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Article 1:  

Fooled by Randomness 
 
Oh dear, what happened to the month of March??  I never intended to take so long before writing 

another issue of Prosper!  What can I say...C’est la vie, right? Or, as John Lennon once famously 
said: “Life is what happens to you when you’re busy making other plans”.  And so, I now find myself a 
good six weeks later, finally writing once again for you, dear readers.  I hope you will forgive me for this 
inexcusable absence from the e-waves... 
 
I went globe trotting again.  This time, my travels took me to places like Karachi and Lahore in 
Pakistan where I was invited to speak at an investment conference and meet local officials.  I then 
went on to Switzerland where I met with, and was inspired by, some really smart and innovative people 
specialising in the relatively new area of commodity asset management – more on this later.  Then I 
was off to Cape Town in South Africa for a series of meetings on GIPS

®
, a global standard for how 

investment firms should present their past performance, for which I am a member of the Executive 
Committee (for more on GIPS, please visit www.gipsstandards.org).    
 
I also took some time to visit my family and a few dear old friends in Québec, Canada on my sort-of-
convoluted way back to New Zealand.  As it happened I arrived in Montréal on Election Day (provincial 
government)…  I was quite tired after flying 20 or so hours from Cape Town to get there, so I stayed in 
my hotel room that evening to watch the unfolding results.  Well!  How things changed in just a few 
years…  The party leading the results most of the evening was a party I had never heard of before and 
the separatist party (le world famous Parti Québécois) was trailing behind in third position.   
 
As it turned out, the day was quite a historical one for Québec and, time will tell, maybe also for 
Canada.  It all depends, I guess, on exactly what the Action Démocratique du Québec party means, in 
practical terms, by being ‘autonomists’ - as opposed to being either federalists or separatists… 
 
On my way back to New Zealand I flew to San Francisco, where I had a few hours to kill in transit 
before my next and final flight on this latest global journey.  So I bought a book.  A book that I am 
compelled to bring to your attention for its freshness: Fooled by Randomness, by Nassim Nicholas 
Taleb, a literary essayist and mathematical trader (and a Ph. D. in maths as well) who happens to be 
obsessed with the multidisciplinary problems of uncertainty.  This book was named by Fortune “one of 
the smartest books of all time”.  The book is not hard to read at all.  In fact, it’s quite fun!  It’s about 
luck: more precisely, about how we perceive luck in our personal and professional experiences. 
 
Set against the backdrop of the most conspicuous forum in which luck is often mistaken for skill – the 
financial markets – the book is “an irreverent, iconoclastic, eye-opening, and endlessly entertaining 
multidisciplinary exploration of one of the least understood forces in all of our lives”: luck!  Here is a 
short sample of the very long list of praise the book received: 
 

“The book that rolled down Wall Street like a grenade” - Maggie Mahar, author of Bull! A 
History of the Boom, 1982-1999 
 
 “A blast of common sense; from classical to modern philosophers, via cab drivers, 
businessmen and dentists” – Paul Wilmott, author of Derivatives 
 
“We need a book like this…  Fun to read, refreshingly independent-minded” – Robert J Shiller, 
author of Irrational Exuberance 
 

All I’ll add to that is: I agree!  And I am grateful to the author for the good dose of humility he instils.  
For more on the book, the author and his next book, go to: http://www.fooledbyrandomness.com.  
 
 

http://www.gipsstandards.org/
http://www.fooledbyrandomness.com/
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“Humility is not cowardice.  Meekness is not weakness.  Humility and meekness are indeed 
spiritual powers.” 
 
- Swami Sivananda 
(1887 - 1963) 
Founder of the Divine Life Society 
 
 
“This is the real secret of life - to be completely engaged with what you are doing in the here 
and now.  And instead of calling it work, realise it is play.” 
 
- Alan Watts 
(1915 - 1973) 
Anglo-American theologian, philosopher, author  
 

The ‘here and now’...  It’s all we’ve got, really!  So, without further ado, let’s move to the main course or 

more ‘meaty’ part of this issue of Prosper!  But, of course, never biting off more than we can chew... 
 
