisis, no exceptions. Further note that, generally speaking, the crisis occurred almost immediately or within one to five years. The UK example post World War I was a rolling crisis that lasted for a bit more than a decade, so it was an outlier.

The U.S. is perilously close to this threshold today, sitting at 124% debt-to-GDP. This fits my estimated timeline, suggesting the U.S. could experience a full-fledged debt crisis before 2030.

A major contributing factor to a potential U.S. debt crisis is the rapidly increasing interest burden that the U.S. government faces. In the past, low rates allowed the government to expand debt without immediate pain. Now, at higher rates, the cost of servicing the ever-growing debt increases rapidly. Today, the U.S. spends over $1 trillion annually on interest payments, more than the military budget. If rates stay this high, the debt load could quickly become unmanageable.
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Board of Governors of the Federal Reserve System, “U.S. Federal Interest Expense: 1971-2024” FRED, 2024.

So what happens next? The debt doom loop has only two outcomes: 1) The system collapses under its own weight, or 2) The Fed prints money to keep it afloat.

Money printing is inflationary and as Lyn Alden’s chart (below) shows, the supply of base money printed by the Fed must grow, or else the debt structure supported by the base money collapses.
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Lyn Alden, “U.S. Total Debt and Base Money 1966-2022.”

As one of my favorite financial newsletter writers, the late Richard Russell, succinctly exclaimed:

“INFLATE OR DIE!”

As of December 2024, the Fed may be playing their last cards. Interest rates hover between 4.50 - 4.75% while they attempt to shrink their bloated balance sheet through quantitative tightening (QT).140 They began an easing cycle in September with a 50 bps cut and continued it in early November with an additional 25 bps. In my opinion, they will not be able to conduct quantitative tightening for much longer. It is only a matter of months (certainly less than two years) before they will be forced to resume monetary accommodation to prevent another collapse. In our EMA newsletters,141 we have referred to this event as “The Big Print,” a monetary expansion that will dwarf the COVID-era stimulus, potentially ballooning the Fed’s balance sheet from $7.1 trillion to an unprecedented $20+ trillion.

The inflation this will unleash will be devastating.

Amid the Fed’s repositioning, Paul Tudor Jones, the legendary, self-made billionaire investor whose macro predictions have become financial folklore, bluntly stated on CNBC in October 2024: “All roads lead to inflation.” It’s telling that his fund now heavily backs traditional inflation hedges, gold, Bitcoin, and commodities. When someone with Jones’s track record positions for inflation, markets should pay attention. (I have not properly introduced Bitcoin to our discussions yet, but I find it interesting that Tudor Jones crowned Bitcoin as “the fastest horse in the monetary debasement race.”)

We’re watching the end game of a decades-long monetary experiment. As noted earlier, the Fed has two options: allow the debt structure to collapse or print money on a scale that will fundamentally reshape the value of the dollar. Given these choices, history suggests they’ll choose inflation every time. The only question is how devastating that inflation will be.

WHEN ECONOMIC PILOTS RUN OUT OF OPTIONS

A simple way of looking at this “debt doom loop” is to compare it to choices that pilots make in aviation.

My dad was a pilot, and I grew up flying with him around the Midwest. He was always super cautious, and when I decided to become a pilot (Private, Multi, IFR), he lectured me about safety and introduced the concept of an “accident chain.” He advised that it’s rarely one bad decision that leads to disaster but a series of choices that gradually eliminate your options.

Think of our economy as an aircraft that Keynesian policies have flown deep into a box canyon. No room for a 180-degree turn and insufficient power to climb out. Each control input along the way - creating the Federal Reserve, abandoning the gold standard in 1971, implementing quantitative easing (QE) and zero interest rate policies (ZIRP), initiating the PPP program and CARES Act, printing billions in stimulus checks - has added another link to this accident chain. Poor planning all around.

Pilots know this progression well. If you study enough aviation accidents, you will see that it is not the first bad decision that will kill you. But, if you make a number of bad choices in a row, you can end up in a very dangerous position where everything has to go right to achieve a safe outcome. Fuel management is a good example. Letting fuel run low limits your choice of airports. If weather then closes your destination, you may lack enough fuel for a preferred alternate, relegating yourself to a risky approach or off-field landing. You can probably manage if you’re already over open fields or water. Over the Rockies? The stakes get dicey, fast. Then there’s engine failure, which is unusual but a risk. Twin-engine planes add a degree of safety, although Dad liked to remind me that “The second engine is just there to carry you to the scene of the accident.” (Executing a single-engine approach in heavy IFR142 conditions requires a lot of skill.)

I learned this lesson early. As a low-time VFR pilot flying up the Connecticut coast to Cape Cod, my route was called VFR. There were warnings that conditions might deteriorate. They did. The cloud ceiling kept coming down, and I was over water, but when the ceiling hit 600 feet, I had seen enough. I did a 180, returned to Bridgeport, and rented a car. It was shocking to me how quickly the flight conditions went south. Degrees of freedom and safety are what pilots are looking for: Think multiple engines, multiple pilots, good traffic avoidance technology, safe fields to land in, and multiple instrument approaches. All of these things increase the odds that a flight will be completed safely and successfully. Thinking like this is how Captain Chesley “Sulley” Sullenberger navigated to the flat Hudson River to land in a heavily populated metropolitan area, saving the passengers and bystanders. It is the same idea.

Another thing Dad and many pilots say is that flying involves hours and hours of boredom punctuated by moments of sheer terror.

A good friend of mine, George Bodine (@jethroe111 on X), described one of these moments to me, and as a pilot, I could completely relate. George is a retired naval aviator and a graduate of the Navy’s Top Gun fighter school. Flying his F/A-18 Hornet off a carrier on patrol in the Northern Pacific Ocean, he faced deteriorating weather, low fuel, and had missed several landing attempts. They sent up a refueling plane to refuel him. He mated and got some fuel, but the turbulence was so bad that he disconnected after only receiving a small amount. With his fuel condition, George knew that he had literally one last chance at a carrier landing. He had to make it, or he was going to die. If he ditched in the North Pacific, it was unlikely he would be recovered before he froze to death or went unfound. George said he had never prayed so hard. Thank God he is here to tell the story.

Today, Fed Chairman Powell finds himself in George’s position. Poor economic policy decisions stretch back decades, each one reducing his degrees of freedom. Now, like a pilot with one shot at a carrier landing in stormy seas, Powell must attempt an almost impossible feat — land this fiscal and monetary behemoth without crashing the system. As pilot of the U.S. Federal Government monetary system, Jay is confronting one hell of an accident chain. He is encumbered by a multitude of bad choices that brought us to this point. Can he successfully land it and shove the problem to the next Fed Chairman? I suspect that the end of his term as Fed Chairman in February 2026 cannot come fast enough for him. I also imagine that he sometimes asks himself why he took a second term as Fed Chairman.

Like other pilots staring at a bad set of conditions, I believe that Jerome Powell’s moment of “sheer terror” lies in the not-too-distant future. Or if it is not Powell’s moment, it will be whoever is unlucky enough to follow him as Fed Chairman. Our monetary system is in trouble. It is just math.

EVIDENCE

Some say I am being extreme in my views. I believe they are caught in recency bias and just assume everything will work out the way it has in the past. If this is the case, then how do they explain the next two charts? U.S. Treasury bonds are the base layer of the entire financial system. They historically have been risk-free collateral that all other assets can be priced off of. The next two charts look at the performance of 20-year U.S. Treasury bonds compared to gold and Bitcoin. The bonds are supposed to represent sound money, but if this is the case, then why are the returns on gold and Bitcoin so spectacular when compared to bonds? I believe this is occurring because the market increasingly recognizes gold and bitcoin as sounder forms of money than the dollar. I expect this trend to continue and accelerate. Based on these charts, I believe the market is offering compelling circumstantial evidence that supports my viewpoint.

THE SOVEREIGN DEBT CRISIS HAS STARTED
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2020 to Present: Gold Return in 20-Year T-Bond Terms. Chart Source: TraderView
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2020 to Present: Bitcoin Return in 20-Year T-Bond Terms. Chart Source: TraderView
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16. Alden, Broken Money, xii.
17. Nathan Lewis, Gold: The Once and Future Money (Hoboken, NJ: John Wiley & Sons, 2007), 13.
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28. The Austrian Economics business cycle theory introduced the term “malinvestments” to describe failed investments caused by the misallocation of capital into unnecessary projects. These misallocations often occur due to artificially low interest rates, which distort price signals. Malinvestments are typically made during economic “booms” and then collapse in subsequent “busts.”
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34. Specie payment was the ability of anyone who held a bank note or dollar note to walk into a bank and demand the equivalent value in gold coins. Halting specie redemption was a tool used to protect insolvent banks.
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PART II
THE SOLUTION


EMBRACE DEFLATION

The fundamental error made by Keynesian economists, and nearly everyone except Austrian Economists, is the belief that deflation is inherently bad.

THE ERROR

For over a century, central bankers and mainstream economists have harbored an irrational fear of deflation. They argue that falling prices will cause consumers to delay purchases in anticipation of lower prices in the future. This lack of spending, they claim, will thereby decrease aggregate demand and lead to a downward economic spiral. Consider Janet Yellen’s 2009 warning to the Commonwealth Club of California:

t is conceivable that this very low inflation could turn into outright deflation. Worse still, If deflation were to intensify, we could find ourselves in a devastating spiral in which prices fall at an ever-faster pace and economic activity sinks more and more.1

This common view, however, overlooks important historical evidence and human behavior patterns.

There is an error in this line of reasoning. The notion that the mere anticipation of lower future prices will halt spending is absurd. Humans have specific needs and desires that drive consumption, regardless of price expectations. I know the TV I purchase today will be cheaper in five years, but that does not stop me from buying one. After all, I want to watch football today. Immediate needs and wants often outweigh the potential savings of waiting, ensuring that spending continues despite expectations of future price reductions.

Historical evidence further challenges the anti-deflation narrative. The 19th century saw two remarkable periods where prices fell nearly 50%. In “Deflating the Deflation Myth,”2 Christopher Casey noted that this century witnessed one of history’s most dramatic improvements in living standards rather than economic catastrophe.
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Found in Casey’s “Deflating the Deflation Myth,” “U.S. Consumer Price Level: 1800-1900,” Mises Daily, 2014.

Modern Keynesians like Bernanke, Krugman, and Yellen consistently point to the Great Depression as evidence of deflation’s dangers. This is an oversimplification, a “catch-all” to argue that deflation is bad. The Great Depression was a unique event caused by the collapse of the largest credit bubble in history. Using this singular event to condemn all deflationary periods ignores broader historical evidence. Even two former Federal Reserve economists acknowledge this limitation:

he only episode in which we find evidence of a link between deflation and depression is the Great Depression (1929-1934). We find virtually no evidence of such a link in any other period…. What is striking is that nearly 90% of the episodes with deflation did not have a depression. In a broad historical context, beyond the Great Depression, the notion that deflation and depression are linked virtually disappears.3

DEFLATION

Deflation refers to a general decrease in prices, driven either by a decrease in the money available or by increased productivity. Keynesians insist that inflation and nominal growth are essential for economies to thrive. This is not true.

In a properly managed economy, deflation naturally results from increased productivity and efficiency–often driven by technological innovation. We can do more with less, causing prices to fall. Workers, in particular, see an increase in real wages4 because wages typically don’t fall as quickly as prices, effectively increasing their purchasing power. This type of deflation is bad news for financial institutions and governments (debtors) because as prices fall, debts become harder to repay. Predictably, our current system was designed to avoid this natural deflationary mechanism, prioritizing their interests over those of the general citizen.

As we saw earlier, periods in the 19th century were generally deflationary, yet huge strides were made in productivity and real growth. Who would not like deflation? If the cost of things goes down, what is bad about that? As Jeff Booth expertly advances in The Price of Tomorrow, we live in an inherently deflationary world. Productivity enhancements should make goods cheaper over time.

As productivity and technological advancements are integrated into our economy, goods and services should become more abundant and cheaper. That is what we have observed. Evidence surrounds us. The cost of telephone calls, TVs, cell phones, computers, etc., has decreased relentlessly while their quality and functionality have improved, giving consumers more for less. Even in the commodities world, technical advances have allowed us to produce more goods at lower cost per unit. Looking ahead, continued technological advances will only deepen this trend. Human ingenuity is undefeated.

Two groups, however, fear deflation: financial actors and debtors. Financiers who rely heavily on debt shudder at the prospect of repaying loans with more valuable money. But for the average citizen, deflation, particularly the kind driven by productivity gains, is a good thing.

Booth’s most brilliant insight zeros-in on the modern monetary conflict. We operate an inflationary monetary system in an increasingly deflationary world. This fundamental misalignment creates ongoing tension between our monetary policy and technological reality. It just does not work. A solution to this conflict exists, but first, we must recognize that our current monetary system actively works against what we want to achieve in the economy — greater prosperity through increased productivity and efficiency.

Stay tuned. There is a solution.


BITCOIN FIXES THIS

Bitcoin is a secure digital network that transfers digital value (money) across time and space. Bitcoin represents a paradigm shift in how we think about and use money. It’s not just another cryptocurrency or investment vehicle – it’s a fundamental technological innovation that will reshape our financial future.

THE BIRTH OF BITCOIN

For those readers unfamiliar with Bitcoin, here is its history. On October 31, 2008, under the pseudonym Satoshi Nakamoto, an anonymous technologist (or several working together) publicly issued the Bitcoin white paper,5 laying out a blueprint for a peer-to-peer electronic cash system.

Nakamoto and others then began developing and building a network of computers that would keep a digital ledger of transactions measured in a new digital unit of account: one bitcoin. The core software is open-source and distributed to computer nodes,6 now numbering approximately 17,000 plus, and countless miners competing with each other to process transactions into blocks.

Bitcoin miners are individuals or entities that purchase computing power to satisfy three basic roles for the network: 1) confirm transactions, 2) secure the ledger, and 3) participate in the fair distribution of new bitcoins. A costly endeavor requiring specialized hardware and electricity, miners are incentivized through block rewards7 and transaction fees.8 They use electricity and computing power to attempt to verify transaction blocks. Their expense is electricity; their revenues are block rewards and transaction fees.

Once formed, these blocks stack on top of each other, linking one to the next, forming a “blockchain.” The blockchain holds a record of every transaction since inception. The system is designed to form a block roughly every 10 minutes. Each block contains between 1,500 and 4,000 transactions, builds upon prior blocks, and becomes permanent and immutable after six 10-minute cycles. The computing power behind the mining network generates new blocks that secure and validate transactions on the blockchain. Presently, the computing power behind the Bitcoin network makes it the largest distributed computer network in the world. Miners add computing power to the network, which increases the “hash rate” or computational power of the network. Because more power can assemble blocks more quickly, every 2016 blocks (roughly two weeks), a built-in difficulty algorithm self-adjusts the computational problem to keep the average time between blocks close to 10 minutes. Ingeniously, the performance of the network is coded to self-regulate.

The code behind the network is distributed and open-source so that everyone can see it. There is no single point of failure. A select team of core developers maintains the code and can only make changes if revisions are properly proposed, voted on, and accepted by a majority of the nodes in the network.

The system was designed with a 21-million-coin hard cap on the number of Bitcoins that will ever exist. Miners consume electricity to confirm the transactions and receive a reward if they successfully discover the correct solution that leads to the creation of a block. The reward is two-fold — transaction fees and an established block subsidy, currently 3.125 bitcoin. The block subsidy is mathematically programmed to halve every 210,000 blocks, about every four years, meaning that the dilution rate shrinks at each halving event. The Bitcoin network is nearly 16 years old, and more than 877,000 transaction blocks have been mined — or approximately 19.9 million of the 21 million supply hard cap. The last bitcoin is expected to be mined in 2140. It’s estimated that as many as 10-15% of the coins in existence have already been lost.9

The fact that there will never be more than 21 million bitcoins issued is critical to the network’s success. Bitcoin has value in the marketplace and is functioning as money.10 Having a form of money that is fixed in supply is literally a once-in-a-humanity event. You may think I am being hyperbolic, but I am not. Throughout thousands of years of human history, every form of money has eventually been diluted. This means that additional monetary units were created, and those new units diluted the value of all the existing money. Even gold, the soundest form of money before Bitcoin, grows in supply at an admittedly modest rate of 1.7% annually. So in less than 60 years, the supply of above-ground gold on the planet will double.

The designers of Bitcoin created perfect money. It cannot be diluted. Said another way, they architected perfect, immutable, verifiable digital scarcity using code and algorithms. This is a very big deal.

Imagine a form of money that can’t be diluted or devalued over time. That’s what Bitcoin offers – a once-in-humanity event that challenges thousands of years of monetary history. Mankind now has a form of money that holds its value. This will have enormous global implications in the next 10-20-50-100 years.

BITCOIN IS A TECHNOLOGICAL INVENTION

Many people look at Bitcoin and only see its monetary properties. Some consider it just another cryptocurrency and throw it in the Sam Bankman-Fried crypto-fraud bucket. Some consider only its investment characteristics. In my opinion, these are grave mistakes.

Bitcoin is a fundamental, foundational technological innovation. It is a paradigm shift. The inventor(s) of Bitcoin created a system that provides absolute digital mathematical truth. Michael Saylor, Chairman of MicroStrategy and engineer by training, frames Bitcoin as one of humanity’s most transformative technological advancements. He compares it to pivotal discoveries that reshaped the world: fire, the wheel, brass, steel, gunpowder, Copernican heliocentricity, the printing press, Newtonian physics, electricity, telegraph, telephone, automobiles, air flight, radio, TV, microprocessors, cell phones, and the internet.

As you can see, we have become an increasingly digital world. Bitcoin is just the natural extension of that trend. It is pure digital energy, and because it is immutable, it will live forever. We used to live in an analog world. A book was physically printed. Now we read books on our Kindle, our computers, or our cell phones. By the same token, the soundest form of money before the invention of Bitcoin was gold. It is analog sound money. Bitcoin is digital sound money. Digital gold, if you will. As you will learn in Chapter 24: Investment Implications, it enjoys many benefits over gold.

In the limited space here, I cannot do justice to the rich history of technological advancements over the past 5,000 years that position Bitcoin as the next development in a long line of technological innovations. But if you are interested, you really owe it to yourself to take one hour and 40 minutes and listen to Michael Saylor’s Master Class Interview at the Atlas Society in 2024.11 He presents a very clear vision of Bitcoin’s transformative potential. After listening, you will understand why Bitcoin is destined to become the base layer of global money.

Consider the inventions listed above. Think about how things changed between the date of invention and 20, 50, or even 100 years later. When the printing press was invented, most people were illiterate. Now billions read, and books are ubiquitous. When the automobile was invented, it was a fast horse. Now they are part of everyone’s life. When the internet spread commercially12 (1993 marked the beginning of widespread adoption), Nobel Prize-winning Keynesian economist Paul Krugman said it had no more utility than the fax machine. Now it is part of the fabric of our lives, connecting us all through social networks and driving 20% of all retail sales worldwide. Few can imagine life today without the internet. All of these inventions were adopted and spread widely because they offered a better solution than what existed.

The Bitcoin network and using Bitcoin as money is a better choice than storing value in fiat currencies like the dollar, which are programmed to debase and be diluted over time. Doesn’t it logically make sense that more and more people will choose the form of money that treats their savings the best over time? It seems obvious and certain to me.

STATE-FREE MONEY

Bitcoin is permissionless, peer-to-peer, and distributed. Anyone can buy Bitcoin, and anyone can transact in Bitcoin, 24/7, 365 days of the year. Users can send millions or billions of dollars of market value peer-to-peer, free from government interference and without needing a financial institution or a bank.13 The implications of this technology-based sound monetary network are profound and will grow in importance in the decades ahead.

Bitcoin is money freed from control by the state or governments. Think about it: the government can access your bank account, tax your income, prevent you from transacting, and seize your assets via a court order delivered to your bank. With the Bitcoin network, you are self-sovereign. Nobody needs to know what you hold, what your private keys are, or how you transact with others. This gives individuals an enormous weapon against state overreach.14 Some Bitcoiners, myself included, believe Bitcoin may even curtail government instigation of wars because it will have no means of paying for them. It cannot get the money. This is my hope and that of many other Bitcoiners.

For skeptics who dismiss Bitcoin as just a toy or a mere fad, doubting the significance of digital scarcity, consider this: In just 16 years, Bitcoin has risen to become the 10th largest currency worldwide by circulating supply. Catapulting from zero to the 10th largest world currency in 16 years is staggering.
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FIAT EMPOWERS THE STATE

Bitcoin’s investment potential is undeniable, with its “Number-Go-Up” (NGU) appeal and unique monetary properties such as privacy, non-dilution, censorship resistance, and ease of independent use. However, its significance extends far beyond mere financial gain. Bitcoin is a powerful tool for preserving individual freedoms in an era of increasing government overreach.

As we will discuss in an upcoming chapter, I believe that we have reached what can be termed “peak centralization,” where governments wield unprecedented power, often at the expense of personal liberties. Concentrating power within government structures has led to an overreaching and alarming growth in governments that misbehave, restricting individual freedoms everywhere.

An important Bitcoin use case emerged during the COVID pandemic when Canadian truckers peacefully organized a protest against the insane testing policies that prevented them from doing their jobs. Temporarily giving up their incomes, truckers across Canada assembled a Freedom Convoy of hundreds of 18-wheeler trucks that drove to Ottawa to hold a peaceful sit-in protest. Supporters throughout North America attempted to provide economic aid through traditional crowdfunding platforms like GoFundMe, but Canadian authorities swiftly froze and seized these donations. Recognizing the need for an uncensorable funding mechanism, my friend B.J. Dichter15 jumped into the breach and created a Bitcoin-based donation system. It worked. Donors contributed Bitcoin that was distributed to the truckers (probably now all Bitcoiners) and their families — all without government seizure. As an aside, former U.S. Presidential candidate Robert F. Kennedy, Jr. cited the truckers’ protest and seizure of their money as the catalyst that awakened him to the importance of Bitcoin as a civil liberties tool.

BITCOIN USE CASE: THIRD WORLD

While Bitcoin’s investment potential often dominates headlines in the Western world, this narrow focus hides its revolutionary impact on global financial inclusion. In regions where traditional banking infrastructure is lacking or unreliable, Bitcoin emerges as a lifeline. With nothing more than a smartphone and Internet connection, individuals gain access to a borderless financial system that operates beyond the reach of oppressive regimes or unstable economies. Bitcoin’s true power lies not in its price charts but in its ability to grant sovereignty to unbanked and censored populations worldwide.

Human rights advocate Alex Gladstein’s book Check Your Financial Privilege highlights the global disparity between developed nations and the rest of the world. He points out that in the developed world, we take for granted our robust banking systems, credit cards, and payment tools/rails like Venmo and PayPal. Moreover, our currencies generally maintain their value and rarely experience double-digit annual inflation rates.

On a planet of eight billion people, only 13% use the major, stable currencies such as the U.S. Dollar, Euro, Japanese Yen, British Pound, Australian Dollar, Canadian Dollar, or Swiss Franc. Even when including the Chinese Yuan and Indian Rupee, less than half the global population (48%) lives in a somewhat stable currency regime. This still leaves over four billion people who must deal with less trustworthy currencies, many of which suffer from mismanagement and frequent bouts of double-digit rates of inflation. For these individuals, financial instability is not just an economic concern — it’s a daily reality that impacts their ability to save, plan for the future, and maintain their standard of living.

The transformative power of Bitcoin in developing nations often eludes privileged elites who have benefited from our fiat currency system. For instance, the late American billionaire Charlie Munger described Bitcoin as “disgusting and contrary to the interests of civilization.” His business partner, Warren Buffett, called it “a delusion” and “rat poison squared.”16

What Messrs. Munger and Buffett miss is that, in the undeveloped world, Bitcoin has literally been a lifesaver for many people. Money is central to the ability of humans to conduct trade and improve their lives. Having the ability to transact and save in a currency that cannot be seized and cannot be inflated away is an enormous win for many people.

Gladstein’s book tells stories of people around the world who have used Bitcoin to their advantage. His work illustrates three crucial use cases:

	Freedom from Debasement/Revaluation. In Senegal, Africa, Fode Diop’s family saw their hard-earned savings for his education halved overnight when, in January 1994, the French government and the International Monetary Fund devalued the CFA Franc (used by former French colonies) by 50% overnight. His education was in jeopardy. Fortunately, he found another alternative. Unsurprisingly, he is now a passionate Bitcoin developer and advocate.

	Theft of Funds. Lelah Furzan, a female Afghan computer programmer, was fortunate to be paid in Bitcoin. When the Taliban forced her to flee Afghanistan to Germany, she faced a treacherous overland journey, during which she was robbed by dishonest middlemen and common thieves, losing all of her cash and jewelry. Because she kept her bitcoin seed phrases safe, she protected her 2.5 Bitcoin, now worth over $250,000.

	Remittance Costs. Throughout the world, many poor families send a relative to work in a more developed country where they can earn higher wages. These relatives then often remit a portion of their income back home to help their families survive. What may seem like a small sum in Western terms can mean the difference between life and death in impoverished nations. The global remittance market is enormous, an estimated $785 billion, with $88 billion coming from the U.S. Top recipients include India ($125B), Mexico ($67B), China ($50B), Philippines ($40B), Egypt ($24B), Pakistan ($24B), Bangladesh ($23B), Nigeria ($21B), Guatemala ($20B), Uzbekistan ($16B), and El Salvador ($8B).
Though critical to the recipient, sending these remittances is costly and sometimes perilous. Western Union and other money transfer services routinely charge between 6 and 12% of the funds, and recipients often have to travel long distances, wait in long lines, and risk being robbed after receiving their funds.
If the receiver has a smartphone and an internet connection, they can easily download a Bitcoin Lightning wallet and receive funds almost instantaneously for fees that are generally several pennies, never as much as $1. Do the math. If all remittances moved to Lightning rails, financially vulnerable people would save $62.8 billion per year in transaction fees. Such savings could dramatically improve the lives of millions in developing nations, showcasing Bitcoin’s potential as a powerful tool for global financial inclusion and poverty alleviation.



At the country level, a striking example of Bitcoin’s impact can be seen in Nigeria, an African country of 233 million people. Their national currency, the Naira (NGN) has been a terrible store of value for decades, but the problem has grown more acute in recent years. In 2016, 199 Naira equaled 1 U.S. dollar. Today, that figure has soared to 1,668 Naira per dollar, meaning, in less than 9 years, the Naira has lost 88% of its purchasing power in dollar terms.

In light of this devaluation, it is not surprising that an estimated 35% of Nigerians now use Bitcoin and other cryptocurrencies for savings and transactions — an impressive adoption rate when only 50-60% of the population has internet access or owns a smartphone.

