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• Consumer Price Inflation: is a rise 
in general level of prices.  

 

• Monetary Inflation: is a general 
increase in the money supply, 
which is a better way to measure 
inflation. The printed money has 
been hidden in the assets, which 
has created asset inflation.  

 
 
 

Monetary Inflation and Consumer 
Price Inflation 
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U.S. Historical CPI, Where is Inflation 
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Mechanism of Price Inflation: Phase I, We are Here 

“In Phase I of inflation, the government pumps a great deal of new money into the system, so that M increases sharply to M′. Ordinarily, 
prices would have risen greatly (or PPM fallen sharply) from 0A to 0C. But deflationary expectations by the public have intervened and have 
increased the demand for money from D to D′, so that prices will rise and PPM falls much less substantially, from 0A to 0B. Unfortunately, 
the relatively small price rise often acts as heady wine to government. Suddenly, the government officials see a new Santa Claus, a 
cornucopia, a magic elixir. They can increase the money supply to a fare-thee-well, finance their deficits and subsidize favored political 
groups with cheap credit, and prices will rise only by a little bit!” – Murray Rothbard, Mystery of Banking 

Source: Murray Rothbard, Mystery of Banking 
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Mechanism of Price Inflation: Phase II, Deflationary Expectations to Inflationary Expectations 

“There is no scientific way to predict at what point in any inflation expectations will reverse from deflationary to inflationary. The answer 
will differ from one country to another, and from one epoch to another, and will depend on many subtle cultural factors, such as trust in 
government, speed of communication, and many others. In Germany, this transition took four wartime years and one or two postwar years. 
In the United States, after World War II, it took about two decades for the message to slowly seep in that inflation was going to be a 
permanent fact of the American way of life. “ – Murray Rothbard, Mystery of Banking 

Source: Murray Rothbard, Mystery of Banking 
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Mechanism of Price Inflation: Phase III, Hyperinflation 

“But if government follows its own inherent inclination to counterfeit and appeases the clamor by printing more money so as to allow the 
public’s cash balances to “catch up” to prices, then the country is off to the races. Money and prices will follow each other upward in an 
ever-accelerating spiral, until finally prices “run away,” doing something like tripling every hour. Chaos ensues, for now the psychology of 
the public is not merely inflationary, but hyperinflationary, and Phase III’s runaway psychology is as follows: “The value of money is 
disappearing even as I sit here and contemplate it. I must get rid of money right away, and buy anything, it matters not what, so long as it 
isn’t money.” – Murray Rothbard, Mystery of Banking 
 

Source: Murray Rothbard, Mystery of Banking 
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Empirical Exemplification 

Source: Goldman Sachs 
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Gold Historical Chart and Timeline 

Source: Goldman Sachs 
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Gold: Cost of Productions 

Source: Goldcorp 
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Gold: Peak Production is Expected 

Source: Goldcorp 
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Gold Manipulation – London Gold Fix 

“Another scandal is looming over banking giant HSBC as it emerged today that it is one of 10 major financial 
institutions under investigation in the U.S. for fixing prices in the precious metal markets.” – Newsweek, February 
24, 2015 

“The London gold fix, the benchmark used by miners, jewelers and central banks to value the metal, may have 
been manipulated for a decade by the banks setting it, researchers say.” – Bloomberg, February 28, 2014 

“Not only are the trades quite accurate in predicting the fixing direction, the more money that is made by way 
of a larger price change, the more accurate the trade becomes,” Caminschi and Heaney wrote. “This is highly 
suggestive of information leaking from the fixing to these public markets.” – Bloomberg, November 26, 2013 



Contrarian Capitalist 

Strong U.S. Dollar 
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Conclusion – Short Term Neutral/Bearish, Long Term Bullish 

• We have neutral/bearish views on gold in the short term. However, we hold bullish views on gold as the price of 
gold now at $1,200 presents an attractive entry price to initiate a long-term position, as the current price level is 
very close to the average cash cost of production at around $1,150/ounce. That said, gold is not just a 
commodity but also a currency. However, gold is expected to go significantly higher when Fed restarts another 
round of QE and/or when deflationary expectations start becoming inflationary expectations, Phase I to Phase II 
on Slide 6. It’s important to note that we might still be in Phase I, which might be one of the biggest reasons why 
gold is at a low-level currently.  
 

• In addition, the peak production is expected to happen in 2015, which builds support for the bottom of the gold 
from supply perspectives. 
 

• The US dollar has been extremely strong since July 2014 and it has been strongest since 2003 as of January 2015. 
We don’t think US dollar has too much upside to run. When the trend reverses, it will be bullish for gold. 

 
• However, due to the manipulation of the gold market from the central banks (fractional gold reserve system), the 

price of gold could still go lower to even below $1,000.  