Please note that all past issues of Prosper! are available Here for your convenience. 

 
 
Article 2:  

Stakes Are High for the US Dollar 
 
So much has happened during the past 4-6 weeks, that I find it quite challenging to restrict my 

comments to only one principal topic for this issue of Prosper!  But, underneath it all, there is actually 
an overarching theme in much of what has happened lately, I feel, and it continues to manifest itself 
more and more strongly in the financial markets around the world.  That theme, my friends, is the 
increasing weakness of the US dollar!     
 

 
 
But, of course, as many of my readers are based in New Zealand, I will also make some comments on 
the amazing, and it would appear also increasing, strength of... the Kiwi (less famously known as the 
NZ dollar)!!  Boy oh boy, these are strange days indeed...  I would certainly not want to be a central 
banker, least of all be in Dr Alan Bollard’s shoes. 
 
I have to say outright – and you should not be at all surprised by this if you’ve been reading these e-
letters since the beginning – that I am becoming quite a sceptic when it comes to the notion that 
financial markets are ‘free’ or even ‘efficient’.  There appears to be growing evidence, at least to me, 
(of course, one needs to know where to look AND have the time to search for the truth – unfortunately, 

http://lbnow.co.nz/index.php?option=com_content&view=article&id=43&Itemid=147
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time is a rare commodity these days and most of us are just too busy to be bothered with such trivial 
things…) that markets (or at least those in the US; presumably the freest or most efficient markets of 
all) are in fact being manipulated (now, now, Louis, you should not use such blunt words; more 
politically correct alternatives would include words like ‘managed’, ‘governed’ or ‘overseen by officials’).   
 
“What?  Markets are manipulated?  Oh come on, don’t be so ridiculous”, I hear you say…  Well, please 
bear with me.  Read what follows and then decide for yourself.  Sounds reasonable?  OK then, let’s 
start with a quote from the maestro himself.  
 

Last month, in response to a question after speaking at a Futures Industry Association annual 
conference in Boca Raton in Florida, Alan Greenspan (the retired chairman of the US central bank, or 
Fed, who can’t seem to stop commenting these days on the state of the US economy and whose every 
word causes an instant reaction in the markets... still!) said: "I think that when we have severe 
pressures about stability in the world, gold prices will rise.  It correlates very roughly with crude oil."  
Now, why would he say such a thing?  

Of course the two words that jump right off the page are "will rise”.  Few things are more certain on this 
planet than instability and if that is all it will take to ratchet up the gold price then you have to call it a 
lock.  But I think his remark is important for a deeper reason.  He is foreshadowing the "party line" that 
will be used to explain the next major rise in gold. 

The last thing the authorities would want the world to believe is that an upward move in gold is a 
monetary phenomenon.  They would much prefer an explanation that points away from their smoking 
printing presses.  And nothing would fit the bill better than some pretext for characterizing gold as a 
volatile commodity which, like crude oil, is responding to some crisis. All of this suggests a big up-
move (for gold, that is, not the financial markets) sooner rather than later.   

Why else would Greenspan already be explaining something that hasn't happened yet?  My guess is 
that those who manipulate (more on them later) prices are just waiting for some non-monetary (maybe 
even military?) event to serve as a rationalization for allowing gold to go to a much higher level.  And, 
more importantly, it would discourage the mainstream media from blundering onto the truth!  It would 
also give the talking heads on TV a brain dead explanation for a monetary phenomenon that the Wall 
Street crowd needs to obfuscate at all costs... 

