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2020 was one for the history books. 
As the year of pandemics, forced lockdowns, 
protests, polarization, ugly politics, and 
unprecedented debt fades into the rearview 
mirror, many are breathing a sigh of relief. The 
hope is that a traditional politician in the White 
House, even one as mediocre as Joe Biden, will be 
able to restore some of the calm and prosperity 
that prevailed for much of the past decade. 
Financial pundits are currently doing their best to 

convince investors that the broad U.S. stock market will continue its never-ending charge. 

To keep the train moving, many simply believe that the policies that appeared to avert the 
catastrophes of the past 20 years will just keep working. At first glance, the confidence seems 
justified. On three occasions this century, when the stock market flirted with disaster, the 
Federal Reserve and the Federal Government intervened to ignite new rallies. Here’s a brief 
recap of those episodes: 

• Between January 2000 and September 2002, following the collapse of the dotcom 
bubble and the September 11 attacks, the Dow Jones Industrial Average dropped by 
36%. In response, the Fed cut interest rates by 550 basis points to just 1% by mid-2003 
and held it there for almost one year. In addition, the Federal government increased 
spending and cut taxes, turning a record $236 billion surplus in 2000 into a then record 
$377 billion deficit by 2003.  

These stimuli helped push the Dow up by 87% between September 2002 and 
September 2007. 

The Cost: National debt went from $6.2 trillion in 2002 to $9 trillion in 2007, an 
average increase of about $560 billion per year (U.S. Dept. of Treasury). 

• Between October 2007 and March 2009, after the collapse of the mortgage bubble, the 
Dow tanked by 53%. In response, the Fed dropped rates 500 basis points to near zero, 
held them there for six years and, for the first time, introduced a policy called 
“quantitative easing” through which it bought more than $4 trillion in Treasury and 
mortgage bonds. At the same time, Federal deficits rose from $162 billion in 2007 to 
$1.4 trillion in 2009.  
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Markets responded as they had eight years earlier, only more so, rallying 304% from 
March 2009 to September 2018. 

The Cost: National debt went from $9.0 trillion in 2007 to $21.5 trillion in 2018, an 
increase of about $1.1 trillion per year. 

• In February and March 2020, as a result of the Covid outbreak, the Dow plummeted 
37%. In response, the Fed cut rates by 150 basis points to near zero (unlike in prior 
crises, it did not have 500 basis points to cut) and signaled that rates would stay there 
for years. After a six-year hiatus it restarted quantitative easing, buying more than $4 
trillion in securities in just four months (an amount that it had taken four years to 
acquire after the Great Recession). The pace of Federal deficit spending went similarly 
off the charts, with the latest Congressional Budget Office (CBO) estimates pointing to 
a 2020 Federal Deficit of $3.3 trillion. 

As it has before, the Dow responded to the stimuli, rallying by a stunning 57% between 
late March and mid-November of 2020. 

The Cost: National debt went from $22.76 trillion in 2019 to just under $28 Trillion 
today, an increase of $5 trillion in one year. 

It is noteworthy that the amount of new debt that has been needed to pump markets back up 
has gotten exponentially larger in each subsequent crisis. That’s because the stimuli act much 
like narcotics on an addict. Once a tolerance gets built up, increasingly larger doses are required 
to achieve the same result. In fact, it is arguable that the stock market has simply been floating 
on a sea of debt, and all the gains are based on borrowed money. 

Nevertheless, investors seem to have taken comfort from the past and most may now believe 
that nothing can stop the markets if the Fed and the Federal Government act to keep the bull 
market going. And since both institutions show no hesitancy in continuing, and even expanding 
on their past efforts, who can blame them? 
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Faith in the power of stimulus was made abundantly clear in an October research note by Jared 
Woodard, Head of Research for Bank of America, who concluded that the best election outcome 
for the markets would be if a Biden win were paired with a Democratic flip of the U.S. Senate, 
thereby giving Democrats complete control of the Federal Government. (The twin Democrat 
victories in the Georgia Senate run-off means that Bank of America got its wish). Woodard’s 
preference was made despite his admission that Republicans would be more likely to deliver the 
lower taxes, lower regulation, and the freer trade policies that had been traditionally seen as 
helpful to stocks. Instead, he argued that the larger stimulus favored by Democrats would more 
than make up for the drag of higher taxes and greater regulation that they would likely support. 

Many on Wall Street now unashamedly embrace the “bad news is good news” mantra that 
suggests that anything bad for the economy is good for stocks. If this sounds like hyperbole, it 
isn’t. If you believe, as Bank of America and many other big firms clearly do, that market 
performance is driven more by stimulus than by earnings, economic growth, or business 
investment, then any negative economic developments that could cause the Fed or the 
Government to expand stimulus, should be seen as good news for stocks.  

That sentiment is the driving force behind another research note issued a day before the 
election by JP Morgan Managing Director, Nikolaos Panigirtzoglou. Not only did the bank 
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forecast another 50% climb in stocks, but it argued that even the return of a full Covid lockdown 
should not be viewed as bad for the market, saying: 

“…the reemergence of lockdowns and resultant growth weakness could bolster the above equity 
upside over the medium to longer term via inducing more QE and thus more liquidity creation.” 

But even the dwindling number of market pragmatists, who may still believe that bad news is 
bad news, are likely taking comfort from the feeling that the American economy is simply too 
strong, and too vital to the global economy, to meaningfully contract. They argue that the United 
States remains the fulcrum of innovation, the source of the endless consumer spending needed 
to fuel the global economy, the strongest military power on Earth, and most importantly, the 
issuer of the global reserve currency. 

More than anything, this last advantage has been the source of our strength. No other country 
could issue so much debt without expecting that its currency would decline significantly. As the 
world’s reserve currency since 1944, the U.S. dollar has a built-in demand that gives it resistance 
to the typical selling pressures that impact the value of other currencies. 

With these financial safety nets clearly in place, investors 
may simply feel it is unnecessary to look down from the 
market high wire. The only thing that matters is the 
stimulus cowbell that drives the dance on Wall Street. All 
they want is more cowbell.   

But if history teaches us anything, it is that hubris and 
complacency can breed disaster. 

In this report, I will explain why the monetary and fiscal 
policies that seemed to help us over the past 20 years did 
nothing but delay and exacerbate the possible coming 
downturn. I also will seek to explain why the particulars of 
the Covid Crisis seem uniquely suited to resist the 
medicine that appeared to help in the past. 

Lastly, but most importantly, I will show why I believe all these mistakes will ultimately fall on the 
back of the U.S. dollar which, in my opinion, has been whistling past the graveyard for far longer 
than anyone should have expected. 

If the dollar does fall, by 30% or 40%, as I currently expect it ultimately will, the investment 
landscape could change dramatically. In a falling dollar environment, the types of investments 
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that have led the charge over the past decade could falter. Those that have been overlooked 
may have their day in the sun. After the dust settles, investors who could see these changes 
coming, may be happy they did. I’m hoping that you consider the following in assessing whether 
to make any changes.  

How We Got Here 

When I first wrote the book Crash Proof in 2007, I had 
warned that the dollar faced a very bleak future.  At that 
time, the Dollar Index (which weighs the dollar against a 
number of currencies) was in the midst of a historic sell off 
that eventually took it down more than 40% percent from 
its peak in March 2002. At the time, most agreed that the 
drop resulted from relatively low interest rates then in 
place, and the debt the government had used to reflate the 
collapsing tech stock bubble of 2000. In that context the 

dollar’s decline aligned with my economic model. I argued then that an even larger bubble was 
forming in the real estate market and that its ultimate collapse would invite even more 
monetary and fiscal stimulus, which would then take the dollar even lower.  

