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FERDINAND LIPS

Dear Mr. Blanchard -~ lLadies ~ Gentlemen !

It 1s a great honour for me and believe me also a great
pleasure to talk to you today as a representative of

the Rothschild Bank in Zurich. Irhave heard a lot about
these conferences and I have always admired Mr. Blanchard
and how he has built them up to become such gr&at events.

Thank you very much for the invitation, Mr. Blanchard.

I bave always wondered why New Orleans was chosen aé
meeting place - there are so many other fantastic American
cities - but then I thought that this must be an allusion
to the Mississippil Company with which John Law wanted to

support his paper money system.

In EBurope it would be far more difficult to organize con-
ferences of this magnitude and attraction, although they
are just as necessary there. But, of course, then one
would have to change the name from National to --- "Inter-
national Committee for Monetary Reform". As a matter of
fact, this would not be bad at all, since the whole gold-
and currency-problem is not just a national but rather

-— an international problem,

When I was invited, I was, of course, very happy. But at
the same time I spent a few sleepless nights. Since so many
outstanding and leading experts have talked here in New
Orleans, I was really worried whether 1 could contribute

something new.




Now, as far as my topic "The Emerging Gold Bull
Market" i1s concerned, I would like to tell you

how I see the world: We human beings have been

driven out of paradise, not only because we have

eaten that famous apple but because we have pre-
ferred to taste the other apple, the apple of in-
flation. And this remains our position today. We

have long been driven out of the paradise of stabie
currencies and pure capitalism. There is little chance
that we might return there soon. To the contrary, we

are moving away from it every passing day.

In order to understand the role of gold and its

future we have to distinguish two important functions:
First: Gold as the monetary metal that regulates the
money supply automatically. This is a histoFical fact..
Secondly: Throughout history gold has been the number

one store of value.

1. The gold standard

The gold standard has been the greatest and most bene-
ficial of all historical changes. The purchasing power .
of money could no longer be influenced by the caprices
of interventionist governments. It stabilised money's
value in such a manner for which our present day mone-
tary "medicine men" and politicians have not even found
a substitute which i1s half as successful. The great
advantage of the gold standard lies in the fact that it
united the advanced nations of this world into a supra-
national economic and monetary community. It thereby
created in a particularly successful way some sort of
of world money. And all the ingenious theories about
the foolishness of the gold standard, all the satires
about the busy digging out of the barbarous relic and
all the puzzling projects of gold free currenciles do
not remove the most important fact that human beings

den't change.



Just think of the Special Drawing Rights which the
former French President Giscard called monetary LSD.

I also particularly liked what a Swiss banker said about
the SDR's. He said he would have more confidence in

them if his wife asked him for a necklace made out

of them.

Dr. Janos Fekete, Chief executive of the Hungarian
National Bank, once said: "About 300 high carat eco-
nomists who consider gold as a barbarous relic of the
dark ages, are opposed to 3 billion people who believe
in gold. The problem is how can these 300 people

convince the other 3 billicon',

This is one of the main reasons why the gold currency

became a superior and most practical currendy crder.

The gold standard did provide a much more stable money
unit than any paper money standard, or any standard

based on a commodity other than gold.

The gold standard, in essence, was based on nothing

else but a readiness and determination of each individual
government to stick to the rules. And this readiness was

‘based on deep econcmic, political and moral convictions.

Each country had to conduct its affairs as if there

existed in fact a world currency.

The gold standard broke down because this readiness
disappeared. Instead of monetary internationalism
which was a foregone conclusion we are now confronted

with a very conscious, reckless monetary natiocnalism.

The gold currency broke down because one country after
another began to disragard the rules. At the same time,
the international order crumbled because the prevailing

liberal economic order of the last century and the




beginning of the 20th century began to give way to a
more and more soclalist, interventionist or even
collectivist order. The new politics killed a
currency order which was based on free markets and

personal freedom.

The strongest obstacle for the reestablishment of the
gold standard is the relatively recent but completely
dogmatic faith that this standard is absolutely a

thing of the past, in which we could not believe without

blushing.

It was therefore highly admirable that your President
Reagan had the courage to found his gold commission.

Who else would have had the courage to do it?

We all know the stupid arguments against the gold standard.
They are all invalid. No other currency system has offered
the world the three important assets of a truly inter-
national standard, namely unity, stability and freedom -
only the gold standard. Wo other system came even close

to it, not to speak of the present monetary mess,

We now know that the 19th century was a period of pro-
sperity and growth without inflation. Ludwig von Mises
wrote in his famous book "Human Action": "The gold standard
was the world standard of the age of capitalism, increasing
welfare, liberty, and democracy, both political and
economic. It was the medium of exchange by means of

which Western industrialism and Western capital brought
Western civilization into the remotest parts of the

earth's surface."

