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Here is a listing of Nelson’s 

scheduled seminars for the 

upcoming month. The seminar 

sponsor or contact person is listed 

with phone and e-mail address in 

case you want to attend. 

Friday-Saturday, May 2-3, Greenville, SC 
Scott Crutchfield 864-303-3746, 
info@scottcrutchfield.com  

 

Thursday- Friday, May 8-9, Austin, TX 
Joe Casselman 512-294-7046,   
Joe_Casselman@financialprocess.com 
 
Tuesday-Wednesday, May 13-14, Lufkin, TX 
Ricky Heard 936-564-1735, rickyh@cbhins.com 
 
Thursday-Friday, May 15-16, Oklahoma City, OK 
Max Clark 800-782-3580, 
maxclark@blackburnfinancial.com. 
 
Wednesday-Thursday, May 21-22, Leavenworth, 
WA John Flaherty 425-417-8473, john@jcfinc.info 
 
Friday-Saturday, 6-7 June, Flint, MI Gina Wells 
877-579-2224, gina@advanced-capitalgroup.com  
 
Thursday-Friday, June 12-13, San Antonio, TX 
Brandi Jo Newman 210-391-9974, 
mail@brandijonewman.com  
 
Friday-Saturday, 20-21 June, Honolulu, HI Jennifer 
McTigue 808-636-4199, jenn.mctigue@gmail.com 
 
Tuesday-Wednesday, 24-25 June, Little Rock, AR 
Becky Rice 501-221-7400, rwrice@leapconcepts.net  
 
Thursday-Friday, 26-27 June, Lawrence, KS Ray 
Poteet 785-842-8333, ceisman@alphaomega-fs.com  

 

Here is a listing of Nelson’s newly 

added Book Recommendations: 

For a New Liberty by Murray Rothbard 
 
Mobs, Messiahs, and Markets by Bill Bonner and 
Lila Rajiva 
 
Overblown by John Mueller 
 
The Slight Edge by Jeff Olson 
 
 

The following articles are Nelson’s 

favorite finds from the last month’s 

reading. 

You all know how much I enjoy Bill Bonner’s 

writings.  Check out his April fool article. - Nelson 

A Truly Remarkable Day 
London, England 
Tuesday, April 1, 2008 

--------------------- 

*** The Fed's primary mission is to protect the 

nation's money and credit?! 

*** A shop owner in Paris overheard commenting 

on how much he likes Americans…executives 

admit their salaries are ridiculous… 

*** Alan Greenspan apologizes…and more news 

to take you into the month of April! 

--- A Special Offer from Bulletin Board Elite --- 

Beat the Blue Chips 

Under-the-radar bulletin board micro-cap stocks are 
home to the most explosive opportunities for profit in 
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the stock-investing world…especially if they're 
"jumper" material. 

Until Thursday, April 3 at midnight we are offering 
you a way to get into our investment research 
advisory targets a group of stocks in which gains of 
hundreds or even thousands of times over are 
relatively common - for $1,000 off the regular price. 

Here's the catch: only 2,000 members will be allowed 
to enroll in Bulletin Board Elite at any one time - 
someone else could be taking the last of the reserved 
spots RIGHT NOW…Act fast. 

--------------------- 

What a remarkable day! We never thought we'd see 
the likes of it. 

First, Ben Bernanke appeared in the U.S. Senate, with 
former Fed governor Paul Volcker by his side, and 
announced an incredible turnaround in Fed policy. 
Yes, he said, he and his fellow Fed governors were 
very concerned about weakness in the financial 
sector. And yes, they were very sympathetic to all 
those people who had high mortgage payments to 
make and all those people who had bought shares in 
Bear Stearns and other high-flying investment firms. 
But he went on to say that the Fed's primary mission 
was not to protect people from the consequences of 
their own mistakes; it was to protect the nation's 
money and its credit. 

Bernanke went on to hint strongly that there would be 
no further rate cuts. Instead, Fed policy has turned 
back to its more traditional role of fighting inflation, 
he said. The Fed has become serious about stabilizing 
the value of the dollar. 

"We can no longer ignore the economic consequences 
of price increases in fundamental resources, such as 
oil, wheat and iron ore," he said. "These price 
increases not only cause suffering on the part of 
average citizens who now pay an average of $3.23 for 
a gallon of gas. They also cause huge distortions and 
malinvestments in the whole world economy." 

While he was still speaking, prices of stocks began to 

fall - in anticipation of higher interest rates - with the 
Dow closing down 535 points. The dollar rose against 
all foreign currencies; the euro dropped back to $1.30. 
A shop owner in Paris was heard to say that he 
actually liked Americans. Commodities fell, and the 
price of gold dropped to $750 an ounce. 

That was just the beginning. At 11AM a group of 
corporate executives, present and former - including 
Stan O'Neal, Richard Fuld, Ray Irani, John Mack, 
Barry Diller and William Foley - appeared at a press 
conference in New York. The spokesman for the 
group startled reporters when he announced the 
group's intention to return a considerable part of its 
earnings to the shareholders for whom they worked. 

