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James Cook TellsWhy A Market Crash is 100% Certain

James R. Cook B the author of Full Faith and Credit, A Nove about Financia Collapse. This nove tdls
the story of an economic crisis and depresson that Mr. Cook believes will happen. The novel has been
favorably reviewed by mgor daily newspapers. Mr. Cook is a sudent of Austrian School economics and
itsimportant business cycle theory.

He is dso the author of The Sart-up Entrepreneur, a book that has been sdlling in the U.S. and Europe for
fifteen years. The book is widely consdered to be one of the best volumes ever written on garting a
business.

Mr. Cook is the Presdent of Investment Rarities Incorporated, a company he founded in 1973. This
company has sold and ddlivered $2 ¥z billion in gold, Slver and platinum.

In 1971 Mr. Cook started Crest of Miami, Inc., a drinking water company. He originated the concept of
vending purified drinking water and built a company around it. Mr. Cook aso founded the Home Energy
Diges Magazine. He originated the Blue Book of Gun Vdues, Americas principd price guide for
collectible firearms. In 1975 he designed and built the “Sierra” wood burning stove.

Mr. Cook has appeared on CNN, the Larry King Show, the Regis Philbin Show and the Today Show.
|| |

Taylor: At this moment | have read about %2 of Taylor: Can you tdl me if any of the characters

your new book titled Full Faith & Credit. Itis in this nove represent anyone our readers might

highly enjoyable and very easy to read. | hope to be familiar with?

finish it on my vacaion. In the mean time, can

you give our readers apreview of it? Cook: Wall, one chapter is about the Chairman
of the Federd Reserve and other chapters may

Cook: It's a story about a financia collapse and remind readers of persondities they know.

how one successful speculator becomes rich

because he saw that a crash would happen. Taylor: We have been in a horrific bear market

for metas that makes even the bear market for
gocks during the Grest Depresson look tame.
Since 1982, for example, gold compared to the
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S&P 500 has logt 98% of its vdue. Might it not
be time for us gold bugs to throw in the towd ?
Cook: | don't think so. The U.S. has been
pumping out money and credit to keep the boom
going. The ultimate consequences will be good
for gold.

Taylor: But we have enjoyed a booming stock
market and robust uninterrupted growth in the
U.S. economy since the deep recesson ending in
1982. Might it not be possible that paper or fiat
money actudly does provide a better monetary
sysem than a gold based monetary system and
that we should just admit it?

Cook: It's hard to argue with the results until
you begin to look a little deeper, then you see
terrible problems. The U.S. economy is like a
great and glorious saling ship that's beautiful to
behold. But if you climb on board and go below
deck you will see dry rot S0 pervasve that you'll
hurry to dimb off in case it darts to snk while
you' re on board.

Taylor: Give usan example of dry rot?

Cook: Let's gat with the savings rate.  Savings
are the cornerstone of civilization. We have
notorioudy wesk savings. In some months of
this year savings growth has been nonexigtent.
In the firgt haf of this year we had ten dollars of
credit growth for every dollar of savings growth.

Taylor: Wadl Street dams that savings aren't
important any more. Some investors think that
sock investments are as good or better than

savings.

Cook: | had hoped the drop in the NASDAQ
this year would have cured people of that crazy
idea. Does anybody serioudy think that
goeculding on grotesquely  overvaued  tech
gocks is the same as sdting money away in the
bank. Give me abreak!

Taylor: Well, somebody must think so because
the public has been pouring ther money into
stocks and mutua funds.

Cook: True enough. The mogt fish swim into
the net at the top.

Taylor: But many of them are eaning 30% a
year or more. Some tech stocks have made
individud investors wedlthy.

Cook: One thing I've learned in my life is that
it's hard to make money. It takes work, struggle,
and pain to get ahead. What's going on now is
hyperinflation of asssts.  It's esser to make

money speculating than working. In the past
five years if you owned assats like red edate,

stocks, or collector's items, you made a lot of
money. Sday and wages didn't cut it. The rate
of gan in asss is accdeating.  It's dl a
consequence of loose money and credit and
there' s aterrible price to pay for it.

Taylor: What'sthe price?

Cook: The greatest financid collgpse and
depression in higory.

Taylor:
excessve?

What makes you think credit is so

Cook: For every dollar of growth in the
economy theres four and a hdf-dolars of
growth in credit.

Taylor: A oountry has to have lending and
credit doesn't it?

Cook: Yes, but in a sendble sysem the amount
of savings are dl that's available to be loaned
out. Interest rates balance the demand for credit
and the supply of savings. When you creste
more money than avaladble savings, you're
inflating. You're creating more money. We do
that to extremesin America

Taylor: But we don't have serious price
inflation do we?

Cook: As | mentioned, the money has been
going into assets. The $30 hillion a month trade
deficit dso holds down price inflation. Imagine
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if that $30 billion we spend oversees were
chasing goods and services a home.

Taylor: So you don't see much price inflation
ahead?

Cook: If we use the CPl as an indicator it may
not be serious for the short term.  However,
that's a flawed indicator. High energy cogts will
catanly have an impact and quite soon. It's
when the dollar begins to dedine tha inflation
could get out of control. Imports will be much
more expensve. Eventudly | see the dead
opposte of today, a hyperinflationary
depresson. But remember, when we talk about
inflation we're usng consumer price index as a
reference. It'sadubious indicator.