My grandfather, your grandfathers were able to travel
without any passports to far away places in the world

and pay their hotel bills with just a few gold coins.



Today, some of you may by contrast remember very well
what happened to American tourists abroad only a few
vears ago when they wanted to pay with green-backs which

were repudiated.

In short: The gold standard of the 19th century was

the highest monetary achievement of the civilized world.

1914 it was all over. Recause of war financing, the tried
and tested gold standard was thrown overboard in one
night. And it came to the great monetary fall of man
insofar as all nations henceforth preferred to eat

from the forbidden fruits of inflation and experienced

an expulsion out of paradise which was unigue in the

. emae™

history of mankind.

Can we reintroduce the international gold standard? I do
not believe so at this time and not under the prescnt
political and social climate, as the modern mass society
with its welfare state is not ready for such discipline.
FPurthermore, a generation of economists and politicians
have become victims of all kinds of dogmas. Both Keynesians
and monetarists are vociferous critics, not only of the
gold standaxd, but also of the use of gold as a monetary
base in any form. As a result, there is no chance of a
return or monetary renascence. And this is exactly the
reason what makes me so positive for the future of gold
in its other important function —'gold as a store of

value.

3. Gold as a store of value

Tn itse first function - as a base of the worldwide mo-
netary standard - it served just during a relatively
short period in history. Its precondition was the

liberal world order during the 19th century and the be-

ginning of the 20th century. But in its second and more




general function - as a store of value ~ it served for

as long as there is human memory. Throughout history,

nobody has loved gold more than the primitive peasants

of Furope and Asia. Their philosophy <¢learly had nothing

to do with liberalism. And in the decade of the seventies, |
history repeated itself and it will repeat itself in the |
eighties. All official attempts to keep the price of geld

down failed miserably. To the contrary, in the iast 10

years gold has reached levels that even the keenest opti-

mists did not expect. The reason: More and more indi-

viduals have concluded that they can protect their sav-

ings only by investing at least a part of it in gold.

The history is full of examples where humans resorted

to gold. Every French peasant is reported to have some
of his savings in Napoleon gold coins. Their families
could thus survive a whole succession of diﬁisters undex
various forms of governments. Rvery peasanéwin the

Swiss Engadine mountains has hidden gold Vrenelis underxr
his mattress. Germany is no different. An old friend

of mine told me of his experiences: "During World War I
Westphalian peasants visited the steel works of my
friend's father, the famous Hugo Stinnes, in Dortmund., -
They wanted to buy horse-shoes for their horses. Yet,
their request was turned down bhecause iron was rationed.
Not even the offer of the famous Westphalian ham did help.
Finally, they offered payment in gold. When they were
asked from where they had their gold, they answered that
they knew from their ancestors in the Thirty Years' War
- some 300 years ago ~ that: "When nothing bought, gold

alwayvs bought,®

The present situvation is not much different. Today's
monetary chaos keeps increasing the prestige of gold

and makes it to the last anchor of safety.

And now, let me name you my ten most important reasons

why I am so positive for the outlook of the vellow metal.
I believe that this bull market for gold can continue for
a long time, even if it is interrupted from time to time

by more or less painful corrections.



lst reason: Fear

Recently gold has boomed because of fear. It has got a
"Iriple A" myth. The emerging gold bull market in its

first stage could therefore be motivated primarily by

fear rather than inflation: fear about the debt situation
in Poland, Argentina, Mexico, etc., fear about the banking
system because the banks have for many years loaned im-
prudently and are now exposed to all those illiguid debtors,
fear about bankruptcies, such as Penn Square, Banco Am-
brosiano, and ALG, fear about wars., Since gold canncot de-
fault, people are buying it when they are afraid. And

reasons for being afraid are multiplying.