"We've thought long and hard about this," said Mr. 
Fuld. "And we've come to realize that these salaries 
are just absurdly high. None of us can think of 
anything we've done anytime in the last ten years to 
warrant a salary of even half of what we get paid - 
much less the $38 million Stan got or the $322 
million Ray got. Speaking for myself, I spent 
practically all of last year attending meetings, parties, 
and ceremonies - and frankly I can't recall what any 
of them was about. None of them needed me. And I'll 
tell you something else, when I attend those board 
meetings, half the time I don't even know what the 
accountants and lawyers are [there] talking about. We 
got together this morning and asked each other how 
those CDSs work, for example. None of us had any 
idea. And apparently, believe it or not, between us, 
we've got billions of them on our books." 

As we've been saying here at The Daily Reckoning, 
executive salaries are preposterous. But we never 
thought we'd see the day when executives would 
admit it. 

But the day wasn't over. 

Hedge funds have had the worst quarter since they've 
been keeping records. Fifty of them went broke last 
year. About 8,000 more to go, by our estimate. 

What is remarkable is the hedgies response. 
According to the American Hedge Fund Association, 
managers are reversing their typical "2 and 20" 
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compensation package, to make up for their lost 
income. Instead of charging 2% of capital and 20% of 
performance (usually over a benchmark), they're 
charging 20% of capital and a 2% performance fee. 

An article in the Financial Times demonstrated 
recently how the previous fee structure worked. 
Managers were encouraged to take risks, knowing 
that "heads I win, tails I lose someone else's money." 
Taking a big chunk of the gains, while not 
participating in the losses, gradually transfers 
ownership of the capital from the investor to the 
manager. This new system of fees merely speeds up 
the process. 

Finally, Alan Greenspan himself stepped up to the 
microphones yesterday. 

"I think it is time for me to apologize," said the 
former head man at the Fed. "This crisis in the 
financial markets; it's really my fault. It was on my 
watch that the bubble in residential real estate 
developed. It was while I was at the Fed, too, that the 
huge parallel banking system grew to its monstrous 
size - with trillions of dollars worth of CDSs, SIVs, 
MBSs, and all the other crazy alphabet derivatives, 
that are causing so much trouble. 

"I knew all along that the only real money is money 
backed by gold. And I knew that there would be Hell 
to pay when people got carried away with the cheap 
paper-dollar credit that I was helping to make 
available. I remember that I said at the time that the 
growth in sophisticated investment vehicles helped 
spread out the risk. And I also told homebuyers that 
they should take advantage of those ARMS that they 
now regret. 

"I am truly sorry for what I have done." 

What a day! 

*** In addition to the financial news, the political 
news was also worthy of comment. The little town of 
Ashford, Tennessee, held a special election yesterday, 
after its mayor died in a freak poker accident. He was 
playing poker with friends in an abandoned 
warehouse when the roof collapsed, killing him, the 

chief of police, the coroner, and the town's leading 
brothel owner, Ray Borvis. 

The resulting election to replace the mayor and police 
chief pitted democrats against republicans in a bitter 
battle for control of Ashford. Here we see democracy 
in its purest form. This the actual transcript of a 
public debate held at the James Earl Ray Memorial 
Hall yesterday. 

"I have every respect for my opponent in this race," 
said the democrat, Liddell Fulsom, a stout man who 
was said to sweat a lot. "It is just that I don't think he 
shares the values of Ashford and its people." 

"What values are you talking about?" replied Myron 
Byer, the republican. "The values of the previous 
administration are nothing to be proud of." 

"What? Are you casting dispersions on the town and 
its people? I know I am very proud to be from 
Ashford. We're number one in the state in supporting 
the U.S. government…why, we have more flags 
flying in Ashford than in any other city in the 
country…per capita, of course." 

"Yes, but that's because you got a special deal on the 
flags, made in China, of course…and then you sold 
them to the city government so they could put them 
up all over town. And you made $5 on each one of 
them…didn't you?" 

"Are you opposed to free enterprise, Mr. Byer? 
Would you like to tell the people of Ashford why? It's 
because you were - and probably still are - a radical, a 
draft dodger and a subversive." 

"Are you kidding? I was a student during the Vietnam 
War…I had a student deferment. And then I got a 
high number in the lottery. I was just lucky." 

"And I guess you'd say that those of us who served 
our country were unlucky? I spent 18 months fighting 
for Ol' Glory in the swamps and jungles of Southeast 
Asia, and you know, those are the proudest moments 
of my life. I feel very lucky that I had the honor to 
defend this great country." 
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"And what about killing those women and 
children…remember, you were court-martialed for it? 
Are you proud of that too?" 