In 2008 the real estate crash I had expected to occur finally arrived. To prevent the crash from 
taking the economy down with it, the government and the Fed delivered the massive stimulus I 
believed would follow. But the dollar did not fall. This miss has caused a great many to dismiss 
my concerns entirely. 

And while it’s hard to imagine why panicked investors would run toward the source of an 
explosion rather than away from it, there turned out to be a number of conditions in 2008 that 
gave the dollar crucial support. Those props do not exist today. 

In March of 2008, when the real estate crisis erupted, the Dollar Index was at an all-time low of 
71.3. With investors scrambling for “safety” many may have sensed an opportunity in cheap 
dollars.   

At that point, despite the financial crisis, America’s global economic dominance remained 
supreme, even if it was just superficial. In 2008, U.S. GDP was $14.5 trillion (data from FRED), 
almost three times larger than that of Japan, then the world’s second largest economy, and more 
than three times larger than China’s, which was then the world’s #3. (In contrast, in 2019 the U.S. 
economy was just 51% larger than that of #2 China). Relative to the rest of the world, the United 
States did not then qualify as an overly indebted nation. In 2007, the U.S. debt to GDP ratio, 
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which weighs outstanding government debt to the overall economy, stood at 62.6% (data from 
U.S. Public Debt) roughly where it had been for a decade, and putting it in the mainstream of 
other developed countries. 

Investors may have been emboldened by Washington’s rapid and unprecedented response to 
the 2008 financial crisis which was far more robust than any other central bank. These moves 
may have convinced many that the United States would recover faster than nations that failed to 
adopt such bold measures. Perhaps they were convinced that Fed Chairman Ben Bernanke was 
sincere in his promises that the trillions of newly printed dollars would be withdrawn from 
circulation once the economy regained solid footing.    

In contrast, I said at the time that these experiments in active bond buying would be open 
ended, and that no meaningful reversal could ever take place. I had dubbed quantitative easing 
as a “monetary roach motel,” a place where central bankers can check in but can never check 
out. 

While the dollar did rally by about 15% in the immediate aftermath of the Global Financial Crisis, 
the gains did not hold for long. By May 2011 the greenback was once again testing new lows. It 
then caught a huge break when the world’s #2 currency, the Euro, threatened to utterly collapse. 
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A Dollar Rival Implodes 

Throughout much of the first decade of the 21st Century, many suspected that the euro, the 
common currency of the European Union, would emerge as the successor to the dollar as the 
world’s reserve. Not only had the euro risen by 40% from 1999 to 2008, but the leadership of the 
European Central Bank, unlike its counterparts at the U.S. Federal Reserve, was dominated by 
bankers who actively disparaged inflationary policies and who initially shunned the quantitative 
easing that had been practiced by the U.S. and Japan. 

But the European Union had always been a precarious political and economic union. Its 20 
member nations lived under a unified monetary policy while operating separate fiscal policies. 
The 2011 Greek Debt Crisis exposed flaws of the system that had been percolating under the 
surface for years. 

Like many of the countries in Europe’s “southern tier,” Greece used the implicit financial 
guarantees conferred by its EU membership to borrow far beyond its ability to repay. It used the 
cover of EU creditworthiness to keep taxes low and to make fiscal promises that it could not 
keep. When its borrowing levels pushed up against the Eurozone’s statutory maximums, a 
showdown with Berlin was inevitable. 

The left-leaning Greek government knew that its threats to drop out of the Eurozone, and 
repudiate its euro-denominated debt, would cast doubt on the viability of the entire European 
experiment. As a result, the German-led negotiators largely acceded to the demands of one of 
the weakest members of the Eurozone. With those concessions, the hard money allure of the 
euro currency largely evaporated. 

With its heir apparent severely weakened, the U.S. dollar returned to favor. Its fortunes were 
bolstered by continued assurances from the Fed that its QE program was temporary and that 
the Bank would “normalize” interest rate policy and “draw down” its balance sheet as soon as 
prudently possible. 

A strengthening dollar after 2011 gave the Fed latitude to slowly transform its tightening rhetoric 
into action. In December of 2013, the Bank began to reduce the pace of its $85 billion in monthly 
bond purchases. These continued reductions (called tapering) finally led to the end of the QE 
program in October 2014. 

At the same time, apparent improvements in the U.S. economy, and the rapid rise of the U.S. 
stock market, led by a small number of high-flying technology names, inspired investment 
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capital from around the world to flow into the United States, thereby providing further upward 
pressure on the dollar.  

Monetary Policy Drives The Market 

During the five years of active QE between October 2009 and October 2014, the Dow Jones 
Industrials surged by 79%, for an average increase of 15.8% per year. Economists attributed the 
performance to a wide array of factors. But QE itself may have been the biggest driver. It can’t be 
overlooked that markets hit the brakes when the Fed finally wound down the program.   

Even though the Fed continually delayed its expected hikes and offered assurances that further 
tightening would be “data dependent,” when the QE support finally ended in 2014 investors 
were left to digest slowing economic growth against a backdrop of expected monetary 
tightening. As a result, during the two years between the end of QE and the 2016 election, the 
Dow gained only 1.7%, or less than 1% per year. 

My guess is that if Hillary Clinton had won in 2016 markets would have rolled over.  But the 
surprise victory of an unabashedly pro-business, big-spending, tax-cutting president gave the 
market a shot in the arm. Better still, President Trump actually delivered on his promises to 
lower corporate taxes and reduce burdensome regulations. The ensuing “Trump Bump,” that 
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began in November 2016, pushed the S&P 500 Index up by an astounding 62% in a little more 
than 3 years.  

The rally gave the Fed more cover to resume tightening. In the two years following the election, 
the Fed raised rates nine times, lifting them from .25% to 2.5%. In October 2017 it also initiated 
its long-promised “quantitative tightening” campaign by selling $50 billion of securities per 
month back to the market. It forecast that such sales would continue for years until it had 
retired the majority of the $4.5 trillion in securities that it had bought during the QE era. 

These moves did create much tighter monetary conditions, pushing 10-year Treasury Bond 
yields from 1.78% at the end of July 2016 to 3.2% by October of 2018, the highest they had been 
since 2011. I argued that while those levels were still low by historic standards, they would be 
much too high for the markets to handle. 

At first, the headwinds of tighter money were overcome by the tailwinds of tax cuts and surging 
business and consumer confidence. But by the 4th Quarter of 2018, as interest rates rose past 
3% for the first time since 2011 and the results of the Trump tax cuts proved to be less than 
expected, markets began to sell off. Peak panic was achieved in early December when the Fed 
ignored investor sentiment and delivered another quarter point rate hike.  From November to 
December stocks fell by 20% for the first time in a decade. 
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Once more investors stared into the abyss and the only thing looking back at them was the Fed. 
Right on cue, in mid-December Chairman Powell indicated the Fed would significantly delay its 
planned tightening campaign. Stocks began to recover when the fear of more hikes was 
removed. 