2nd reason: Misguided economic, financial and monetary
policies

We know Lthat the present situaticon represents the out-
growth of the abandonment of the gold standard”of the

19th century. Teday we are 1iving in an era of inflation
and inordinacy. John Exter calls it a "non-system", and

I agree. The word discipline is a forgotten word. The
result of all the miéguided policies of the past ig a
growing monetary pollution, called inflation, or de-
basement of the currencies. Of course, we have recently
seen well-intended, and in many cases honest attempts

to fight the cancer of inflation. But the situation has
now its own dynamics, and nobody is able to stop it. The
road to stability would undoubtedly lead to a severe de-
pression, an economic catastrophe of unbelievable di-
mensions. And nobody wants to run this risk for one simple
reason: In our present day welfare state society everybody
is involved. Today, everybody is a creditor and therefore
owns some bad debt. In the state bankruptcies and monetary
debacles in history, usually only a limited class of peéple
got hurt. For those who lived from hand to mouth (alwavs
the majority), these corrections even brought improvements,
particularly at the beginning. This time around, everyone
is involved because today everybody has savings in some
form or ancther, even if it is just a claim on a pension

fund. Thus, the great success of our gsystem might become




its ¢turse. For "political reasons" the fronts of our in-

flation fighters have more than softened.

Furthermore, history has proven over and over agailn that
the authorities in the end always chose to resort to
inflating. The former German chancellor Schmidt once said
that 5% inflation is preferable to 5% unemployment. So
there exists no fundamental change. All I foresee are
higher deficits and expansive monetary policies by

central banks.

3rd reason: The world debt situation

The great world inflation has favoured the rise of in-
debtedness of states, corpeorations and private individuals.
The welfare state and the free lunch Systemﬂzéuld not be
financed otherwise. This is the great tragedy. But it will
go on and eventually lead to a catastrophe whose dimensions
are unknown to us. Why: Because no private individual or
government can extend its debt unpunished. In the present
stagflation some will not even be able to pay their interest
costs. Maybe, the inflating process can be drawn out much
longer and the debt might simply be repaid in an inflationary
way. The other possibility is the deflatiocnary way. Undex
both scenarios gold will prove superior Lo most paper assets

as well as other financial assets.

4th reason: The orisis in financial markets

Long periods of inflation create more and more instability

in financial markets and make them unattractive. Alternative
investment possibilities are decreasing., Common stocks cannot
represent sound investments in an unfavourable monetary and

economic climate - only speculations.

In addition, the peolitical situation is playing an important
role. Germany, the economically most powarful country of
Europe, can serve as an example. As long as the Christian
Democratic Party was in power, finances were intact. The

Gevman CPI increased from 1948 to 1969 by a little over 40

oo




and common stocks by over 500%. Since the coalition of
socialists with the FDP is in charge, debt, inflation and
unemployment have gone up rapidly. Inflation rose by
about 90%, while the stock market during the same period
remained flat. As far as bonds are concerned, we know
that Dr. Franz Pick calls them certificates of guaranteed
confiscation. A bond never had the same purchasing powex

when it matured as when it was issued.

Because of a lack of alternatives more and more invest-

ment funds will be directed into gold.

5th reascn: Protection against a confiscatory
tax systain

In 1819 the American federal judge Marshali=gaid: “"The
Power to tax is the Power to destroy"”. But at that time
US federal expenditures amounted to a mere $ 24 million
p.a. Bven earlier, the French philosopher Voltaire said:
"The art of governing mainly consists in taking as much
money as possible from one class of people in order to

¥

give it to the others".

Today, we find ourselves in a situation where one half
of humanity finds itself underpaid and the othexr one

overtaxed.

The tax burden on medium and high incomes as well as
property taxes in many countries have become terribly
prohibitive. Look, what is happening in France nowadays.
Fortunately the French have a lot of experience with all
kinds of governments. It is rumoured that their private
gold hoards amount to between 3000 and 5000 tons of gold,

more than the holding of the Banque de France.

A gold coin in your private safe or your stockings is
for ever cut of sight for the rvevenue office and it is
by faxr the best way to pass on your property discretely

from one generation to the next.
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6th reascon: Protection against deflation

There i1s a serious school that believes that we are heading
for a deflation. When states, corporations and banks fi-
nancially go under, gold becomes even more attractive in
their view because 1. gold cannot default and 2., in a de-
flation central banks will do everything in their power to
reflate. "Inflate or die", as Richard Russell calls it, will
be the only solution. Remember what President Roosevelt did
in 1934. He increased the official price of goid from $ 20.67
an ounce to $ 35.00. Many gold mining shares went up tenfold.

Gold and cash would be the best protection.

7th reason: Insurance in the case of war

In politically uncertein times people traditionally rély
on gold. As you know, in recent history we have heard

of Vietnam refugees who could survive when they owned gold.
A good portion of the gold purchases in the Middle Bast

can be ascribed to political unrest in that region. Re-
membey what happened to the price of goid when the Mosgue
in Mecca was occupled a few years ago. The situation in

that area remains a tinderbox.
You might have followed the price of the Argentine Peso
before and after the ¥Falklands war. It coincided with

the end of the 1980-82 bear market in gold.