 
On another totally different note (or perhaps not so different) Greenspan also remarked recently that 
there is a 1/3 chance of a recession in the US before the year ends. What he omitted to mention, of 
course, is that there is a 2/3 chance of a depression!  But I’m only exaggerating, right?  You hope… 
 
What about Mr Greenspan’s successor, the current Fed chairman, Ben Bernanke (also known as 
‘Helicopter Ben’ for his reference to a statement made by Milton Friedman about using a "helicopter 
drop" of money into the economy to fight deflation)?  He’s said a long list of fascinating things over the 
course of the past six weeks alone, not the least of which was the comments he made last week in a 
speech in New York – just prior to the meeting of the Finance officials from the Group of Seven 
industrial nations (Finance ministers and central bankers from the G-7 countries) in Washington (on 
Friday the 13

th
!) – arguing against regulating hedge funds!  

 
“Finance officials from the Group of Seven industrial nations split over whether hedge funds should be 
subjected to a code of conduct, as German lobbying ran into American opposition.”  For more on this 
quite fundamental difference of opinion between the US and Germany, read the Bloomberg article: 
http://www.bloomberg.com/apps/news?pid=20601087&sid=a.omGa2P7kog&refer=home.  Why is the 
US (not just the Fed, but also the Treasury – see http://www.ustreas.gov/press/releases/hp272.htm) 
opposed to even ‘light regulation’ of hedge funds?  Hummm… 
 
OK, what else points to high level manipulation of financial markets?  Well, let’s look at something that 
the other important character in the play said last month (in an interview on ABC News on 4 March with 

http://en.wikipedia.org/wiki/Milton_Friedman
http://en.wikipedia.org/wiki/Helicopter_drop
http://en.wikipedia.org/wiki/Helicopter_drop
http://www.bloomberg.com/apps/news?pid=20601087&sid=a.omGa2P7kog&refer=home
http://www.ustreas.gov/press/releases/hp272.htm
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George Stephanopoulos, to be exact), near the end of that interview: (NB: the emphasis is mine).  That 
person is no less than the US Secretary of Treasury Henry Paulson himself: 
 

“And one of the things I've learned, during my 32-year career in investment banking, is you can 
never predict where a crisis will come from. So what you want to do is get ready, so you're 
prepared.  
 

And I'm very pleased that we have a strong team. And the president's working group, Ben 
Bernanke, Chris Cox, Reuben Jeffrey, and I have spent a lot of time just thinking through — 
none of us are predicting. All of us believe we have a strong global economy, a strong U.S. 
economy.  
 

But we spend time getting prepared. We spend time talking with our colleagues overseas, 
our counterparts overseas. I have a strong team here at the Treasury. Bob Steel is an 
undersecretary. He's had a lot of time — spent a lot of time at financial markets.  
 
So rather than trying to forecast or project where a problem may come from, what we want to 
do is just make sure we're ready if one does happen to come.” 

 
(Source: http://www.abcnews.go.com/ThisWeek/Politics/story?id=2921642&page=4)   
 

Now, please note that everything that is underlined in the transcript above has now actually been 

erased from the video (which you can still see if you click to watch it on that web page – and, if you do, 
note that this bit is at the very end) of the interview itself…  Why?!  Well, I guess, because most people 
will just watch the video and not read the transcript; so it’s more efficient to censure the video than the 
transcript as well, right?  I don’t know.  But I do think it’s rather strange, don’t you?  After all, a number 
of people will have seen the actual full interview on TV.  Does Mr Paulson regret having made specific 
reference to the ‘president’s working group’ or are we not supposed to know that such a group exists 
and who its members are? 
 
Mr Paulson does not say, of course, exactly what that group does.  But his comment does confirm that 
it still exists (it is officially known as the ‘President's Working Group on Financial Markets’ and was 
created by Executive Order 12631 of President Reagan on 18 March 1988 following the 1987 share 

market crash – as was pointed out to readers in the very first issue of Prosper!), that the group meets 
before the fact and that they do ‘prepare’ to intervene in the market.  It’s more infamous name in the 
market is the ‘Plunge Protection Team’ (PPT)... 
 