"Wait a minute…that's hitting below the belt…they 
were armed Vietcong…I was railroaded by 
communists and the peaceniks… And at least I wasn't 
spending my time up at the university fooling around 
with thespians." 

"You don't even know what a thespian is…" 

"And I don't want to know…I'm a married man with 
four upstanding children…" 

"No, you're a racist, a bigot and a moron." 

"Hold on, you piece of sh**. Or I'll come over there 
and punch your lights out. Let's face it, Myrie, you 
don't have a prayer in this election. You're desperate." 

"Oh yeah, I've already announced my plan to build a 
new senior center. All this town's got are seniors. And 
they're behind me." 

"How do you think you're going to pay for this 
thing?" 

"I'm going to raise taxes on that stupid store of 
yours." 

Until tomorrow, 

Bill Bonner 
The Daily Reckoning

 

You can always count on Charley Reese to bring 

some sanity to the scene. – Nelson 

Use Reason 

by Charley Reese 
by Charley Reese  

Years ago, a friend who worked for Florida's state 
environmental department told me something that's 

handy to remember, given the habit some journalists 
have of adding melodrama to stories about science 
and the environment. My friend said that testing 
capability had far outrun knowledge.  

What he meant was that equipment used to analyze 
water, for example, could now detect substances in 
really minute amounts like parts per billion, while 
nobody knew if substances in such infinitely small 
amounts had any effect whatsoever on human health. 
Nobody even knew for sure if the substances had 
always been in water, though previously undetectable.  

I got aggravated once some years ago by a reporter 
who always referred to a pesticide as "cancer-
causing." Sunshine and many common substances can 
cause cancer. The thing to remember is that when we 
talk of toxicity of chemicals or carcinogens, amount is 
the key. We can't live without salt, for example, but 
too much salt will kill us. Aspirin is a great pain 
reliever; too much will kill us. You can probably 
think of many examples yourself.  

Anyway, I was so aggravated with that reporter's 
sloppy reporting that I tracked down the man in the 
Environmental Protection Agency bureaucracy in 
charge of setting standards for pesticide. He explained 
the process. First, a chemical is tested on mice. A 
caution: Results in mice do not necessarily translate 
to humans. But if a certain dosage produces tumors in 
mice, a computerized formula is applied to determine 
a safe level for humans.  

He cited an example. When the EPA says the 
acceptable level of something for human consumption 
is so many parts per million, what it is really saying is 
that according to the formula in the computer, if a 
human being consumes so many parts per million 
every day of his life for 72 years, then the risk of 
developing cancer is increased by some fraction of a 
percentage point. Then, with a somewhat sardonic 
laugh, he pointed out that the natural background 
cancer rate is 20 percent.  

In the case that had irked me so, which involved 
grapefruit and a pesticide to treat a root disease, it is 
highly unlikely that any human being would consume 
enough grapefruit every day of his life for 72 years 
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and thus increase his risk of cancer by some 
negligible fraction of a percent. What the reporter had 
been doing was writing alarmist stories about 
negligible, near-nonexistent risk. She was, as so many 
journalists do, following the Disney formula for 
cartoons – simplifying and exaggerating.  

Redd Foxx used to tell a joke about smoking: "Some 
folks don't smoke cigarettes 'cause they're scared of 
dying of lung cancer; some folks don't eat cheese or 
eggs 'cause they're scared of heart attacks; some folks 
don't eat pie or cake 'cause they're scared of diabetes. 
They gonna feel like damned fools one day lying in 
the hospital dying from nothing."  

The old rascal was making the point that human 
mortality is 100 percent. We're all going to die of 
something, so there is no need to get paranoid about 
some trace amount of chemicals. I've seen stories 
recently about some tranquilizers showing up in 
treated sewage. So what? I seriously doubt they are in 
sufficient dosage to cause happy fish.  

What usually kills us, and historically always has 
been the main killer of people, are bacteria, viruses 
and parasites. None of these, to the best of my 
knowledge, is manufactured by Monsanto or DuPont. 
I personally don't read news stories about health or 
science. There are so many scare stories about the risk 
of this or that, you can easily become a paranoid 
hypochondriac by reading all of that junk. Reasonable 
precautions and moderation in all things are quite 
sufficient for reasonable health.  

April 7, 2008 

Charley Reese [send him mail] has been a journalist 

for 49 years. 

© 2008 by King Features Syndicate, Inc. 

 

Doug is rapidly becoming one of my favorite 

writers. - Nelson 

Boom, Bust, Dust 

by Doug French 
by Doug French  

Boom, bust and dust: That was the story of what my 
parents always referred to as the "dirty thirties," or the 
Dust Bowl. The Great American Dust Bowl steeled 
the resolve of a generation of Midwesterners. The 
hard-earned lessons they learned have been passed on 
to their baby-boomer prodigy but have been 
forgotten. Unlike the New Orleans floods, there was 
no FEMA to house the victims in trailer cities: only 
days on end of coating ones nostrils with Vaseline to 
filter the dust and try to breathe.   