8th reason: Gold becomes scarcer

The value of gold is determined by its scarcity. This is
perhaps the principal reason why gold became the world's

premier nonetary commodity.

Largely all the gold that was produced since the dawn of
time is still existing. According to Consolidated Gold
Pields we are speaking of about 2 1/2 billion ounces.
Physically, this would represent a cube of no more than

53 cubic feet which is indeed very little in relation to
all the paper money available and being printed every day.
As we know, additional gold being newly produced every year

amounts to only about 1000 tens. This hypothetical cube
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therefore is growing by only about 1 1/2% p.a., or about

four inches each side.

The reason: Gold production is a very expensive and
difficult industrial process, and in order to extract

a few grams. of the yellow metal it often is necessary

to get a ton of rock from several miles below the surface
of the earth.

About 50% of these 2.5 billion ounces are in the hands

of central banks and they are not likely to part with it.
The bulk of the other 50% are mestly in the form of
Jewellery and works of art. The balance and smallest part
exists in the form of coins and bullion for investment
purposes. Lf we consider that most of this #§ain is in
firm hands, then there must be a very thin float. A
rapidly growing world population, disposing of steadily
growing amounts of paper money will push the price of gold

to higher and higher levels.

9th reason: The defeat of the Treasury Department against
gold and what other central banks are doing

One of the strangest experiences of my career was the
desperate fight of the Treasury Dept. (with the help of
the IMIF) to depress the price of gold by auctioning off
the national treasure. Canada is still doing a similar
thing. I heard some time ago that even the Fed's vice
chairman, Henry Wallich, called the 1.25 billion ounces
in the vaults of the world's central banks "a last ditch
reserve"., Why then auction it off? This does not make
sense to other central banks. To the contrary, they
increasingly believe that gold is an important asset.

I urge vou all to invest your funds in a similar way as
the central banks of this world: Hold enocugh liquidity

but buy or increase your “last ditch reserve".
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10th reason: Gold means fLreedom

Gold and free markel economy are unseparably related
to each other. Geold is the great protector of private
property. A high gold reserve makes a country strong:
It is more valuable than constantly depreciating for-
elgn exchange. Only weak countries lose gold. And what-
ever happens in this world, gold will remain the out-

standing store of value.

The late Milton Gilbert one day tcld the following
story: "Among my assistants there was a young intelli-
gent Ttalian. I observed that, each month when he got
his salary, he used to buy a gold coin. One day I asked
him for his reason. The Italian answered promptly: 'You
see, you Americans come to Burope and wantﬁgo explain
us how to live. I go home and tell my wife;w}f anything
should happen to me or to the banks or the governments,
you can take this coin, go to the farmers in the country

and you will get enough food for one week'".

And now let us summarize the ten most important reasons

why I believe that a new bull market in gold is coming:

1. Today, the Number 1 reason for purchasing gold is

fear.

2. Misguided policies of governments and central banks,
growing budget deficits and a chronically expansive

monetary policy are inflationary.

3. Inflation favors the deterioration of the world
debt situation up to the point of no return, there-
fore gold is attractive because it cannot default.
Gold is "AAA".

4. Budget deficits, an expansive nonetary policy and the

world debt situation finally are goingto destroy the
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financial markets. Alternative investment pos-
sibilities are shrinking day by day. A big trans-
fer from former alternatives into gold is taking

place.

5. Today's tax systems are the feudal overseer of our

time. Gold is the best protection.

6. A colliapsing debt structure could lead to deflation.

Gold and cash would then represent the best protection.

7. In uncertaln times, when the economy, financial
markets and the tax systems get out of control, the
political situation deteriorates as well. Again gold

will offer the best protection.

8. Gold is getting scarcer and what is becoming scarcer

usually increases in price.

9, In the war against gold there can only bhe one

winner, namnely gold.

10, History teaches that gold means freedom.

in case my arguments could not convince you so far, I

would like to tell you a true étory before closing:

At the beginning of World War I in 1914, a Frenchman had
11000000 French Francs with which he bought 507000 Napo-
leon coins. He did not have to pay income or property
taxes. Tor his expenses for apartment, clothing, food etc.
he spent one Napoleon coin every day. Today, 68 years later
he still owns 25'265 (17.09.82) Napoleons. Their value
today: FF 15'361'000 or more than 15 times the starting

capital in 1914 which represents ...... c e e S 2714570090.

Thank you!