It makes me angry that wealthy people like Munger and Buffett criticize Bitcoin,17 likely without considering the vital role it plays for the unbanked and financially oppressed world. I am encouraged once again by the words of Alex Gladstein:

Financial privilege is embedded in our world, and has steered the course of history. It has shifted power from the have-nots to the haves. It is getting worse.

But guess what? Bitcoin is going to obliterate financial privilege.

This new currency where everyone is considered equal in the eyes of the protocol, no matter whether you live in Gaza or Tel Aviv, Havana or Miami, Dakar or Paris, Washington or Caracas. The bitcoin protocol does not care about your level of wealth, color of your skin, beliefs, family history, religion, or nationality. It is neutral and cannot discriminate.

When we consider that for millennia the world has been run by one form of financial colonialism or another, it truly is a case of: Bitcoin fixes this.

BITCOIN DEFUNDS WAR

The most profound impact of Bitcoin may lie in its potential to fundamentally alter the economics of war and state power. Fiat money empowers the State. Most people hate taxes and will only bear so much before they mount opposition to taxation. Yet, governments have figured out a workaround to this issue. Through monetary inflation, they can spend much more than they collect in taxes, funding initiatives that fail to serve their citizens’ best interests. The worst of which is war.

About wars under a fiat system, Ron Paul observed:

Following the creation of the Fed, the government would discover other uses for an elastic money supply aside from keeping the banking system from defaulting on its obligations. It would prove useful in funding war. It is no coincidence that the century of total war coincided with the century of central banking.

He goes on to illuminate what happened in World War I:

Armed with central banks to cover liabilities, European governments went to war one year after the Fed was created. The New York Tribune wrote with horror: ‘The world looks on in a stunned, incredulous way while Europe is rushing forward to a stupendous catastrophe. we have been told again and again that the financiers of the world, largely denationalized in their sympathies and interests, would never permit the great nations to impoverish themselves by war. A tightening of the screws of credit, it has been said, would bring most chancelleries to their senses.’18

Alas, it was not to be. Over 16 million people perished in World War I, nine million soldiers and seven million civilians.

As a teenager in Ann Arbor, Michigan, in the early 1970s, I vividly recall the Vietnam War and its impact on the United States. Anti-war protests were a regular occurrence on the University of Michigan Quad, while older guys in my neighborhood were being drafted and sent to Vietnam. Younger guys were receiving lottery draft numbers, and I missed that system by one year. In 1970, shortly after the Kent State shootings, where the National Guard had gunned down four student protestors,19 I recall asking my Dad what would happen if I were drafted. Dad, who was incredibly wise, looked at me and said, “Larry, this war is over. There is no way that the American people are going to let the National Guard murder students. They crossed the line. You watch, the outcry will be overwhelming. They will have to end this.” He was right. Sadly, the war dragged on for several more years, allowing Nixon and Kissinger to carpet bomb North Vietnam late into 1972. The human cost was staggering. The U.S. war in Vietnam is estimated to have resulted in between two and three million deaths, with perhaps as many as one million casualties in North Vietnam alone — many of them innocent civilian rice farmers who were near Hanoi.20 It was sick.21

Since World War II, the U.S. has grappled with the growing influence of the powerful alliance between defense contractors, politicians, and the military establishment. President Eisenhower warned of this in his 1961 farewell address:

In the councils of government, we must guard against the acquisition of unwarranted influence, whether sought or unsought, by the military-industrial complex. The potential for the disastrous rise of misplaced power exists and will persist.

Today the Military Industrial Complex (MIC) has grabbed our country by the throat and will not let go. Think of the wars that we have entered in the Middle East since the 9/11 attacks. The cost has exceeded $8 trillion. For what? To secure oil? On what pretext? Weapons of mass destruction in Iraq? The MIC has captured our political system, as it has strategically located contractor factories in nearly every state and makes huge campaign donations to legislators who vote to fund defense contracts. The U.S. sold its democracy to the highest bidder, prioritizing the war machine over the interests of average Americans or innocent citizens in other parts of the world where we have waged war.

I am a strong anti-war proponent. I believe that sound money will help eliminate wars. There will be no way to pay for them.

Beyond the MIC, Big Pharma, Big Healthcare, Big Food, Big Oil, and Big Agriculture all have centralized power to make our lives worse. Imagine what we could have spent that $8 trillion on? It is mind-boggling. These matters form the core of our broken system. By returning to sound money, we can defund government malfeasance and push back against this harmful centralization.

We must return to a sound money standard if we ever want to take the car keys away from a government that has run amuck.

Famed Austrian Economist Friedrich Hayek foresaw this problem. He recognized that centralization of the gold standard would lead to its failure. In searching for a solution, he advised that the remedy must come from outside the system:
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Is Bitcoin the “sly roundabout way” that Hayek prophesied?

I believe it is.


SKEPTICISM

When I advocate for Bitcoin, I often encounter a common reaction — skepticism fueled by misconceptions. Most people instinctively group Bitcoin with thousands of other cryptocurrencies and miss its revolutionary qualities. This chapter explores why Bitcoin stands alone and examines how skepticism, though natural, often blinds us to transformative innovations even as they change the world around us.

Bitcoin is not crypto

It is correct that Bitcoin is a cryptocurrency, but no other cryptocurrency is like Bitcoin. As it turns out, creating a cryptocurrency isn’t particularly challenging. Any competent programmer can write the code. The world is not lacking for financial promoters and scam artists who want to sell get-rich-quick schemes that promote “pump and dump” coins. What’s hard is creating something truly revolutionary, something that solves problems that have puzzled computer scientists for decades.

Bitcoin’s uniqueness stems from three critical factors:

	Immutable Design: Bitcoin’s issuance schedule, requiring a large expenditure of energy for proof-of-work, is what keeps the ledger secure. It cannot be altered or manipulated. Unlike other cryptocurrencies using proof-of-stake, where large stakeholders can change the rules, Bitcoin’s fundamental properties are not subject to change. Compare this to Ethereum, which has modified its issuance schedule over seven times, an indicator of centralized control.

	Technical Innovation: Bitcoin’s developers solved the Byzantine General’s Problem,22 a challenge that had confounded computer scientists for years. Previous attempts at digital currencies failed because they couldn’t overcome this fundamental obstacle.23 Bitcoin’s solution ensures trustless consensus, a breakthrough that makes true decentralization possible.

	Design Priorities: As Jeff Booth eloquently explains, cryptocurrency designers face an impossible trinity. They must balance between security, decentralization, and scalability. Bitcoin’s creators prioritized the first two, recognizing that an immutable, decentralized foundation matters more than immediate convenience and speed. Interestingly, the Lightning Network now offers a scalable Layer 2 solution without compromising these principles.24



Jeff Booth, author of The Price of Tomorrow, analyzes the trade-offs inherent in cryptocurrency design. He uses a powerful graphic to illustrate that, due to engineering limitations, a cryptocurrency can only optimize for two of the following three attributes:
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Jeff Booth, “Finding Signal in a Noisy World,” 2022 (https://www.jeffbooth.ca/post/finding-signal-in-a-noisy-world).

The designers of Bitcoin prioritized security and decentralization. They sacrificed scalability (speed and low cost) because they believed that having an immutable record was more important than having a cheap and fast payment solution.

Today over 10,000 cryptocurrencies are quoted on coinmarketcap.com, creating a noisy backdrop that often drowns out Bitcoin’s message. Most of these projects are, frankly, useless. Take Dogecoin (the symbol is a dog), which started as a joke yet somehow still has a $58 billion market cap. This circus-like atmosphere provides a perfect breeding ground for exchanges and many pump-and-dump coins that have since failed, including large examples like FTX and Terra/Luna, as well as hundreds of smaller examples.

The FTX/Sam Bankman-Fried (SBF) bankruptcy saga highlights why the cryptocurrency industry has a credibility problem. FTX was the name of SBF’s crypto exchange, and his FTX token was worth $11 billion on paper at one point. When I discuss the merits of Bitcoin with friends and potential investors, many instantly use the simple mental heuristic that all crypto is fraud and cite the fraudster, SBF. As Bitcoiners, we saw through his facade from the early days. We watched with growing concern as he appeared on the stage at early Bitcoin conferences, while several prominent community members even warned the SEC. We knew he was a fraud. He claimed to be worth $6 billion, but he was running an elaborate Ponzi scheme using customer funds to prop up the value of his token. Despite numerous warnings, his FTX empire continued to expand unchecked until its inevitable collapse during a “run on the bank.” In November 2022, it imploded, erasing $11 billion in artificial value overnight. The company filed for bankruptcy, and SBF was convicted of fraud, conspiracy, money laundering, and campaign finance law violations, resulting in a 25-year prison sentence. It marked a stunning fall from grace for the supposed boy-genius billionaire who once shared conference stages with Bill Clinton and Tony Blair. He was also a huge donor to the Democratic Party, and some claim this is why regulators looked the other way at his overtly fraudulent behavior.

SBF and his ilk are cautionary tales that must be separated from one’s understanding of Bitcoin. The inherently fraudulent business model of the broader cryptocurrency industry (excluding Bitcoin) has been a huge misleading distraction. It has scared people away from taking the time to understand why Bitcoin is different and is indeed a true technological breakthrough. Even so, it’s important to recognize that not all technological breakthroughs are immediately understood or rapidly adopted. Things take time. Innovations often undergo a gradual adoption phase until their utility becomes obvious, eventually leading to the “suddenly” phase of widespread acceptance.

TECHNOLOGY SKEPTICISM

Skepticism around Bitcoin follows a familiar pattern. Throughout history, mankind has often resisted or been afraid of change, particularly when it threatened the livelihood of an existing class. Consider these fascinating parallels: the Luddites and the Red Flag Act. The Luddites, followers of Ned Lud, an apocryphal weaver in 19th-century Britain, violently opposed automated weaving machines, fearing they would destroy their livelihoods. Their name has become synonymous with technological resistance because during organized raids, Luddites often destroyed the weaving machines that replaced hand weavers.

Perhaps the most striking parallel comes from the 1865 Locomotive Act in Britain. Early automobiles posed such a threat to the railroad and horse-carriage industries that objectors successfully lobbied for laws requiring a man with a red flag to walk 60 yards ahead of any motorized vehicle. The Railroad Lobby, assisted by the Horse Carriage Lobby, effectively limited cars to 4 mph. Regulators passed these laws on the pretext that collisions must be prevented, crippling the British automotive industry for decades until their repeal starting in 1896-1903.

The pattern of experts dismissing revolutionary technologies is remarkably consistent.

The Telephone (1878):

“The Americans have need of the telephone, but we do not. We have plenty of messenger boys.”

William Henry Preece, Chief Engineer of the British Post Office

Light Bulbs (1879):

“Everyone acquainted with the subject will recognize [Thomas Edison’s experiments] as a conspicuous failure, trumpeted as a wonderful success.”

Henry Morton, President of the Stevens Institute of Technology
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The Automobile (1899):

“The ordinary horseless carriage is, at present, a luxury for the wealthy; and although its price will probably fall in the future, it will never, of course, come into as common use as the bicycle.”

Literary Digest

“The dangers [of the automobile] are obvious. Stores of gasoline in the hands of people interested primarily in profit would constitute a fire and explosive hazard of the first rank. Horseless carriages propelled by gasoline might attain speeds of 14 or even 20 miles per hour. The menace to our people of vehicles of this type hurtling through our streets and along our roads and poisoning the atmosphere would call for prompt legislative action even if the military and economic implications were not so overwhelming. [T]he cost of producing [gasoline] is far beyond the financial capacity of private industry. In addition the development of this new power may displace the use of horses, which would wreck our agriculture.”

— The U.S. Congressional Record, 1875

Airplanes (1911):

“Airplanes are interesting toys but of no military value.”

— Marshal Ferdinand Foch, Supreme Commander of the Allied Armies in World War I, 1918–20

Sound in films (1928):

“I don’t think people will want talking pictures …. Talking doesn’t belong in pictures.”

— Joseph M. Schenck, President of United Artists

Nuclear power (1932):

“There is not the slightest indication that [nuclear energy] will ever be obtainable.”

— Albert Einstein

Computers (1940’s):

“I think there is a world market for about five computers.”25

— Thomas J. Watson, President, IBM

Television (1946):

“Television won’t be able to hold on to any market it captures after the first six months. People will soon get tired of staring at a plywood box every night.”

— Darryl F. Zanuck, Head of 20th Century Fox

Satellite communications (1961):

“There is practically no chance communications space satellites will be used to provide better telephone, telegraph, television, or radio service inside the United States.”

— T.A.M. Craven, U.S. Federal Communications Commission

Personal Computers (1977):

“There is no reason for any individual to have a computer in his home.”

— Ken Olsen, founder and CEO of Digital Equipment Corporation

Laptop PCs (1985):

“For the most part, the portable computer is a dream machine for the few…the real future of the laptop computer will remain in the specialized niche markets.”

— New York Times

The Internet (1998):

“The growth of the Internet will slow drastically, as the flaw in ‘Metcalfe’s law’—which states that the number of potential connections in a network is proportional to the square of the number of participants—becomes apparent: most people have nothing to say to each other! By 2005 or so, it will become clear that the Internet’s impact on the economy has been no greater than the fax machine’s.”

— Paul Krugman, 1998, winner of the Nobel Prize in Economics.

The iPhone (2006):

“Everyone’s always asking me when Apple will come out with a cell phone. My answer is, ‘Probably never.’”

— David Pogue, Technology Editor of the New York Times

Bitcoin (2011 to Present):

Today’s Bitcoin skeptics echo yesterday’s epic miscalculations

“Crypto assets are highly volatile, see Bitcoin, and therefore not really useful as a store of value.

— Jerome Powell, Chairman of the Federal Reserve

“Bitcoin is the mother of all bubbles.”

— Nouriel Roubini

“Bitcoin is a highly speculative asset, which has conducted some funny business and some interesting and totally reprehensible money laundering activity.”

— Christine Lagarde, European Central Bank President

“I don’t like fraud or delusion and the delusion may be larger than the fraud”

— Charlie Munger, Berkshire Hathaway

“Bitcoin is rat poison squared”

— Warren Buffett

“Bitcoin is a bubble wrapped in techno-mysticism inside a cocoon of libertarian ideology.”

— Paul Krugman, Nobel Prize-winning economist

“Bitcoin is a combination of a bubble, a Ponzi scheme, and an environmental disaster.”

— Paul Krugman

“The battle between sovereign money and cryptocurrency is over. Technology does not make for trusted money.”

— Augustin Carstens, General Manager, Bank for International Settlements.

Notice how many of these responses were from people whose livelihoods were threatened by the innovation they condemned. As Upton Sinclair astutely observed: “It is difficult to get a man to understand something when his salary depends upon his not understanding it.”

ADOPTION IS GROWING

Bitcoin currently sits at an exciting point on its adoption curve. Following Malcolm Gladwell’s S-Curve model, Bitcoin is still in the “early adoption” phase. This model suggests that the time required to move from zero penetration to 10% adoption equals the time needed to progress from 10% to 90% adoption. We’re approaching what appears to be an inflection point.
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Lucas Bazemore, Township Ventures, “Bitcoin Enters Growth Phase of S-Curve.”

Many believe we are just turning the corner and entering the steep part of the adoption curve depicted above. Over the next decade, Bitcoin is poised to transform from what skeptics call “magic internet money” into a sound and reliable store of value and, ultimately, a full-fledged currency.

As the next chart26 shows, the adoption rate of new technologies is accelerating in this digital age.
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Source: Nicholas Felton, The New York Times. (hbr.org/)

Note how quickly society has integrated the use of the cell phone and the internet into its daily lives. Some have argued that Bitcoin adoption is faster than internet adoption, although they appear quite similar to me. The next chart shows this:
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WHY WE WILL BE SAVED:
DECENTRALIZATION

As broken and dysfunctional as the world is today, I remain profoundly optimistic. This optimism stems from a clear understanding of technological advancements and their potential to improve human society worldwide. What excites me most is the unstoppable trend toward decentralization that promises to reshape our world for the better.

The Rise of Centralization: America’s Early Years to Industrial Power

To understand our trajectory toward decentralization, let’s first look at how we became so centralized. The story begins in early America, where decentralization was the natural state.

The Seeds of Self-Reliance

In the early 1600s, self-reliant settlers founded several colonization experiments in what are now Virginia and Plymouth, Massachusetts. The early years were rough and marked by hardship, but the trend was clear. North America would be infiltrated by citizens from across Europe escaping religious persecution and rigid class structures. Their arrival led to conflict with the earlier inhabitants of North America. Due to superior technologies like gunpowder, the settlers’ eventual conquest of the continent was inevitable.27 (Keep this concept in mind). Throughout the 1600s and 1700s, America became a nation of farmers, fishermen, craftsmen, and laborers, with minimal centralized governance beyond limited oversight from Britain.

In time, the 13 original colonies each had their own governor and legislature, reporting to the British Crown. Herein lies the seed of a problem. The colonists who had left Britain for opportunities promised in the New World and to escape religious persecution had developed a fierce self-reliance. They would only accept so much meddling from Mother Britain. Clearly, people were less tolerant of taxation back then. When Britain imposed a 3% tax on tea imported from Britain in 1766 and granted a trade monopoly to the British East India Company, it sparked a series of events that would lead to the American Revolution and the creation of the United States.

Thus began America’s first Fourth Turning. Recall that during such periods, society must resolve unique existential questions. The key issue during the mid- to late-1770s was whether men could self-govern or was a crown or royalty required. The patriots who fought the Revolutionary War represented a new Hero Generation.28 It was their resolution to this question that launched an experimental form of governance, one that would radically change the world. I wonder if the Founding Fathers had any idea how successful their experiment would become or the breadth of decay that would unfold more than 200 years later.

The Industrial Revolution and Centralization

The post-revolutionary period saw enormous growth in both population and living standards. A nation of farmers and artisans moved westward, while technological developments transformed society: the loom, steam engine, telegraph, canals, railroads, cement, water-powered mills, and other developments vastly improved living standards. My own grandfathers, born around the turn of the century, witnessed this transformation firsthand — from outhouses and Saturday bath day to indoor plumbing and electricity on demand; coal replacing wood; high-speed railways; automobiles replacing horses; highways replacing dirt roads; gasoline and heating oil replacing coal; radio, television, and telephone replacing the telegraph; and air travel replacing steamships. They said they felt lucky to have lived through so many positive developments. Indeed.

The Industrial Revolution began in the mid-1700s and brought amazing productivity increases that required scale, capital, and centralization. The modern corporation emerged, with stock markets enabling investments in new enterprises. Trading in Lower Manhattan in the late 1700s helped finance canals, railroads, steel manufacturers, and thousands of businesses serving the growing nation.

By 1900, industrialization was well underway, particularly in the mechanized North, which had used its industrial advantage just decades before to win the Civil War over the agriculturally strong Southern states, producers of cotton and tobacco. In just 30 years, the automobile would radically change this landscape. Approximately 40% of Americans lived on farms and 60% in rural areas, compared to today’s 2% on farms and 14% in rural areas.

The Automotive Revolution:
A Case Study in Scale Economies and Consolidation

Henry Ford’s introduction of the Model T in 1908 and the assembly line in 1913 revolutionized manufacturing. Producing 400 cars per hour (10,000 per day), Ford demonstrated the power of productivity enhancement, reducing prices while paying workers an unheard-of $5 per day, double the prevailing wage at the time. His vision changed the entire game. Truly a win/win. His belief that workers should be able to afford their own products unlocked a new level of human flourishing. This was what America used to be. Technologically innovative. We still lead in the high-tech field, but we have drifted away from manufacturing and core engineering. And if we are going to have a large central government, why can’t it provide obvious infrastructural advantages like high-speed rail?

Side note: if we value efficiency and productivity enhancements more highly as a society, more of our best and brightest students would go into engineering and the trade fields, versus seeking riches shuffling paper in the financial markets. Our focus on speculation and gambling versus productivity improvements has cost our nation.
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Rethink X, via Luke Gromen, FFTT

Another instructive piece of the Ford story is the case study of automobile adoption. Between 1900 and 1930, the shift from horse-drawn to motorized transport followed what Malcolm Gladwell would later call the “Tipping Point” model — the time from zero to 10% adoption equals the time from 10% to 90%. The chart above shows that automobiles took 10 years to reach 10% penetration, then jumped to 70% in the next decade. Not a perfect fit, but close.

The automotive revolution accelerated industrial consolidation. From over 70 automakers in 1910, only eight remained by World War II, and soon thereafter, only a handful. This technologically driven consolidation pattern repeated across industries such as radio, television, washing machines, the internet, and mobile phones, as economies of scale pushed adoption cycles and centralization. Producing more at a lower cost is always a winning business strategy, provided that there are dogs willing to eat the food. The natural result of this process is that it leads to consolidation within industries, and large-scale providers gain advantage over smaller manufacturers or producers.

World War II: Peak Centralized Power

Broadly speaking, up until World War II (with the exception of World War I), the world seemed to benefit from the trend toward centralized industry and power. Economies of scale had driven substantial improvements in living standards, and life expectancy rose dramatically between 1800 and 1940. But soon, the world would begin to experience what I call “the diseconomies of centralized scale.”

Nations Tumble: Cautionary Tales

Britain’s fall from dominance tells the story of centralization on a geopolitical scale. As the world’s economic and military superpower of the 1800s, Britain’s pound sterling, backed by gold and silver, operated as the world’s reserve currency. During the 1800s, wars cost Britain dearly. World War I, however, marked the beginning of its more rapid decline. The war’s devastating toll—claiming 890,000 men, 6% of the adult male population, combined with enormous war expenses, forced Britain to abandon the gold standard and resort to money printing. A good example of how wars are expensive and can ruin nations.

Meanwhile, the U.S. had been steadily growing into the world’s leading industrial nation, first surpassing Britain’s economic size in 1890. Allies during World War I, America’s post-war assistance to Britain contributed to the 1929 financial bubble. (See, Chapter 11 for a full description.)

Germany’s experience during this time also warns of how war expenditures can lead to monetary collapse. Ravaged by hyperinflation from 1921-1923, Germany became the first modern country to experience “mass psychosis.” They would not be the last. The National Socialist Party (Nazis) capitalized on a citizenship that had lost everything in the currency collapse of 1923. Hitler shifted the blame from excess money printing and instead convinced a portion of the population that banks and bankers, many of whom were Jewish, were the root of the economic chaos. By convincing people that it was the Jews who had caused the currency to fail, he devised a plan to return Germany to its prior glory through genocide, conquest, and a war that claimed 60 million lives. Here, we see the ultimate danger of centralized systems. When a madman gains control of your country, the consequences can be catastrophic.

The Nuclear Wake-Up Call

I believe that World War II represented “peak centralization” of the nation-state. A moment when the dark potential of centralized power became horrifyingly clear, nation-states had figured out how to slaughter millions of people on an industrial scale. World War II terrified all rational people when we realized that we actually could kill the entire human race. The invention of the atomic bomb and its use by the U.S. to stop the war in Japan29 was the great wake-up call, underscoring the grim reality that there would be no winners or survivors in a full-scale nuclear war. It is instructive that since then, although there have been posturing and a number of smaller proxy wars, mutually assured destruction has prevented the use of atomic weapons since 1945. That said, there’s no guarantee that a madman won’t gain control of the nuclear button. For this reason, I believe that mankind must come together to dismantle all nuclear weapons and eliminate our collective risk.

The Digital Dawn:
Technology Enables Decentralization

As grade school duck and cover drills faded from the weekly routines, the emergence of decentralization began slowly following the end of World War II. Initially driven by multiple factors, including the end of the Cold War and improved communications, the largest decentralization catalyst was the accelerated pace of technological improvements, particularly the microprocessor and the internet. The invention of the microprocessor in the 1950s and its commercialization by Shockley, Fairchild, and Intel marked the starting gun in the race toward decentralization.

Since the early 1970s, the development of computing power has changed the world. The invention and commercialization of the internet are comparable to the development of trains, the automobile, and heavy industry during the Industrial Revolution. Radical technological advances provided humanity with three new superpowers: 1) global connectivity at minimal, fixed cost; 2) instant access to the world’s digital information; and 3) the ability for anyone to become a publisher or broadcaster. The implications were profound.

Before the internet, centralized organizations could control the dissemination and content of the narrative. Governments and corporations could easily manipulate public information when only three networks dominated television. It was trivial for the government to lie to the people and for the people to not even comprehend that there was an alternative case or another side to the story. And lie to the people they did: Kennedy was assassinated by a lone gunman; the U.S. was attacked in the Gulf of Tonkin; and literally hundreds of other examples.

The internet shattered this monopoly, enabling fact-checking and alternative viewpoints almost in real time. Anyone can become the New York Times or CBS. Independent journalists now often outdraw established networks as people recognize the value of decentralized information sources. People are awakening to the fact that they have been lied to.

As a powerful decentralizing force, the internet reshaped society in just a few decades. Given that widespread adoption began only around 2000, its influence as a young technology is even more remarkable. I expect that the internet will continue to replace the large, centralized organizations that we once relied on.

Bitcoin is a lot like the internet, only it is an open-source peer-to-peer network for money. Consider this: before Bitcoin, all financial transactions relied upon a third-party provider (except cash). If you wanted to conduct any financial transaction, you used a bank, credit card company, or third party. There was no way to transact natively and digitally without interference from an outsider.

Bitcoin changes all of that, and the change is profound.

As this digital dawn continues to spread, the landscape will change radically. The large sclerotic organizations that grew out of the Industrial Revolution, including a federal government powerful enough to conduct warfare around the world, are beginning to show their wear and tear. It is becoming clear that the costs of running these organizations outweigh the benefits they provide. In this Fourth Turning, they will fail or be radically restructured.

The Art of Pattern Recognition

Being a successful investor requires strong pattern recognition skills. Human nature has changed very little over time, with cycles of greed and fear repeating themselves over and over again. Sometimes, the best thing one can do to become a good investor is to study history. There’s wisdom in Mark Twain’s aphorism that “History does not repeat itself, but it often rhymes.” Yet we must also remain alert to fundamental changes that render historical models obsolete.

I was trained to view investing through the lens of buying undervalued and misunderstood securities with the expectation that they would eventually be better understood and more fully appreciated. I looked at traditional metrics such as price-to-earnings or price-to-cashflow to determine what was cheap. Most businesses I evaluated were straightforward product or service businesses. I was generally not thinking in network terms. As a result, I missed the full impact of Metcalfe’s Law.