On live television, two days prior to the Fed’s December rate hike, I said that the increase would 
be its last, and that its next move would be a cut. Although wildly out of the mainstream at that 
point, the prediction turned out to be accurate. At the time, the Fed was still officially committed 
to taking rates to “normal” levels of three to four percent and to continue its planned bond sales 
for years to come. Most observers had thought the Fed would merely call a pause in December 
before continuing as planned once markets stabilized. They did not see, as I did, that continued 
monetary expansion was a precondition for market gains. 

In January and February of 2019, Fed rhetoric softened further, making the resumption of 
tightening increasingly less likely. No more rate hikes came. In July of 2019 the Fed made its 
about-face complete by delivering its first rate cut in nearly a decade. At the time it justified the 
move as simply a mid-course adjustment, with a resumption of rate hikes to soon follow. I 
correctly indicated that the cut was just the first step on the road back to zero.  The Fed 
orchestrated a similarly dramatic retreat on its quantitative tightening program. The last bond 
sale occurred in September, after the program had achieved just a fraction of the balance sheet 
reductions that had been promised. 

By the second half of 2019 the Fed’s experiment with tightening was over. It had failed 
spectacularly. Furthermore, it took less than a month for the surprise return to 
quantitative easing.   

In September 2019, severe problems in the credit markets “unexpectedly” erupted. To the shock 
of Wall Street, there was insufficient liquidity in the private financial markets to cover the 
overnight repurchase (repo) agreements between banks. To keep that little seen, but vital, 
market from potentially seizing up and dragging down the banking system, the Fed injected 
hundreds of billions of dollars. The fact that one of the most stable sectors of the financial 
system had suddenly run dry, somehow failed to set off alarm bells. But the Fed refused to 
admit that it had returned to QE. It made a transparent distinction without a difference between 
buying longer-term bonds (which it did under earlier QE) and buying shorter maturities that 
existed in the repo market. 

But the important news was that once again the cavalry had ridden to the rescue. It appeared 
that no one doubted that the Fed would ever fail to heed the call again. Policies that had been 
considered once in a lifetime events were now considered part of standard operating procedure. 
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The markets responded favorably. In just 14 months, between December 16, 2018 and February 
9, 2020, the Dow rallied by 31%, pushing U.S. stocks up to all-time highs. Happy days were here 
again. 

That is until February 2020 when a certain new virus arrived from Wuhan that forced the Fed to 
finally drop the pretense and openly embrace “QE infinity”.  This fulfilled the expectation that I 
had in 2008, that once QE was introduced it would become a permanent economic fixture. 

Black Swan with Teeth 

I have described the Covid Crisis as a “Black Swan 
with Teeth.” The forced shutdown of nearly the entire 
economy brought on a contraction that was faster 
and deeper than even my most pessimistic forecasts. 

The response from the Federal Government and the 
Federal Reserve matched the intensity of the crisis. 

In a matter of weeks, Congress passed three fiscal 
packages worth $2.4 trillion. The support, which is shaping up to be just the start of the 
Government’s intervention, included direct loans to businesses, grants to states, municipalities, 
and non-profits, supplemental weekly unemployment payments of $600 per person (improving 
on the working wages of tens of millions of workers), and $1,200 stimulus checks sent to more 
than 100 million citizens. The new spending eventually resulted in $3 trillion in new Federal debt 
in 2020, pushing our total funded debt to nearly $28 trillion (this was before the new stimulus, 
nearly $1 Trillion, package passed in December 2020).  

For its part, the Federal Reserve dropped rates to zero almost immediately, and then launched 
its largest ever experiment in quantitative easing, creating more than $4 trillion in new money in 
just 4 months (an amount that had taken four years to create after the Great Recession). As of 
year end, the Fed is buying $120 billion of bonds per month, a full 50% larger than its prior 
program. But the new QE efforts exceeded prior programs not just in size, but in scope.  For the 
first time, the Fed is buying not just Treasury debt and mortgage bonds, but also corporate 
bonds and high yield debt ETFs.  

The buying soon changed the entire character of the government bond market. In September 
2019 the Fed held 13% of marketable Treasury securities. In September 2020 that figure had 
jumped to 22% — an all-time high (data from U.S. Dept. of the Treasury). With the Fed 
continuing to be the buyer of last resort, many understand that a Rubicon has been crossed. 
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In October 2020, at an IMF Committee meeting, Fed Vice Chair for Supervision, Randal Quarles, 
finally said the quiet part out loud when he made clear that the Fed had become little more than 
a branch of the U.S. Treasury, 

“It may be that there is a simple macro fact… that the sheer volume [of the Treasury market] may have 
outpaced the ability of the private market infrastructure to support stress of any sort there.” 

In other words, the Fed’s commitment to bailing out the government is vital and open-ended. QE 
will have to be infinite. The Fed’s prior efforts created a monster that it alone can feed. The Fed 
is in the monetary Roach Motel. 

As it had in the past, the intervention worked. From March to September 2020, the stock market 
regained all that it had lost in February and March.  

So, has the catastrophe been averted? I don’t think so. While it’s true that we have succeeded in 
blowing bubbles far longer than I forecast, there are reasons to believe that our ability to reflate 
forever is fast running out. 

Asset-Based Economy 

The era of QE has led to what I have called an “asset-based economy” whereby abnormally 
robust gains in stock and bond prices occur during an era of tepid economic “growth,” causing 
the markets to become very large in comparison to the broader economy. 

According to the “Buffet Indicator” (a metric named after famed investor Warren Buffet), markets 
are currently dangerously overvalued. As of October 6, 2020, the market capitalization of the 
Wilshire 5000, the broadest U.S. stock index, was 178% of the size of U.S. GDP. That level is 33% 
higher than the next highest spike (141% in March of 2000 – before the dotcom crash), and a 
stunning 114% higher than the mean average of 83% since 1971. 

12Peter Schiff | Taxed by Inflation



The bond market has seen similar growth. In 1999, outstanding public and private bonds in the 
U.S. totaled $15.3 trillion, an amount that was 60% larger than 1999 GDP. By second quarter of 
2020, the bond market had grown to $49.5 trillion (data from SIFMA), an amount that was 131% 
larger than 2019 GDP (the last full year figures available). In other words, in the last 20 years 
debt has grown at a rate twice as fast as the economy. 

This may mean that the performance of the stock and bond markets are much more capable of 
driving, or dragging, overall economic performance. As a result, the Fed may now feel a 
heightened obligation to keep securities prices up.  

A bear market in stocks or bonds may now be more likely to lead directly to recession, if not 
depression. No politician or banker wants that to happen on their watch. Although Washington 
loves to grandstand against Wall Street, keeping asset bubbles inflated has become a political 
imperative. This was certainly true for Trump who saw the Dow as his personal report card. If 
you think President Biden will be okay with falling stock prices, think again. 

Throughout 2017 and 2018, when rising rates began to pressure stocks, President Trump 
launched withering attacks against the Fed’s tightening campaign, calling the bankers “crazy” and 
“incompetent.” The tension got so high that Trump publicly lamented nominating Chairman Jay 
Powell in the first place, and many speculated that he would remove him, something that had 
never happened in the past to a Fed Chairman. And while many have argued that such heavy 

13Peter Schiff | Taxed by Inflation

83% mean since 1971.

Source: Bloomberg 2020



handed pressure on the Fed will vanish with Trump, it appears more likely that such intervention 
will become commonplace. 

The Rich Get Richer 

But as the Democrats are so fond of saying, an economy based on 
asset price appreciation doesn’t work for everyone. The majority of 
Americans, who don’t own much in the way of assets, are left out in 
the cold. This has led to the standard criticisms that the “new 
economy” just seems to make the rich richer while doing very little 
for the middle and lower classes. This critique is largely correct. 