What the transcript does not go into, of course, is what defines a market event in their book, what 
extent the intervention may take, how many markets are they watching carefully, and speaking to the 
heart of the matter, how often are they intervening as a body, and what preliminary interventions are 
coming from the Treasury and the Fed as a prelude to a full action?  
 
You would think that transparency is essential for oversight, even if it occurs with a time lag.  But there 
is nothing of the PPT’s actions that is made public!  You would also think that it should be impossible to 

hide significant market interventions from all market participants. Therefore, there must be some 
insiders who possess knowledge that is not distributed uniformly to all market participants, which 
presumably gives them some extraordinary advantage in assessing risks and returns and generate 
enormous profits...  Hummm... 
 
The purpose of the PWG or PPT, whichever name you prefer to give to this Machiavellian machination, 
is NOT, in my view, as stated officially, to “further the goals of enhancing the integrity, efficiency, 
orderliness, and competitiveness of financial markets and maintaining investor confidence”, but to 
create and perpetuate the illusion that all is well with the US economy and markets and, consequently, 
the US dollar.  Our markets are no longer 'free' or ‘efficient’ (in the sense that market prices already 
reflect all known information).  I rest my case.  What do you think?   

http://www.abcnews.go.com/ThisWeek/Politics/story?id=2921642&page=4
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“But what on earth has this got to do with the continuing collapse of the US dollar”, I hear you ask.  
Everything, I say.  Take a look at this chart, for example: 
 

 
 
The law of supply and demand says that the more you have of something, the less it is worth.  Well, 
the above chart shows what the Fed does not want you to know (since they stopped reporting M3 over 

a year ago, as I reported in the very first issue of Prosper!).  Fortunately, some people (like John 
Williams at Shadow Government Statistics) are still calculating the numbers so we can see just how 
much money (read ‘US dollars’) secretly continues to be created out of thin air by the Fed: the total 
money supply is now increasing at the rate of 11% (and not just 5% as reported using M2) per annum!  
And we’re supposed to believe that inflation in the US is only around 2-3% per annum?  Oh, please… 
 
Another consequence is that eventually, sooner or later, foreign investors who have funded the 
massive US budget and trade deficits so far will start selling dollar-based assets.  Eventually they will 
get tired of losing money on US treasury bonds and corporate stocks because of the falling value of 
the US dollar.  When that happens the US dollar will really start to drop and we'll see a brief period of 
hyperinflation.  It will probably bankrupt a lot of Americans. 
 
Earlier this month, the International Monetary Fund (IMF) issued a warning that there would have to be 
a “substantial” decline in the US dollar to bring the US trade deficit to sustainable levels.  That, of 
course, is exactly the intention of the Fed and the US Treasury - to reduce the debt-load by deflating 
the currency.  It’s a crazy idea.  No one destroys the buying power of their currency to pay off their 
debts.  It just illustrates the recklessness of the people in charge.  
 
Also, on March 20, 2007 the Governor of China’s Central Bank Zhou Xiaochuan announced that 
“China will not accumulate more foreign reserves and will cut a small amount of current reserves for 
the formulation of a new currency agency”.  Zhou’s statement is a hammer-blow to the US dollar.  The 
US needs roughly US$70 billion in foreign investment per month, just to cover its current trade deficit…  
China is one of the largest purchasers of US debt.  If China diversifies, then the US dollar will fall and 
the aftershocks will ripple through markets across the world.  
 
The Chinese are very careful about how they word their economic statements.  That’s why we should 
take Zhou’s comments seriously.  Three weeks ago he issued an equally ominous statement, saying: 
“China will diversify its US$1 trillion foreign exchange reserves, the largest in the world, across different 
currencies and investment instruments, including in emerging markets.” (Reuters)  
 
This should have been a red flag for currency traders, but the media buried the story and the markets 
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dutifully shrugged it off.  The truth is that the relationship of the US with the Chinese is changing very 
quickly and the days of cheap credit and a “high-flying” US dollar are coming to an end. 
 