Network Effects: A New Value Model

Metcalfe’s Law states that a network’s value grows proportionally to the square of the number of connected users or devices in the network. Or said another way, network value grows geometrically even as the number of users only grows linearly. This law explains why businesses like Amazon, Facebook, and Google have become incredibly valuable and defensible businesses. Looking at specific returns:

Amazon (IPO 1997): 214,366% return to date

Facebook (IPO 2012): 1,530% return to date

Google (IPO 2004): 9,176% return to date

Before the internet, network-driven businesses were rare. Newspapers, TV networks, and the Yellow Pages came close, but the internet enabled truly global networks with unparalleled reach and value creation. I must confess I missed this. I had looked at these companies as potential investments and concluded their valuations made them too expensive. I was wrong. (There is a lesson here for people who think that Bitcoin is too expensive today because they know people who bought it more cheaply).

In the history of investing, very few investments have returned 100 times your investment in a roughly 20-year period, and the number of investments that have returned over 1000 times is smaller, still. Network businesses are just different. The upside breaks traditional investing models.

Bitcoin is a monetary network business and reminds me of Amazon, Facebook, and Google in their early days. I missed investing in those three names. I am not going to make that mistake again. I have a story about that.

Personal Investment Journey

The Microsoft Lesson and Software Revolution

In 1983, during my second year at Harvard Business School, a conversation along the Charles River proved prophetic. Walking with my business school roommate and Steve Ballmer (who had been my roommate’s Harvard College suite mate alongside Bill Gates), Ballmer painted an ambitious picture of the future of the personal computer. He explained how the recently introduced IBM PC (August 1981) would transform society. He predicted that every household would have multiple PCs performing then-unimaginable tasks one day. With conviction, he declared Microsoft would become one of the most important companies in the world. Over the space of 40 years, he was proven right. Back in the early 1980s, he saw what others could not.

Even into the mid-1980s, my colleagues in the venture capital world remained deeply skeptical of software investments. “Software is bullshit,” they would say. “You can’t touch it. You can’t feel it. It’s just code.” Technology investment dollars instead flowed into computer hardware being sold by IBM, DEC, Data General, and Prime, along with disk drives and memory chips. Software was seen as ephemeral and without value. (Recognize the comparison to Bitcoin?)

My investment experience with Microsoft is also instructive. When the company conducted its IPO in 1986, it traded at just 14 times trailing earnings despite clocking 40% annual growth, a remarkably low PE ratio given its trajectory. The company also possessed a formidable defensive moat through exclusive ownership of the MS-DOS operating system required on every PC.

Recognizing these favorable dynamics, I used my venture capital bonus to buy it. A couple of years passed. My investment had yielded a couple of times my money, but I wanted to own a condominium rather than rent, and I needed a down payment. So, I sold my Microsoft for a decent profit, but way too early. My split-adjusted price was $.06 per share; today it trades at $451. Painful. A missed gain of 7,516%.

A missed opportunity, yes, but also a valuable lesson – one that Michael Saylor recently highlighted when I shared this story at Bitcoin Atlantis30 in March 2024. At the conference, I was humbled to share the stage with Michael Saylor and Lyn Alden to discuss Bitcoin. When I told the Microsoft story, Michael pointed out how many investors will likely make the same mistake with Bitcoin. That is, to capture some gain but then sell far too early. If Bitcoin proves to be the asset we think it is, it should be held across generations, not traded for short-term gains. When asked in an interview about the future of Bitcoin, Michael famously said, “It is going up forever, Laura.”31

The Internet Revolution

When I was in the venture capital business, my greatest success came from speaking to an entrepreneur in 1993. He suggested that I send some information to his “internet address.” Internet address? “What is that?” I asked. He explained that I needed a dial-up account with Compuserve and asked, “You have Novell, right?” (Novell was a local area network provider that provided email communication over Ethernet connections within offices and buildings). After I nodded yes, he described the internet as just a worldwide version of Novell. My mind was blown. I immediately returned to my office and told my research associates that we had to find out where this internet thing was and invest in all of the companies in this space. With Bitcoin, I have a sense of déjà vu.

Our most successful investment was in Netcom On-Line Communications, founded by a Lockheed engineer who had ingeniously connected his home to the internet via coaxial cable stretched across neighborhood yards in San Jose, CA. There, he set up a bank of modems that allowed others to dial in and access the internet. When I found him, he had several thousand subscribers, just by word of mouth and advertising in the San Jose newspaper. The monthly growth in subscribers was stunning. Dogs were eating the food. We acquired one-third of the business for $2 million. The company later reached over one million dial-up subscribers nationwide, went public in December 1994 (before Netscape’s August 1995 IPO), and was acquired by ICG Communication for $284 million in 1987. It worked out well. Lots of asymmetry. We were also early investors in Realtor.com and had similar results.

Beyond Returns: Venture Capital

This story is from back in the days when venture capital really made sense. The funds I managed with my partner were no exception. Our 1987 Fund, with $25.3 million of capital, returned $189.2 million to the investors (a multiple of 8.2x, a 39.1% IRR net of fees). The 1993 Fund posted similar results, with $40.5 million of capital and returned $144.3 million to investors (a multiple of 4.1x, a 129.4% IRR net of fees).

In early 2000, we had commitments from institutions to invest $400 million in another fund, but they insisted we focus exclusively on the internet. Recognizing the Dotcom bubble’s frothiness, we declined rather than deploy capital at inflated valuations. They persisted, but we could not in good conscience raise the money and not follow their instructions. Our decision crystallized when our two brash Harvard MBAs, each with barely three years of experience, demanded over 50% of the partnership economics. Between my partner’s twenty-five years of experience and my 17 years in the trenches, we’d weathered multiple market cycles and built enduring value. Looking at each other, we wondered, “Why are we doing this?” We had built our reputation on disciplined investing, not chasing trends or surrendering to hubris. So, we released the MBAs and explained to the investors we would not accept their money. At this point, I relocated to be closer to my wife’s family and started a new investment fund. This improved my lifestyle and gave me time to focus on my growing children’s sports teams and activities. It was the correct choice for me. The choice was economically costly, but spiritually correct.

Bitcoin: The Next Wave of Decentralization

The point of this narrative is that I feel like I have seen this movie before. I watched the internet emerge and steal share from traditional forms of print media like advertising and the Yellow Pages. It offered a better solution, and people migrated to it. We could not foresee the rise of eBay, Amazon, Facebook, and Google, but we did have a sense that people would figure out how to do important stuff online. It was going to be very big. That much was sure. If you count the real launch date as 1995 (when the Netscape browser was introduced), we are now 29 years into the development of the internet.

Beyond Traditional Money

I see a similar pattern with Bitcoin. Just as the internet revolutionized communication and commerce, Bitcoin offers a unique and compelling alternative to traditional money. It is frictionless because there is no third party involved. It runs 24/7, 365 days per year, so there are no banker’s hours. It is sounder than any other form of money that has ever been developed, and this is one of its greatest advantages. In fact, using the stock-to-flow measure, it is the soundest by a large margin. As Saifedean Ammous, author of The Bitcoin Standard, noted:

History shows it is not possible to insulate yourself from the consequences of others holding money that is harder than yours.

— Saifedean Ammous

Saifedean goes on to compare the invention of Bitcoin to the invention of gunpowder. When it arrived, fighting with swords, spears, axes, and bows and arrows became a losing strategy. An upgrade in power technology changed the war game. Similarly, Bitcoin — a non-dilutable money — upgrades the monetary system game. Future generations will likely discuss finance in terms of pre-Bitcoin and post-Bitcoin, much like we reference history eras as BC and AD.

I fully expect that over the next 20 to 40 years, Bitcoin will supplant all other forms of money to become the numéraire32 for economic transactions. Our children and grandchildren will talk about the prices of things in terms of Satoshis. A Satoshi is the smallest unit of measure in a Bitcoin, and each Bitcoin contains 100,000,000 satoshis. With Bitcoin at about $100,000 per coin, 1,000 satoshis are worth $1, and one satoshi is worth $0.001.

In terms of adoption, Bitcoin is at the America Online (AOL)33 stage of the internet’s development. Today feels a bit like 1998 to me. Bitcoin is large, proven, and working, but it is still a niche financial product. Just as the internet grew from a niche technology to a global phenomenon, I believe Bitcoin is poised for a similar trajectory.

Store of Value and Medium of Exchange

Throughout history, money has primarily served two important functions: medium of exchange (MOE) and store of value (SOV). Carl Menger, founder of the Austrian School of Economics, defined money as the most liquid good. It is the thing that each person accepts in exchange for goods and services. If money velocity is high and people spend nearly as quickly as they receive income, any slippage in value may seem less important. However, money is also meant to be a means of storing energy or the product of your work, sometimes over long periods of time.

Many of today’s monetary theorists claim that Bitcoin cannot be money because it is not widely used as a medium of exchange. Two respected monetary theorists, George Selgin and Lawrence White, take this view. At first glance, this critique seems valid. Bitcoin’s first and best “use case” is as a store of value, a role it excels in due to its mathematically capped supply. However, its use for payments and transactions is in its very nascent days.

In today’s financial landscape, we have several efficient payment methods, such as checks, credit cards, and digital payment solutions like Venmo or PayPal. Globally, credit card networks process 2.0 billion transactions per day! That is 23 thousand transactions per second.

By comparison, the Bitcoin network processes a block of transactions every 10 minutes on average, averaging 4,055 transactions per block. No one could or would claim that the base layer Bitcoin network is built for or meant to process a high volume of transactions. Instead, Satoshi optimized for security and immutability over speed and throughput. This means, buying coffee with base-layer Bitcoin makes no sense. Transaction fees currently average $2.61 but can soar much higher during periods of network congestion. As a result, the Bitcoin base layer is better suited for large, significant transactions, where its robustness shines. Solutions such as the Lightning Network, which operates as a second layer on Bitcoin, address these scalability issues and make smaller transactions more feasible.

Making Digital Currency Practical: Lightning Network

Picture this: a world where you can buy your morning coffee, pay your bills, and send money to friends and family across the globe instantly, securely, and with fees so low they’re practically negligible. This is the tantalizing promise of Bitcoin’s second-layer applications that are poised to revolutionize how we think about and use money in the digital age.

While Bitcoin’s base layer, often called Layer 1, is optimized for security and immutability. It’s not designed for speed and high transaction volume. Enter the Lightning Network, a game-changing technology that opens up channels between nodes, allowing near-instantaneous transactions with fees that are a mere fraction of a penny. These transactions settle immediately, avoiding the 10-minute delay, and are cheaper than the 3% network transaction fees credit cards impose. To be fair, these are early days, and the Lightning Network is small and not fully developed. Some estimate that the Lightning Network processes about six million transactions per year, and this figure is growing exponentially. Its transaction success rate for modest-sized transactions, while impressive at 99.7%, will need to be even higher to truly rival credit card networks. Also, the Lightning Network currently lacks the liquidity necessary to process larger transactions ($5,000+) quickly and reliably.

As with any emerging technology, kinks still need to be worked out. I see an emerging path whereby Bitcoin will be used as a MOE as well as a SOV currency. Layer-two applications have the power to democratize access to financial services, enabling those in underbanked and unbanked regions to participate in the global economy like never before. It could also provide a much needed alternative to traditional payment systems, which are often slow, expensive, and vulnerable to fraud and censorship.

My years of experience in pattern recognition in the investment world tell me that we are entering an exciting era in the evolution of money. When you’ve watched new technologies and markets unfold over the years, it’s hard not to feel a sense of anticipation and wonder. The future looks brighter than ever.


HOW THIS UNFOLDS

Throughout a career spanning 41 years of direct investment experience, I have learned that none of us can predict exact financial outcomes. There are just too many variables. Having said that, we can analyze patterns, map scenarios, and assess probabilities to form educated conclusions.

As we’ve established, our current debt-based fiat currency system operates like a Financial Doomsday Machine. Stein’s Law is real. We cannot continue to take on debt in excess of GDP growth without facing either an eventual collapse of that debt or inflation/hyperinflation from printing money to service that debt.

Current conditions strongly suggest that monetary authorities, particularly the Federal Reserve, will continue to choose monetary accommodation over fiscal austerity. I could be wrong about this. But it appears that policymakers will always choose the risk of inflation over the risk of financial collapse. The evergreen excuse for money printing will be: “We had to do it. If we do not, the ATMs will stop working!” It’s as if the bankers and the Fed have taken us all hostage, and if we do not acquiesce to their demands (money printing and higher inflation), they will shoot us (crash the financial system).

We have also observed how the scale and frequency of monetary interventions have grown significantly. Just reviewing highlights from the last 37 years:

	1987: The stock market crash prompted Greenspan to open swap lines, cut the Fed funds rate, and establish the Plunge Protection Team (PPT).

	1998: LTCM (hedge fund) blow-up led to Fed-brokered Wall Street bailouts and Fed funds rate cuts.

	2000-2001: The Dotcom bubble burst triggered the Fed to take the funds rate down to a then unheard-of 1%. This led to the blowing of the Housing Bubble, which spiraled into the GFC.

	2008: When the Great Financial Crisis erupted, Chairman Bernanke instituted Zero Interest Rate Policy (ZIRP) and revived Quantitative Easing.34



By 2016, the Fed’s balance sheet had expanded from $900 billion pre-GFC to a peak of $4.5 trillion. Banks received a $700 billion subsidy through the Troubled Asset Relief Program (TARP), where the U.S. Treasury purchases subsidized their losses on bad investments.35 After this expansion, the Fed ultimately began a program of slowly tapering the size of its balance sheet (money tightening) in 2017. They did not get very far. In 2019, the New York City Interbank Repo Loan Market blew out, and Powell was forced to pivot and resume QE. Soon thereafter, in March 2020, the COVID crisis swept across the world, and the FED oversaw the largest expansion of the Fed’s balance sheet and the nation’s money supply. The Fed balance sheet swelled from $4.2 trillion to $9.0 trillion, and the M2 Money Supply jumped from $15.3 trillion to $21.7 trillion.

A 42% surge in the money supply over such a brief period fueled the intense inflation in 2022 and 2023. The scale and speed of monetary intervention during the COVID crisis far exceeded that of the GFC. Following the GFC, the Fed grew its balance sheet by $3.6 trillion over 78 months (6.5 years) compared to $4.8 trillion in just 25 months (2.1 years) following the COVID crisis! The size of the money print was larger while the timeframe was much shorter. The COVID intervention also featured direct action by the U.S. Treasury, facilitating massive spending accommodation. The federal government distributed more than $5 trillion of non-repayable loans and stimulus checks through an alphabet soup series of programs, contributing to record fiscal deficits of $3.1 trillion in 2020 and $2.8 trillion in 2021.

The Fed severely underestimated the implications of its actions, and Chairman Powell repeatedly assured the public that inflation, which was beginning to boil, was merely “transitory.” He was disabused of that notion when inflation soared from 1-2% pre–COVID to an eye-popping 9% in June 2022. Powell rapidly slammed on the monetary brakes, initiating the most aggressive rate-hiking campaign in modern history. (Paul Volcker hiked more quickly in 1980 and 1981). If you are beginning to get the notion that these people do not know what they are doing, you are not alone. What Powell could not see and did not fully appreciate is how this rapid escalation of the Fed Funds rate would impact all financial institutions. It was not long before he found out. When Silicon Valley Bank failed in March 2023, the repercussions became glaringly obvious. Following this high-profile failure, the Fed delivered only one more 25 bps rate hike in July 2023, and then it stopped.

Volatility

Historically, monetary system failures have produced extreme volatility, causing societal chaos. The monetary changes we are currently witnessing suggest we may face similar turbulence.

The next chart, created by my friend and colleague, Dan Oliver of Myrmikan Capital, illustrates this phenomenon during the hyperinflation of the German Weimar mark between 1914 and 1923. The smoother line (log scale) represents the number of paper Weimar marks required to buy an ounce of gold. Over time, this measure went parabolic as the currency spiraled toward failure. The second, more volatile line shows the monthly price of gold measured against Weimar marks. Even though gold proved to be the correct investment choice, the chart reveals multiple monthly periods of steep decline. If one had been heavily leveraged, it could have meant a wipeout.

The takeaway from this chart is that if we are entering a period of financial chaos, leverage will not be your friend.36 We will discuss the investment implications of this volatility in more detail in the upcoming chapters.
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Dan Oliver, Myrmikan Capital, “Weimar Hyperinflation: Gold Performance and Gold Volatility.”


ROADMAP FOR THE NEXT DECADE

As discussed earlier in this book, our current system cannot continue forever and will ultimately lead to a crisis and failure. Market distortions are growing more pronounced, and the timeline for this impending upheaval is rapidly contracting. Applying the Fourth Turning model, we can estimate that a resolution to this crisis will likely manifest between 2028 and 2033. Historically, these periods of significant, tumultuous change tend to last between 15 and 25 years, maybe 20 on average. I mark the beginning of this Fourth Turning in 2008, coinciding with the eruption of the GFC. If we apply the model to this assumption, the resolution will occur between 2023 and 2033. We’ve already passed the 2023 mark. But, if we follow the average timeline, a resolution should arrive around 2028. I doubt this turning will last a full 25 years, but if it did, that would suggest a resolution by 2033.

Here is how I see things playing out. (This is not financial advice, just my best guess.) Given the inherent instability of fiat money, we are living through an era of recurring financial bubbles. From the Dotcom bubble to the housing bubble and now to the all-encompassing “Everything Bubble,” each successive bubble has grown more pervasive and far-reaching than its predecessor. The current bubble — fueled by money printing, shockingly low interest rates, and ballooning government deficits — has led to artificially inflated asset prices across the spectrum. There is no level above this bubble. As it bursts, the very credibility and value of the sovereign currency will evaporate with it.

Governments have overextended themselves, issuing paper claims to wealth that can never be honored in real terms. If these commitments are met, it will require excessive money printing, which will inevitably devalue the currency and ultimately lead to its collapse.

How will this scenario play out? The market for U.S. government debt is likely to be the first domino to topple, as investors recognize that the government’s dependence on money printing is unsustainable and inflation poses an existential threat to their wealth. Ceteris paribus (all other things being equal), as interest rates climb due to increased bond sales and waning demand, the U.S. government will find itself ensnared in a debt spiral, with escalating interest expenses driving larger deficits and necessitating the sale of even more bonds. This is the debt spiral or the debt doom loop, described earlier.

This vicious doom loop is not new or unusual. Numerous countries have experienced this, some repeatedly. Typically, debt doom loops have occurred in smaller countries like Zimbabwe, Venezuela, and Sudan, which find themselves trapped in economic collapse. Occasionally, however, much larger countries succumb to the debt vortex. See: Weimar Germany 1921-1923, Russia 1917-1924, China 1946-1948, and Brazil 1989-1994.

Authorities who run the monetary system are keenly aware of the debt doom loop and may attempt to implement financial repression or yield curve control (YCC)37 to prevent it. If rising interest rates are the underlying problem, the Fed and/or Treasury may implement YCC to set an upper limit on government debt interest rates. They do this by purchasing debt in the open market with newly printed money, thereby expanding their balance sheet (also known as quantitative easing). In the next crisis, I believe the Federal Reserve’s balance sheet, currently at $7.2 trillion, could expand to $25 trillion or even more. Such an astronomical increase would not only inflate the Fed’s balance sheet but also risk further erosion in confidence of the sovereign creditor’s creditworthiness.

This confidence is a very important issue. If the U.S. were to fully adopt policies advocated by Modern Monetary Theory38 proponents, it could trigger a loss of trust in the nation’s credit. Such a scenario could result in the entire U.S. Treasury Bond market slamming the gavel, nodding to the Fed, and saying, “Sold to you.” With over $36 trillion of sovereign debt, the Fed’s balance sheet could balloon to over $42 trillion, compounding the financial instability.

If the Fed is forced to buy all outstanding U.S. debt, the base money supply will more than double again, causing devastating inflation.

Monetary Reset

We’re in a financial bind, and it’s a serious one. We’ve accumulated an enormous amount of debt that’s virtually impossible to pay back in real terms. More than that, we’ve made more promises than we can realistically keep, and now it’s time to face the consequences.

The harsh reality is that our debt is not “money good,” at least not in terms of real purchasing power. We could attempt to service it by printing more dollars, but that would only lead to rampant inflation and further economic turmoil. Alternatively, we could default on our commitments, but that would result in political chaos and a severe economic depression, with widespread unfairness and hardship.

Confronted with the specter of either crippling inflation or a depression that could rival the Great Depression, policymakers may look to a third option: a monetary reset. A monetary reset is somewhat akin to a debt jubilee. Rooted in ancient Mesopotamia and Biblical tradition, debts were forgiven or canceled on a large scale every 50 years. Monetary resets are modern, watered-down versions of this. In the 1930s, President Roosevelt tapped into a form of monetary reset by devaluing the dollar against gold to combat the Great Depression. Today we find ourselves in a similar situation. The dollar is significantly overvalued, and we’ve made far too many promises that we can’t possibly fulfill. Someone will inevitably lose when these commitments are marked-to-market; that’s an unavoidable reality. However, if this process leads to the reinstatement of a sound monetary unit, then the pain would be a one-time event rather than years or decades of chaotic inflation/depression.

Here is the thing. We are heading toward an increasingly inflationary world that could, if mismanaged, devolve into hyperinflation. History has shown us that hyperinflations are incredibly chaotic and destructive, leaving people and societies in ruins. That is the bad news. The good news is that when these same societies return to a sound money standard, they heal very quickly. The money is broken. We need to fix it. The process will hurt. So why not do it in a quick, structured way with the promise of a bright future based upon sound money principles?


GRESHAM’S LAW,
INFLATION, HYPERINFLATION

Monetary systems rest on a foundation of trust, and when that trust erodes, predictable patterns emerge. Gresham’s Law—the principle that “bad money drives out good”—demonstrates how people naturally hoard stable currencies while spending deteriorating ones. This behavior serves as an early warning system for monetary stress, often preceding periods of severe inflation. As confidence in a currency wanes, this hoarding instinct accelerates, potentially triggering a devastating cycle known as hyperinflation. With this monetary collapse, prices rise by 50% or more per month, destroying savings and potentially unraveling the social fabric itself.

Gresham’s Law: the Monetary Confidence Game

In a world where two forms of money coexist, one depreciating in value while the other remains stable, Gresham’s Law dictates that people will naturally seek to spend the depreciating money while hoarding the good money. Sir Thomas Gresham (1517-1579), British financier and advisor to Queen Elizabeth I, penned the law: “Bad money drives out good.” This means that when given a choice, individuals will quickly dispose of the currency losing value and hold onto the one that maintains its purchasing power. The good money will be “driven out” of circulation.39

As the U.S. dollar faces increasing pressure with each bout of money printing, more and more people are questioning its status as “good money” or a reliable store of value. One can see this in the prices of gold and Bitcoin, both of which have recently reached new highs in dollar terms. Investors seek alternatives to fiat currency, and gold and Bitcoin represent the two soundest monetary alternatives. As this trend accelerates, the problem is likely to become acute. The erosion of trust in the dollar is like a game of “common knowledge,” where participants constantly assess the severity of the problem. A fitting analogy is a fire in a theater. Initially, a few people smell smoke and hit the exits. Then someone yells “fire,” and suddenly everyone is aware of the danger. The exits jam as people rush to escape.

The United States is no ordinary nation. As the world’s most powerful country — with a dominant military, the global reserve currency, and a history of monetary and political stability since 1946 — detecting the smoking signs of a potential monetary crisis can be challenging. Look closely. The tinder has been lit, but the fire could take a while to develop. Having said this, things can change swiftly, as we saw in the recent case of Silicon Valley Bank. We should not underestimate the speed at which confidence in a currency can evaporate. The repercussions of such a shift will reverberate across the global financial system.

Inflation and Hyperinflation

Hyperinflation, the most severe form of inflation, is a nightmare scenario that leads to complete currency failure. Defined as a monthly price increase exceeding 50%,40 hyperinflation has the power to destroy economies and tear apart societies. The most infamous modern example is the Weimar Republic of Germany between 1921-1923. After losing World War I, Germany, the once large, civilized industrial society, exited the war owing crushing war reparations. The country turned to the printing press to solve its problems, creating a catastrophic depreciation of the German Mark against gold:
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Chart of German Inflation, data from page 441 (Table IV) of The Economics of Inflation by Costantino Bresciani-Turroni, published 1937.

The human story of German hyperinflation is sobering. By November 1923, the currency was effectively worthless, and a new Currency Commissioner was installed to turn off the printing press and re-peg the new Rentenmark to hard assets, including land and gold. People who had saved in the old mark were wiped out. In short, Germany massively devalued its own currency (to the point of worthlessness) against real assets, wiped the debt-slate clean, and then returned to a system of sound money.

At the height of hyperinflation, prices soared daily, even hourly, rendering savings worthless and reducing a previously prosperous nation to a land of paupers. The suffering and desperation paved the way for the rise of Adolf Hitler, who capitalized on the public’s anger and blamed the Jewish bankers and financiers for the collapse of the currency. There is a lesson here. Hyperinflations are socially destructive and politically dangerous.

From ancient times to the present day, hyperinflations (currency failures) have occurred. Each instance tells a tale of economic turmoil, social upheaval, and erosion of trust in the monetary system. Here are a few notable instances:

	France:	1789-1797
	Russia:	1910-1917
	Poland:	
	1989-1990	
	Germany (Weimar):	1921-1923
	Austria:	1922
	Poland:	
	1989-1990	
	Singapore:	1942-1945
	Philippines:	1942-1944
	Greece:	1944
	Hungary 1:	1914-1924
	Hungary 2:
	1945-1946
	China:	1945-1948
	Taiwan:	1937-1952
	Argentina:	1975


	Bolivia:	1985
	Brazil:	1989-1994
	Peru:	1980-1990
	Yugoslavia:	1992-1994
	Armenia:	1993
	Turkmenistan:	1993
	Ecuador:	1999-2000
	Sudan:	2021
	Iran:	
	2022	
	Zimbabwe:	2007-2008
	Venezuela:	2016-2018
	Yemen:	2021
		
	the cusp?	


Do I think hyperinflation is possible or likely in the United States dollar, the world reserve currency? The answer is neither simple nor clear.41 Our fiscal and monetary policies mirror those of countries that have experienced high levels of inflation and, in some cases, hyperinflation. I am quite confident that significantly higher, potentially double-digit inflation is a real possibility. Frankly, it is just mathematics. The math does not work if we don’t inflate. But for high inflation to morph into hyperinflation, a series of policy errors and a complete loss of public confidence in the currency would have to occur.

Hyperinflation is essentially a mass manifestation of Gresham’s Law. People choose to use currencies because they trust them. Trust is a funny thing. Once lost, it is hard to restore. When people lose faith in a currency’s ability to retain its value, they rush to spend the depreciating money and hoard more stable alternatives. Hyperinflations occur when a quorum of people using a currency comes to the realization that “they can never stop printing money.” The tipping point arrives once everyone agrees on this reality, and people abandon the money. There is no demand for it. It becomes worthless.