For much of the last decade Fed stimulus was aimed at keeping 
interest rates as low as possible, particularly on the “long end” of the 
maturity curve. To do that, the Fed bought trillions of dollars of five- and 
ten-year Treasury securities. These purchases pushed bond prices up, 
thereby enriching bond holders, and pushed yields lower, thereby 
benefiting borrowers. Since corporations tend to borrow more than 
individuals, the benefits fell mostly on corporations. Low rates reduce the cost of capital and 
may help push up corporate earnings, making stocks more attractive. So, shareholders benefit. 
*Rich people tend to own stocks, poor people don’t.  

And while it’s true that low rates also made borrowing easier for individuals, the debt did not 
provide them the benefits it did for corporations. While the rich and corporations borrowed to 
invest, the poor and the middle class largely borrowed to consume perishable and depreciating 
goods or services, leaving them poorer in the end. 

But it doesn’t end there. Fed stimulus actually benefits the biggest companies at the expense of 
the smaller ones.  Large publicly traded companies typically borrow through the public markets 
and can therefore take advantage of the Fed’s activism in real time. Low rates can also translate 
into higher share prices for publicly traded companies, which provides greater ability to acquire 
smaller private rivals. 

A record number of public companies, including many of the hottest recent IPOs, are actually 
losing money.  Private companies can’t operate at a loss for long without going out of business.  
But in markets that favor speculative investments, publicly traded companies can cover their 
cash burns with venture capital money or by selling shares. 
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But smaller private companies, that collectively employ many more people than large public 
companies, get only modest benefits from ultra-low rates. These businesses typically rely far 
more on sales revenue to meet their funding needs. They can’t turn to Wall Street to make up 
for the shortfall.  

The influence of low rates may explain why 2010 to 2020 saw the longest bull market run on 
record even while actual GDP growth averaged just 2.3% (data from World Bank), a pace that 
was a stunning 29% slower than the 3.2% average seen between 1960 and 2009. 

The Covid crisis has actually made all these problems far worse. Large companies are much 
better equipped to survive the lockdowns, through their greater ability to move business online 
and to allow employees to work from home. The best performing companies, like Amazon or 
Netflix, have online commerce as their core business model. These companies may actually 
benefit from decreased competition from small businesses that can’t transition as effectively.  

In this environment it should not be surprising that as of July 31 the S&P 500’s 10 biggest 
companies by weight comprise nearly 29% of the index, the highest level in nearly 40 years - B. 
Winck, Business Insider, 8/10/20. Main Street’s pain has become Wall Street’s gain. 

A More Democratic Stimulus 

After more than a dozen years of stimulus programs that have favored the rich, look for the 
Biden Administration to try to switch the focus to consumers. And while it’s possible that such 
programs may not tend to inflate asset bubbles as has prior stimulus, the danger is they could 
light a fire under consumer prices which could cause misery among rank-and-file Americans. 

On October 28, 2020, in a Bloomberg opinion column, former New York Fed President Bill 
Dudley admitted that the Fed’s traditional firepower was nearly exhausted, and that future 
support would have to come from greater fiscal stimulus from Congress and the White House. 
This suggests that the government may significantly increase deficit spending from its current 
level of $3 trillion annually.   

No doubt Democrats will attempt to pay for some of the spending by raising corporate taxes 
and income taxes on higher earners. If passed, I believe those taxes will succeed only in killing 
economic growth and driving business overseas and, as a result, will likely bring in far less than 
projected. But disappointing tax revenue will not diminish Washington’s appetite to spend. That 
likely means that debt will balloon faster than projected. 

The idea that animates most of Washington’s economic thinking is that consumer spending is 
the source of economic growth (not the result of a healthy economy). They believe that 
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programs that put money in consumers’ pockets, no matter the source of those funds, are 
actually self-financing because the spending creates greater economic gains. 

The Covid relief checks delivered in 2020 could provide a template. I could easily see a time in 
which these checks become a regular feature in the lives of many Americans. Now that we have 
a Democratic President, under significant pressure from the socialist wing of his own party, it 
seems all the more likely that such programs will be created. We have long since passed the 
point in which anyone in Washington talks about debt as if it were a problem. Donald Trump co-
opted the fiscally conservative “Tea Party” and led the Republican Party on a debt spree that 
would have made Barack Obama blush. Any Republican who raises objections now will simply 
be dismissed as a hypocrite.  

Direct stimulus proposals have already been floated through the idea of “Universal Basic 
Income,” in which every adult would be given $1,000 per month from the government, 
regardless of their employment status. The drift could also be seen in the unemployment 
debates in 2020, in which Democrats were happy to pay workers more in unemployment 
benefits than they were actually earning in wages while employed. Bernie Sanders argued that 
such a windfall was fully justified given the largesse that had been showered on big business in 
recent years.  

The trend can be seen in other areas. In October 2020, the Fed and the Treasury Department 
reduced the minimum loan amounts available through its $600 billion “Main Street Lending 
Program” to just $100,000, the third time such minimums had been dropped. (They started 
initially at $1,000,000). Many believe that a great portion of these loans will be forgiven. Clearly, 
more and more Americans will look to jump on a gravy train that will continue chugging along 
through the pandemic and beyond.   

Other ideas to feed stimulus directly to consumers are also being considered. In October of 2020 
Representatives Alexandria Ocasio Cortez and Rashida Tlaib, who many see as the voice of the 
ascendant progressive wing of the Democrat Party, introduced the Public Banking Act, a bill that 
would enable the Federal Reserve System and Treasury Department to offer grants and open 
credit facilities for nonprofit banks, which would be barred from charging fees on checking or 
savings accounts and would be required to offer lower loan rates than commercial banks. Its 
backers say the bill is intended to expand consumer access to financial services. In practice, 
these banks could come to dominate the banking landscape. Given that political goals, rather 
than profits, will drive those banks’ policies, these entities could simply be used to deliver 
stimulus money right to consumers. 
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Proposals to cancel large portions of outstanding student loan debt are also gaining traction. 
Such moves are no different than direct cash payments to students and a subsidy to allow 
colleges to raise tuitions even further.   

But force-feeding money to consumers with a high propensity to spend, at a time when the 
available supply of goods and services has fallen due to Covid business contractions, is playing 
with fire.  Basic economics dictates that higher prices will result when the supply of money goes 
up and the supply of goods and services goes down. Recent data suggests that is exactly what is 
happening. In September, industrial production fell by .6% (data from Federal Reserve) even as 
consumer spending expanded by 1.3% (data from BEA), one of the fastest rates in history. More 
money is in fact chasing fewer goods. 

In addition to channeling money directly to consumers, future stimulus plans may involve 
forgivable loans and low-cost financing to non-profits, bail outs to states and municipalities, and 
trillions of spending on costly infrastructure plans of unproven value. But none of the money 
needed to pay for this stuff actually exists. In the current fiscal year, it is estimated that only 47% 
of government spending comes from taxation. The majority is borrowed. From where will the 
new money come? It will be printed. In this sense, there really isn’t any difference between 
monetary and fiscal stimulus. It all comes from the same place. 

What Could Happen to the Dollar 

The big question is what will all this do to the dollar?  I believe the greenback faces a very difficult 
path. A very sober look at the macro trends that typically support the dollar are flashing red and 
suggest an historic fall could be imminent.  