John Steinbeck’s The Grapes of Wrath famously told 
the story of those who fled the Dust Bowl. Pulitzer 
Prize-winning author Timothy Egan tells the 
individual stories of a handful of families that stayed 
and endured America’s worst environmental 
catastrophe in his masterful book, The Worst Hard 

Time.  

Anyone who has made the drive through western 
Kansas, eastern Colorado and the panhandles of 
Oklahoma and Texas knows the eerie blankness of 
the land. Miles can be driven without seeing a tree. 
The occasional town encountered seems to be in a 
time warp.  

This land was made for buffalo grazing and little else, 
with its 20-inch annual rainfall. But with the buffalo 
and Indian long gone by the turn of the century, 
immigrant families flocked to what Egan calls No 
Man’s Land to homestead their share of the American 
dream. In 1914, 53,000 families staked their claims in 
the Great Plains, living in sod huts, often infested 
with centipedes and snakes. The government even 
provided free train rides to pilgrims who wished to 
settle on the harsh land.  

The First World War then set off a series of events 
that would lead to disaster. The dry-land farmers had 
enjoyed prosperity, working the land and growing 
wheat with the benefit of new machinery that made 
them wondrously productive. Then the Turkish navy 
kept Russian wheat from making its way to Europe 
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and the federal government told farmers to produce 
more wheat to win the war. And produce they did; 
from 1917 to 1919, the number of acres put into 
wheat production increased 70 percent. And why not: 
the government guaranteed a price of $2 per bushel.  

But when the war ended, the price collapsed and there 
was no one to buy the mountains of grain left rotting 
in the sun. The debts incurred to buy equipment and 
property still had to be paid, so farmers continued to 
plow up the grassland in hopes that the price of wheat 
would rebound. By 1931, 33 million acres in the 
Great Plains had been plowed. But farmers could only 
sell the wheat for half what it cost to produce the 
golden grain, if they could find buyers at all. And 
then the winds came.  

The black blizzards began in earnest in 1932 and 
would continue through the end of the decade. These 
storms would carry enough static electricity that 
people would avoid shaking hands because the shock 
would flatten a person. With no rain and temperatures 
exceeding more than 110 degrees for days on end, 
more and more bugs appeared. Grasshoppers 
swarmed over fields; centipedes by the bucketful 
infested houses, along with Black Widow spiders and 
Tarantulas. Rabbits multiplied while the people 
choked from the dust.  

Egan’s story of despair reaches a crescendo with the 
chapter chronicling Black Sunday April 14, 1935, a 
day that started out unusually calm and clear, but 
would turn into a nightmare that no horror movie 
could match. The author has accounts of this duster to 
end all dusters from cities all over the Great Plains: 
from Bismarck, North Dakota to Amarillo, Texas.  

When the storm passed through Kansas, it was 200 
miles wide with winds like a tornado. Daytime turned 
to night as the wall of dust blocked the sun.  

A March 28th article in USA Today provides a 
reminder of Egan’s book and the potential for another 
Dust Bowl. The War on Terror has set the Federal 
Reserve’s money printing press on overdrive. The 
flood of dollars, combined with increased food 
demand from China and India, has led to soaring 
grain prices. "Wheat was $4 or $5 a bushel a couple 

years ago," South Dakota farmer-rancher Kevin 
Baloun told USA Today, "and now it’s up to $10 or 
$12 a bushel." So, Baloun has plowed up virgin 
grassland to plant crops.  

However, "Judged as a businessman, the typical 
farmer would make a good veterinarian," Bill Bonner 
wrote on LRC a year ago. "Over and over, he walks 
into the same trap. When prices go up, he borrows in 
order to expand his holdings. He buys more 
equipment. He leases more land. And he plants more 
crops to take advantage of the high prices."  

And of course the big Ag boondoggle is ethanol. Just 
as when the federal government told farmers during 
WWI to grow wheat to win the war, a year ago 
Congress voted to double production of corn-based 
ethanol and so a "third of the U.S. corn crop could be 
dedicated to making fuel," the USA Today reports. 
"There are over 140 ethanol production plants 
throughout 22 states across the country," crows the 
National Corn-to-Ethanol Research Center website 
and another 61 plants are on the drawing board. No 
wonder the price of corn has soared from less than $2 
per bushel in January 2005 to over $6 today.  

To Bill Bonner’s point: some of these plants may not 
get built. "Now, with corn prices well over $5 a 
bushel, corn ethanol economics have gone out the 
window," Michael Jackson, president and chairman of 
Vancouver-based ethanol maker Syntec Biofuel, told 
the Associated Press last week. 