70% of China’s currency reserves are in US dollars. The effect of “diversification” will be devastating 
for the US economy.  It increases the likelihood of hyperinflation at the same time the housing market 
in the US is in its steepest decline in 80 years.  When currency crises arise at the same time as 
economic crises; the problems are much more difficult to resolve… 
 
So what can you do to protect yourself?  As indicated many times before, I think you should buy gold 
and silver bullion.  The US dollar has a long way to fall and most other nations are actively engaged in 
competitive devaluations (by increasing their domestic interest rates).  All the currencies are sinking; 
it’s just that some of them, like the US dollar, are sinking faster than others.  History is clear: all fiat 
currencies eventually return to their true value - zero.  
 
On the other hand, gold and silver can't be devalued.  That stuff simply can't be printed out of thin air.  
It's our ultimate protection from government irresponsibility.  Remember what even Greenspan once 
said (way back in 1966, before he became a central banker): that economic freedom and gold are 

inseparable (this was covered in detail in the 2
nd

 issue of Prosper!). 
 
Now, to close off on this disturbing but also potentially liberating subject, here are just a few of the 
many articles you can find on the web on the current state of the US dollar.  If, like me, you have any 
interest in other-than-mainstream points of views, you will be interested in these: 
 

 http://www.ichblog.eu/content/view/405/2/ (“The Great Dollar Crash of ‘07”); and 

 http://www.globalresearch.ca/index.php?context=viewArticle&code=WHI20070411&articleId=5341 
(“Doomsday for the Greenback”) 

 
Or if you prefer to watch … here are a film and a video you may want to watch:  
 

 http://www.indebtwetrust.org/trailer.php (“In Debt We Trust”) – a new documentary film; and 

 http://video.google.com/videoplay?docid=2984480718427930625 (“Navigate the Falling Dollar”) 
 
 

“The greatest threat facing America today is the disastrous fiscal policies of our own 
government, marked by shameless deficit spending and Federal Reserve currency devaluation. 
It is this one-two punch - Congress spending more than it can tax or borrow, and the Fed 
printing money to make up the difference - that threatens to impoverish us by further destroying 
the value of our dollars.” 
 
- Ronald Ernest “Ron” Paul  
(1935 - ) 
American physician, congressman (Republican) and presidential candidate for 2008 Elections 
 
 
“While the dollar could never say 'no,' gold says nothing else. No to debt; no to new spending 
schemes; no to improving the world; no to re-electing scoundrels; no to bubbles; no to foreign 
wars; no to trade deficits.  No, no, no, no, no!” 
 
- Bill Bonner 
(? - ) 
American author of books and articles on economic and financial subjects, including Empire of 
Debt, published by Wiley 

 
 

What about the NZ dollar? 

http://www.ichblog.eu/content/view/405/2/
http://www.globalresearch.ca/index.php?context=viewArticle&code=WHI20070411&articleId=5341
http://www.indebtwetrust.org/trailer.php
http://video.google.com/videoplay?docid=2984480718427930625
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As a number of my readers are actually based in New Zealand, I could not leave this topic without at 
least touching on the amazing strength of the Kiwi$ or NZD (at least relative to the US dollar or USD).  
For that I turned to Danica Hampton, Currency Strategist at Bank of New Zealand (BNZ).  She 
explained that at BNZ they do not only look at the NZD in a ‘purchasing power parity’ (or PPP) 
framework, but they also run a timelier ‘fair value’ model “based on NZ commodity prices, NZ-US swap 
spreads and risk appetite”. 
 
BNZ’s PPP model of the NZD/USD exchange rate suggests that the long-term equilibrium is currently 
0.6000 (or, in other words, one NZ dollar should buy US$0.60).  But, since PPP is a long-term 
measure of a currency’s equilibrium value, then at any point in time, the difference between a 
currency’s PPP equilibrium level and its current spot or exchange rate can be substantial, and these 
differences can exist for quite some time.  At the moment, with the NZD/USD exchange rate sitting 
around 0.7346, the NZ dollar appears to be more than 20% over-valued – at least on this basis. 
 