The Dollar Stool 

We believe that the value of the dollar rests on a three-legged stool: 

• Monetary Policy from the Fed 

• Government Budget Balance 

• Current Account Balance 

Changes in the support capacity of any of these three stool legs could weaken the foundation 
that supports the dollar. Weakness in two of the three could be that much worse. Currently we 
have historic weakness in all three legs simultaneously. 
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Monetary Policy 

The degree to which the Fed’s monetary policy can be judged as “loose” or “tight” impacts the 
value of the dollar. Traditionally, the looser the policy the weaker the dollar, the tighter the policy 
the stronger the dollar. 

Fed Funds rates set below the rate of inflation are considered “loose” while rates above inflation 
are considered “tight.” Monetary policy evaluation also includes what is known as “the shadow 
rate” which factors in other considerations that create looser or tighter conditions. These include 
the Fed’s “forward guidance” which indicates where rate policy is intended to go in the future. 
For instance, signals that the Fed will keep rates low for the long term would tend to create 
easier conditions than would exist if no such guidance were made. The “shadow rate” also 
factors in quantitative easing, or quantitative tightening. Fed bond purchases to lower yields on 
the long end of the curve, pushes the “shadow rate” lower. Fed bond sales do the opposite.   

Based on these criteria, monetary policy is currently historically loose. More importantly, there is 
simply no prospect, at present, that it will tighten at any point in the foreseeable future. (In fact, 
it is more likely to get even looser). 

Short-term rates are currently close to zero, and the Fed has said it doesn't expect to raise them 
at least to 2023 (explicit multi-year projections at zero were never offered after the Great 
Recession). Active bond purchases are significantly larger now than they have been in the past, 
and there are no limits to how large those purchases could go. Gone are the days when the Fed 
launched new QE programs with distinct names and time frames. We are now in the era of “QE 
Infinity.” The Fed has not even ruled out taking rates into negative territory, something that has 
never been done before. 

In short, our monetary policy has never been less supportive to the dollar. 

Government Deficits 

While government debt has been with us for a very long time, the trends exploded over the last 
15 years. At the beginning of this Century, the U.S. government enjoyed a rare moment of 
budgetary surplus, which resulted from a good economy and a surging stock market, combined 
with modest fiscal restraints from Washington. The red ink returned after the Recession of 2001, 
with record deficits of $378 billion in 2003, and $413 billion in 2004. But when the economy 
improved, the deficits shrank in 2005, 2006, and 2007. 

18Peter Schiff | Taxed by Inflation



The Great Recession then pushed us into new territory. Deficits peaked at $1.4 trillion in 2009 
and stayed north of $1 trillion for three consecutive years. But it is important to realize that for 
the first half of the last decade, deficits did what you would expect them to do: drift down as the 
economy improved. While the numbers were still enormous in raw terms, government deficits 
got smaller every year from 2009 to 2015 (with the exception of a very small increase between 
2010 and 2011). As a result of countless debt ceiling fights between the Obama Administration 
and the self-styled Republican “deficit hawks” in Congress, the deficit had fallen to ‘just” $438 
billion in 2015, fully 69% below the level of 2009. 

But in 2016, the deficit started rising steeply DESPITE an apparently booming economy (the one 
President Trump liked to call “the greatest in the history of the world”). This was something new. 
A good economy is supposed to come with increased tax revenue and decreased need for 
government payouts, thereby pushing down deficits. Instead, deficits went up every year during 
the “Trump Boom.”  In 2019 the deficit came in at $984 billion and was projected to hit $1.1 
Trillion in 2020. But that was before anyone had ever heard of Covid-19. 

As noted earlier, the actual 2020 deficit is expected to come in at $3.3 trillion (as of 9/2020). 
Although the Congressional Budget Office expects the number to decline into the $2 trillion 
range in 2021, that assumption is based on a quick reversal of the Covid recession (largely 
predicated on a successful vaccine distributed in the first half of the year) and no significant new 
taxing and spending changes. But while there are no guarantees about a vaccine, it looks like big 
increases in government spending are a sure thing. It’s clear that progressive Democrats will 
exert strong influence over a feeble Biden, and the absence of anything like the Tea Party means 
Senate Republicans will not face that pressure to mount an opposition.  

But the current debt numbers aren’t just big in raw terms, they are big in real terms.  At 16% of 
GDP, the projected 2020 deficit will be the largest since 1945, when the U.S. was still at war with 
Japan and Germany. Debt held by the public is projected to rise sharply, with debt exceeding 
100% of economic output by 2021. This compares with 79% in 2019 and 35% in 2007. 

And as the United States charts a course for unprecedented debt expansion, current trends 
indicate that other countries will be increasingly less willing to help us shoulder the burden. 

From 2007 to 2014, when QE programs and federal deficits were then at their peak, U.S. funded 
debt rose from $9.0 trillion to $17.8 trillion, an increase of nearly $9 trillion. But during that time, 
foreign holdings of Treasury debt soared by 168%, rising from $2.2 trillion to $5.95 trillion. This 
$3.8 trillion increase in net foreign holdings accounted for roughly 42% of the increase in 
government debt, thereby taking pressure off the Fed and providing support for the dollar.  
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From 2014 to September 2020, 
U.S. debt increased by another 
$9 trillion (from $17.8 trillion to 
approximately $27 trillion), but 
over that time, foreign holdings 
of Treasury bonds grew much 
more slowly, rising from $5.95 
trillion to $6.8 trillion, an 
increase of just 14%. This $850 
billion net increase equates to 
just 9.4% of the new debt 
added over that time.  
Indications are that even this 
paltry amount is slowing. This 
means the Fed is increasingly 
becoming the primary buyer of 
Treasuries.  

In short, our Government Debt metrics have never been less supportive to the dollar. 

Current Account Deficits 

Consumption in excess of production leads to big trade gaps, and the U.S. is by far the world’s 
worst offender on this front. Negative trade balances tend to weaken a currency because it 
leaves trading partners with an excess of currency that they must either sell or save. The 
overhang of excess cash puts downward price pressure on the currency. 

Despite all the talk, the Trump Administration utterly failed to reduce America’s trade deficit. In a 
largely fruitless effort to encourage more production in the United States, he replaced the 
“terrible” NAFTA agreement with the “tremendous” USMCA deal. He imposed import tariffs on 
steel and aluminum, as well as a broad array of products from Europe, and almost all products 
from China. But none of these moves made a dent in America’s addiction to imported goods. In 
the first three years of the Trump presidency trade deficits averaged $596 billion annually, a full 
17% higher than during the 8 years of the Obama Administration.  

The Covid Crisis has only made the problem worse. In August 2020, the U.S. posted a monthly 
trade deficit of $67.1 billion, the biggest gap since August of 2006. In manufactured goods it was 
the largest monthly deficit ever.  From January to August the deficits were about 6% higher than 
over the same period in 2019. But given the fall in output and the surge in spending in 
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September and October, look for the trade numbers likely to get even worse in the months 
ahead.   

Going forward, a Biden administration is likely to use executive orders to reverse much, if not all, 
of the deregulation that occurred under Trump, plus add even more regulations of his own.  This 
will make U.S. businesses even less competitive than they are now, putting significant upward 
pressure on already growing trade deficits.  

In short, our Current Account metrics have never been less supportive to the dollar. 