However, most of the decline in farmland has come 
from urban development, Doug Casey pointed out 
during the Casey Research’s Crisis & Opportunity 
Summit recently. And native grasslands in America 
declined by 24 million acres in the two decades 
between 1982 and 2002 according to USA Today, not 
including the acres converted to new home 
subdivisions during the easy money Fed-induced 
housing boom from 2002 to 2007. All of America’s 
cities have been built and are expanding on the 
nation’s best farmland and grassland.  

So government polices are crashing headlong into 
each other in the nation’s heartland: High grain 
prices, spurred by ethanol production mandates, 
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create the incentive for farmers to leave the 
Conservation Reserve Program (costing taxpayers $2 
billion a year) that pays farmers not to farm.  

Sue Kirchhoff and Jeff Martin, writing for the 
nation’s daily newspaper, worry that there "would be 
about 1.8 million fewer sedge wrens, grasshopper 
sparrows, dickcissels, bobolinks and western 
meadowlarks," if more fallow acres are plowed up to 
grow food and fuel for humans. But politicians are 
hearing the farmers sing, not the birds. The former 
vote, the later do not.  

"Soybeans will pack a bigger punch than sub-prime," 
Casey Research economist Bud Conrad told the 
Casey Summit crowd in Scottsdale. "Agriculture has 
been left in the dust, but it won’t stay there."  

After the farmers have their day, the dust will come 
again.  

April 7, 2008 

Doug French [send him mail] is executive vice 

president of a Nevada bank and associate editor for 

Liberty Watch Magazine. He received the Murray N. 

Rothbard Award from the Center for Libertarian 

Studies. 

Copyright © 2008 Doug French

 

I think so and I don’t plan to retire.  Man needs 

purpose in life. - Nelson 

Does Retirement Lead to 

Premature Death? 

by Rick Gee 

One of the fundamental factors affecting the survival 
of someone who is facing life-threatening adversity is 
the will to live. When you hear of someone who 
survives being lost in the woods for days, facing a 
dearth of food and water and exposed to extreme 
elements, it is usually the refusal to die that allows 

one to stay survive the ordeal. 

Conversely, everyone knows or has heard of elderly 
couples who pass away within months of each other. 
The loss of a beloved spouse makes the prospect of a 
life alone unappealing as the will to live withers 
away. 

A friend of mine died recently. In the interest of the 
privacy of his family, I shall call him "Ronald." 

Ronald was, by all accounts, a brilliant scientist, a 
loving husband, a proud father and a gregarious, 
cheerful man. Everyone who knew him was very fond 
of him. 

Though he had experienced some health problems in 
recent years, he did not die of natural causes. Instead, 
he died of his own hand. Needless to say, his tragic 
and shocking demise was puzzling to his family and 
friends. 

His wife, several of his family members, friends and 
erstwhile co-workers gathered at his home for a 
somber memorial service. Former colleagues (he 
worked at a prominent National Laboratory) testified 
to his brilliant problem-solving abilities. Noted one 
past associate, "I would often go to Ronald and tell 
him about a sticky issue we were trying to solve. I 
would tell him what others in the group had come up 
with. Invariably, he would say ‘OK, but why don’t 
you try it this way?’ And almost without exception, 
he would be right." 

In addition to his work at the Lab, Ronald and his 
wife ran a successful retail business. He was also 
adept at assembling stained glass windows in his 
home. 

While everyone gathered and talked quietly, no one 
voiced the "big question:" why would this successful, 
seemingly contented man take his own life? His 
brother, without any prompting from anyone, offered 
a possible answer: "He shouldn’t have retired. He 
didn’t have enough to do." 

"Oh, but he had all these projects around the house," 
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offered one friend. 

"Yes," agreed the brother, the spitting image of 
Ronald, "but nothing with any pressure. He didn’t 
have any truly important decisions to make." 

Indeed, Ronald had retired from the Lab a couple 
years ago, and had recently sold his business. Despite 
his latest health troubles, he was by no means on his 
deathbed.  

In a certain perverse way, albeit indirectly, the same 
government for whom Ronald toiled for many years 
may have contributed to his premature departure from 
this earth. Through Social Security and Medicare, the 
federal government has created a culture of 
dependence among the elderly. As life expectancy 
grows and the average retirement age drops, many 
older Americans are looking at the prospect of two 
decades or more of state-sponsored leisure, courtesy 
of the taxpayer. 

Social Security was conceived as a part of FDR’s 
disastrous New Deal at a time when the average life 
expectancy was 58 years for men and 61 years for 
women. The life expectancy now is 74 years for men 
and 80 years for women. Medicare, enacted in 1965 
under LBJ’s watch, has been equally devastating. Not 
only have the out-of-pocket health care costs of 
Medicare recipients doubled (in real dollars, 
accounting for inflation), the very existence of the 
program leads to poorer health for senior citizens 
because anything that is subsidized is inevitably made 
worse. The most pernicious effect of these programs, 
however, may be premature death. 