The risk of hyperinflation in the U.S. is not zero, particularly if proponents of Modern Monetary Theory (MMT) or a socialist government were to gain control of the policy levers and promise unsustainable levels of spending backed by massive money printing. It is hard to handicap those odds, but they are not zero. Too many people do not understand how the monetary system works.

A better policy alternative and more likely scenario include structured high inflation or a monetary reset/debt jubilee. In essence, the dollar would be devalued against real assets in a controlled manner to avoid the chaos of disorderly hyperinflation. The key is to avoid war and destruction. A monetary conference followed by a reset or structured devaluation would be a much more orderly choice. Once a country returns to sound money, it can rebuild quickly from a solid foundation.

The path to severe monetary instability leaves distinct markers for those who know where to look. What are those warning signs? Key indicators include political policies and government actions advocating high or unlimited government spending, a rapid deterioration in the market for U.S. government bonds, or a sharp acceleration in the prices of sound money alternatives like gold, silver, and Bitcoin. Also, look for a deterioration in confidence. When it became “common knowledge” that SVB was bankrupt, it immediately failed. The U.S. economic conditions are somewhat different, but a similar loss of faith in the solvency of the United States government, while unlikely without significant preconditions, could unfold with frightening speed. In other words, there will be signs, and we will get warnings. But they may occur rapidly, and investors must be on their toes. If we see these things, WATCH OUT!

I am reminded of the old investment saw: “One who panics first, panics best.” Those who have positioned themselves in sound assets before the storm hits will weather the turmoil far better than those caught unprepared. The road ahead is uncertain, and the monetary system’s unraveling may be closer than many realize. As the famous investor Warren Buffett once warned, “Only when the tide goes out do you discover who’s been swimming naked.”

I have been terribly early and wrong in thinking the monetary system is coming apart. However, what I am describing could happen rapidly, and when it does, there will not be a “do-over.” You will either hold sound assets, or not.

For color, it is helpful to understand how I blew the call in the period between 2008 and 2015.

The GFC of 2008 was a watershed moment that altered the course of my life, both as an investor and as an individual. At the time, I managed a small fund, including my own money, while spending countless hours coaching my kids’ sports teams. But the cataclysmic events of the GFC, coupled with the Federal Reserve’s radical policy response — quantitative easing (QE) and zero interest rate policy (ZIRP) — upended my worldview. What happened in 2008 didn’t just shock me; it radicalized me for sound money principles. I became convinced we were heading toward an era of severe monetary chaos.

To a seasoned, professionally-trained investor, the Fed’s actions seemed almost surreal, absolutely absurd. I could not believe my eyes. Watching them implement policies that defied economic orthodoxy was like seeing someone try to rewrite the laws of gravity. The Fed’s approach — pumping the system full of freshly printed money and slashing rates to zero — convinced me we were on the cusp of runaway inflation. The last time we had seen anything remotely similar was the 1970s when inflation soared and gold and silver miners, along with oil stocks, emerged as the top-performing asset classes. With that historical precedent in mind, I pivoted from my background in ferreting out growth-at-a-reasonable-price (GARP) companies with a macro tailwind to a singular focus on precious metal mining stocks.

Initially my strategy worked brilliantly. From 2009 to early 2011, gold soared and my investments followed suit. Then I ran into a buzz saw.

What I had underestimated, at great cost, was the Fed’s capacity to manipulate the system in ways that defied conventional logic. Although the Fed was creating base money at a rapid pace via quantitative easing, it was an asset swap, so this mouse-click money did not get to the consumer. The additional money that the Fed created repaired the bank balance sheets, but it was not inflationary at the consumer level because the banks did not lend it out. The Fed accomplished this feat by changing the rules, and I missed it. It was a very expensive mistake.

Recall that the money supply grows when the Fed prints money or credit expands through the banking system. This drives inflation. When the Fed, in order to combat the effects of the GFC, increased their reserves or the amount of base money in the system, I believed the banks would lend out this increase and thereby create inflation. That was certainly my theory. But in the “never underestimate your enemy” bucket, they had a trick up their sleeves. During the GFC, the Fed modified the Federal Reserve Act as a part of the Economic Stabilization Act of 2008. It implemented a subtle but powerful change: paying interest on excess reserves (IOER). This program effectively bribed banks to keep the money parked at the Fed rather than lending it out. It was a blatant subsidy to the banks. The result? The anticipated wave of consumer price inflation never materialized. Instead, ZIRP fueled a credit-driven asset bubble, inflating equities and bonds rather than consumer goods. It created what we now call “the everything bubble.”

Cheap money helped asset prices soar as the entire world piled into some form of the carry trade, where savvy investors borrowed cheap capital and placed it in things that earned a higher yield. In other words, the Fed created another credit bubble cycle. Like putting out a kitchen fire with a blow torch, the Fed’s response to the housing bubble was to inflate an even bigger one - engulfing every asset class in sight.

I did not think they could make this work and thought 2008 was the big one. But I was terribly wrong. The “everything bubble” they created is a bubble in the currency. If/when it bursts, there is no higher level to re-inflate.

Worse than that, I was blindsided. Gold, no longer needed as a hedge against inflation, began to plummet from $1,900 in 2011 to a low of $1,045 in 2015. My fund, concentrated in mining stocks, suffered devastating losses, shedding 79% of its value over five years. Dreadful performance. I have never felt so ashamed and stupid. Watching my net worth evaporate was not only painful but deeply humbling. If I had not been so stubborn, I might have changed my strategy.

I recall speaking to a very intelligent business school classmate at the time. “You might be right,” he said. “But you’re fighting forces much larger than you — forces that will always win.” I have thought about that comment a lot. Yet deep down, I knew the fundamental truth about monetary debasement hadn’t changed.

The turnaround began in 2016. Gold found its footing, and my fund rebounded sharply, gaining 75% that year. But those five dark years forced me to reexamine my life in ways that went far beyond investing. I realized I needed to take care of my spiritual and physical well-being. I prayed a lot and dug deep. It is not fun to watch your net worth fall by over 50%. However, there was a silver lining. I became more spiritual and joined my family in converting to Catholicism (I was Presbyterian). I realized that if I wanted to beat these bastards, I was going to have to play the long game.

I also decided to tackle my physical fitness. I had been a high school athlete but had neglected my physical fitness through my 30s and 40s in favor of working hard. Inspired by Crowley’s book Younger Next Year,42 I discovered CrossFit, a newer exercise program that Navy SEALS were using to achieve outstanding results. Overweight and out of shape, I walked into the best CrossFit box in the United States, CrossFit New England, founded by Ben Bergeron. “I’m fat and out of shape,” I said. “Can I do this?” Their response was perfect: “Yes. That’s what we’re here for. Just keep walking through the door and do what you can.” That is what I did, and I am fitter now than I was 30 years ago.

I have to say that those five years taught me more about what is important than any other period in my life. Money is just a tool. Other stuff matters much, much more. True wealth lies in the intangible — character, friendship, honesty, physical health, and all the meaningful connections. Doing what is right is more important than winning.

If this “sound money” trade works out for me, I can assure you that it was not easy, and it did not come without some serious dues paid and pain endured.

One of my favorite songs is Tom Petty’s “I Won’t Back Down.” In December 2015, I was staring into the gates of hell. But I clung to whatever resolve I could muster. I didn’t back down then, and I won’t now.

In this respect, I share the conviction of one of the young leaders of this hero generation, Jack Mallers, CEO of Strike. During his keynote address43 at The Bitcoin Conference in Miami in June 2021, he boldly declared, “Bitcoin is a hill that I am willing to die on.”

Sound money will win.


INVESTMENT IMPLICATIONS
– TRADITIONAL ASSETS

When I was 26, my first boss in the venture capital business was a kind, older gentleman who ran Continental Illinois Bank’s Venture Capital Group. He had developed a friendship with Don Valentine of Sequoia Ventures, and Valentine invited my boss’s bank to become an early investor in Apple Computer. The bank placed about $500,000 into Apple in the very early days, which became roughly $45 million by the time I joined Continental.44 So, my boss had a lot of leeway within the bank.45

I’ll never forget one evening when he leaned in during a quiet conversation over cocktails and distilled decades of investment experience into a single, profound principle: “Larry,” he said, “This business is a great business, easy, really. You can only lose the 1X that you invest, and you can make multiples of your money on the upside. So, all you have to do is find companies with a better-than-even chance of succeeding. Then make the bet. Some will be donuts, but if 50% work and give you multiples of your money, you will be rich.”46

I did not realize it at the time, but he had given me the key to investing. Find very asymmetric bets that, if they paid off, would give you multiples of your money. He also said that an investor should press the bets that are working (Bitcoin is working!), and immediately sell or stop funding the ones that are not (fiat is not working!). If an entrepreneur disappointed him, that was it. He never threw good money after bad. He had a lot of investing wisdom.

Asymmetric investing is the pursuit of bets where the potential upside dwarfs the downside. When done right, it’s pure magic. Throughout my career, I have followed this formula, and it has generally worked beautifully. I took some losses, but what really surprised me is that on many occasions, I would look at an investment and think, “Gee, we should make 2 or 3 times our money here,” and then we would make 5 to 10 times our money.47 With no extra work on our part. If you position yourself well, the returns can far exceed even your own expectations — a thing of beauty.

Today, after 41 years in the business, I see Bitcoin as the single most asymmetric bet I have ever encountered. Before we dive into why, let’s consider the current macroeconomic landscape and its implications for traditional assets.

Trend changes

One of the most valuable lessons I’ve learned is that success in investing is much easier when you align yourself with prevailing macroeconomic trends that will run for many years. Tailwinds matter. I chose the venture capital business and focused on technology investing because I saw the transformative potential of microprocessors, PCs, and networking. It was the correct decision.

Identifying trends isn’t always straightforward. When I entered the investment business in the early 1980s, the investment world was still haunted by the inflationary trauma of the 1970s. I remember the mood well. Bondholders had gotten crushed; stocks had languished for a decade. Gold and oil, however, had soared to new highs. There was little appetite to buy bonds and stocks because, looking in the rearview mirror, they had been dreadful investments. The PE Ratio48 of the S&P 500 was 7.7x. The dividend yield was 4.9%. The U.S. 10-year Treasury yield was 13%, having just come off a peak of 15.7%! People saw a lot of inflation risk and demanded high yields to hold bonds. The market’s obsession with past inflation blinded it to the dawn of a new era: a 40-year deflationary super cycle — a cycle driven by a combination of falling deficits (no Vietnam War), technological advances, globalization, and off-shoring cheap labor from countries like China. Few recognized49 that Fed Chairman Volcker’s rate hikes had crushed inflation.

The chart below illustrates the long decline in the 30-year U.S. Treasury bond yield, arguably the most sensitive barometer of inflation expectations.

* * * * *
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“U.S. 30 Year Treasury Bond Yield (1988 - 2024)” Chart source: Gary Tanashian. (NFTRH.com).

For decades, yields trended downward, reaching an astonishing low of 1.0% in March 2020. That moment marked “peak deflation.” Since then, the tide has turned. The massive monetary expansion triggered by pandemic-related stimulus programs has fundamentally altered the landscape. The conditions that sustained the deflationary trend for four decades no longer exist.

We now live in a world of cyclically higher inflation. What this means is investors clinging to the assumption that the deflationary trend will resume are making the same mistake as those in the early 1980s who assumed inflation would persist indefinitely. They are looking in the rearview mirror. The new tailwind will elevate assets that benefit from monetary inflation, which, as we discussed earlier, is nearly a mathematical certainty if we wish to keep the economy functioning.

Macro Picture

Before diving into specifics, it’s important to emphasize that investment strategies must be tailored to individual financial circumstances and risk tolerances. Therefore, I offer the usual disclaimer that my analysis is not investment advice for you. It is just my view of where we are and how I look at various investments today.

I believe we are in the midst of a sovereign debt crisis, a recurring phenomenon in financial history that has typically resolved through inflationary pressures. Earlier, we discussed the U.S. fiscal situation and how it is completely out of control. Because of this, mathematically, there is a high certainty that the U.S. government will have to print money to keep the system going. This will devalue the dollar compared to goods and services and produce sustained inflation.

Because of this anticipated monetary debasement, I would first point out that you do not want to invest in any asset the government can print. Cash and bonds, in particular, will lose a lot of purchasing power in the next decade. Unless the government allows a depression and reset (stops printing), bonds, once considered a safe haven, may become what 1980s economist Henry Kaufman of Salomon Brothers famously described as “Certificates of Confiscation,” as inflation erodes fixed returns.

Inflation seems to be the most probable outcome, but to play devil’s advocate, let’s say I’m wrong, and the Fed crashes through the serious deflation guardrail. In this case, cash and government bonds will work well. In a serious deflationary collapse as in the 1930s, cash was king; asset prices plunged (housing prices fell 67% on average nationally), unemployment soared, and liquidity reigned supreme. My other grandfather, the one without a furniture store, bought a house in the early 1930s at a 50% discount to what he would have paid in 1929. He had a steady job in the insurance business.

This scenario will only occur if the Fed does not fully open the monetary spigots and print tons of money. This is something I view as unlikely but not impossible. It is also possible that the Fed prints tons of money, but it may not be enough, and we still get deflation. This scenario is also a low probability tail risk, but it is not impossible, particularly given the extreme valuations in today’s stock market. With stock valuations stretched to levels not seen since 1929, having some cash on hand might make sense. But remember, gold and silver represent a form of cash/money that cannot be printed. Think of them as deflation insurance. In a serious deflation, companies fail and go bankrupt (stocks down), and bonds default. Gold and silver have no counterparty risk. They cannot default or go bankrupt. A very important attribute.

Given the Fed’s prior behavior, I think it is a safe bet that the Fed will print until it achieves inflation. This scenario limits your traditional investment choices to real estate, stocks, precious metals, Bitcoin, as well as fine art and collectibles. Let’s examine each one.

The Reality of Real Estate

Real estate has long been perceived as a safe haven for wealth storage, a hedge against inflation, and a valuable asset with numerous attractive characteristics. First, they are not making any more of it. You cannot print land, houses, and buildings. Its tangible nature and inherent scarcity make it an attractive option for wealth preservation. All things being equal, it should keep pace with inflation, but it does not always do so.

While it boasts some undeniable benefits — most notably its tangibility and inherent scarcity — real estate investments come with significant caveats. It’s not as straightforward as it may seem. Although you may hold the deed to a property, you don’t really own it free and clear. Local municipalities and states have a first claim on your real estate in the form of property taxes. This ongoing financial obligation can erode the value of your investment over time, particularly if tax rates increase significantly. Furthermore, you cannot pick it up and move it. This is my greatest concern with real estate — the property tax issue. Just like the federal government, state and local governments have overspent, and their operating costs are too high. Beyond poor annual budget management, when negotiating contracts, they have given their employees above-market deals that shift the burden to the taxpayer.50

Timing and liquidity present their own challenges. My sister bought a house in California during the housing bubble and then changed jobs. She was forced to move and took a 45% loss on her purchase price51 when she had to sell it quickly, just after the housing bubble had burst.

In light of these factors, I am not a proponent of investing in real estate or using it as a primary means of storing wealth. People should view real estate primarily as shelter rather than as an investment vehicle. In the suburb where I used to live in Massachusetts, my property taxes increased by 2.5x over a 17-year period. During the COVID crisis, I sold this house for less than I paid because the buyer factored the high property taxes into his carrying costs.

My generation was taught that housing was a great investment because we watched our parents buy houses in the 1960s and sell them in the 1980s or 1990s for substantial profits after a period of huge inflation. In my parents’ case, the house they bought for $46,000 in the mid-1960s was worth over $400,000 in the late 1980s. It must also be factored in that property taxes were not increasing rapidly in this time frame. Additionally, housing prices are highly correlated to interest rates. In 1980, my parent’s house would not have captured the full effect of the 1970s inflation because mortgage rates were high. It took lower rates in the late 1980s to see most of the appreciation.

While a house’s value should appreciate in line with its replacement cost, making it a relatively stable investment, I just do not view houses as a great investment due to the interference of external factors, including interest rates, taxation, and broader economic conditions.

The Market Mirage: Stocks in Turbulent Times

Stocks represent ownership in business enterprises, and when those businesses are healthy and growing, they can provide great returns. The stock market is not without its risks and challenges, particularly in the current macroeconomic environment.

First, let’s consider historical results. Since 1971, when the U.S. moved to a fiat currency standard, the S&P 500 has grown at a compound annual rate of 7.8% per year before dividend reinvestment. With untaxed dividends (only achievable in a tax-free IRA or 401(k)), the return jumps to 10.8%. This is a very respectable return and why passive indexing and investing in stocks for the long run has become so popular.

While these figures are impressive, it’s important to note that stock returns are largely driven by underlying monetary inflation and are not immune to sharp drawdowns. Stock price corrections of 10 to 20% are reasonably common, and occasionally, the drawdowns can be quite severe after a bubble bursts. When the Dotcom bubble burst, the S&P 500 declined by 47%, and when the GFC hit, it declined by 57%. The S&P recovered and surged to new highs in both cases, but one must be mentally prepared to withstand these drawdowns.

It is also important to consider that the underlying monetary inflation largely drives stock returns. As the money supply expands, corporate earnings and valuations tend to rise in tandem, even if the underlying real growth is more modest. The next chart shows how the return on stocks in nominal terms (top line) and in real inflation-adjusted terms (bottom line) are markedly divergent.
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Percentage Change of S&P 500 Index and S&P 500 Inflation-Adjusted Index “S&P 500 Returns With & Without Inflation,” 2024. (Tradingview, Bravos Research)

But how do stocks perform in high-inflation environments? Not well. From 1970 to 1980, the S&P 500 started the decade at 85.02 and ended at an underwhelming 129.02, a meager 4.25% compound annual return, well below its long-term average. This includes a brutal 37% bear market between 1973 and 1974. Stocks fare poorly in inflationary environments because real growth is difficult to achieve. Inflation typically squeezes profit margins, and higher-yielding bonds sometimes offer a better alternative. This leads to depressed PE multiples and low valuations. In that same decade, gold appreciated from $35 per ounce to $800 per ounce (22x). During the 11 years between 1970 and the 1981 peak, the broad, large gold stock average, Barron’s Gold Mining Index (BGMI), grew at 27% compounded annually, 13x. Smaller gold stocks did even better.

What about during hyperinflation? The answer is complex. Stock markets may rise sharply in nominal terms as investors rush to purchase assets that will protect their wealth. Because stocks represent claims on productive business assets, it is not unusual to see stock markets soar during the “crack-up boom,”52 a key event during hyperinflation. In the Weimar Germany era and more recently Venezuela, stockholders in well-established firms preserved some wealth, but most equity holders suffered as companies collapsed alongside the currency. In Weimar, for instance, Siemens shareholders suffered through a period where their investment was illiquid, but they ultimately still owned a share of that business. Once Germany returned to sound money and Siemens began operating and trading under the new sound currency, some portion of their investment would have been preserved. Note that Siemens was and is one of the leading industrial companies in Germany, and many other companies failed during the 1921-1923 hyperinflation. Counting on equities as a first line of defense in hyperinflation is not a wise plan.

To simplify, over long periods of time, owning stocks in productive businesses is a great way to preserve and grow wealth. Stocks perform well when an economy is growing, credit is expanding in a healthy manner, and the monetary unit is stable. Under these conditions, stocks typically outperform gold. Gold, on the other hand, is considered “dead money” during times of economic health, productive credit expansion, and when the monetary unit is not being debased. When the economy falters, a credit bubble collapses, or monetary debasement occurs, stocks suffer, while gold performs extraordinarily well. Currently, all three of these adverse conditions (unhealthy economy, credit collapse, debasement) already exist or are coming into view.

Today we are entering a time when stocks do not represent a good investment compared to the alternatives due to extreme overvaluations in the U.S. stock market. This overvaluation can be attributed to two main factors. First, the Federal Reserve’s zero interest rate policies from 2009-2015 and 2019-2022 led to cheap borrowing and inflated asset prices. The almost nine years of free capital translated into carry trades53 where investors borrowed cheaply and bought productive assets like stocks, creating today’s “Everything Bubble.” Secondly, investors have been trained by the Fed to “buy the dip.”54 Since 2008, every single stock market decline has sooner or later been met by Fed accommodation, followed by all-time new highs in the stock market. Investors think they have this game figured out and nothing can ever go wrong. They have also been enticed by the deflationary trend we discussed in the section on macroeconomics. Very few investors recognize that macro conditions have changed and that we hit peak deflation in March 2020. We now live in an inflationary world, meaning stocks will perform differently.

Let’s review three charts to get a sense of how grossly overvalued stocks have become. If past data matters and reversion to the mean is still relevant, then the current stock market is a bubble looking for a pin.
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“Buffet Indicator: US Stock Market Value to GDP,” (currentmarketvaluation.com).

Developed by investing legend Warren Buffett, the Buffett Indicator compares the total value of the U.S. stock market to the total U.S. Gross Domestic Product (GDP). The theory is that the market values the earnings of the economy as represented by the underlying GDP, and when the market is irrationally exuberant, it overvalues the underlying earnings. At 2.5 standard deviations above the mean, market valuations are more stretched today than during the Dotcom bubble. When that burst, the market (S&P 500) lost 47% of its value. According to the Buffet Indicator, today’s market is the most overvalued market in modern history.

For a longer time frame, consider the analysis in this next chart done by John Hussman, economist and hedge fund manager.
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Data: Federal Reserve Z.1 flow of funds, Standard & Poors, John Hussman, Hussman Strategic Advisors, 2024.

Hussman’s valuation model ties total market value to corporate earnings power. His data, spanning 96 years, indicates that present valuations exceed even the peaks of 1929, 1968, 2000, and 2022. Recall that the crash following the September 1929 peak resulted in a decline where the Dow Jones Industrial Average lost 89% of its value by July 1932. Hussman projects a 65% correction would be necessary to restore fair value and that an even larger decline is possible if it overshoots. Based on my interactions with many stock market investors, it is a relatively fair assumption to say that very few are aware of this risk.

This final chart, also by Hussman, underscores the possible danger ahead for stock market returns.
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Estimated 12-year S&P 500 total return in excess of Treasury bonds; Data: 1928-2024. (Hussman Strategic Advisors, 2024)

This chart shows the 96 years of data and compares what Hussman’s model estimates to what actually occurred. Note the slanting upward trend and how the actual results generally tracked the estimate. Then, look at the data point in the lower left-hand corner. THIS IS THE MOST NEGATIVE RETURN ESTIMATE HE HAS EVER CALCULATED. If we assume that the model is not broken and that 96 years of data matter, then we must conclude that the U.S. stock market sits at a precarious point. I believe stock market investors will get crushed in the next decade. This will occur as the free money distortions present in the market vanish, and the valuations painfully trend toward their historical mean. Many Americans have bet their retirement on the stock market, and I would like to warn them of how dangerous this is.

Having said that, one area of the stock market that may perform much better than the averages is commodities producers. Just as deflation and inflation are countercyclical, commodities and stocks are countercyclical. Stocks do well when inflation is low, while commodities underperform. In turn, commodities do well when inflation is high, while stocks underperform. This next chart, courtesy of Katusa Research, nicely depicts that relationship.
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“S&P Commodity Index vs S&P 500, Equities are Expensive, Commodities are Cheap.” Chart source: Katusa Research, 2024.

This chart compares the S&P Commodity Producer Index to the broad S&P 500 index. At the top of the chart, stocks are cheap and commodities are dear. At the bottom of the chart, commodities are cheap and stocks are dear. Note that in 2000, stocks were overvalued and oil was cheap at $20/bbl. This relationship reversed over the next decade as stocks fell and oil climbed to $147/bbl in 2008. As Katusa Research shows, we are currently at an extreme where commodities are cheap and stocks are expensive. I expect this cycle, which has occurred regularly since 1970, to repeat over the next ten years.

Timeless Money in a World of Credit: Gold

Gold is the oldest, continuous form of money known to man. As the legendary financier J.P. Morgan testified before the U.S. Congress in 1912:

Gold is money. Everything else is credit.

J.P. Morgan

One of gold’s defining attributes is its lack of counterparty risk — it’s nobody else’s liability. Until Bitcoin, gold was unique among all financial assets. It requires no intermediary, no promise of repayment, and no system of trust. Every other financial asset requires somebody else to perform in order for it to have value. Gold just is. It has physical value and takes work to mine or replace. Gold fully and completely extinguishes debt. It is final settlement. It is also a bearer instrument. Ownership is absolute; whoever holds it, owns it. A claim on gold via an ETF or a deposit receipt is not the same as holding it in your physical possession. Gold is also private. No one needs to know you have it. Nearly every other financial asset is visible to financial institutions and governments.

Gold is money. Mankind has chosen it as money for thousands of years. Although its use in everyday transactions is largely extinct, its solid advantages — no counterparty liability and modest dilution — are unmatched among traditional assets. Gold’s problem is the fact that it is heavy and hard to store. These logistical hurdles launched global banking systems that, in turn, led to fractional reserve banking. In frontier days, the gold payroll was delivered by train or pony express, but with the development of the telegraph and banking network, banks began to transfer gold electronically, using ledgers to keep score without the inconvenience of physical shipment. (Another example of money being a ledger.) It was this shift in convenience that ultimately facilitated fractional reserve banking.

Taking physical delivery of gold was always where the rubber met the road. A pivotal moment came in 1971 when France demanded the U.S. exchange the dollar reserves it had accumulated through trade for physical gold. Unwilling to meet France’s demand, Nixon closed the gold exchange window and decoupled the dollar from gold. Severing the dollar’s last tie to gold marked the third monetary default in U.S. history. The first was the hyperinflation of the Continental in the 1780s, and the second was the establishment of the Civil War-era greenback currency under the 1862 Legal Tender Act.

Despite its limitations in transactional ease, gold excels as a store of value. Its small level of annual dilution versus fiat dilution has protected investors’ purchasing power. Since 1971, when gold was officially priced at $35 per ounce, its value has grown to approximately $2,600 per ounce in 2024, an impressive 8.3% annually over 53 years. Gold has achieved this with far fewer and smaller corrections and drawdowns than stocks or Bitcoin. In that time, it had only 18 down years (33% of the time) and many of the declines were very modest. The worst annual decline was a 32% drop in 1981, coming off the $800 high. Only two other years showed declines exceeding 20%. Perhaps even more impressive is its performance during the inflationary 1970s. Gold was up 43% in 1971 and 67% in 1973 before it climbed 120% in 1979. During the entire decade, it went from $35/ounce to a peak of $800/ounce or an appreciation of 22x. In 2024, with heightened economic uncertainty, gold is up 29% YTD, reaching $2,650/0z (December).