Given the weakness in all three legs of the dollar stool, alarm bells should be sounding up and 
down Wall Street that a dollar downturn may be imminent.  And while there have been some 
predictions to this effect from some of the major players, such as Stan Druckenmiller and 
Stephen Roach, the overall mood has been largely sanguine. Few have made the connection that 
even modest movements in exchange rates can significantly affect investment returns.   

But the underlying assumption is that a decline in the dollar will be modest, orderly, and 
ultimately controllable. I suggest that none of that is possible. In fact, if a weaker dollar were to 
ignite higher inflation, the Fed would be extremely unwilling to raise rates as Paul Volker did in 
the late 1970s. Given our debt levels now, such a move seems highly unlikely. It will always be 
more politically palatable to let inflation run wild and to blame price increases on private greed 
or evil foreign governments than to try to slow inflation and risk the possibility of a very visible 
and painful decline in asset prices. 

But this is a problem that seems to bother no one. Most policy makers now perceive inflation as 
a benefit rather than a curse. 

How Far Could the Dollar Fall? 

History has provided many examples that show how a large movement is hardly out of the 
question. 

• Between January of 1971 and October 1978, the Dollar index fell by 31% 

• Between March of 1985 and August of 1992, the Dollar Index fell by 50%. 

• Between January 2002 and March 2008, The Dollar Index fell by 41%. 

As I have outlined, I believe that there is far more weakness now in the traditional support 
structure for the dollar than there was in 1971, 1985 or 2002. 
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As a result, I would suggest that a 40% decline in the dollar over the next five to eight years is a 
conservative scenario. The decline could be even larger if political destabilization increases at 
home or if financial, diplomatic and geopolitical forces were to align more uniformly against the 
U.S. and its currency:  for instance, if China and Russia were to more actively push for an 
international reserve currency that’s linked to gold. But for now, I will consider the possibilities 
under the existing global monetary structure. 

However, the most bearish scenario should not be dismissed entirely. In 1971, the U.S. defaulted 
on its long-standing obligation to pay gold for dollars. The logical conclusion to that should have 
been for the world to go off the dollar standard. But the dominant post-war financial position of 
the U.S., and its status as the world’s largest creditor nation, meant that the dollar maintained its 
status despite its losses. Perhaps the recent surge in debt and money printing, with no 
expectation that it will stop, may bring that status into question.  Under that scenario a steeper 
decline in the dollar cannot be ruled out. 

How Currency Movements Drove the Stock Market 

The dominance of the U.S. stock market that has occurred in the 2nd decade of this Century is 
hard to grasp, and even harder to explain. Over the past decade the S&P 500 has delivered 
roughly five times higher returns over a basket of international equities and this doesn’t even 
factor in the huge gain made by the U.S. dollar. 

One might simply attribute the skewed results to the 
supposed dynamism of the U.S. economy and the 
perceived chaos, corruption, and paralysis overseas. The 
truth may be that it’s just primarily a function of the 
currency movement. 

International investment capital is fluid and can go 
anywhere on the globe with relatively short notice. 
Perhaps investors simply enjoy having the currency 
winds blowing at their backs rather than in their faces. 

Currency movements that become long term trends can exert a very powerful influence on 
investment returns. Tip a billiard table even by a modest amount in one direction and eventually 
all the balls end up in the same place. 

The biggest casualty in the era of a rising dollar has been gold, and gold-related investments. 
Typically, gold is seen as an alternative to the dollar and tends to rise when the greenback falls, 
and vice versa. That’s because gold is seen, correctly in my opinion, as a store of value that 
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should be resistant to currency devaluation and inflation. Gold is of limited supply, has intrinsic 
value, and has long been used by savers and governments as an effective store of value. When 
investors believe that government-issued “FIAT” currencies are in trouble they will tend to buy 
gold as a safe haven. 

That sentiment was clearly in place in the first decade of this Century when the dollar was 
declining. On January 1, 2000 gold was trading at about $270 per ounce. By September 2, 2011, 
the price had increased to $1,875, a gain of approximately 586%.  Gold mining stocks did even 
better, with the ARCA Gold Mining Index rising by approximately 805% between January of 2000 
and August 2011. But when the dollar started rising in 2011, gold began a steep decline, 
retreating by 44% to $1,060 by the end of December 2015. The fall took an even heavier toll on 
the gold mining stock index, which by January 2016 had declined by 80% from its 2011 high.  

And although gold itself stabilized for much of 2016-2019 in a trading range between $1,200 and 
$1,350 (roughly 4 times higher than where it was at the start of the century), mainstream 
investor confidence in gold mining stocks had been broken. Despite the gains in the asset class 
that had been seen in the prior decade, mining stocks were left for dead. The new glitter could 
be found in Facebook, Amazon, Apple, Netflix, Tesla and Google. 

The performance of the dollar made slightly less dramatic, but ultimately more significant, 
reversals in the relative performance of dollar-denominated and non-dollar denominated 
stocks.  

Let’s take a look at what may have happened over the past decade to an Australian investor and 
an American investor if they had invested domestically or abroad. This was a time in which the 
dollar increased against most major currencies. For example, with Australia, Germany, the UK, 
Japan, Singapore, etc., the results would be similar. (The figures below exclude dividends and 
past performance does not guarantee future results.) 

•  If a U.S. investor had bought $10,000 USD worth of the ASX 200 (the Australian stock 
market index) on December 31, 2009 and sold on December 31, 2019, his money, after 
factoring in a 30% decline in the Aussie Dollar, would have grown $10,732 AUD, a gain 
of just 7% over 10 years. 

• If an Australian investor had used $10,000 Australian Dollars to buy the ASX 200 Index 
on December 31, 2009, and sold on December 31, 2019, her money would have grown 
to $14,006 AUD, a gain of 40%. 
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• If that U.S. investor had bought $10,000 of the S&P 500 Index on December 31, 2009, 
and sold on December 31, 2019, his money would have grown to $29,004 USD, a gain 
of 190%. 

• If that Australian investor had used $10,000 Australian Dollars on December 31, 2009 
to buy the S&P 500 Index, and then sold on December 31, 2019, her money, after 
factoring in a 30% increase in the U.S. dollar, would have grown to $37,824 Australian 
Dollars, a gain of 278%.  

In sum, because of the rise in the dollar over the past decade, Americans would have made the 
least investing in Australia. Australians did fine by investing at home, but not as well as 
Americans who chose to invest domestically. The greatest gains were of Australians who bought 
U.S. stocks. Again, a similar result would have happened in a U.S. comparison to all other major 
developed economies.   

But it is important to note that this second decade of the Century, characterized by utter 
American dominance, was essentially the mirror image of much of the prior decade, in which the 
U.S. dollar declined by 40% or more, against many currencies, and U.S. stock performance was 
flat to down. Let’s take a look at how the same Australian and American investors would have 
fared from the end of 2000 to the end of 2010 (again, similar results would have been found 
with other developed market countries). 

• If a U.S. investor had bought $10,000 USD worth of the ASX 200 on December 31, 2000 
and sold on December 31, 2010, his money, after factoring in an 82% rise in the Aussie 
Dollar, would have grown to $26,245 USD, a gain of 162%. 

• If an Australian investor had used $10,000 Australian Dollars to buy the ASX 200 Index 
on December 31, 2000 and sold on December 31, 2010, her money would have grown 
to $14,500 Australian Dollars, a gain of 45%. 

• If that same U.S. investor had bought $10,000 of the S&P 500 Index on December 31, 
2000, and sold on December 31, 2010, his money would have shrunk to $9,520 USD a 
loss of 5%. 