Do those that continue to work beyond the 
government-induced retirement age live longer than 
those who opt for leisure in the twilight years? Unable 
to find any empirical studies on the topic, I must 
resort to anecdotal evidence. Exhibit A is my 
stepfather, a bankruptcy lawyer in Chicago. He 
recently celebrated his 70th birthday. He is without 
doubt the most intelligent, erudite and vital 70-year 
old that I know. He makes time for travel, symphony 
recitals, plays, art openings, having dinner with 
friends and doing volunteer work for the local park 
district. While he enjoys these activities, and despite 

some health problems, he continues to work five or 
six days a week. He still has important decisions to 
make. 

Another example that comes to mind is octogenarian 
Mike Wallace, the long-time 60 Minutes 
correspondent. He has been with the venerable 
newsmagazine show since 1968 and shows no signs 
of slowing down. Had Mr. Wallace retired five, ten or 
even 20 years ago, he very well may have died by 
now. 

Contrast these gentlemen with my friend Ronald. If 
he had continued working, would he have taken his 
own life? Might he have considered the importance of 
his work reason enough to go on? Would he have 
retained the will to live that is crucial to survival? 

In an instructive column, William Diehl, who worked 
for pay until the age of 79 and was employed on a 
non-compensated basis thereafter, says: The solution 
is within the grasp of everyone who has decided to be 
productive. 

It often means a change in occupation. It may mean 
giving up benefits and accepting a lower wage, or no 
wage at all. But a reason for living, and a retention of 
identity, are surely sufficient remuneration. 

If you are nearing retirement age, or are planning a 
retirement that is many years hence, consider taking 
Mr. Diehl’s advice: never retire. And if you’ve paid 
into FDR’s Social (In)Security over the years and feel 
entitled to benefits when you reach the requisite age, 
by all means cash those checks. But continue to work. 
It could add years to your life. 

September 4, 2001 

Rick Gee (send him mail) is a freelance writer 

residing in Santa Fe, New Mexico. He also authors a 

monthly column "On Liberty" for The Valley News. 
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by Gary North 
by Gary North  

In this report, I am going to present an astounding 
document. You have not heard of it. It is at the heart 
of the current residential real estate crisis. It has to do 
with liar loans.  

By now, the term "liar loans" is common. Prospective 
house buyers provided false information to 
representatives of loan-initiating firms.  

The loan-initiating firms knew that there were people 
who did this, but they winked at the practice. Their 
well-compensated job was to pass on the paperwork 
to a government-created agency, either Fannie Mae or 
Freddie Mac, who then sold scientifically diversified 
packages of statistically safe mortgages to investors.  

Some of these investors were hedge funds. They in 
turn borrowed money from investment banks at up to 
32-to-1 leverage (Carlyle Capital) to buy even more 
packages of statistically safe mortgages.  

Everyone was happy until reality caught up with the 
lying borrowers, whose meager incomes did not allow 
them to keep paying their monthly mortgages.  

The dominoes started to topple in August, 2007. The 
experts were caught flat-footed.  

The mortgage interest rate re-sets will continue 
through 2009. This process is barely half over. 
Meanwhile, a recession has appeared.  

From start to finish, from top to bottom, the entire 
structure was based on lies. It began with this one: 
"I'm from the government, and I'm here to help you." 
This is the third most widely believed lie in history, 
right after this:  

And the serpent said unto the woman, Ye shall not 
surely die: For God doth know that in the day ye eat 
thereof, then your eyes shall be opened, and ye shall 
be as gods, knowing good and evil. 

And this:  

Of course I will still respect you as a person in the 
morning.  

THE GREAT AMERICAN DREAM  

We all remember the 1946 movie, It's a Wonderful 

Life. It centers around one family's funding of the 
great American dream: home ownership. We love the 
movie because it's about a man who is shown by an 
angel that his life really mattered. So, our lives really 
matter, too. We all like to believe that we also have a 
guardian angel, though perhaps not so incompetent as 
Clarence.  

Jimmy Stewart's nemesis was the town's banker, Mr. 
Potter. He was a liar and a thief, preying on sin-loving 
local citizens (as we see in the sequence about 
Pottersville) and the likes of the kindly but imbecilic 
Uncle Billy.  

Potter used the fractional reserve banking system to 
borrow short and lend medium. The Bedford Falls 
Building and Loan borrowed short and lent long.  

Potter was able to survive the bank run because his 
bank had liquid reserves and assets it could sell. The 
Building and Loan survived because George Bailey 
had liquid reserves – his honeymoon money – and a 
script writer who ended the bank run at 6 p.m. and did 
not let it extend to the next day, which it obviously 
would have done when word got out that Jimmy's 
honeymoon money was gone.  

Potter was a liar: he was lent medium. George Bailey 
was a much bigger liar: he was lent long.  

The Federal Deposit Insurance Corporation was 
created in 1933 by the Roosevelt Administration as 
part of the Glass-Steagall Act. This bailed out the 
mini-liars: bankers. The Savings and Loan oligopoly 
then pressured Congress to provide something 
similar, which Congress delivered: the Federal 
Savings & Loan Corporation was created by the 
National Housing Act of 1934. This bailed out the 
bigger liars.  