Gold is not a productive asset; it generates no income or dividends. Instead, it functions as a proxy for value preservation. There are periods when gold has vastly outperformed equities and vice versa. As a general rule, when monetary conditions are calm and inflation appears to be under control, the positive economic growth provided by a credit cycle will cause stocks to vastly outperform gold. In turn, when credit cycles turn negative and inflation is a threat, gold outperforms stocks.

These dynamics underscore gold’s role in a diversified portfolio. Although it may not always deliver the explosive growth of equities or other speculative assets, gold’s ability to preserve wealth during periods of uncertainty makes it a timeless hedge against the excesses of fiat currency. The next two charts show this nicely:
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Bloomberg, “Gold v. Stocks: 1971-2024.”

This chart compares gold versus stocks, starting in 1971 when we went off the gold standard. The top line represents gold, while the lower line tracks the S&P 500 stock index. Both are normalized, showing that over 53 years, gold is up 6,739%, while stocks are up 6,117%.55 But note that gold crushed stocks in the inflationary 1970s, a dynamic that could repeat if we are, in fact, entering another inflationary period, as I believe we are. Conversely, note how stocks outperformed gold through the 1980s and 1990s as the economy grew and inflation trended downward. The relationship shifted again with the growth and collapse of the Dotcom bubble, favoring gold as economic uncertainty grew. When the GFC hit and QE started, investors were concerned about inflation, and gold initially did extremely well from 2008-2011. But then, as the next credit cycle started, gold suffered and stocks did well. Nevertheless, gold has held its own since the late 1990s, the time I mark as the real beginning of large-scale financialization and government bailouts.

The chart also highlights the impact of war on inflation. The Vietnam War budget deficits partially drove the inflationary 1970s. By contrast, the relative peace during the 1980s and 1990s coincided with tame inflation and strong stock performance. The terrorist attacks of 9/11 kicked off another war cycle, and the U.S. has spent over $8 trillion fighting wars since 2001. I don’t think it is a coincidence that monetary debasement accelerated when such a large portion of government resources were funneled into an unproductive activity.

Despite the prevailing Wall Street narrative that gold is a “dead asset” and stocks are the only viable option, the data tell a different story. Brokers push this stocks-only perspective because they make money selling stocks, but not gold. But looking at the 24-year period from 2000-2024,56 we can observe that gold’s performance has crushed stocks.
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Bloomberg, “Gold v. Stocks: 2000-2024.”

The chart above shows the price of gold (top line) compared to the S&P 500 Index (bottom line). The left vertical axis shows the percentage price appreciation. Gold has climbed 871%, while the S&P Index is up 386%.

Critics argue that gold has failed as a store of value, but this view overlooks a crucial point: gold has not failed; governments have actively demonetized it. For much of U.S. history, the economy operated on a bimetallic or gold standard, which provided a stable and disciplined monetary anchor. Gold held governments to account, forcing fiscal and monetary restraint. It turns out they did not like that.

In abandoning the gold standard, governments freed themselves from the constraints of discipline, but at a cost. The result has been decades of monetary debasement, masked by fiat currencies lacking the stability of gold.

Two famous economists provide illuminating quotes. John Maynard Keynes, a statist and an ardent advocate for government intervention, believed in the power of government, especially if he could be part of it. He hated gold because it defunded his dearly beloved government, and he railed against it throughout his career, famously saying,

“Gold is a barbarous relic.”

More recently, there’s Alan Greenspan, whom I dub “patient zero” for the inflation virus. In his early days, he was a follower of Ayn Rand and a strong advocate for free markets and sound money. This was before his ego craved the glory of being a central banker, earning him the nickname “the Maestro.” Before rising to Fed Chair and becoming a serial inflator, Greenspan wrote:

In the absence of the gold standard, there is no way to protect savings from confiscation through inflation. There is no safe store of value.

Alan Greenspan

Throughout his career, Greenspan tried to claim that the Fed was emulating the gold standard and could steer monetary policy in a direction that effectively delivered the same thing. He was wrong. A reliable source reported to me that in a private conversation over lunch, he admitted that the sense of power derived from being chairman of the Fed was intoxicating. I bet.

Governments know that gold is real money. Nixon, on the advice of Volcker, Connolly, and Burns, took the U.S. off the gold standard in 1971 to prevent the remaining U.S. gold from being drained out of the system. He should have devalued the dollar and let gold and all currencies float independently, thereby creating a true neutral reserve currency that provided a numéraire and a solution to Robert Triffin’s dilemma.57 But he did not. If you read Paul Volcker’s memoirs it is clear that Volcker was a “company man.” The company was the U.S. Government. He was well aware of Triffin’s dilemma, but he only saw one way out, and it was not the honest path. Letting gold float in the open market would have caused some short-term pain politically, but it would have been the long-term correct thing to do.

Volcker is hailed as a hero by those who benefit from the fiat system because he brought it back from the brink when inflation was raging in the late 1970s. When gold skyrocketed to $800 per ounce — ironically, a price at which the U.S. money supply base was completely covered by its gold reserves — Volcker’s aggressive interest rate hikes restored confidence in the dollar. He created what Jim Grant calls the PhD Standard,58 breathing life into the fiat currency system and resuscitating it for another 44 years. It is no surprise that Volcker is hailed as a hero by today’s fiat lords.

Volcker’s memoirs59 reveal an interesting disclosure: he regrets not setting up something akin to the London Gold Pool of the 1960s to manage the gold price when Nixon broke the dollar link to gold. This underscores an intriguing dynamic. Gold and fiat are natural rivals. Governments are keenly aware of this and have always taken an active interest in managing the fiat price of gold. There is no louder alarm that a fiat currency is being debased or failing than when its value in terms of gold is going down. Or said another way, gold’s price is going up.

Government interference in gold markets traces back decades. The Bretton Woods system of 1944 set the gold price at $35 per ounce, enforcing monetary discipline on global governments. Although that was the reference price, there was a free market for the buying and selling of gold. Any substantial movement away from the reference price implied that fiat currencies were being debased. This prompted the U.S. Fed and seven other central banks to establish The London Gold Pool in 1961 — a deliberate attempt to suppress gold prices and protect their fiat currency schemes. The pool operated for seven years until it collapsed in 1968 when the French central bank withdrew, and the price of gold consistently traded above the $35 reference price. Of course, not long thereafter, the entire post-World War II gold exchange standard collapsed in 1971. There is a lesson here for more modern times. After Volcker restored confidence in the Federal Reserve, inflation trended down steeply for more than a decade, launching a new credit growth cycle under President Reagan. This was not a good time to hold gold. Gold underperforms in growing credit cycles and then outperforms when they burst, which is what I sense is happening now.

The Clinton administration’s approach to gold is particularly enlightening. Clinton’s campaign strategist, James Carville, best known for the phrase “It’s the economy, stupid,” had a keen understanding of market dynamics. His tagline resonated with voters, framing a Clinton presidency as the solution to the economic slowdown under George H.W. Bush’s administration. First elected in 1992, Clinton was well-advised, and in the run-up to his re-election famously said, “You mean to tell me that the success of the program and my reelection hinges on the Federal Reserve and a bunch of f**king bond traders?”60 This led Carville to quip that if he were reincarnated, he would come back as the bond market because you could intimidate anyone.

Carville, Clinton, and economic advisors Larry Summers and Robert Rubin were very aware that inflation makes economic growth look good, but they also understood that the bond market and gold price are canaries in the inflation coal mine. Clinton’s economic team was smart. They figured they could let inflation run but hide it from the market. This would make them look good and increase their odds of a second term. Clinton was lucky because he had just the men to do it: Summers and Rubin. Larry Summers authored a paper titled “Gibson’s Paradox and the Gold Standard”61 that described how the gold price was the leading indicator of inflation, and if suppressed, markets would not detect that inflation was present. Robert Rubin,62 a Wall Street executive and former partner at Goldman Sachs, ran Goldman’s J. Aron commodity trading division, responsible for trading gold. The Exchange Stabilization Fund (ESF) reportedly became their tool to manage the price of gold, helping Clinton secure a second term.

Substantial irrefutable evidence supports my belief that the U.S. government, as well as the Bank for International Settlements (BIS) and other foreign central banks, have intervened to manipulate the price of gold to defend their fiat currencies. (I could write an entire book on the hows and whys of government manipulation of the gold price. Because gold is centralized and often unverified and unaudited, it is child’s play for governments to manipulate its price.)

The Gold Anti-Trust Action Committee (GATA),63 led by my friends and expert sleuths Bill Murphy and Chris Powell, has meticulously documented this since 1999. The case is compelling. This book is not about gold manipulation, but I assure you that it has occurred.

Two striking examples stand out:

First, in late 2011 and 2012, gold reached an all-time high price of $1,900 per ounce, a 7x multiple of its September 1999 low of $255 per ounce. It appeared that the Fed’s QE policies were debasing the currency as reflected in the gold price, the canary in the inflation coal mine. This must have disturbed the monetary authorities because a seemingly coordinated response emerged. A number of gold-negative articles appeared, and Goldman Sachs made a very vocal call that gold was overvalued, recommending that clients short it. Then, on Monday, April 15, 2013, the price fell $128.50 (nearly 9%) in ONE DAY! I was on vacation with my family, watching the trade volumes go through. The amounts and lot sizes were enormous. There is no way any commercial seller could sell in that volume or support that size of sale. The only parties capable of trading in that size and volume were central banks and the BIS.64 Side note, my wife still tells me that this is the worst family vacation we have ever taken. She was concerned that I would swim out into the ocean and not look back. Thankfully, my young kids were blissfully unaware.

Second, JP Morgan’s recent $920 million fine for gold price manipulation provides direct, public, and concrete evidence of gold price manipulation.65 Two of the traders on its precious metals desk received prison sentences for their actions. As the nation’s largest bank, JPM is widely considered to be an agent of the Federal Reserve.

Post 1971, and post Paul Volcker re-establishing the credibility of the Fed, the U.S. government cleverly devised a system to print a staggering amount of money compared to our underlying gold holdings. My friend Brent Johnson has done an excellent job documenting how many fiat currency units have been created compared to the gold held by governments.

The schedule here shows the gold holdings by the top ten world currencies. It then compares them to the monetary bases of the same countries. Recall that there was a time pre-Nixon shock that the U.S. dollar was supported by the U.S. gold holdings of 261.5 million ounces. In 1980, at a gold price of $800 per ounce, the entire monetary base was fully covered by the gold held by the U.S. Treasury.

The monetary bases are the narrow base (M0), the wider base (M1) and the widest base (M2).

What you can see is that in the case of the United States, it would require a gold price of $22,497, $68,827, or $79,699 per ounce for our gold holdings to cover the outstanding monetary base. Basically, we have printed a lot of fiat, and the currency debasement compared to gold is severe. China, Japan, and the UK are in even worse shape. In a gold reset, is the price of gold likely to go to $79,000? No, and that is not necessary. Currencies have operated successfully on gold standards, where the gold coverage ratio is much less than 100%. Still, if the U.S. chooses to reset its monetary system using gold, the price of gold is going to be multiples of today’s price.

* * * * *

Gold v. Bitcoin

The Gold versus Bitcoin debate is silly. We are all on the same team. Team Anti-Fiat. Gold holders should be rooting for Bitcoin and Bitcoin holders should be rooting for gold. We all want to end state-controlled fiat money. Having said that, I believe Bitcoin is going to vastly outperform gold and ultimately replace gold as the supreme form of sound money. More on this in the next chapter. About five or six years ago, when I was transitioning from gold to Bitcoin, I had a conversation with a brilliant sound money friend. He had been 100% invested in gold since 2002 and then switched to 100% invested in Bitcoin around 2018. He said the following: “Look, gold is historically the soundest form of money, but governments have figured a workaround through the paper gold markets to suppress its price. With Bitcoin the cryptography is so bulletproof that there is no work around. I am going to join the villagers over there who are storming the castle with technological torches and pitchforks. It is the only way we will win.”

The Unpolished Truth: Silver’s Role in Modern Markets

Silver enjoys a long history as being a form of money. It’s often called “poor man’s gold” because not everyone can afford an ounce of gold (presently, $2,650), but nearly everyone can afford an ounce of silver (presently, $32.50). Silver’s relationship to gold is grounded in nature. The Earth’s crust is endowed with both silver and gold, but by volume, silver is more abundant, with an estimated geological ratio of 15 to 17 parts silver for every one part of gold. This relative abundance makes silver less scarce — and less valuable — than gold. Today the price disparity is quite extreme, with a silver-to-gold ratio of 81:1. Historically, when silver was used as money, the ratio was much closer to its natural scarcity, 16:1. In large part, this is because silver has been demonetized.

Another important difference between silver and gold is how both metals are used. Gold primarily functions as a store of value, a superior form of money, meaning very little gold actually gets used up or destroyed. The World Gold Council estimates that 212,852 tonnes of gold (6.8 billion troy ounces66) sit above ground throughout the world. This represents all of the gold that has ever been mined, less what has been used in industry or lost or destroyed. The world’s gold stock grows slowly. Presently, the world’s gold mines produce 3,644 tonnes of gold per year, so the flow-to-stock percentage is 1.7%. At current production rates, the amount of above-ground gold on the planet will double in 58 years. This low flow-to-stock ratio enhances gold’s monetary stability.

Notably, all of the gold in the world is now valued at $18.0 trillion (spot gold $2,650 per oz.). However, not all of that gold is accessible or available for sale. As the schedule below shows, the world’s gold takes many forms, and some of it is not really “marketable.”

	Gold Composition By Category
	Jewelry	45%
	Bars and Coins	22%
	Central Banks	17%
	Antiquities/Museums	15%


At a high enough price, jewelry will be melted down. Central banks and museums could sell gold. But in general, central banks have been gold buyers, not sellers, so the truly accessible market for gold is limited to bars and coins, a $4.0 trillion market today.

Silver is a different beast. Silver is noted for its electrical conductivity, thermal conductivity, and reflectivity. Silver is the best conductor of electricity, better than copper and gold, but it does tarnish; thus gold is preferred in some mission-critical electric connections. Silver also has medical properties and can kill bacteria in vitro, making it useful in catheters and wound dressings.

Silver’s unique properties make it indispensable in modern applications. The World Silver Survey reported silver usage in 2023 as:

	Silver Usage By Category
	Electrical/Electronics	35.0%
	Investment (coins bullion)
	27.2%
	Jewelry	17.0%
	Photovoltaic (solar)	14.2%
	Silverware	4.9%
	Photographic	2.3%


Historically, silver was heavily used in film processing, but demand has waned since photography moved to a mostly digital format. Today silver is used extensively in electronics, solar cells, and emerging battery technologies. Among these, solar applications are growing rapidly, and some studies suggest that within five years solar power production could consume 50% of global silver production. Unlike gold, which is rarely consumed, silver’s demonetization and high industrial usage mean that above-ground inventories remain relatively low. As we have discussed previously, stock-to-flow ratio67 is how one measures the soundness of a money. Higher ratios are better/sounder. Currently, the stock-to-flow ratio of gold is 59. The stock-to-flow ratio of bitcoin is 125. Let’s examine silver.

Annual mine production of silver is 800 million ounces. Current estimates of the average above-ground silver inventory are quite divergent and dependent on what silver is considered available. The stock of investment silver is estimated to be 2-3 billion ounces. Jewelry and silverware could be 10-20 billion ounces but are harder to assess. If only investment silver is considered available, then the stock-to-flow ratio of silver is a very low 3.75. Add in all of the jewelry and silverware, and the ratio moves up to 25. These lower stock-to-flow ratios indicate that silver is not as rare as gold and thus does not enjoy a monetary premium. It is also, by size, a tiny market. Every year, the world mines $310 billion worth of gold and only $26 billion of silver. And of that, only 27% of silver is available to meet investment demand, leaving just $7 billion per year in investible silver. A tiny market, by comparison. Such a small market means that even modest investment inflows can cause dramatic price swings, earning silver the moniker “gold on steroids” among precious metal investors.

Silver’s volatility, market size, and lack of a substantial monetary premium make it unsuitable as a long-term store of value. But during precious metal bull runs, silver can outperform gold, although its gains often vanish just as quickly when market conditions stabilize.

The primary quality of money is scarcity, and silver’s higher abundance compared to gold has historically undermined its monetary role. History further illustrates this point. Countries that adhered to a “silver standard” for their money suffered in relative wealth terms versus countries that did not. Being more plentiful, silver was widely used as currency in ancient times — the Roman denarius and the 12th-century British pound were silver-based. Over time, mankind learned that gold was sounder money and migrated to a gold standard. The British abandoned silver as money after enacting the Gold Standard Act of 1821. Meanwhile, China and India remained on a silver standard for the balance of that century and saw their relative wealth decrease as a result of holding a “less sound” form of money.

The history of bimetallism is fascinating. The populist movement of the 19th century preferred silver because it was more inflationary. When populist and presidential candidate William Jennings Bryan made his thunderous proclamation, “You shall not crucify mankind upon a cross of gold,” he was rallying on behalf of indebted farmers who he believed were suffering from the deflationary effects of sound money. It is said that L. Frank Baum’s The Wizard of Oz68 was a morality play, and Dorothy’s slippers were originally made of silver. I like the comparison because the Great and Powerful Oz is a fitting allegory of the Federal Reserve. Pull back the curtain, and all that remains are switches and levers manipulating smoke and mirrors, all designed to fabricate an illusion of greatness and power.

Keep this idea in mind: gold prevailed over silver because it was sounder, less supply growth. Similarly, the growth of the Bitcoin supply is less than that of gold and decreases with time.

Where Wealth Frames Beauty: Fine Art & Collectibles

Some very rich people elect to store their savings in fine art and collectibles. I have never been in a position to do so, and I view these investments as a hybrid between savings and something you can enjoy possessing. Monets and Picassos are limited in supply and are indeed quite beautiful. I am sure that over long periods of time, carefully curated art, jewelry, automobiles etc., can store value. As bearer assets, they offer certain advantages, and if you genuinely enjoy beautiful things, their possession provides pleasure beyond monetary implications. I do not recommend them as investments, however, as they are illiquid and, in many cases, the bid/ask spreads can be substantial. They are best suited for those who value the joy of ownership as much as monetary preservation.


INVESTMENT IMPLICATIONS – BITCOIN

As I said above, Bitcoin is the most asymmetric upside investment opportunity I have ever seen. Let me explain why.

First, I view Bitcoin as a form of “digital gold.” That is, a decentralized digital asset with a fixed supply, auditable transparency, and no counterparty risk.69 Michael Saylor describes it as “pristine digital capital,” and I agree. This sets Bitcoin apart from the sea of other cryptocurrencies, most of which lack Bitcoin’s rigorously designed “proof-of-work” and instead have centralizing algorithms that do not control their supply. Bitcoin is far and away the leading digital currency, and because of its design, I expect it to stay in that position.

My investment case for Bitcoin rests primarily on its fixed supply. Like gold, Bitcoin’s value is intrinsically tied to its scarcity, meaning it, too, will benefit from monetary debasement. And as we have covered above, I firmly believe we have a lot of that in our future. Inflation or monetary debasement will drive up the dollar prices of all scarce assets, and Bitcoin is poised to benefit disproportionately.

But Bitcoin has another asymmetric driver: its adoption curve. Bitcoin is only about 16 years old and is still relatively early in its adoption phase. As an investor in the early days of the internet, I recall the slow and clunky dial-up connections and crude, green-screen user interfaces in 1993 and 1994. It took Windows-based browsers and faster connections, which arrived between 1996 and 2000, to really accelerate its growth. Comparatively, Bitcoin today feels like the internet in 1998. It is happening, but there is a lot of growth ahead.

How early are we?

Investing in Bitcoin means allocating savings or capital away from traditional investments. In this sense, Bitcoin competes against all other investments. Any investment decision begins with evaluating potential returns, and Bitcoin’s historical performance is simply unparalleled.

Bitcoin is a very unique financial asset. The SEC classifies it as a commodity, but it is a commodity whose supply does not respond to price. If the price of gold goes up, we will mine more gold, adding supply. If the price of oil goes up, we will drill for more oil. Bitcoin is different. If its price goes up, its supply schedule remains unchanged. Economists would say that Bitcoin is the world’s first perfectly inelastic commodity.70 Like I said, very unique.

The returns? They speak for themselves.

There has never been a financial asset with comparable growth, adoption, or rates of return. Have a look at these next two charts produced and regularly updated by casebitcoin.com:

* * * * *
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CaseBitcoin, Price data as of 12/17/2024. (casebitcoin.com)

This first schedule tracks the return on investment depending on when you first purchased Bitcoin. As you can see, over every time frame, Bitcoin’s performance beats both alternatives, gold and the S&P 500. If you go back far enough, it crushes them. The fact that it is the best-performing financial asset in the history of the world is not to be ignored. Yet many on Wall Street do.

Below is another view of the same data showing the compound annual growth rate (CAGR) of Bitcoin. Again, note how Bitcoin outpaced the alternatives.
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CaseBitcoin, Price data as of 12/17/2024. (casebitcoin.com)

I believe this outperformance stems from Bitcoin’s design as a perfect form of money. I am hard-pressed to think of what could fundamentally alter its trajectory, though we’ll discuss the risks later in this chapter.

Another intriguing way to understand Bitcoin’s potential is to examine it through the lens of total addressable market (TAM) and market share. We are aided in this exercise by the insightful Bitcoin market analyst Jesse Myers.
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Jesse Myers (X: @Croesus_BTC), “Asset Class by Bucket: 2024,” onceinaspecies.com.

In this chart, Jesse placed all of the major investment assets into buckets proportionally sized to the capital invested in each. He estimates that globally there are $900 trillion of investment assets. Presently, Bitcoin’s total market capitalization is $2.0 trillion — approximately 2/10s of 1% (0.2%) of the world’s investment assets. This is a trivial amount.

My belief is that as word spreads about how Bitcoin is non-dilutable, “perfect money,” it’s reasonable to expect capital now stored in those other asset classes to migrate to Bitcoin. It would not take much on a percentage basis to send the price of Bitcoin to multiples of today’s price.

How much higher? I am glad you asked.

Power Law

Imagine throwing a pebble into a still pond. The ripple starts tiny, but each expanding ring grows exponentially larger than the last. This is the essence of a power law – a mathematical relationship where one quantity varies as a power of another. More simply, small changes in one variable create massive, exponential changes in another. This isn’t just random growth; it’s a fundamental pattern describing how complex systems explode in magnitude.

In nature, we see power laws everywhere. The Richter scale for earthquakes is a power law. A magnitude seven quake is 10 times stronger than a magnitude six and 100 times stronger than a magnitude five. In business, it explains why Amazon grew from selling books to dominating global commerce, or how Facebook expanded from a college directory to connecting billions. Each step of growth wasn’t just additive – it was multiplicative.

The most fascinating application of power laws is in the adoption of revolutionary technologies. When something fundamentally better comes along – be it the printing press, electricity, or the internet – its growth doesn’t follow a neat, linear path. Instead, it explodes in sudden, massive bursts that leave skeptics wondering how they missed what, in hindsight, seems inevitable.

Enter Bitcoin. If you’re wondering how a “digital currency” could reshape the future of money, understanding power laws is a worthwhile task. Unlike traditional assets that follow more predictable growth patterns, Bitcoin’s adoption curve exhibits classic power law characteristics. Each phase of adoption amplifies the next, creating the potential for exponential rather than linear growth. As we’ll explore, this mathematical reality, combined with Bitcoin’s fixed supply, creates an unprecedented investment dynamic.

Recently, the Power Law has been a topic of great discussion in the bitcoin community. Although others have been working with Power Law models to explain bitcoin’s price action for years, Giovanni Santostasi, a PhD in astrophysics, and Fred Krueger, PhD in Mathematics from Stanford, have led the spirited Power Law debate on X. As I was preparing this section, Fred generously offered these two paragraphs describing the Power Law’s applicability to bitcoin:

The “Power Law” is an observed statistical relationship between the logarithm of the price of bitcoin measured against the logarithm of time since the genesis block. This relationship implies that the Bitcoin price, while volatile, has followed a very predictable band of growth, starting in 2010 with a price of $.10, all of the way to the recent highs of $70,000.

This law has been studied extensively by members of the Bitcoin community, and its parameters have been stable over time. While this doesn’t in any way suggest there will not be massive short-term volatility, it gives a framework for understanding an asset that has a recorded price growth of close to 1,000,000x.

Krueger and Santostasi explain that looking backward, the Power Law model accurately predicts the price of Bitcoin with a 97% R-squared correlation. For those familiar with statistics, a model that correlates the movements in data 97% of the time is a useful model. Although it does not predict exact prices on specific dates, the model shows that price fluctuations typically fall within two standard deviations above or one standard deviation below the trend line.

The following is a worksheet prepared by Fred and posted on X on July 27, 2024, that details what the Power Law model predicts.
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Tracing the model’s trend line and not accounting for upside surges that often partially retrace, one Bitcoin should be worth $326,000 in five years, $1,100,000 in ten years, and $7,000,000 in 20 years. Some believe that Bitcoin’s performance will exceed those numbers as fiat currencies increasingly fail. I am sympathetic to that view because none of us know exactly how it will develop.

Over time, as the prices of other assets increase due to inflation and Bitcoin appreciates even more rapidly, the price of other assets in Bitcoin terms will drop. Take a look at this eye-popping graphic:
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I expect this trend to continue.

Investing In Bitcoin – Volatility

Before you begin allocating your savings to Bitcoin, it is important to understand one of its defining features — volatility. As an emerging asset, Bitcoin trades with the unpredictability of a wild animal. In its 15-year lifespan, it has had numerous substantial drawdowns from price peaks, sometimes exceeding 80%, only to recover and achieve new heights, with higher lows on each pullback. Meaning, it has a strong upward bias, as we saw in the performance charts above.

Bitcoin’s volatility is driven by its unique position as a challenger to the fiat monetary system. We’re in the early stages of a seismic shift toward sound money, and the stakes are high. Money is an emotional issue, and Bitcoin’s price can be volatile. People get excited, making euphoric predictions that “Bitcoin is going to the moon,” driving it to new highs. Then buyers get exhausted, suddenly prices fall, and now everyone starts saying, “Bitcoin is dead.” One thing you can count on is that these price swings will continue.

What does this mean for someone who wants to get into Bitcoin? You must understand what you are buying, why you are buying it, and what the price is capable of doing. Have a look at the chart below. The right vertical axis shows the percentage drawdown from each new all-time high. Since Bitcoin became more widely traded and used for purchases in 2010,71 it has had four substantial drawdowns off a new price high, ranging from 76% to 90%.