• If the Australian investor had used $10,000 Australian Dollars on December 31, 2000 to 
buy the S&P 500 Index, and then sold on December 31, 2010, her money, after 
factoring in a 45% decline in the USD against the AUD, would have shrunk to $5,225 
AUD, a loss of 47%.  
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So, in that ten year period, Americans saw marginal declines when investing at home but did 
very well investing in Australia. Australians did well by investing at home but got decimated if 
they bought the U.S. market. Again, similar results could be found in just about every other 
developed country. 

I believe that the outperformance of U.S. stocks over the past decade may have more to do with 
currency momentum than underlying profitability. Evidence for this can be seen in the widely 
regarded Cyclically-Adjusted Price to Earnings, “CAPE” ratios, which compare current stock prices 
to the average of prior 10 years’ earnings. This ratio shows how expensive U.S. stocks have 
become vs. international competitors (data for September 30, 2020):  

 At 31.8 (as of October 9)  the U.S. CAPE ratio is about 89% higher than its  historical mean of 
16.8, and nearly double that of the CAPE’s in the emerging markets (15.5) and developed Europe 
(16.6).  More broadly, U.S. CAPE ratios are 70% higher than the 18.6 average for the rest of the 
world. 

Here is a quick comparison of CAPE ratios for the leading global economies: 

In other words, U.S. stocks are expensive relative to both their historical valuations and current 
global valuations. In fact, U.S. CAPE ratios have only been higher on two other occasions, in 
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1929, before the Crash that brought on the Great Depression, and in 1999, in the months 
leading up to the Dotcom Crash. 

And while we know now, with the benefit of hindsight, that the optimisms that fueled spikes in 
1929 and 1999 were largely illusory, at least they made some sense at the time. In the late 1920s 
America was awash in a tide of prosperity, global expansion, and cultural exuberance. In the late 
1990s, the fall of the Soviet Union, years of above-trend growth, and the emergence of an entire 
new technology sector bred a sense of possibility and invincibility. 

But where is the optimism now? With debt running out of control, political polarization running 
high, a raft of potential new corporate taxes and quasi-socialist policies percolating in the halls 
of Congress, no serious economist could think that the economy is poised for organic growth. 
America is no longer the economic power that emerged after the First World War or after the 
Cold War. Instead, as we have seen, all hope is on new stimulus. But the new forms of stimulus 
are more likely to create inflation than real growth. 

We believe that in the coming decade if the dollar were to decline like it did beginning in 2002, 
the changing currency values may lead to investment results more in line with the first decade of 
this century than the second.  We are preparing our clients for this scenario.  

The Weak Dollar Portfolio 

At Euro Pacific Capital, a division of A.G.P. / Alliance Global Partners, we look to hedge against a 
falling dollar with investments that we expect to do well if the dollar falls.  

We start our search for good investment targets by identifying those countries that we feel will 
have currencies that could remain strong in the face of dollar declines. To do this, we look for a 
few key attributes of each country: 

• Low Debt to GDP Ratios - While all countries are seeing elevated debt levels as a 
result of the Covid Crisis, many developed, and highly emerged countries are actually 
much more fiscally prudent than the United States.  While the U.S. has a current debt 
to GDP ratio of around 100, Mexico and Australia are at 45, Switzerland and Norway 
41, South Korea 38, Sweden 35, Indonesia 30, and New Zealand just 19 (2019 figures). 
Countries with low debt should have an easier time financing their debt and expanding 
their fiscal support if necessary. It also means those governments may not need to 
dominate the local debt market, leaving room for private borrowers to continue to find 
financing. It also means that those economies are not as vulnerable to rising rates. 
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• Positive Current Account Balance – We look for countries that run trade surpluses. 
This means strong organic demand for the currency and the generation of foreign 
exchange reserves which can be used to defend the local currency. 

• Low Levels of Monetary Stimulus – We shy away from those countries that are 
showing an over-reliance on deficit spending and quantitative easing. 

• High Personal Savings – Countries with high savings should tend to favor policies that 
protect the interests of savers. These polices are supportive of a strong currency.   

These criteria tend to produce a short list of countries that we think will be able to defend their 
currencies in the event of an international currency crisis. 

Once we have identified our target countries, we then target four basic asset classes: 

Non-Dollar Value Stocks – Those stocks that trade at low price to earnings ratios and 
have high dividend yields. 

Historically, stock market performance has alternated between “growth” stocks that trade 
primarily on their expectations for future earnings, and “value” stocks that trade at more modest 
multiples and have a history of paying dividends. Not surprisingly, value stocks have traditionally 
led the markets at times when investors are cautious and growth stocks have dominated during 
times of high economic optimism. However, over the long-term value stocks have shown to 
outperform. According to analysis from Bank of America, value outperformed growth by more 
than 2 to 1 in 81 years between 1926 and 2007. 

But the age of QE changed the game. It’s one of Wall Street’s most poorly kept secrets that 
almost all the growth since 2007 has been fueled by the more speculative end of the investment 
spectrum. Growth stocks have even outperformed in 2020 when the Covid recession should 
have sent investors searching for value. 

Once the quasi-religious belief in the power of stimulus to sustain economic growth is broken, 
which we believe will happen soon, investors may once again turn to value stocks.  That is 
precisely the way we have positioned ourselves and our clients. 

We feel that the current aversion to value stocks presents an opportunity. Many companies with 
sustainable business models, solid earnings, and good dividends, are trading at historically low 
valuations. This is particularly true in overseas markets, where valuations are lower still. 

We put such non-dollar value stocks as the core holdings in our portfolios. 
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A great many such stocks exist in our targeted countries. Depending on a client’s individual risk 
vs. reward tolerance we tend to weight this asset class at 40% to 70% of the total allocation. 

Precious Metal Mining Stocks – As we have seen, the last decade was particularly 
challenging for gold mining stocks. Even after gold prices hit an all-time high in 2020, the gold 
mining stock index is still 38% below (as of October 30, 2020) its 2011 peak. If you believe, as we 
do, that gold itself could see increased gains in the coming years, the current prices of gold 
mining stocks remain attractive. 

It is not uncommon for a bull market in gold to push the metal up many times from a prior base. 
As we have seen, gold gained more than six times between 2000 and 2011. The bull market in 
gold between 1971 and 1981 was even more dramatic, with gold up more than 25 times. Before 
gold started moving up in the second half of 2018, the metal had established a fairly reliable 
base in the $1,250 per ounce level. A real bull market now could take prices to multiples of this.   

Given the degree to which the dollar could be devalued in coming years, we feel that the recent 
gains in gold are just the beginning. In such a scenario, gold mining stocks could increase in 
value dramatically. 

But given the volatility in the gold mining market, we tend to limit our clients’ exposure to 
10%-35% of their portfolio depending on the risk/reward preferences. 

Given the specialized nature of this small sector of the market, an experienced manager who 
knows the industry, the companies, the management teams, and the projects can add significant 
value to investors. When it comes to mining stocks knowing which ones to avoid is almost as 
important as knowing which ones to buy. A lot of land mines can look like gold mines to 
inexperienced investors.  

Emerging Market Stocks – Emerging markets are more volatile than the developed 
markets, but given the stronger GDP growth and favorable demographics currently in places like 
India, Brazil, Thailand, Vietnam, and Mexico, we feel that exposure to these markets has the 
potential to outperform over time. These factors favor exposure to growth stocks in those 
markets, in such industries as technology and consumer discretionary. 

