James

In answer to you points:

>1.  what compelled the gold cartel to sell and why was it in their 

>interests

>to do so?

Gold was technically overbought and ripe for a selloff.  The gold cartel 

front for the Fed and its exchange stabilisation fund.  Gold represents 

alternative "hard" money to the Fed's fiat money.  The Fed and other central 

banks at the Fed's prompting try to keep the metal weak to discourage users 

of dollars, especially Americans, from switching out of fiat dollars for 

gold.  To that end the central bankers have lent the cartel [for forward 

selling,] between 10 and 15 years annual gold production. The fiat paper 

game is now unstable and the system getting close to collapse.  The BIS in 

Basel allows central banks that have lent their gold to list it on their 

books as if it were unlent.  The cartel borrows the gold and sells forward 

delivering as required.  The buyer lists the gold as their asset.  The 

system now has 2 groups listing the same asset, but only one party has the 

gold. Theoretically, the cartel must buy back this subsidised gold to 

replace the loan but this never happens.  The lent position has kept getting 

larger for 25 years. Now its so large that they cannot buy back without 

triggering a massive gold run which in turn would undermine the Fed and the 

dollar.  Periodically they dump gold futures presumably to try to buy back 

futures at lower prices. However, the numbers are just too massive to make 

much of a dent in the lent position. They cannot even cash settle with the 

central banks. To do so requires them to remove the gold from their 

[reserves] accounts.   Eventually this game ends in a massive repricing of 

gold in dollars, but when.  If the Fed sets off the giant inflation Bernanke 

wants, we will get the giant dollar devaluation that ultimately is the fate 

of all previous fiat currencies.

>2. how is the fed creating a new bubble in stocks?

Last July and October, the Fed intevened to prop up the bear market at time 

of near meltdown. This is best achieved by suddenly and aggressively buying 

the stock index futures. That is done through many of the big Wall Street 

houses. They in turn add the house accounts and squeeze the shorts.  Twice 

in March near the start of the Iraq turkey-shoot, they intervened 

aggressively and then again in April when it looked like the rally was 

running out of steam. Since then we have had periodic intervention from a 

"large player" goosing the market at key points. The beauty of futures is 

that they are widely visible and allow CNBC to gush about large players, 

returning confidence, and second half recoveries.  Now with the rebound up 

20% we have a new bull market, but one that starts off from S&P PE 

valuations of 21 on a pro forma basis but 33 on a GAAP basis.  If we use 

what's reported as taxable profits the PE is over 45.  These are figures 

associated with market tops not market bottoms and new bull markets.  Pro 

forma numbers though used by CNBC for hype are always adjusted downwards and 

replaced by GAAP numbers when corporations must tell the truth in their 

filings.

Worse, corporations are rushing to add debt or have added debt to buyback 

stock to make eps look better.  However we are at 50 year low interest 

rates. Rates can only go higher from here unless we drop into deflation 

[read depression.] Few firms will emerge from a depression, so assuming the 

Fed gets its inflation back, interest rates have to rise in the future. Of 

course, Greenspan-Bernanke could just keep printing money and using it to 

buy Treasuries in an effort to hold down rates, but that way leads to a 

German style hyper-inflation. Despite their talk I doubt they will try 

Bernanke hyper-inflation.

>3. why do u see CA as so central to ingniting the fall?

The Fed has used lower rates to keep the homeowner liquid and consuming. The 

last thing they want the consumer to do is a refi and then pay off other 

debt.  In a slow economy, refis only work if the underlying valuation keeps 

rising. Workers salaries and wages are not rising so the lift has to come 

from valuations. Eventually we run out of lendable first time buyers to 

sustain the system. But first we try tricks like giving borrowers the 

deposit from special purpose entities, "own valuation" refi mortgages, 150% 

mortgages [because just like the Japanese before us, we know property prices 

will always be hgher so the loan will always work out. That was how Tokyo 

became valued more than all of CA.]  So far the game is still on but again 

we are wobbling quite a bit.  CA as the most populous state with the highest 

prices and dragging AZ, OR and UT along with them, but facing the highest 

taxes etc, is the most likely place to blow-off first. Higher valuations 

trigger higher taxes. At some point, pressured homeowners say lets take the 

profit or I need to get out. Unfortunately, not everyone can get out at the 

top.  What usually happens is a sudden drop scares off buyers and causes 

more sellers to think its time to get out. If CA faulters, the east coast 

market goes as well.  Trouble is, the GSE's have derivatised it all and 

peddled it everywhere.  Mortgage issuers didn't care about quality anymore 

because they're not keeping it on their books for long.  The worst of all 

worlds. Low quality buyers at top bubble prices. At some point there will be 

a triggering event but who knows what or when.

Officially, the Fed does none of these things merely that it has the 

authority to take unusual measures to stabilise the markets.  Currency 

intervention comes from the Treasury thogh sincethe 87 crash there is a 

jiont committee to coordinate interventions.  In reality a rubber stamp.  

The Fed also assists by adding liquidity through temporary open market 

operations and even permanent open market operations. These are paid for by 

literally creating money out of nowhere.
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