* * * * *
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MaverickEquityResearch, “Bitcoin Drawdown % From Peak,” 2024. MaverickEquityResearch.substack.com _Equity

I offer this warning because investors often chase new price highs, panic during drawdowns, and then sell at a loss, mistaking volatility for failure. Historically, anyone who has held Bitcoin for more than four years has seen positive returns, even if they bought at a peak. One has to take a long-term view and be prepared to endure drawdowns without selling. This is why Bitcoiners say “HODL,” which is an abbreviation for Hold-On-For-Dear-Life. Volatility comes with the asset.

A couple of observations. Position sizing and dollar-cost-averaging are two very important strategies that aid in managing this volatility. Mitigating volatility begins with position size-allocating only a portion of your portfolio to Bitcoin that aligns with your risk tolerance. Additionally, dollar-cost-averaging (DCA), where you invest a fixed amount at regular intervals regardless of price, helps smooth out the impact of volatility. The net effect of DCA is that when prices are low, more units are purchased, and when prices rise, fewer units are purchased. These strategies enable investors to participate in Bitcoin’s long-term growth without overexposing themselves to short-term swings.

Sharpe Ratio

When considering investing in a highly volatile asset, it can be helpful to consider the investment’s Sharpe ratio. Developed by Nobel laureate William F. Sharpe, the Sharpe ratio72 measures how much excess return an investment generates compared to its risk, with higher ratios indicating better risk-adjusted performance. The formula is straightforward:
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The standard deviation measurement captures the volatility, and it is generally assumed that more volatile assets are riskier.

As a general rule, a Sharpe ratio above 1 is considered good, above 2 is very good, and above 3 is excellent. Presently, the Sharpe ratio for Bitcoin is 2.3. So, just because Bitcoin is volatile, it is not fair to say it is too risky. The returns justify the volatility using this measure, as you can see in the following schedule:

2024 Risk Adjusted Returns of Select Major Assets (Sharpe Ratio), Source: Galaxy Research

Risks of Bitcoin

One question any smart investor asks when considering an investment is: What could go wrong? How might circumstances change, or what if my assumptions prove to be wrong such that this investment does not work out? I have always asked this of the companies I have invested in and have always been impressed when potential investors in my fund ask this of me. In this spirit, let me address this question first in the context of my broader, sound money thesis and then specifically as it relates to Bitcoin.

I strongly believe that investing in “sound money” assets is the right move at this stage of the sovereign debt cycle. In the past, these debt crises were generally resolved through intervention and inflationary measures. Here is how I could be wrong. If the U.S. federal government were to adopt fiscal austerity, means-test entitlement programs, cut military spending, reduce its overseas military footprint, and balance the federal budget, then the dollar would be sounder, and my thesis (assured monetary debasement) would be less likely. Such measures would generate one hell of a recession and widespread debt defaults, but we would, at some point, recover. What I am describing is a deflationary deleveraging. When I discuss this risk with others in the financial community, they chuckle because, like me, they consider the odds of the U.S. government meaningfully curtailing spending to be quite low.73 That does not mean it cannot occur.

The Four Horsemen of Bitcoin Skepticism

Turning to Bitcoin, I have repeatedly asked myself, “What could go wrong?” After deep consideration, I have identified four primary risks to Bitcoin.

	Technical Vulnerability. The ghost of failed digital currencies past — Digicash, E-cash, E-gold,74 B-Money, Bit Gold, and others — initially raised concerns about bitcoin’s technical foundation. These prior experiments in digital currency failed due to technical flaws or insufficient security. After over 16 years of operational soundness, Bitcoin’s network has proven resilient and secure, processing over 880,000 blocks without interruption.
Although the risk of a catastrophic technological failure cannot be completely dismissed, I now view it as minimal. My brilliant friend Greg Foss describes gold as a “credit default swap (CDS) on Bitcoin,” meaning that if Bitcoin were to fail due to some unforeseen technical flaw, gold would once again become the go-to sound money asset.

	Regulatory Hostility. The second big concern is the risk of government action. Bitcoin’s decentralization and sound money properties make it a potential competitor to fiat currencies, which could cause some governments to pursue bans, heavy taxation, or regulatory overreach.
This was a much bigger threat before the Securities and Exchange Commission officially classified Bitcoin as a commodity and approved Bitcoin Exchange-Traded Funds (ETFs). These decisions were huge. Before ETF approval, there was talk in some halls about the government banning it. Average individuals and institutions were afraid to own it, not knowing what the government was likely to do. ETF approval changed that; investors can now buy Bitcoin through their brokerage account and do not have to go through the more difficult process of buying a hardware wallet and taking self-custody.75 Of course, government views can evolve, and regulatory changes remain a potential risk. This is why Bitcoin owned via self-custody is preferred over ETF ownership.

	Adoption Stagnation. Bitcoin’s value proposition depends on growing network effects. The risk is that people lose interest and adoption slows. So far, the data is encouraging. Current metrics – wallet numbers, transactions, hash power – show consistent growth across the base and secondary layers. The global hash power76 is also growing consistently, which makes the network stronger and more secure. Should any of these trends slow or reverse, that could be worrisome, but I do not expect this to happen. (more in next section)

	Protocol Mutation. The final risk, as described by Michael Saylor, concerns potential changes to Bitcoin’s code. It is true that Bitcoin’s decentralized architecture makes unilateral changes virtually impossible; rather, it relies on a global network of nodes and miners to reach consensus. The risk, however small, is that a rogue group of developers could propose and attempt to implement a significant alteration to Bitcoin’s protocol.
I had the opportunity to discuss this concern directly with Michael Saylor at a private event at his house during the Bitcoin 2023 Conference in Miami. Surrounded by Bitcoin enthusiasts, I asked him the same critical question: What is the biggest risk to Bitcoin? His response focused on the human temptation to tinker. Saylor explained that rogue core developers could theoretically propose changes to Bitcoin’s protocol, believing it might “improve” the system. Any significant modification would require consensus from a majority of nodes and miners—a highly improbable scenario—but the risk isn’t zero.
Fortunately, Bitcoin’s history, including the block size wars77 and multiple hard forks,78 has underscored the community’s commitment to preserving its core principles. Today, Bitcoin has reached a stage of stability where such proposals are increasingly unlikely, and the network would almost certainly reject any deviation from its foundational sound money ethos.



Adoption or Stagnation

Of the risks described above, the adoption and stagnation issue is one that I watch closely, and what I see is very encouraging. It is important that more and more dogs keep eating the Bitcoin food.

In the past five years, Bitcoin has morphed from “magic internet money” that most people feared or didn’t understand into an emerging investment asset class with serious institutional and nation-state support. I highlight the following supporting indicators:

	El Salvador Leads the Way: El Salvador became the first nation-state to adopt Bitcoin as legal tender and announced a plan to purchase and mine Bitcoin as a national asset. Other countries have followed suit. Bhutan is actively mining Bitcoin, and others are believed to be quietly accumulating.

	Bitcoin ETFs Gain SEC Approval: In January 2024, the SEC approved Bitcoin ETF products, making it easier for investors to purchase Bitcoin. These ETFs achieved the most successful launch in history and currently hold over $115 billion in assets.

	Blackrock Embraces Bitcoin: Blackrock, the largest institutional asset manager in the United States with $11.5 trillion in assets under management, shifted from skepticism to advocacy. Its Bitcoin ETF is the largest in the world, and CEO Larry Fink, once critical of Bitcoin, now calls it “digital gold.”

	Bitcoin in the Presidential Race: In the 2024 presidential election, candidates Donald Trump and Robert F. Kennedy Jr. openly ran on pro-Bitcoin positions, signaling growing political acceptance.

	Proposed U.S. Bitcoin Reserve: Senator Cynthia Lummis (WY) introduced legislation to establish a U.S. Bitcoin Strategic Reserve and for the Treasury to purchase Bitcoin for the national balance sheet. It is unclear whether this bill will pass; however, the incoming Treasury Secretary Scott Bessent79 is thought to be in favor of a currency reset, and Bitcoin could play a role.

	MicroStrategy’s Bitcoin Success: Public company MicroStrategy (NYSE:MSTR), run by Michael Saylor, adopted a Bitcoin treasury strategy in August 2020, converting its balance sheet assets to Bitcoin. Since then, its market capitalization has soared from $1.78 billion to $100 billion today.

	Network Growth: Bitcoin’s global computing power, or hash rate, has grown from 110 exahashes per second (EH/s) in 2020 to 773 EH/s in 2024. ChatGPT estimates that as much as $50 billion has been invested in the network for mining infrastructure. This is a significant sum.



These facts, when combined with user and wallet growth, suggest to me that dogs are indeed eating the Bitcoin food. The adoption trend is accelerating.

The Power of Private Keys: Understanding Bitcoin Custody and Key Management

Owning Bitcoin is unlike owning anything else. You’re not holding physical coins or even a share in a company — you’re claiming your spot on a revolutionary monetary ledger. The Bitcoin blockchain, a decentralized ledger, tracks all issued (today, 19.8 million) bitcoin. Presently, there are over 460 million public addresses outstanding. Obviously, many addresses contain only a fraction of a coin. Think of these addresses as transparent safes: anyone with an internet connection can see what they contain, but only the holder of the private key can open them.

Here’s where things get interesting. A private key – the digital password to your Bitcoin — is a 256-character string, a code so complex and important that it is comparable to a nuclear launch code. Lose it, and your Bitcoin will be gone forever. If someone else gets hold of it, they can empty your wallet. To make this manageable, developers created a brilliant solution called BIP39,80 which turns these intimidating strings into a human-friendly list of 12 or 24 simple seed words. The responsibility of securing your private key lies squarely with you, the owner. Although private address management presents real risks, proper knowledge and tools like hardware wallets, multisignature setups (multi-sig), and best practices can virtually eliminate these threats.

Taking Control: The Custody Decision

Managing your own keys, known as self-custody, is the purest way to own Bitcoin. It’s also the most secure, provided you know what you’re doing. For those unwilling or unable to take on the technical burden, there are alternatives. One option is to use a key management service, a reputable company that assists you in cryptographically protecting your keys.81 The other is gaining price exposure to Bitcoin through a publicly traded ETF. Fidelity and Blackrock are two of the leading choices. The advantage to this approach is that they charge a modest annual management fee (30 bps), are easily tradeable, and because you don’t directly own the underlying asset, you have no keys to manage.

Each option has its trade-offs. With self-custody, buying Bitcoin and proper key management requires time and effort, but you gain unparalleled privacy82 and self-sovereignty. With ETFs, the process is simple, but you sacrifice privacy. Fidelity or Blackrock, your trading platform, and government agencies know your every transaction. Lack of privacy may not seem like a serious issue or threat, but please recall that during the monetary reset of 1933-1934, President Roosevelt issued Executive Order 6102, forcing Americans to hand over their gold coins, bullion, and certificates worth more than $100. Once the government had seized its citizens’ gold, it devalued the dollar by re-valuing the gold to a higher price. Citizens lost out in favor of the government. Could this happen with Bitcoin? Who knows, but there is certainly some tail risk that an aggressive U.S. government would look at the failing dollar, deem the threat existential, and then blame gold and Bitcoin. It would then be trivial for the government to call Fidelity, Blackrock, and the other ETF managers and demand that they cash you out of your Bitcoin and remit your Bitcoin to the government, just as Roosevelt did with gold in 1933. Of course, the cash they paid you for your coins would rapidly lose its value.

In contrast, Bitcoin held in self-custody would be far more difficult to confiscate. This is why many Bitcoiners live by the mantra, “Not your keys, not your coins.” In the face of potential confiscation, many Bitcoiners would invoke the ancient cry of resistance: “Molon Labe!” These were the defiant words King Leonidas uttered to Xerxes at Thermopylae in 480 BC when the Persian ruler demanded the Spartans lay down their weapons. “Come and take them,” Leonidas challenged. I can almost hear that cry reverberating across modern America, a rallying call for those who guard their financial sovereignty with the same resolute spirit.

Digital Sovereignty

One of the beautiful features of Bitcoin, as pointed out by Jason Lowery,83 is that it is actually a form of property without physical form and, therefore, cannot be easily attacked. Think about it. Wars have been waged over land, property, and possessions. These led to the formation of nation-states and other devices to protect property. Gold, for example, must be stored in vaults. The people with the best offensive weapons can overrun and empty the vaults of their enemies, exactly as the U.S. did in Iraq and Libya. Bitcoin is a form of wealth that no army can overrun. Without the private keys, no amount of force can take Bitcoin from its rightful owner. The idea that an individual can challenge and overcome the might of a nation-state’s army represents a seismic shift in the nature of wealth and power.

Lowery posits that Bitcoin ownership may one day make some nations much more powerful than others. I agree. Some even argue that we are evolving toward a system where large nation-states are much less powerful, perhaps even ceasing to exist. Decentralization is reshaping the world, shifting power away from centralized governments toward individual liberty. I concur with this line of reasoning and believe Bitcoin plays a central role in this transformation.

Bitcoin is more than just an asset. It’s a statement of freedom, sovereignty, and resilience in a centralized world.


POLICY RESPONSES

I have been criticized, and fairly so, for complaining about our monetary system and the Fed without offering a clear alternative path. Let me paint a new picture: a visionary President, combining Kennedy’s inspirational grace with Reagan’s commanding presence, steps forward to reshape America’s financial future. Here’s how that watershed moment might unfold:

Ladies and Gentlemen, My Fellow Americans,

Tonight, I come before you to talk about something that strikes at the very heart of our nation’s prosperity and promise: the foundation of our economic system. For too long, we’ve walked down a road paved with well-meaning intentions but broken ideas. We’ve leaned on a flawed Keynesian economic model that has saddled us with debt and chased after unchecked growth. We do not need growth. We need productivity and efficiency. Only sound money can provide this.

We need an economy built on strength, on fairness, and above all, on stability. Imagine an engineer designing a bridge, only to discover the length of a yard changes unpredictably. That bridge would fail, putting lives at risk. And yet, this is how our monetary system functions today — an unstable unit of measure, constantly shifting, constantly undermining the work of every American striving to build something lasting.

But it doesn’t have to be this way. I believe in America’s ability to embrace a new path, rooted in timeless principles. A system based on sound money, one that is fair to all, that holds its value, and that honors the spirit of liberty and equality enshrined in our founding documents.

Starting today, we will take bold action to restore fairness, accountability, and competition in our monetary system.

First, we will empower the free market to determine what money should be. Effective immediately, we will recognize gold, silver, and Bitcoin as legal tender alongside the dollar. These forms of sound money will be treated equally — no capital gains taxes, no barriers. Americans will be free to save, invest, and transact in the money they trust most. The marketplace will decide what serves the people best, not the heavy hand of government.

Second, we will address the root of the instability in our system. We will immediately abolish the Federal Reserve and end its role as a backstop for banks. In a true free-market system, banks, like all other enterprises, must earn the trust of the people through sound practices. Fractional reserve banking will not be outlawed, but it will no longer operate under the implicit guarantee of government rescue. Banks that take on reckless risks will face the consequences, as they should. And just as important, those who act responsibly will thrive, creating a stronger, more resilient system for everyone.

Finally, we will eliminate the Federal Deposit Insurance Corporation. Let’s be honest: the FDIC cannot deliver on its promises. A fund covering less than 1% of deposits cannot safeguard a system of this magnitude. It’s a fiction we can no longer afford. Instead, we will look to the ingenuity of the private sector to provide real solutions, fostering innovation in financial security and empowering Americans to take responsibility for their own choices.

Some will call this radical. They will warn of disaster. But I tell you, the true disaster would be to cling to a broken system that robs us of opportunity and binds us to debt. This is not a retreat from stability — it’s a bold leap toward it. This is not abandoning the dream of prosperity — it’s returning to the principles that make it possible.

Tonight, we choose freedom. We choose responsibility. We choose a future where the fruits of your labor, your savings, and your enterprise are secure. A future where sound money sets the foundation for a stronger, fairer, and freer America.

Thank you, God bless you, and God bless the United States of America. Oh, and one more thing — if I were you, I’d buy Bitcoin. Good night.

Monetary Reset

To fully implement the policy prescription outlined, our fictitious president would likely have to take a broader approach—some form of a monetary reset.84 As first described in Chapter 22, here is what a monetary reset would look like.

Today the global economy shoulders an undeniable reality. We have accumulated more debt than can realistically be serviced or repaid in real terms, meaning we have more dollar commitments than we can honor. Therefore, the debt is not “money good,” or at least it is not good in “real” (purchasing power) terms. To solve this, we have two obvious options. We can service the debt with printed dollars, but that will be inflationary, perhaps devastatingly so. Or, we can let the debt default or renege on our commitments, but that will lead to political turmoil and a depression that rivals the Great Depression. Both choices are fraught with chaos and unfairness all around.

But we also have a third option: a monetary reset.

A monetary reset is somewhat akin to a debt jubilee, a concept rooted in history. Ancient Mesopotamian and Biblical traditions practiced periodic, large-scale debt forgiveness, typically every 50 years, to restore balance and fairness. Modern-day monetary resets are watered-down versions of this. For example, President Roosevelt implemented a monetary reset during the 1930s when he devalued the dollar compared to gold in an effort to combat the Great Depression. Similar idea. The dollar is grossly overvalued. Too many dollar commitments have been made, and they cannot all be fulfilled. Because of this, someone will lose when these commitments are marked-to-market. That is unavoidable. But, a structured and decisive reset could condense the pain into a single event, avoiding years, even decades, of chaotic inflation or stagnation.

Here is the thing. Left unchecked, we risk entering an inflationary spiral that could devolve into hyperinflation, a scenario with devastating societal consequences. Having studied many hyperinflations, I’ve learned that they are awful, chaotic events. People and societies are ruined; lives are upended as economies crumble into chaos. That is the bad news. Yet there is hope. Nations that have endured such turmoil and returned to sound money standards often recover swiftly, regaining stability and prosperity. So, here’s the hard truth. The money is broken. We need to fix it. The process will hurt. But why not address it quickly and decisively, paving the way for a bright future anchored by sound money?

A problem facing the world is the absence of a “neutral reserve currency” to force monetary discipline on governments. Instead, we have fake mouse-click money issued by governments that abuse that privilege. To restore sound economic and societal prosperity, we must tie our monetary system to a discipline-enforcing reserve currency. Historically, gold has filled this role, and now Bitcoin offers a modern, digital alternative.

Functionally, a monetary reset could entail devaluing the dollar by officially linking it to gold and Bitcoin at significantly higher prices. The dollar is overvalued. Bitcoin and gold are undervalued. Devaluing the dollar would be as simple as saying that the U.S. government stands ready to buy and sell gold and bitcoin at much higher prices. Voila! The dollar is devalued. This would be a huge inflationary hit to the dollar on a one-time basis. However, after that, the value of the dollar would be anchored to a form of sound money, and we would be back on a sound money standard. By pegging the dollar to sound money, government spending would face strict discipline because irresponsible fiscal policies would create a mad rush to trade dollars for hard assets like gold and Bitcoin.

Coupled with reforms like a balanced budget amendment and the restructuring of entitlement programs, a monetary reset would resolve the debt issue. Nominally, debt holders would be made whole, but the wealth distribution would shift to benefit labor and the middle class while reducing the outsized advantages of the financial elite.

The only other managed policy alternative to a full-blown monetary reset is financial repression, a strategy the U.S. employed after World War II. The government suppressed interest rates through yield curve control while letting inflation run hot. Their strategy was aided by favorable demographics and the expansion of the automobile industry, which reduced the debt-to-GDP ratio over time. Replicating this approach in the current economic climate, with our stagnant growth, high debt levels, and demographic headwinds, would be a tall order. It is unlikely that this approach would be successful.

So, as the cracks in our monetary system become impossible to ignore, the necessity of returning to sound money will become increasingly clear. The transition won’t be painless, but it’s far preferable to prolonged monetary decay. Public awareness and demand for reform will grow until a monetary reset becomes not just the best option but the only viable path forward.

End The Fed

The proposal to end the Federal Reserve may strike some as radical or extreme. For over a century, the public has been conditioned to view the Federal Reserve as not only necessary but integral to the functioning of the economy. Frankly, it’s all we’ve known. However, for those who think it is too extreme, I recommend a careful read of Ron Paul’s counter-argument in End The Fed. Published in 2009 as a reaction to the GFC, this book presents a compelling argument against the Fed’s existence and outsized role in shaping our monetary system.

Dr. Paul doesn’t pull any punches. He begins:

The Federal Reserve should be abolished because it is immoral, unconstitutional, impractical, promotes bad economics and undermines liberty. Its destructive nature makes it a tool of tyrannical government.

This introduction sets the tone for the balance of his critique. He points out that the great irony of fiat money is that it empowers the state in the short term but ultimately precipitates its demise through overreach and excess. To illustrate how unchecked money printing inevitably leads to societal collapse, Dr. Paul references major historical examples, such as the fall of the Roman and Byzantine Empires, as well as smaller-scale cases like Weimar Germany and modern-day Venezuela. As Voltaire warned, “Paper money eventually returns to its intrinsic value—zero.” Dr. Paul modernized this warning, stating, “Paper money, politicians, and central banks always fail the test of time.”

Dr. Paul also tackles the ethics of fiat money, asserting that it is inherently fraudulent. He contends that although those who hold the power of the printing press claim to serve “the public interest by merely managing the currency,” their actions reveal their fraudulent acts. “As all immoral acts do,” Paul writes, “it ends with a lot of pain and suffering.” He continues:

The promoters of central economic planning rarely consider that the flawed policies of interventionism were actually the cause of the crisis and won’t admit that more of the exact same thing will only dig the hole deeper.

Dr. Paul also exposes the constitutional case against the Fed and the use of fiat currency. He cites Article I, Section 10 of the Constitution, which states: “No state shall...make any Thing but gold and silver Coin a Tender in Payment of Debts,” and concludes, “So there you have it, plain and simple: paper money is unconstitutional, period.” He also critiques the expansion of federal power, beginning with the Supreme Court’s decision in McCulloch v. Maryland (1819), which upheld the constitutionality of a central bank under the doctrine of “implied powers,” enabling the government to take “necessary and proper” actions. A later ruling, United States v. Perry (1935), further entrenched fiat money and government power by upholding President Roosevelt’s confiscation of gold from the U.S. citizenry.

The framers designed the Constitution to bind and restrict the power of the federal government, but courts and politicians have watered down these protections. None of this has been good, and as we have seen, the Fed’s impact on the economy since its founding has been decidedly negative. Underscoring the moral hazard created by the Fed, Dr. Paul compares the entire Federal Reserve system to a “super-Ponzi-like scheme”:

The entire system of fiat money and fractional reserve banking is a super-Ponzi-like scheme (if we can’t pay it back, let’s just create more!) and is the source of our problems. Why should we be surprised that if our government runs a Ponzi scheme, people feel morally justified in doing the same?85

Legendary Bitcoin pioneer Max Keiser amplified Dr. Paul’s Ponzi sentiment, famously saying, “You can’t taper a Ponzi,” when the Fed attempted to shrink its balance sheet. Keiser, who aggressively and publicly championed Bitcoin when it traded at $1 to $2 per coin in 2010 and 2011, clearly saw its potential as a hedge against fiat currency collapse. Max has been one of the most steadfast believers in the world-changing potential of Bitcoin.
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Max and his wife, Stacey Herbert, serve as advisors to President Nayib Bukele of El Salvador, the first country to adopt Bitcoin as legal tender. They have dedicated their time and energy to advancing El Salvador’s dream of becoming a Bitcoin-based economy and have collaborated extensively with local groups to combat poverty and address the lingering effects of gang violence that plagued El Salvador before adopting a Bitcoin standard.

The Growing Criticism

When Dr. Paul published End the Fed in 2009, critics dismissed his views as fringe. His 2008 presidential campaign was often ridiculed for its focus on monetary policy. Many times the establishment attacked him, and those of us who supported him were appalled at how he was treated. So imagine my surprise, when in 2022 well-known business reporter and author Christopher Leonard released his book The Lords of Easy Money: How The Federal Reserve Broke the American Economy. Here is a professional business journalist who has appeared in The New York Times, Time Magazine, and Bloomberg, writing a scathing appraisal of the Federal Reserve, one that aligns closely with the views held by Dr. Paul and me. Although more polite and professional than my assessment of the Fed, he still does not pull his punches. From the back cover:

The Lords of Easy Money tells the riveting tale of how quantitative easing is imperiling the American economy through the story of one man who tried to warn us. This is the first inside story of how we really got here–and why we face a frightening future.

I highly recommend Chris’s book and find it very interesting that it received praise from mainstream outlets like The New York Times, The Wall Street Journal, The Washington Post, and The Financial Times. In no uncertain terms, Leonard was highly critical of the Fed and former Fed Chairman Bernanke, describing how the Fed’s interventions, intended to stabilize the economy, exacerbated inequality and created a precarious financial system. The Overton Window86 on Fed independence and omnipotence appears to be shifting. If I were a Federal Reserve Board governor, I would be concerned.

The 2024 U.S. presidential election results underscored a systemic dissatisfaction with the country’s direction. President Trump, pushing a pro-Bitcoin, quasi-Libertarian, and populist platform, decisively won the electoral college and popular vote. In the New York Times, David Brooks captured the shift in voter sentiment with an article aptly titled: “Voters To Elites: Do You See Me Now?”87— a clever nod to Verizon Wireless’ iconic “Can you hear me now?” campaign. Clearly, a large portion of the U.S. believes the existing system is not working for them. Reform is in the air, and it should start with the monetary system.

Regardless of whether reforms are enacted, the Federal Reserve appears to be on a collision course with history. As described in Chapter 16, “NOTHING STOPS THIS TRAIN,” the structural flaws in our monetary system make a crisis inevitable. The Fed’s easy money policies, asset bubbles, and rampant debt creation have pushed the system to its breaking point.

The overt shift in public sentiment suggests that, like the Roman Senate in its final days, the Fed won’t be dismantled by its enemies. Rather, it will implode under its own bloated ambitions. Its champions, like former Fed Chair Bernanke, unwittingly document this decline through their triumphant books and magazine covers - artifacts that future historians will study as examples of institutional hubris before the inevitable fall.
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In the words of Gladiator’s General Maximus: “The time for honoring yourself will soon be at an end.”

We will also no longer be subject to listening to central banker lies, like this whopper:

“There is a myth out there that what we’re doing is printing money. We’re not printing money.”

Ben Bernanke, December 3, 2010.88

Bernanke will be remembered as the “John Law” of our era. His monetary policies damaged millions while benefiting the privileged few. Like Bernanke, John Law, a Scottish-French economist, left a legacy of reckless monetary manipulation that ended in disaster.