Like the developed markets, we also feel that currencies of many emerging market nations could 
see strong gains against the dollar. This is particularly important to emerging market companies 
and countries that have large amounts of U.S. dollar-denominated debt.  A weak dollar helps 
reduce the local currency cost of both servicing the debt and repaying the principal.  A rising 
dollar would have the opposite effect and was a powerful headwind to those economies and 
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companies in the past decade. But if the winds change direction, the tailwind could provide 
much needed relief to emerging market economies.  

Depending on an individual client’s risk/reward preferences, we generally limit exposure to 
emerging market growth stocks at 10% to 15%. 

Non-Dollar Bonds – For clients who want to limit their exposure to stocks and volatile 
equity markets, but who do want investments that could help mitigate the risks of a falling 
dollar, we include exposure to high quality non-dollar bonds. Our portfolios include supra-
national, sovereign, and corporate bonds. These bonds offer high analyst credit ratings, low 
default risk, relatively high yields in comparison to bonds issued in the U.S. 

As we believe that the world is about to enter an era of higher interest rates, we tend to focus on 
relatively short duration bonds. These bonds have lower risk than longer dated securities. And 
while the prices of short-dated bonds are not likely to move very much, the value of these non-
dollar bonds should move up in dollar terms if the greenback falls. (The same is true in the 
opposite). As a result, we feel bonds are a good choice for more risk averse investors. 

Depending on risk vs. reward tolerance we weight this asset class at anywhere from 0% to 50% 
of an investor’s portfolio. 

The Inflation Tax 

Warren Buffett described inflation as “a tax that only 
one man in a million really understands.” Since you 
are reading this report you are now a member of 
this exclusive club. 

As we sail further into uncharted economic territory, 
with new people taking the wheel, I would like to 
point out some basic economic truths that may be 
lost in the discussion.   

There are three ways to pay for government: taxes, 
borrowing and inflation. The first two are relatively transparent, but the last is nearly invisible.   

Taxation is the process whereby a government takes money from current taxpayers to pay for 
current spending. It may not be popular, but at least it’s all above board. When a program is paid 
for by taxation the costs become abundantly clear and voters can decide in real time if the 
benefits are worth it. 
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Borrowing is a little fuzzier. By incurring debt that it hopes to pay back later, the government 
burdens future taxpayers to finance current spending. This is politically easier (as future 
taxpayers don’t yet vote), and less honest than taxation. Since current borrowing must be repaid 
out of future taxation, including the added cost of interest, borrowing is merely deferred 
taxation, with the amount of tax increased by the cost of financing the debt. But at least the debt 
is there for all to see, and ignore, at their own peril.  

But inflation is the least up front and most insidious. By creating money to finance current 
spending, the government simply gains purchasing power by inflating the money supply. But 
something can’t be created from nothing. If it could, we would have no need for an economy, 
and no one would have to work. Printing money has a cost. Every newly created dollar creates 
inflationary pressure that robs purchasing power from anyone who has savings. The more 
savings you have, the greater the risk. It’s a tax that you don’t see, and one that the government 
can pretend it is not creating.   

Through taxation, government takes your money and uses it elsewhere. The gain and your loss 
are both obvious.  But when government prints money and gives it to someone to spend, the 
gain to the recipient is obvious, but your loss is much less apparent, but equally real. Taxation 
takes your money.  Inflation robs your money of its purchasing power.  When the recipients of 
newly printed money spend it on goods or services, without helping to produce any additional 
goods or provide any additional services themselves, prices go up.  Since demand may be rising 
while supply is actually falling, prices rise to clear the market. That price increase is comparable 
to a tax.   

Another problem with the inflation tax is that it doesn’t just tax what you earn or spend, but 
every dollar-denominated asset you own.  It’s more of a wealth tax than an income tax, provided 
your wealth is in dollars.  That means the inflation tax hits your IRA, annuity, or pension just as 
hard as it hits taxable accounts.  You can’t escape the inflation tax with traditional tax-sheltered 
investment strategies.  The only way to avoid it is not to own what is being taxed. That is, to 
focus on investments denominated in other currencies that may go up if the dollar goes down. It 
is our mission to find those investments that may help allow Americans to weather a possible 
sustained dollar downturn. 

There is a seemingly growing consensus in Washington and on Wall Street that there is a free 
lunch, so long as that lunch is paid for by printing money.  In fact, there’s even a clever name for 
this extremely unclever idea. It’s called Modern Monetary Theory, or MMT, for short.  It’s not 
modern at all, and it really isn’t a theory as it’s already failed every time it’s been tried.  Yet that 
doesn’t stop its proponents from singing its praises. Its basic tenant is that national debts don’t 
matter to countries that borrow in a currency it prints.  So, since the Fed prints dollars, it does 
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not matter how much the U.S. Government borrows because sufficient quantities of dollars can 
always be printed to pay off any amount of debt. Tell that to Venezuela. 

But there is a huge difference between legitimately repaying debt through taxation, and just 
printing money.  Money can be printed but purchasing power can’t.  If followed to its conclusion, 
the MMT road could lead to hyperinflation.  The U.S. government is already spending nearly 
twice what it collects in taxes, with most of the shortfall being supplied by an accommodative 
Fed.  As the appeal of a free lunch gains traction, expect the public’s appetite to grow. The Covid 
response showed just how easy it is for the government to create and spend trillions once a 
political consensus emerges. MMT provides politicians the cover to feed this appetite, no matter 
how hungry voters get.  

In the debates that led to the creation of the December 2020 Covid relief bill, Senator Rand Paul 
raised the important but largely ignored assumptions that are pushing current government 
policy:  

"If free money was the answer... if money really did grow on trees, why not give more free money? Why 
not give it out all the time? Why stop at $600 a person? Why not $1,000? Why not $2,000? Maybe these 
new Free-Money Republicans should join the Everybody-Gets-A-Guaranteed-Income Caucus? Why not 
$20,000 a year for everybody, why not $30,000? If we can print out money with impunity, why not do 
it?” 

I would suggest that that is exactly where we are headed, particularly as former President Trump 
leads a large portion of the Republican Party away from any concerns of fiscal prudence.   

The only way the government can provide someone else with a free lunch is by giving them 
yours.  So, if you don’t want someone else to eat your lunch, you need to consider ways to help 
inflation-proof your portfolio.   
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Contact us today for a free consultation at 800-727-7922  
or visit us at europac.com 

 *Euro Pacific generally works with clients on a fiduciary managed basis in which the asset classes and 
the individual stock or bond components are selected by the asset management team. Such account 

structures rely on annual management fees rather than traditional brokerage commissions on trades. 

Investing in foreign securities involves risks, such as currency fluctuation, political risk, economic 
changes, and market risks. Precious metals and commodities are volatile, speculative, and high-risk 
investments. As with all investments, an investor should carefully consider his investment objectives 
and risk tolerance as well as any fees and/or expenses associated with such an investment before 

investing. International investing may not be suitable for all investors. 

Dividend yields change as stock prices change, and companies may change or cancel dividend 
payments in the future. The fluctuation of foreign currency exchange rates will impact your investment 
returns. Past performance does not guarantee future returns, investments may increase or decrease in 

value and you may lose money. 

Our investment strategies are based partially on Peter Schiff's personal economic forecasts which may 
not occur. His views are outside of the mainstream of current economic thought. Investors should 

carefully consider these facts before implementing our strategy. 
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