However, as it turns out, BNZ’s alternative ‘fair value’ model suggests that a “fair value” range for the 
NZD/USD is from 0.7180 to 0.7380, as shown in the chart below: 
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Under this basis, it would appear that the NZD at its current spot rate of US$0.7346 is NOT 
significantly over-valued relative to the USD…  Simply amazing!   
 
If you are interested in delving even more deeply into this fascinating subject, I recommend you read 
the transcript of an excellent speech given recently by our very own Reserve Bank Governor, Dr Alan 
Bollard, entitled “Easy Money: Global Liquidity and its Impact on New Zealand”.  You can find it here: 
http://www.rbnz.govt.nz/speeches/2968727.html.  We truly live in a global village... 

 
 
And now, for the final word… we catch up with… legendary auto executive Lee Iacocca!  Remember 
him? He was President and Chief Executive Officer at Chrysler Corporation from 1978 to 1992, when 
he retired.  He’s just written a new book: “Where Have All the Leaders Gone?”  
 

“Had Enough? Am I the only guy in this country who's fed up with what's happening? Where 
the hell is our outrage? We should be screaming bloody murder. We've got a gang of clueless 
bozos steering our ship of state right over a cliff, we've got corporate gangsters stealing us 
blind, and we can't even clean up after a hurricane much less build a hybrid car. But instead of 
getting mad, everyone sits around and nods their heads when the politicians say, "Stay the 
course." Stay the course? You've got to be kidding. This is America, not the damned Titanic. I'll 
give you a sound bite: Throw the bums out! You might think I'm getting senile, that I've gone off 

http://www.rbnz.govt.nz/speeches/2968727.html
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my rocker, and maybe I have. But someone has to speak up. I hardly recognize this country 
anymore. The President of the United States is given a free pass to ignore the Constitution, tap 
our phones, and lead us to war on a pack of lies. Congress responds to record deficits by 
passing a huge tax cut for the wealthy (thanks, but I don't need it). The most famous business 
leaders are not the innovators but the guys in handcuffs. While we're fiddling in Iraq, the Middle 
East is burning and nobody seems to know what to do. And the press is waving pom-poms 
instead of asking hard questions. That's not the promise of America my parents and yours 
travelled across the ocean for. 
 
My friends tell me to calm down. They say, "Lee, you're eighty-two years old. Leave the rage to 
the young people." I'd love to, as soon as I can pry them away from their iPods for five seconds 
and get them to pay attention. I'm going to speak up because it's my patriotic duty. I think 
people will listen to me. They say I have a reputation as a straight shooter. So I'll tell you how I 
see it and it's not pretty, but at least it's real. I'm hoping to strike a nerve in those young folks 
who say they don't vote because they don't trust politicians to represent their interests. Hey, 
America, wake up. These guys work for us. Who Are These Guys, Anyway? Why are we in this 
mess? How did we end up with this crowd in Washington? Well, we voted for them, or at least 
some of us did. But I'll tell you what we didn't do. We didn't agree to suspend the Constitution. 
We didn't agree to stop asking questions or demanding answers. Some of us are sick and tired 
of people who call free speech treason. Where I come from that's a dictatorship, not a 
democracy. And don't tell me it's all the fault of right-wing Republicans or liberal Democrats. 
That's an intellectually lazy argument, and it's part of the reason we're in this stew. We're not 
just a nation of factions. We're a people. We share common principles and ideals. And we rise 
and fall together.” 

 
Wow!!!  That’s got to get some adrenaline going somewhere… 
 
Your freethinking investment strategist, hoping that US citizens will indeed wake up before it’s too late, 
 
 
Louis Boulanger, CFA 
Louis Boulanger Now Ltd. 
 

 
 
Please note that all past issues of Prosper! are available Here for your convenience. 
 

 

 

http://lbnow.co.nz/index.php?option=com_content&view=article&id=43&Itemid=147