The American dream was extended to the masses by 
means of government insurance against runs by 
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investors – who mistakenly thought they were 
depositors – in Savings & Loans. This did more to 
establish the economics of the carry trade – 
borrowing short to lend long – than anything in 
history. The investment world saw the profit 
potential. The carry trade has increased ever since.  

But who will insure the middlemen who profit from 
the carry trade? Who has sufficient resources to bail 
out the profit-seeking, loss-avoiding hedge fund 
entrepreneurs who decided that the interest rate 
spread between short-term money paid to investment 
banks and long-term money paid by borrowers was 
just too tempting. In short, who will come to the 
rescue of our generation of George Baileys? 
Congress? It did in 1986 during the S&L collapse. 
But the on-budget Federal deficit is running at an 
estimated $410 billion this year. This deficit is 
accelerating. Then how about the Federal Reserve 
System? It can swap Treasury debt for not-
statistically-safe-after-all mortgages, but only until it 
runs out of Treasury debt, about $800 billion to go. 
Then it will have to create money. Lots and lots of 
money.  

LIAR, LIAR, PANTS ON FIRE  

We live in the FIRE economy: finance, insurance, and 
real estate.  

The crucial insurance today is Federal insurance – 
explicit, implicit, and widely assumed even when 
legally absent. Big institutions are considered too big 
to fail, meaning too big for the government to allow 
to fail. Think Bear Stearns. So, promises made by the 
government serve as the ultimate back-up for the 
promises made by the largest carry traders.  

The extent of the participation of the Federal 
government in the residential real estate markets can 
be seen in the law governing liar loans.  

You need to read the following law. I realize that no 
one except lawyers reads a document like this one. It 
has two sentences. One of them is 291 words long. 
Only lawyers write sentences that are 291 words long. 
Nevertheless, I am asking you to read it.  

Here is what you should understand after you have 
read it. There is hardly a nook or cranny left in the 
residential real estate market that is not covered by 
this law. The extent of government control, which 
derives from government insurance of real estate 
lending, is enormous. How enormous? Read for 
yourself.  

Whoever knowingly makes any false statement or 
report, or willfully overvalues any land, property or 
security, for the purpose of influencing in any way the 
action of the Farm Credit Administration, Federal 
Crop Insurance Corporation or a company the 
Corporation reinsures, the Secretary of Agriculture 
acting through the Farmers Home Administration or 
successor agency, the Rural Development 
Administration or successor agency, any Farm Credit 
Bank, production credit association, agricultural 
credit association, bank for cooperatives, or any 
division, officer, or employee thereof, or of any 
regional agricultural credit corporation established 
pursuant to law, or a Federal land bank, a Federal 
land bank association, a Federal Reserve bank, a 
small business investment company, as defined in 
section 103 of the Small Business Investment Act of 
1958 (15 U.S.C. 662), or the Small Business 
Administration in connection with any provision of 
that Act, a Federal credit union, an insured State-
chartered credit union, any institution the accounts of 
which are insured by the Federal Deposit Insurance 
Corporation, the Office of Thrift Supervision, any 
Federal home loan bank, the Federal Housing Finance 
Board, the Federal Deposit Insurance Corporation, the 
Resolution Trust Corporation, the Farm Credit 
System Insurance Corporation, or the National Credit 
Union Administration Board, a branch or agency of a 
foreign bank (as such terms are defined in paragraphs 
(1) and (3) of section 1(b) of the International 
Banking Act of 1978), or an organization operating 
under section 25 or section 25(a) [1] of the Federal 
Reserve Act, upon any application, advance, discount, 
purchase, purchase agreement, repurchase agreement, 
commitment, or loan, or any change or extension of 
any of the same, by renewal, deferment of action or 
otherwise, or the acceptance, release, or substitution 
of security therefor, shall be fined not more than 
$1,000,000 or imprisoned not more than 30 years, or 
both. The term State-chartered credit union includes a 
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credit union chartered under the laws of a State of the 
United States, the District of Columbia, or any 
commonwealth, territory, or possession of the United 
States.  

Did you read it? If so, I hope you noticed this 
passage: ". . . shall be fined not more than $1,000,000 
or imprisoned not more than 30 years, or both."  

Here is the inescapable reality: the Federal 
government let the subprime disaster build up for 
many years. This law was never enforced. No one in 
the entire government-insured scam worried about it. 
The bureaucrats were in on the deal from day one.  

All of the posturing by politicians about the exploited 
borrowers who lost their homes – liars – and the need 
for new laws to be passed by Congress to prevent 
unscrupulous mortgage brokers – liars – from ever 
exploiting the poor again, and also preventing them 
from endangering the solvency of the nation's 
financial institutions – liars – is nothing but election-
year politicking by the biggest liars of all: politicians.  