In 1716, Law took control of the French monetary system by establishing the Banque Royale,89 flooding the economy with paper money and speculative shares tied to the Mississippi Company, which he controlled. Prices soared, with Law’s money printing operation driving shares of the Mississippi Company from 500 to 10,000 livres, but the bubble inevitably burst.90 The collapse wiped out fortunes, and Law fled in disgrace, caught trying to smuggle gold — the very asset he derided as obsolete — hidden in his carriage. He died in poverty, a pariah.

Bernanke’s tenure at the Federal Reserve took a similar course, with massive money printing, financial bubbles, and a widening wealth gap. His policies may have stabilized markets temporarily, but they left Main Street to bear the brunt of long-term damage. In a particularly heated Humphrey-Hawkins hearing, Representative Ron Paul confronted Fed Chairman Bernanke, asking about the obfuscated destination of trillions in Federal Reserve funds. Bernanke’s dismissive nonresponse to public calls for transparency — “We think that’s counterproductive” — spoke volumes. Paul’s assessment of their discourse was biting: “Arrogant is a mild word to describe the attitude of those who control our monetary system.” This exchange laid bare the Fed’s contempt for congressional oversight, even as it wielded unprecedented control over America’s monetary future.

* * * * *

The Mainstream Policy Response

Those of us who see the Federal Reserve as a financial menace believe the only real solution is to pull it up by its roots. Our approach couldn’t be more different from the ideas suggested by mainstream Keynesian economists like Paul Krugman (Nobel Laureate and Princeton professor) and Jason Furman (Harvard economics professor).
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Rather than tackling the underlying problem, these gentlemen propose that we embrace higher inflation to boost aggregate demand and achieve full employment. Inflation targeting is a dangerous game, a very slippery slope. Any inflation level above zero means eroding purchasing power. What these men propose makes no sense. Government cannot and does not enhance economic well-being by inflating the money supply. Quite the contrary. Real prosperity stems from sound money and genuine productivity, not from tinkering with monetary policy. Let’s focus on building real prosperity instead of leaning into inflation as a supposed fix.

Derivatives

One critical issue future legislators must confront to clean up our financial system is the unchecked use of derivatives. Derivatives are financial contracts between two parties that derive their value from the performance of an underlying asset, index, currency, or interest rate. Parties use derivatives to mitigate risk, hedge, speculate, or arbitrage between markets. Examples of derivatives include options, futures, swaps, and structured debt obligations.

Although derivatives have legitimate applications, their potential for abuse cannot be ignored. They allow virtually infinite leverage, magnifying risks to dangerous levels. This occurred extensively in the run-up to the GFC, with credit default swaps (CDS) being the main culprit. These instruments became weapons of financial destruction, contributing to systemic instability. In terms of maintaining financial stability, they are dangerous.

In a system where no one is too big to fail, derivatives would not exist, or if they existed, the parties making bad bets would go bankrupt. The danger lies in how derivatives can distort market dynamics. Think of a poker game where one player has vastly more resources than the others. By placing a bet so large that no one else can match it, the wealthy player effectively forces everyone to fold, regardless of their hand. Apply this to the financial markets. The “rich player” is often a government-backed institution91 or a too-big-to-fail bank with virtually unlimited resources. You can quickly see how the largest player in a game can manipulate the market price with impunity. This dynamic incentivizes these entities to undermine fair competition, distorting the value of the underlying asset. During the GFC, this distortion played out in plain sight. Derivative markets, including CDSs on mortgage-backed securities, spiraled out of control, and insurers like AIG backed colossal bets they could not cover. When these bets collapsed, the entire global financial system teetered on the brink of disaster.

To prevent a repeat, we need bold action. We need an outright ban on financial derivatives, or at a minimum, their use should be strictly limited to legitimate hedging vehicles, with firm caps on leverage and exposure. Without firm action, derivatives will remain a ticking time bomb within our financial system, encouraging manipulation, destabilization, and the amplification of risks far beyond what is reasonable or sustainable.


CALL TO ACTION

First things first, the next ten years are going to be financially tumultuous. If you think the past 20 years of political and financial dysfunction were chaotic, buckle up— you haven’t seen anything yet. As one less-than-brilliant former president once put it: “This sucker is going down.”92 And to borrow from today’s headlines, “Brownie [Fed Chairman Jay Powell] is not doing a heck of a job.”93

Much like the pre-flight warning to put your oxygen mask on first so that you are in a position to help others, the recommendations in the INVESTMENT IMPLICATIONS chapters are not casual suggestions. They reflect the harsh realities of what may lie ahead. This is not investment advice. Make your own choices. I personally hold the opinion that if you do not have a meaningful portion (25% or more) of your savings in sound money assets or assets that protect against inflation, you are going to experience regret over the next few decades.

Of course, there are many things more important than money that will help you make it through difficult times. Physical health, fitness, a good diet, and a loving family and friends are all priceless. Building a strong extended community to work and trade with will be valuable, too. Many of the practical suggestions made by preppers seem to be quite sensible these days.

Once you have taken inventory of your own situation, I believe that we all need to work to help others. Help spread the word and make this transition as painless and fair as possible. Good ideas spread by word of mouth. Share this book! Returning to a system of sound money is a good idea. History teaches us that movements begin with informed individuals sharing knowledge. Big ideas gain traction through grassroots efforts.

During the Fourth Turning that brought about the formation of America, unity didn’t emerge overnight. Around the time the Declaration of Independence was signed, John Adams estimated that one-third of Americans were Patriots and wanted to break with Britain, another third were Loyalists and wanted to remain with the Crown, and the remaining third did not care one way or another. What changed the tide? Education and communication. Pamphlets, including Thomas Paine’s Common Sense, helped unite a nation. Similarly, if you think this book has made a compelling case for a return to sound money, then pass it along to friends and family.

Remember, power lies in numbers. There are a lot more of us (average citizens) than there are of them (financiers and politicians). This is not a red-versus-blue thing; it’s an us-versus-them thing: average citizens against entrenched financial and political elites. They are the ones who have reason to be concerned. We outnumber them, and together, we can demand and achieve meaningful change.

Educating as many people as possible is our most important task. This is why I do what I do. This is why I wrote this book. My hope is that my message goes viral. Change begins with knowledge. As Lew Rockwell poignantly said in 2008:

There is only one force that can put an end to the successes of the state, and that is an economically and morally informed public. Otherwise, the state can continue to spread its malicious and destructive policies.

The road ahead may be uncertain. But with the right preparation, shared knowledge, and a united effort, we can weather the storm and shape a future that’s brighter, fairer, and built to last. It starts with us. So let’s get to work.


OBJECTIONS AND REBUTTAL

Whenever I discuss Bitcoin with people unfamiliar with Bitcoin, I often encounter resistance based on the fear, uncertainty, and doubt (FUD) spread by those with a vested interest in the existing system. This section will address some of the most common objections.

You are just talking your book. (Having gold/bitcoin as the currency would be unfair.)

“Talking your book” is Wall Street slang for just pushing what you own so you can dump it on others and make money. It is a derogatory phrase, often connected with pump-and-dump schemes.94 Yes, I am advocating a point of view. Yes, if I am right, the assets I own will go much higher. That is the investment business. But unlike the stereotypical profiteer, I have little intention of selling my gold, silver, or bitcoin at higher prices. I am advocating for people to protect themselves. If I am correct, people who hold gold and bitcoin are going to be a lot richer in the future. Perhaps stunningly so. That just is what it is, and you could be one of them. The opportunity to buy these two assets is available to everyone in an open and free market. Investors will be rewarded and punished according to the quality of the choices they make. And that is as it should be.

Keep in mind that in this digitally interconnected world, the pace of change can be astonishing. A rapid currency devaluation event could unfold with breathtaking speed, leaving little time to react. The size of the change in fiat purchasing power could be profound, and those without sound money alternatives will bear the brunt of the loss.

In a meaningful reset, there will be no “do-over.” Protecting yourself now isn’t just wise — it’s essential. You have access to the same information as anyone else. Whether you use it or not is your choice, but the stakes couldn’t be higher. One phrase I have used in some of my podcasts when describing the scope of this monetary turmoil is, “We are playing for all of the marbles.”

Didn’t the gold standard (sound money) cause the Great Depression?

No. The origins of the Great Depression lie not in the gold standard but in a speculative stock market bubble fueled by reckless credit expansion between 1921 and 1929. The Fed totally missed this bubble because deflationary pressures from new technologies masked rising asset prices, keeping consumer prices in check. Meanwhile, the Fed stoked the bubble with artificially low interest rates throughout the decade. This was done to support a war-torn Britain and aid it in returning to the gold standard at the pre-war parity. This flawed policy decision had devastating consequences.

The final blow was in July 1927, when NY Fed Chairman Ben Strong called central bankers to a conference on Long Island and announced plans to give the stock market a “coup de whiskey” by lowering rates to further support Britain. Strong’s policy sent the stock market to dizzying heights, the first modern speculative mania.95 In just 25 months, the stock market shot up 101%. Everyone and their brother were speculating in stocks using leverage. When the bubble burst, the economic fallout was devastating.

The solution to this problem was to have never let it happen. But it did happen. Did being on the gold standard make it worse? Many argue that it did, but I disagree. The Fed took rates down to a very low level in response to the stock market crash. It was not the Fed’s failure to print that deepened the depression, but rather, it was the Fed’s failure to support the banks that opened the floodgates to economic mayhem. Bank failures cascaded, but this did not have to be so. The Fed relied on the “real bills” doctrine, unwilling to lend to banks except against real bills. This was the problem, not the gold standard. Paradoxically, it was the gold standard that stabilized the economy once Roosevelt devalued the dollar in gold terms, a move that arrested the deflation and facilitated recovery. By the way, a similar devaluation strategy may be required when today’s credit bubble bursts.

Monetary scholar Lawrence H. White counters the argument that the gold standard caused the Great Depression:

The global deflation of the interwar period, in other words, was not due to the world’s being on the gold standard. It was due to many countries leaving the gold standard, inflating massively while off the gold standard, and then resuming the gold standard at the old parity (not devaluing to accommodate the inflated price level).96

It’s also worth noting that factors unrelated to gold contributed to the severity and duration of the Great Depression. The Smoot-Hawley Tariffs strangled international trade, and inflexible labor laws locked unemployment at crisis levels by preventing wage adjustments. These political blunders, combined with misguided monetary policies, turned what should have been a sharp but manageable downturn into an unprecedented economic catastrophe. As described above, the Federal Reserve also made a large mistake by relying on the “real bills” doctrine and letting many medium and small banks fail.

Deflation always leads to depression.

Again we turn to Professor Lawrence H. White of George Mason University to expertly swat away the notion that deflation must lead to depression. In Better Money: Gold, Fiat, or Bitcoin?97 White challenges:

Andrew Atkeson and Patrick J. Kehoe (2004) reviewed the historical record for a panel of 17 nations over 100 years. They found that deflation (falling prices) was not linked to depression (falling real output) outside of one extraordinary episode, the Great Depression period 1929-1934. For the overall dataset, ‘nearly 90%’ of the episodes with deflation [65 of 73] did not have a depression. Meanwhile 21 of 29 depressions occurred without deflation. They summarized the pattern as follows: ‘A broad historical look finds many more periods of deflation with reasonable growth than depression, and many more periods of depression with inflation than deflation. Overall the data shows no link between deflation and depression.’

Bitcoin is deflationary. It suppresses economic health.

The notion that we need an inflationary currency for human flourishing demonstrates the depth of Keynesian brain washing. Keynesians believe that we need inflation for prosperity. I say, “Why?” History shows economies can thrive in deflationary environments. (See, Chapter 17.)

More importantly, we’re living in an age where technology naturally drives prices down. Artificial Intelligence will only increase this trend. Jeff Booth’s point stands. We’re attempting the impossible: forcing an inflationary monetary system onto a naturally deflationary technological world. It’s like driving with the brake and gas pedals pressed simultaneously. Something has to give.

Bitcoin is so volatile. How can it be money?

Is Bitcoin volatile? Absolutely. But let’s flip the question: Is the volatility in Bitcoin or in the dollar? More accurately, this volatility reflects the natural adoption curve of a revolutionary technology.

Consider Amazon’s journey. Amazon began by selling books before broadening to become the digital version of Walmart. In its early days, Amazon was not profitable, and very few understood Jeff Bezos’ long-term vision. Today it’s a global powerhouse, up an astounding 214,366% since IPO. Yet, early investors endured brutal drawdowns:

	Three separate drops over 25% in 1999 alone

	A stomach-churning 95% collapse between 1999-2001

	Additional plunges of 56% (2004-2006) and 57% during the GFC (2008)

	Continued 30-40% swings even as it grew



Despite this roller coaster, Amazon followed a clear pattern, higher highs and higher lows.

Presently Bitcoin functions primarily as a scarce digital asset with store-of-value (SOV) properties. Its role as a medium of exchange (MOE) relies on nascent second-layer options like the Lightning Network. In very much the same way that the internet evolved from a clunky dial-up curiosity into something that we use every day, the use of Bitcoin for transactions and as a MOE will increase steadily, ultimately rivaling credit card and check usage. As Bitcoin’s payment infrastructure develops and market depth grows, we’ll likely see volatility decrease naturally. In the meantime, the volatility that critics point to isn’t a flaw. It’s the signature of a transformative technology in its growth phase.

Bitcoin consumes too much energy.

This section comes from Troy Cross, who brings a unique perspective to Bitcoin’s energy debate. As both a philosophy professor at Reed College and an environmentalist, Cross has developed deep expertise in Bitcoin mining’s energy dynamics, making him an intriguing voice in a contentious conversation.

* * * * *

A common reaction to Bitcoin is, “Yes, I can see why a digital gold would be valuable. But I’ve heard that bitcoin uses an enormous amount of electricity. We can hardly afford that strain on our grids, or the carbon emissions that come with it!”

The truth is that Bitcoin does use a lot of energy, about 0.22% of all worldwide primary energy. But it uses energy in a totally new and unique way. It does not strain grids at all: instead it helps them be more resilient. Its emissions are extremely low compared to all other consumers of energy. In some cases, bitcoin mining actually reduces emissions.

How can such a large consumer of energy be so benign? First, we have to understand the business of Bitcoin mining. What we call bitcoin mining is a competition of identical computers around the world producing the exact same product (bitcoin) from the same raw material (electricity) at the same rate with the same machines (specialized computers) with zero shipping cost for their product. To “ship” Bitcoin, you simply update the distributed ledger on every computer running the bitcoin software. With no barrier to entry and no distinguishing features, profit margins are razor thin. So, Bitcoin mining is a very cutthroat commodity business.

There is one major difference in inputs for miners, and that is electricity cost. 80% of operating expenses for bitcoin mining is paying the electricity bill. So, miners with the cheapest electricity will always outcompete other miners. Miners, therefore, are constantly hunting down the cheapest energy on the face of the earth. The beauty here is that many bitcoin miners actually use stranded or wasted energy. If there is hydropower or flare gas located too far away from civilization to make it economic it can be economic for bitcoin mining because remote satellites allow the miners to process blocks from very remote locations. Think of Bitcoin mining as liberating sources of energy that before bitcoin just went to waste.

As a unique buyer of energy, bitcoin mining is finding other niches as well. Stranded gas, especially gas that is currently just being flared or vented into the atmosphere on landfills, farms, and in oil fields, is being harnessed to mine on site. Since methane gas is a local pollutant and a highly warming gas—84 times as warming as CO2 in the short term—this kind of mining is actually environmentally beneficial. Miners are also setting up as flexible energy buyers on nuclear plants that cannot sell their power due to industrial flight overseas, or large hydroelectric projects in Kenya or Paraguay that do not have local demand. Wherever there is power that lacks demand, bitcoin miners will move and make those facilities more profitable until they find a higher-paying buyer, whether that is the local population or another industry.

Miners are also using their waste heat to stay competitive. All of the energy that goes into a mining machine as electricity is conserved, and turns into heat during the process of computation. This heat is being repurposed to distill whisky in Canada, heat greenhouses in the Netherlands, warm hot bath houses in Brooklyn, and heat neighborhoods in Finland. If a miner can make some revenue replacing “dumb” heating with computers, they will do it and gain an advantage on miners that are merely wasting their heat.

Mining machines are also capable of turning off and on in mere seconds, which is called “flexibility.” When power prices are fluctuating due to a winter storm or a summer heat wave, miners will power down their machines until the crisis passes.

This combination—electricity-price-sensitivity and flexibility—makes bitcoin miners the “dung beetles of energy.” They can only afford to buy the cheapest energy in the world, and can only run at the times when energy is cheapest too. Running when and where electricity is cheapest doesn’t strain grids because when grids are strained, operators raise electricity prices and miners turn off. In fact, bitcoin miners provide additional revenue to electrical generators and grids without adding any additional strain during times of peak demand. Grids powered by wind turbines and solar will always produce too much energy —when the sun shines and the wind blows—and not enough energy at other times. A flexible and cost-sensitive energy user like bitcoin mining pairs nicely with this inconsistent kind of generation.

In summary, Bitcoin mining does use a lot of energy. But it uses that energy to secure an entire global monetary network and distribute new bitcoin fairly. And it uses energy in such a unique and interesting way that most of its impacts are benign, and sometimes even beneficial to both energy systems and the environment.

When compared to other sources of money it is actually less energy intensive. The next chart shows the annual energy consumption of the banking system, the gold mining industry and bitcoin miners. Note that bitcoin mining consumes less than either of these two competing industries.
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“Estimated Annual Energy Consumption (TWh/yr),” 2021. (Galaxy Digital)

There is no way to get from where we are to sound money

This common objection misses a critical truth; history shows us that it’s been done before. There is a way. It may not be pain-free, but it is achievable. First, let’s be candid about the challenge. Our current system has created more monetary claims than actual assets to back them. The solution? A deliberate devaluation of existing money and debt. It is just that simple. Now, this will hurt holders of bonds and large cash positions. There is no way to avoid that. What they own is not supportable in terms of its par value. Said differently, their assets simply aren’t worth what the system claims they are.

Here’s the hopeful part: hundreds of cases show that economies can recover remarkably quickly after a currency crisis when they embrace sound money principles. Take Ecuador in 2000. After experiencing hyperinflation, it converted to a dollar standard and rebounded swiftly. The history of hyperinflations reveals a similar, consistent pattern. Once a society returns to a sound money standard, economic healing can be surprisingly fast. What is broken in our society is the money. When we fix it, life will improve for all of us.


CONCLUSION

The monetary system we currently have is broken.

I’ve witnessed the pain it causes firsthand. I have seen my mother and my in-laws lose purchasing power while trying to live on a fixed income. My three children are in their twenties, thriving in their careers, and they worry whether homeownership will ever be within their reach. Retirees live in fear, uncertain how long their savings will last. This is unfair and sad. I often come close to crying when I see people removing items from their carts at the check-out counter of the supermarket.

While this book has condemned those who blatantly benefit from this sophisticated form of monetary theft, I also realize that some of them are fundamentally good people who are just blind to the consequences of their actions. Not everyone living on a fiat standard is malicious. Assigning blame is less important than seeking solutions. Having said that.

The monetary system is broken because of decades — centuries, even — of real people making poor choices. Self-interested actors in positions of power have constructed a system that enriches and empowers them and leaves the rest of us at a disadvantage. They maintain their grip through inflation, a slow theft of wealth from ordinary people. Their system is entrenched, and they won’t give it up easily. That is the bad news.

But there’s also good news. The foundations of their power are crumbling. Technological advances, particularly the internet, are severely weakening their position. For example, the internet is distributing knowledge and breaking down their monopoly on the media and its often misleading messaging. Even more promising, Bitcoin offers us an alternative — a way to opt out of this flawed system entirely. As my friend Jeff Booth says, if we all began using Bitcoin tomorrow, we could dismantle this broken system very quickly.

While that day may be far off, our progress is inevitable. The obstacles we face are temporary because the problems embedded in the current system are too obvious and too harmful to endure indefinitely. Humanity will gravitate toward better solutions.

I believe the world will return to a sound money standard, almost irrespective of what you and I do. In this system, the creation and management of money would no longer rest in the hands of central bankers and governments. Bitcoin accomplishes this. Imagine a future where my great-grandchildren, perhaps even grandchildren, will look back in disbelief: “I can’t believe you folks lived under a system where 12 unelected Federal Reserve Board Governors set the price of money.” They will be horrified. Similar to the way we are horrified that the medieval barbarity of bloodletting was once considered an acceptable medical treatment.

A sound money system won’t just end financial theft; it will also curb the wars and conflicts that fiat currency has financed for far too long. Governments will no longer have the power to print money to finance destruction. What follows could be a time of peace, prosperity, and human progress. A new golden age marked by human flourishing and fairness. I very much look forward to this.

This mission drives my work. Timeframes and paths matter. People are suffering today. The longer this broken system persists, the more lives that are damaged. This is why I wrote this book. This is why I speak out.

The answer is clear:

Fix The Money, to Fix The World.

I sincerely hope that you will join me in this mission, and if you do, we will be brothers-in-arms.

Strength & Honor.
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KEEP IN TOUCH

If you found this book interesting or helpful you can follow me on X/Twitter: @LawrenceLepard

If you don’t have one already, I highly recommend getting X /Twitter /NOSTR accounts and following many of the people listed above. There is a lot of real-time information, or “signal,” to be discovered there.

David Foley, my business Partner, and I write a quarterly macro newsletter that discusses sound money issues. It is free. You can sign up at: www.ema2.com. We will never spam you, and you can remove yourself from the list at any time. Several years of historical newsletters are also available on our website if you would like to look at our commentary over time.

Furthermore, in partnership with David Foley, James Lavish, Greg Foss, and Mark Moss, I am an Advisory Partner and Co-Founder of the Bitcoin Opportunity Fund, which pursues public and private investments in Bitcoin-related businesses. Accredited investors can participate in this fund.

Additional information and updates on this book will be posted at: www.thebigprintbook.com


SUGGESTED FURTHER READING

End The Fed, Ron Paul

The Bitcoin Standard, Saifedean Ammous

The Price of Tomorrow, Jeff Booth

Broken Money, Lyn Alden

The Fourth Turning, Howe and Strauss

The Lords of Easy Money, Christopher Leonard

The Creature From Jekyll Island, G. Edward Griffin

Fed Up, Danielle DiMartino Booth

Check Your Financial Privilege, Alex Gladstein

Greenspan’s Bubbles, William Fleckenstein

I also recommend that you watch an outstanding documentary that fully explains Bitcoin. Produced by Brian and Kelly Estes, it can be found by searching “God Bless Bitcoin: Documentary” or visiting:

https://www.youtube.com/results?search_query=god+bless+bitcoin+ documentary


APPENDIX A:
LEPARD PERSONAL BACKGROUND

I was very fortunate to grow up in a time and in a place that were special.

In the 1950s, 1960s, and early 1970s, the Midwest was a strong, healthy part of America. Cities like Detroit and Cleveland, now part of the Rust Belt, were once the heartbeat of the American economy. In a sense, it was the Silicon Valley of its day. The invention of the automobile and the commercial development of the assembly line in 1913 by Henry Ford kicked off the second industrial revolution in the United States. For decades, Detroit and its surrounding area led the world in automobile production and played a crucial role in the Allied victory in World War II. During the war, Detroit was dubbed the Arsenal of Democracy, as FDR and others realized that to win the war, the U.S. must outproduce Germany. To its credit, Detroit did. There is a fascinating book on this topic, The Arsenal of Democracy that I highly recommend.

Following the war, all of the manufacturing capacity was converted back to peacetime production of automobiles and appliances. In 1956, President Eisenhower initiated construction of the interstate highway system, putting America on the road. Detroit became a boom town as successful U.S. GIs returned home, started families, and bought homes, cars, and appliances. Prosperity soared. There was a lot of wealth in Michigan, and auto executives were the business gods of the day. Many of them lived in Ann Arbor.

This next schedule shows how industrial manufacturing, not financial engineering, was the source of America’s wealth in 1949:
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Figure Appendix A-A: Chart h/t to Luke Gromen for bringing this to my attention. US Census Bureau, “America’s Most Affluent Metropolitan Areas in 1949.”

Born in Ann Arbor, Michigan, into a family of 6, I was the oldest of four children. My father was a retailer and owned a furniture store. His father passed it on to him, and my great-grandfather established it around the turn of the century. Before becoming a retailer, he was a manual laborer in the furniture business in Grand Rapids, where he discovered that he could make more money transporting and selling furniture to the growing eastern half of the state than he could working on a lathe. He settled in Ann Arbor because the rapidly expanding University of Michigan provided a healthy market. My grandfather took over the business in his early twenties after my great-grandfather passed away from an illness at 53. Foregoing college, my grandfather helped his older brother pursue medical school, and he became a famous eye surgeon in Grosse Pointe, MI. This great-uncle performed some of the first cataract surgeries. My grandfather met his wife, Sally Wisler, as a teenager, and they married soon after. She was the daughter of a University of Michigan engineering professor and was deeply religious, coming from a Mennonite line of ancestors. She was an outstanding woman. I have enormous respect for her values, which she passed on to my Dad.

Working together, my grandparents ran the fledgling retail furniture business during the Roaring Twenties, benefiting from the economic boom driven by technological innovations like the automobile and radio. Reacting to the artificial boom of the 1920s, my grandfather used debt to build a new store and hire additional employees. He and countless others received the wrong signals.

In 1929, when the bubble burst, demand for the furniture plummeted, and he had to take his head count down to himself, my grandmother, and one warehouse hand to help him move the larger furniture pieces. He also found himself struggling to service his debt. Fortunately, the bank was more akin to George Bailey’s Bedford Savings and Loan than today’s monstrosities, and he successfully begged the bank not to foreclose on him. Though they survived economically, the experiences left deep scars. Years later, as my grandmother lay dying, I raced home to spend time with her. I did not make it. But my father shared with me what occupied so much of her final thoughts. In her last hours, while drifting between consciousness and sleep, she kept murmuring, “They don’t have any debt.” Sadly, the Depression had left quite a scar on my grandmother.

I attended public schools in Ann Arbor and graduated from Ann Arbor Pioneer High School in 1975. Growing up, my father made it very clear that if you wanted anything, you had to work for it, so I had a paper route, a snow removal business, and a lawnmowing business. My first jobs outside of self-employment were as a dishwasher and a fast-food counterman. My friends all became good golfers, but I never had time. I participated in a lot of sports but was lanky and uncoordinated, so I was not particularly good. But I enjoyed being part of a team. I loved school. Learning and reading were at the top of my list. I also liked to figure out how things work, and my father and I worked on lawn mowers, cars, etc., I kind of regret not becoming an engineer.