Do we need more laws? Hardly. A law that imposes a 
million-dollar fine and 30 years in jail is more than 
sufficient. This law's stiff penalties were supposed to 
make people take it seriously. But it was not taken 
seriously. No one ever intended to enforce the law. 
No one ever did. It was all posturing by the 
politicians.  

The biggest housing bubble in American history, 
1995–2005, took place under the watchful eyes of the 
entire Federal real estate bureaucracy, the 
bureaucracy listed by name in the law. No one in 
government issued a warning. No one in government 
saw the bubble coming. No one in government 
identified it as a bubble.  

The appraisals were made, the loans were made, the 
mortgages were bought and re-packaged and sold 
again. The carry trade did its work. And now there is 
a line in front of the banks.  

No, scratch that. There are no lines. There are instead 
collapsing prices in the scientifically packaged 
mortgage sector because investors now see that those 

mortgages, rated AAA by independent firms (it says 
here), are in fact packages of promises to pay made 
by liars.  

Everyone knew. This is the famous bottom line. 
Everyone knew. Nobody cared.  

We live in an economy built on lies. Everyone knows. 
Almost nobody cares.  

Do you care? If so, what have you done to protect 
yourself?  

WHO INSURES THE INSURERS?  

The Federal Deposit Insurance Corporation insures 
bank accounts up to $100,000. It holds about a penny 
in reserve (in T-bills) for every dollar worth of 
insured deposits.  

Who insures the T-bills? The Federal Reserve 
System. Who insures the Federal Reserve System? 
No one. It doesn't need insurance. It can create 
money.  

Then who insures the purchasing power of the dollar? 
The central banks of the world, which hold dollars as 
legal reserves for their own currencies.  

What happens if they decide not to add to their 
holdings of dollars?  

That is the ultimate default today. If the liars known 
as central bankers decide that our central bank's liars 
are no longer to be trusted, there will be a great 
dumping of Treasury debt.  

There will be no lines in front of American banks. 
There will instead be rising prices for imported goods. 
There will be rising domestic interest rates because 
foreign central banks are not buying Treasury debt 
any longer. There will be unemployment. There will 
be bankruptcies.  

There will be defaults. Above all, there will be 
defaults. The lies will be exposed as lies. The 
promises will not be kept.  
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When the checks from Washington no longer buy 
much of anything, the great political transformation 
will begin.  

The promises will not be fulfilled. I assume that you 
know this. The economy built on lies will fall. So will 
the political order.  

When will this take place? I don't know. But we have 
seen it happen in our lifetime. The Soviet Union fell 
in three days: August 19–21, 1991. No one predicted 
this. The best and the brightest in the West did not see 
it coming. One man suspected it and did what he 
could to accelerate it: John Paul II. But the politicians 
were universally caught flat-footed.  

The USSR was $140 billion in debt to the West in 
1991. The West is now in debt to Russia by $500 
billion. No one predicted that, either.  

CHOOSE YOUR LIARS CAREFULLY  

The modern economy is built on debt. It is therefore 
built on promises to pay. It is therefore built on lies.  

As investors, we must look at the dominoes and try to 
get out from under the next one to topple.  

If all of them topple, the division of labor will 
collapse. Then most of us will die. Think of a world 
without digital money. The trains would stop rolling. 
The trucks would stop rolling. The government would 
intervene and force some deliveries, such as coal to 
power plants in large cities. But the government 
would also have a problem: how to pay the 
bureaucrats and troops.  

So, most of us cannot plan for a complete collapse of 
banking. That would bring down Western civilization. 
We have to assume that some lies will still be 
accepted, that some promises will be kept.  

But which ones?  

I think it is wise to have reserves that are not digital. 
You can't eat digits. But if your neighbors are 
starving, reserves won't help much. This is why you 
should not try to prepare for complete collapse today. 

You can't afford it.  

I hope you have the familiar six months' of expenses 
in reserve. You could lose your job. If you don't, what 
about your spouse?  

Today, most American families have about 19 days' 
worth of expenses. The chart on this decline since the 
year 2000 is shocking.  

You must not follow the herd on this one.  

CONCLUSION  

The tissue of lies that held together the subprime 
market was believed by the best and the brightest. 
They were blind to what was coming. It has wiped out 
over $200 billion in assets.  

We are assured that the worst is over. But who 
assures us of this? Salaried reporters in a dying field: 
newspapers and network TV.  

The ill-informed tout the liars. We are assured that the 
liars know what went wrong and will not let it happen 
again.  

Re-read the liars' law. That will give you some 
indication of how serious the liars were. They are no 
more serious today.  

When they tell you the worst is over, batten down the 
hatches.  

April 12, 2008  

Gary North [send him mail] is the author of Mises on 
Money. Visit http://www.garynorth.com. He is also 

the author of a free 20-volume series, An Economic 
Commentary on the Bible.  
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