After high school, I just assumed that I would follow my father into his business because that is what he had done with his father. He wasn’t having any of that. Although he was college-educated and super smart, I believe he regretted not moving beyond the family business. He encouraged me to go and seek my fortune – not to sell furniture. So, I enrolled at Colgate University and majored in economics since they did not offer a business degree. Graduating in 1979, I started my career in investment banking, working as a financial analyst at Smith Barney, Harris Upham in New York City. It was quite an experience. During a Christmas visit, my father gave me a book, The Micro Millenium, about the transformative potential of the microprocessor, first developed by Intel in 1971. Dad, always interested in new developments, had built and was playing around with a Heathkit computer. He urged me to explore the burgeoning field of computing. It was like the scene in The Graduate, but instead of “plastics,” Dad said, “Larry, if I were you, I would try to find a way to get involved with this microprocessor computer stuff. I think this is going to be a big area.” Although I lacked an engineering or computer science degree, I had taken a Fortran programming course in college using a DEC minicomputer. I sensed that he was right.

By this time, I knew myself well enough to know that my highest and best use was figuring things out. I loved understanding how things work. Businesses, economies, systems, etc. I thought about this a lot, and after reading some essays on Warren Buffett, I was hooked. Being an investor was all about figuring things out and then putting your money where your mouth was. I knew what I wanted to do with my life. Be a great investor. To become a good investor, I left Wall Street and went to Harvard Business School, where I graduated with Academic Distinction. I loved it there.

After earning my MBA, I knew I wanted more than just a career in investments. I wanted to be at the intersection of finance and technology, working with the innovations that would reshape our world. The year was 1983. The IBM PC was released in 1981, and Mitch Kapor had given a demo of his new software product Lotus 1-2-3 (the predecessor to Excel) to my finance class at HBS. I had just come off two years of running numbers by hand and putting them on a spreadsheet for a statistical typist. Wow! I could see the potential unfolding.

Research led me to venture capital, where I discovered pioneers like Eugene Kleiner, who had gone from Shockley to Fairchild to being a founding investor in Intel before establishing Kleiner Perkins, the leading venture firm of the day. In fact, one of Kleiner’s VC dictums would later guide my own investing: “Make sure the dogs want to eat the dog food. No matter how ground-breaking a new technology, or how large a potential market, make certain customers actually want it.” The “dogs eating the food in increasing measure” was always a key part of my venture capital investing strategy.

Realizing that I wanted to be a venture capitalist, I wrote to every one of the 400 venture capitalists in Pratt’s Guide asking for a job. I got 399 rejections and one offer from a bank venture capital group. I took it and joined The Continental Illinois Bank in Chicago. The bank failed in May 1984 due to bad loans made into the oil business. But luck intervened, and I quickly joined another firm. Over the next two decades, as a partner at two venture firms, I focused on technology. I had my largest successes by identifying the internet in 1993 and making investments in private internet companies.

In 2003, I stepped away to set up a fund to manage my own money. The change allowed me to leave the demanding travel schedule of the venture world and spend more time with my wife and kids. For my two years on Wall Street and my 20 years as an institutional venture capitalist, I lived in the traditional finance (TradFi) world. Perhaps I am just old-fashioned, but over time I grew less comfortable with the way the game was being played. I started out wanting to invest in companies that would improve the world. By the time I left, private equity was evolving into something I barely recognized, and since those days, it has gotten much worse. It was a very lucrative game, but I no longer wanted to be a part of it. I felt a great sense of relief leaving the TradFi world.

Politically, I align most with classical liberalism, or libertarianism, which is not to say that I agree with everything that libertarians have written. The only politician I have publicly supported is Dr. Ron Paul, representative from the state of Texas. Dr. Paul advocated a return to the gold standard, and I supported his 2008 presidential bid by running two full-page advertisements — one in USA Today and one in The New York Times.

I pray that the troubles that our country is experiencing will lead to a new generation of politicians who understand the importance of economic fairness and sound money. As our nation grapples with mounting economic challenges, I believe inflation’s devastating toll will force a reckoning with our monetary system. Surveying the political landscape, only a handful of prominent politicians seem to grasp this issue, including Congressman Thomas Massie (KY), Senator Cynthia Lummis (WY), and former presidential candidate Robert F. Kennedy, Jr. If we, as citizens, demand change, more leaders will emerge to address these pressing issues.


ADDENDA

My Crossfit Coach’s favorite speech:

The Man in The Arena

It is not the critic who counts; not the man who points out how the strong man stumbles, or where the doer of deeds could have done them better.

The credit belongs to the man who is actually in the arena, whose face is marred by dust and sweat and blood; who strives valiantly; who errs, who comes short again and again, because there is no effort without error and shortcoming; but who does actually strive to do the deeds; who knows great enthusiasms, the great devotions; who spends himself in a worthy cause; who at the best knows in the end the triumph of high achievement, and who at the worst, if he fails, at least fails while daring greatly, so that his place shall never be with those cold and timid souls who neither know victory nor defeat.

— Theodore Roosevelt, April 23, 1910

Another favorite phrase of my CrossFit Coach is: “You have to push yourself to get outside of your comfort zone; that is where the magic happens.”

In my experience, he is right.

My Father’s Favorite Poem:

IF— by Rudyard Kipling

If you can keep your head when all about you
Are losing theirs and blaming it on you,
If you can trust yourself when all men doubt you,
But make allowance for their doubting too;
If you can wait and not be tired by waiting,
Or being lied about, don’t deal in lies,
Or being hated, don’t give way to hating,
And yet don’t look too good, nor talk too wise:
If you can dream—and not make dreams your master;
If you can think—and not make thoughts your aim;
If you can meet with Triumph and Disaster
And treat those two impostors just the same;
If you can bear to hear the truth you’ve spoken
Twisted by knaves to make a trap for fools,
Or watch the things you gave your life to, broken,
And stoop and build ’em up with worn-out tools:
If you can make one heap of all your winnings
And risk it on one turn of pitch-and-toss,
And lose, and start again at your beginnings
And never breathe a word about your loss;
If you can force your heart and nerve and sinew
To serve your turn long after they are gone,
And so hold on when there is nothing in you
Except the Will which says to them: ‘Hold on!’
If you can talk with crowds and keep your virtue,
Or walk with Kings—nor lose the common touch,
If neither foes nor loving friends can hurt you,
If all men count with you, but none too much;
If you can fill the unforgiving minute
With sixty seconds’ worth of distance run,
Yours is the Earth and everything that’s in it,
And—which is more—you’ll be a Man, my son!
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Note: For those of you who are unfamiliar with the building in the photo on the prior page, it is the Marriner S. Eccles Federal Reserve Board Building on Constitution Avenue in Washington, D.C.
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7. Block subsidies are the reward given to a miner when it successfully assembles a block of transactions. Presently, the block subsidy is 3.125 bitcoin, which is how the supply of outstanding bitcoins grows. At today’s level of block subsidy, the supply of bitcoin grows at 0.83% per year.
8. Transaction fees are fees that accrue to miners and are paid by the people sending the transaction. Those who want the transaction to process faster, pay more. When all bitcoin have been mined (year 2140), and there is no more block reward, transaction fees will support the cost of running the network. These fees may be high, but it is anticipated that most transactions on the base layer today will shift to higher-layer transactions, where transactions are fast and inexpensive.
9. Bitcoin are lost when someone loses or misplaces their private keys or passphrase for accessing their bitcoin.
10. In particular, bitcoin is functioning as money in its role as a store of value. Medium of exchange solutions like Lightning, Arc, Fedimints, and Cashu are still developing, with some running as a layer two on top of the bitcoin network. To date, the use of bitcoin for commercial transactions has been minimal compared to traditional payment networks.
11. The Atlas Society, Ltd., “MICHAEL SAYLOR MASTERCLASS - FULL VIDEO,” YouTube Video, August 13, 2024,
https://www.youtube.com/watch?v=i19xTlTcAmY.

12. Technology underlying the internet grew out of ARPANET in the 1960s and the invention of TCP/IP in the 1980s; however, it was not until the early 1990s that widespread adoption began.
13. This private means of sending money is very empowering. One of the most compelling early use cases was wealthy people in China who were trying to get their wealth out, but were restricted by their government. Many bought Bitcoin, traveled to Vancouver, converted their coins back to fiat, and purchased houses.
14. The Canadian trucker’s protest described in the book Honking For Freedom is a good example.
15. B.J. tells the story of this protest in his book Honking For Freedom.
16. When Mr. Buffett said this, I thought, “Yes you are right, and you are the rat!”
17. It is difficult to ascertain motives, but one can speculate that many people who have been extraordinarily successful in a fiat-based monetary system dislike bitcoin because it threatens the system that enabled them to amass their wealth. Figures like Warren Buffett, Bill Gates, and Charlie Munger are in this category.
18. Groseclose, America’s Money Machine: The Story of the Federal Reserve (Arlington House, Westport, CT, 1966).
19. To this day, I still tear up when I hear Neil Young sing “what if you knew her and found her dead on the ground” in the Crosby, Stills, Nash, and Young song, “Ohio,” released three weeks after the event.
20. As an aside, I have traveled to Vietnam twice for business. In Saigon (now Ho Chi Minh City), I felt comfortable, but this was a marked contrast to how I felt in Hanoi. There, I sensed a strong anti-Western sentiment from people I met and saw. Frankly, who could blame them? They surely all had relatives who they lost in the war.
21. One of the most famous acts of defiance during the Vietnam War was carried out by my childhood hero, boxer Muhammad Ali. In 1967, Ali refused to be drafted, citing his religious beliefs as a Muslim and his opposition to the war. He famously said, “I ain’t got no quarrel with the Viet Cong . no Viet Cong ever called me (a racial slur).” He was arrested, charged with draft evasion, and sentenced to five years in prison. He remained out of jail as he appealed the conviction, but his boxing license was suspended, and he was stripped of his heavyweight boxing title. In 1971, the U.S. Supreme Court unanimously overturned his conviction in Clay v. United States.
22. Byzantine General’s Problem is a game theory problem that describes how decentralized parties arrive at a consensus without a trusted central party. The Bitcoin proof-of-work algorithm solves for this with a mathematical protocol that fairly arrives at a solution.
23. Early attempts included: Digicash, Bitgold, E-gold, B-money, and Liberty Reserve.
24. The Lightning Network is a Layer 2 protocol that sits on top of the Bitcoin network. It facilitates off-chain transactions using bitcoin as the unit of account, allowing for faster and more efficient exchanges without immediately settling each transaction on the main bitcoin blockchain. With Lightning, channels are opened, transactions are batched, and then settle back to the main chain at intervals. It provides much faster and cheaper transactions, and it is the key to Bitcoin becoming more heavily used as a means of exchange and not just a store of value.
25. Watson’s initial misjudgment did not doom his company. Instead, he adjusted his mental model and steered IBM to sell mainframe computers in large numbers during the 1950s.
26. Credit to Noah Kaufman, MD, for making me aware of this chart.
27. I am not suggesting this is right, moral or was fair. I have a Swiss friend who chuckles when I suggest that America used to be a moral nation, his response was: “Really? The one that committed genocide on its original inhabitants and imported slaves from Africa?”
28. Howe and Strauss define the Hero Generation as those who come of age during a crisis and use teamwork to work together to reform the system. The last American Hero Generation is dubbed The Greatest Generation; they were born during the depression and rose to fight and win World War II.
29. Many have argued, and I agree, that Japan was ready to surrender and that the use of nuclear weapons was unnecessary, and an immoral act. Generals Eisenhower and MacArthur each expressed this view.
30. FREE Madeira/Bitcoin Atlantis, “Lyn Alden / Preston Pysh / Lawrence Lepard / Michael Saylor at Bitcoin Atlantis 2024,” YouTube Video, March 29, 2024, https://www.youtube.com/watch?v=TndYql2joY8.
31. Saylor made this comment on a “What Bitcoin Did” podcast hosted by Peter McCormack with Laura Shin as a guest. She asked if there would be a time to take profits, wait for a dip and buy it back. Saylor responded, “Why would you ever sell the superior asset? It’s going up forever, Laura.”
32. Numéraire is the most widely used unit of account in any system of measurement. In monetary terms, the U.S. dollar with its reserve currency status is presently the world’s monetary numéraire.
33. America On-Line (AOL) was a public internet service provider that grew to become the largest online dial-up internet service with three million subscribers in 1995. It reached its peak in 2000 with 20 million subscribers and then was purchased Time Warner. Over the next decade, broadband internet connections offered by cable TV providers killed the dial-up business. It’s easy to use features earned it the moniker, “The Internet for Dummies.”
34. QE is the process of using newly printed money to purchase existing government debt securities. The Fed had not used this tool to address debt since World War II.
35. Notably, the banks got in a lot of trouble politically when it was discovered that, after blowing up the financial system in 2008 and being bailed out by the tax-payers, they paid record bonuses of $20 billion to executives. ABC News, “Bailed-out banks gave millions in exec bonuses, NY AG report shows,” July 20, 2009, https://abcnews.go.com/Business/story?id=8214818&page=1.
36. This chart also provides insight into Bitcoin’s volatility. Changes in monetary systems are inherently volatile events, and this is reflected in Bitcoin’s price fluctuations.
37. Yield curve control is when a nation’s central bank purchases its government bonds to support their price and prevent interest rates from going higher. The bonds are purchased with newly printed money, and the process is very inflationary. The last time yield curve control was used in the U.S. was to finance World War II.
38. See, Chapter 14 for a discussion of MMT.
39. Thiers’ Law, named after French historian Adolphe Thiers, is complementary to Gresham’s Law. While Gresham’s Law observes that “bad money drives out good” under legal tender laws, Thiers’ Law asserts that “good money drives out bad” in the absence of enforcement. When legal tender laws break down, people naturally gravitate toward stronger, more stable currencies, abandoning weaker ones. Examples include Zimbabwe and Venezuela, where citizens instinctively “dollarized” their economies during periods of extreme inflation, favoring U.S. dollars over their collapsing national currencies.
40. In 1956, Phillip Cagan, Economist at Columbia University, developed a model suggesting hyperinflation occurs when prices go up more than 50% in one month. This definition is still widely used.
41. I strongly disagree with those who say it is impossible because we have the largest military. Hyperinflation in the United States is a tail risk, but I believe the probability is much higher than most people recognize or would care to admit.
42. Crowley, Chris, and Henry S. Lodge. 2004. Younger Next Year: A Guide to Living Like 50 Until You’re 80 and Beyond. New York: Workman Publishing.
43. In this keynote, Mallers also announced that he worked with the government of El Salvador and its President, Nayib Bukele, to make El Salvador the first nation to adopt Bitcoin as legal tender.
44. It also led to my meeting Steve Jobs in his t-shirt and black jeans.
45. Sadly for my boss, about a year after I joined the company, Continental Illinois bank failed due to bad loans made into the oil patch and its involvement with Penn Square Bank.
46. He also pointed out the corollary to this is that banking is a terrible business. You can lose all of your money, and your upside is a modest interest rate spread.
47. Generally due to multiple expansion. Growth at a reasonable price investing is in my opinion the best risk reward investing proposition. Finding a growth company early in the cycle when it is not fully understood can lead to continued growth in profits as well as multiple expansion which provides outstanding results.
48. PE Ratio stands for Price-to-Earnings ratio. It is calculated by dividing a company’s stock price by its earnings per share. A PE ratio of 7.7x means you are paying $7.7 for each dollar of company earnings. The PE ratio is the most widely used indicator of how expensive stocks are in relation to their earnings. The one hundred year average S&P PE ratio is 14x. Generally speaking, PE ratios below 10 means stocks are cheap, and PE ratios above 20 mean stocks are expensive. The current (September 2024) PE ratio on the S&P 500 is 29.6x. Using this and other measures, the U.S. stock market is currently more overvalued than it was at its peaks in 1929 and 2000. This is all a symptom of what I call “the everything bubble,” and why I presently do not recommend the general U.S. market.
49. One who did realize is A. Gary Shilling, an economist who predicted the upcoming years of deflation in two books: Is Inflation Ending? Are You Ready? and The World Has Definitely Changed. Side note, Dr. Shilling’s parents were personal friends of my Lepard Grandparents and my editor, Mel Shilling, is married to one of Gary’s relatives. Small world.
50. A prime example is the suburban town in New Jersey where I lived, home to 25,000 residents. A very safe place with low crime, it employed over 50 police officers. The top officers made $225,000 per year and could retire with 80% of their salary after 25 years of service. Many did and, at age 45, had a lifetime pension and could get another job. This kind of deal is not available in the private sector. The town residents pay for it with their property taxes.
51. My sister’s saga is another example of the damage caused by the Fed promulgating the housing bubble. She was not a speculator and just wanted shelter. She changed jobs, was forced to move, and her house lost 45% of its value. She put 20% down and assumed that market prices were an accurate reflection of fair value. They were not.
52. A crack-up boom is a term coined by Ludwig von Mises and the Austrian School of Economics to describe what happens when a currency fails and all prices go up relentlessly as denominated in that currency. It looks like prosperity, but it is actually hyperinflation.
53. Carry trades are made by investors who borrow at a low rate or in a cheap currency and then use the proceeds to invest in securities and assets that provide a higher rate of return or yield.
54. There is an excellent animated explanation of this on YouTube, search “buy the dip animation,” or go here: youtube.com/watch?v=0akBdQa55b4
55. Note that this is using the raw index, not including dividends. If dividends were untaxed and included, stock performance would be better.
56. Some claim that using 2000 as a start date is “cherry-picking,” however I believe it is justified because the LTCM bailout in 1998 is when obvious monetary debasement really began.
57. Robert Triffin, an economist at the Fed (1942-1946) and then a professor at Yale, advanced a theory now known as, Triffin’s Dilemma. It states that a country with the reserve currency must run a trade and/or current account deficit to supply the world with currency reserves. This creates a tension between domestic and international monetary policy. At the Bretton Woods conference, Keynes proposed the creation of a “Bancor,” an independent neutral reserve currency. This made no sense — how would it be managed? The correct choice would have been to maintain gold as the neutral reserve currency, as it had been for decades. In its short-sighted approach, the U.S. believed that establishing the dollar as the global reserve currency would bring significant advantages. It did, until it didn’t. Triffin’s Dilemma led to dollar overvaluation and contributing to hollowing out the U.S. manufacturing base.
58. James Grant, an author and economist based in New York City, is known for organizing the premier annual conference on monetary matters. He calls the Fed’s approach to setting interest rates the “PhD standard” because the Fed employs 500 economists with PhDs to help it determine the proper rate of interest.
59. Paul A. Volcker, Keeping at It: The Quest for Sound Money and Good Government, (New York, NY: Hachette Book Group, 2018), 81.
60. Bob Woodward, The Agenda (New York: Simon & Schuster, 1994), 84.
61. Robert B. Barsky and Lawrence H. Summers, “Gibson’s Paradox and the Gold Standard,” The Journal of Political Economy 96, no. 3 (June 1988): 528–50.
62. Rubin was chairman of Citigroup from 2000 to 2009 and received total compensation of $126 million while he worked there.
63. www.GATA.org
64. The Bank for International Settlements (BIS) is an international financial institution owned by the central banks of 63 countries. Headquartered in Basel, Switzerland, it serves as a meeting point for central bankers to coordinate their policies and activities
65. Abhishek Manikandan and Michelle Price, “JPMorgan to Pay $920 Million for Manipulating Precious Metals and Treasury Market,” Reuters, September 29, 2020, https://www.reuters.com/article/business/jpmorgan-to-pay-920-million-for-manipulating-precious-metals-treasury-market-idUSKBN26K321.
66. A troy ounce is 31.1 grams of gold versus the metric weight measured ounce of 28.4 grams. There are 32,150.75 troy ounces in a metric tonne (1,000 kg) of gold.
67. Stock-to-flow is calculated by taking the base amount of money in existence (stock) and dividing it by the new amount of money that enters the system in one year (flow). It works in nominal and percentage terms. If all the gold in the world equals 100 and the world adds 1.7% to that stock each year, the quotient is 58.8. For Bitcoin, the supply grows at 0.8% per year (flow) and this rate is cut in half every four years.
68. The entire book (1899)/movie is often interpreted as an allegory for the Populist movement in the United States. Dorothy symbolizes the kind-hearted, average American, while the Tin Man represents industrial workers, and the Scarecrow embodies farmers. The Cowardly Lion is a stand-in for William Jennings Bryan, the populist leader known for his oratory but criticized for lacking bold action. The Wizard personifies politicians in general, offering promises but lacking true substance. The Emerald City represents Washington, D.C., and its political power, while the Yellow Brick Road symbolizes the gold standard, guiding yet limiting economic policy. Dorothy’s silver slippers (changed to ruby in the film) reflect the push for “free silver” as an alternative monetary standard. The Wicked Witch of the West represents Eastern bankers and industrialists, viewed by populists as oppressors of the common people. And finally, Glinda the Good Witch of the South embodies the South and populist ideals, offering the promise of moral and fair governance.
69. Gold falls short in two key areas: its balances are not continually audited, and it is inherently centralized due to its need for large vaults. The U.S. Treasury claims to hold 8,134 metric tonnes, or 261 million ounces, of gold across three sites, but these reserves have not undergone a full audit since the 1950s. Many people, myself included, believe that this lack of transparency raises concerns about whether these stores have been diminished or raided.
70. Credit to Luke Gromen for coining this “perfect inelasticity” phraseology.
71. In 2010 a computer programmer who had been mining Bitcoin sent 10,000 Bitcoin to a Papa John’s franchise to purchase two pizzas. The pizzas were worth $25.00 so this set a commercial Bitcoin price of $.0025 per Bitcoin.
72. The Sharpe ratio model uses standard deviation as a measure of risk and assumes returns are normally distributed, e.g., there are no fat tails. Some have argued that historical data shows fat tails, making Sharpe irrelevant.
73. The recent election of Donald Trump to the presidency, and his selection of Elon Musk and Vivek Ramaswamy to lead a newly created Department of Government Efficiency (DOGE), is unlikely to solve the problem. DOGE aims to cut $2.0 trillion from the $6.75 trillion of government spending. This will be nearly impossible because Social Security, Medicare, interest expense, and defense spending account for over 80% of the budget. Balancing the budget would require 40% cutbacks to these programs.
74. In the case of e-gold, the U.S. government shut them down in 2007 claiming their anonymous digital transactions backed by gold were used for illicit activities and money laundering. The ruling was a chilling reminder of the government’s desire to control currencies.
75. Self-custody means controlling the private key that controls your Bitcoin at a specific address. Best practice is to use a hardware wallet and store Bitcoin in “cold storage,” keeping it offline and inaccessible to exchanges or anyone else.
76. Hash power describes the total computing power used to process and secure Bitcoin blocks through “hashing.” The Bitcoin Network currently operates at 771.3 EH/s (exa-hashes per second). One EH/s equals one quintillion (1,000,000,000,000,000,000) hashes per second. Meaning, 1 quintillion attempts per second to find a number. TL; DR: a lot of computing power.
77. During the block size wars (2015-2017), Bitcoiners clashed over the ideal size of each block, which determines transaction capacity. One faction pushed for larger blocks to handle more transactions, while the other advocated for small blocks to preserve monetary stability. A compromise called SegWit was reached, which modestly increased the block size but favored the sound money advocates.
78. A fork occurs when the blockchain is copied and distributed to every node in the network, creating a new chain that runs independently of the original. The new chain is often an attempt to create a new “better” coin, but , if people do not adopt or use the new chain, it quickly dies. This is what happened to the forks that occurred in Bitcoin’s earlier days.
79. Bissent has publicly declared that his fund holds gold, explained that a currency reset similar to Bretton Woods is necessary, and expressed that he wants to be at the table when it occurs. A Treasury Secretary owning gold is a far cry from our current Treasury Secretary Janet Yellen’s position, implying an upcoming divergence in U.S. monetary policy.
80. BIP is an abbreviation for Bitcoin Improvement Proposal.
81. Custodians where I know the people and have favorable opinions are: Unchained Capital and Onramp Bitcoin.
82. To purchase native Bitcoin directly you will need the services of a Bitcoin brokerage company. My two top choices are Jack Maller’s Strike.me and Alex Leishman’s River.com
83. Major Jason P. Lowery, an Air Force Officer attached to the United States Space Force, authored his Master’s Thesis at MIT in Cambridge, MA entitled: Softwar: A Novel Theory on Power Projection and the National Strategic Significance of Bitcoin. I highly recommend that you read it.
84. A monetary reset is more fully explored in Chapter 22: Roadmap For The Next Decade
85. Dr. Paul wrote his book in early 2009, just after Bernie Madoff’s massive Ponzi scheme was exposed in December 2008. Madoff’s fraud, which stole $65 billion from investors, is the largest Ponzi scheme in history.
86. Joseph Overton, a policy analyst, developed the concept that describes the range of ideas, beliefs, and policies that are acceptable within public discourse. When an idea is within the Overton window, it is widely believed and accepted. When not, it is considered fringe or not even given serious consideration.
87. David Brooks, “Voters to Elites: Do You See Me Now?,” New York Times, November 6, 2024, https://www.nytimes.com/2024/11/06/opinion/trump-elites-working-class.html
88. In an interview with Scott Pelley on CBS’s 60 Minutes, Ben Bernanke claimed that the second round of QE would not lead to inflation.
89. France’s first central bank.
90. The term “millionaire” was coined during this bubble because it was the first instance of people having over one million units of a currency.
91. Keep in mind that central banks have printing presses, and so effectively they can print money to cover any bet. In the gold world, we have seen central banks and the Bank for International Settlements use and abuse this power.
92. In case you do not live in the United States, this statement was made by George W. Bush during September 2008 in connection with the GFC.
93. When hurricane Katrina devastated New Orleans in 2005, the FEMA Director Michael Brown was told by President Bush, “Brownie, you are doing one heck of a job.” Over 1,245 people died in the hurricane, and it was widely acknowledged that the handling of Katrina was marked by incompetence.
94. Pump-and-dump is when someone promotes a stock (or any asset) trying to induce others to buy it so that the pumper can then unload his holdings at a higher price, often before the price collapses.
95. The term “mania” was first used in the context of investments by Charles MacKay in his classic book: Extraordinary Popular Delusions and The Madness of Crowds. (1852) He highlighted the Mississippi Bubble, the South-Sea Bubble, and Tulip Mania and compared them to the mass psychosis of the Witch Trials in the 15th, 16th, and 17th centuries.
96. Lawrence H. White, Recent Arguments Against the Gold Standard, Hillsdale College Free Market Forum, 2012, https://www.hillsdale.edu/wp-content/uploads/2016/02/FMF-2012-Recent-Arguments-Against-the-Gold-Standard.pdf
97. Lawrence H. White, Better Money: Gold, Fiat, or Bitcoin (Cambridge: Cambridge University Press, 2023), 100.
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