Taylor: Inwha way?

Cook: 1 think inflation is far worse than any of
us believe. 1n 1980 | bought a Suburban. | think
it was $12,000. | bought one this spring for
$36,000. In twenty years it went up 200%. | call
that inflation, but the govenment says I'm
getting more bedls and whidles than 20 years
ago, 0 there's no inflation. The jack is certanly
more complicated.

In 1980 | think my attorney was getting $75.00
an hour. Now he gets $275. | suppose that’s not
inflation because there ae SO maly more
regulations now and I'm getting a lavyer who
knows more.

Taylor: Wasthat ajoke?
Cook: Sorry.

Taylor: Let's tak about the new economy for
awhile.  What do you think about this idea of

permanent prosperity?

Cook: They sad the same thing in 1929.
Keynes, for one, clamed there would never be
another crash.

Taylor: They argue that it's because of the new
technology, things like the Internet.

Cook: In 1929 they had autos, radio, aviation,
eectrification, telephones and many other
breathtaking new technologies. It didn't stop a
crash.

Taylor: So you think there could be a
depression of that scale?

Cook: Absolutdy. Bear in mind that back then
the savings rate was quite high and we didn't
have three trillion in foreign debt.

Taylor: But theré governments safeguards
nowadays aren’t there?

Cook: Sure and they could cripple the
govenment.  The government guarantees the
mortgages, bank accounts, retirement plans and
brokerage accounts, among other things. Then
they've got dl the socd safety nes like
unemployment. In other words, the government
could have a huge hill to pay in a depresson. At
the same time their revenues from taxes could
plummet and they dill have dmogt 6 trillion of
debt that's rolled over a chorter intervas.  If
raes go way up, look out. Even governments
can fal. You'll have to finish reading my nove
to see what happens.

Taylor: You mentioned foreign debt. | suppose
that in the scenario you envison this could cause
things to backfire on us?

Cook: Foreigners own around one-third of our
treasuries, thirty percent of our corporate bonds
and eight percent of our stocks. That's certanly
enough to creste havoc should they begin to
withdraw from our market.

Taylor: What would cause that?

Cook: A drop in the dollar. | mean they have a
chance to lose two ways. The currency for one,
and fdling makets the other. Eventudly the
huge trade deficit is going to take a toll on the
dollar and our economy.

Taylor: Do you seethis deficit improving?
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Cook: No. Information  technology, the
lynchpin of our new economy, doesn't seem to
export well. It's not helping our baance of
payment much.

Taylor: Why?

Cook: Culturd reasons and piracy. They sted
our technology. It's easy to do. Microsoft winds
up competing with their own products a a price
disadvantage.

Taylor: That dinks Waell, you're talking about
exports. Maybe we'll import less and cure the
trade deficit in thet way.

Cook: Eventudly we will.  When the ddlar
crashes or when the economy dumps and the
consumption boom ends. But, this trade deficit
IS symptomatic of a much greater problem.

Taylor: What'sthat?

Cook: The Adans have concentrated on
manufacturing.  Japan has especidly focused on
making the tools and equipment that make the
tools for menufacturing.  They have virtudly
insurmountable leads in manufacturing. Look at
gectronics.  They own it. Almog every cdl
phone is made by the Japanese or has Japanese
parts. Japanese wages are now 40% higher than
ours are.

Taylor: Mog of these stock market bulls never
talk about this do they?

Cook: No. Everybody’'s hung up on this
postindudria  information technology.  In other
words, we don't need manufacturing. We ae
beyond that because of the Internet and
tedecommunications.  If they're wrong were
going to be a lot poorer for it. The trade balance
isone indicator.

Taylor: Most people hear about the baance of
payment but they don’t redly undergand why
it's athreat to us. Could you try to explain it in a
way everybody understands?

Cook: TI'll try. Let's say you trade cars with
your neighbor. You owe $2,000 to boot on the
ded. Where do you get the money? It's dther
from your savings or you have to borrow it. In
other words, the trade deficit is made up of
American’s savings or money they borrowed.
Snce you can't draw down savings or borrow
money forever, eventudly something hasto give.

Taylor: What would that be?

Cook: The dollar will have to go down far
enough to discourage imports, in other words
make them too expensve. At the same time that
makes our exports more competitive.

Taylor: Sounds Ssmple enough.

Cook: It's going to cause alot of pain. A wesk
dollar may cause the whole house of cards to
collapse as foreigners flee our markets. One
other nasty problem is the extent foreigners are
buying up our corporations. There are just SO
many ramifications from a loose money and
credit policy.

Taylor: Goon.

Cook: Wel, its caused a tremendous
consumer-buying boom.  As a consequence,
capital goes to build madls super-stores and
shopping centers rather than new plants and
equipment. WEe re edting the seed corn.

Taylor: Sure, but you may not be factoring in
dl the pogtives from information technology.
The markets love these companies. How can
you be 0 far out of step with dl these market
pros?

Cook: The markets love these companies too
much. The top forty NASDAQ companies in
terms of market cap are «ling & 230 times
eanings. The benchmark used to be 10 times
eanings. Under ten you bought, over ten you
sold.

Taylor: What should they be?
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Cook: | don't know exactly. But we're placing
too much emphass on wha those companies
will be able to accomplish. Yes, they're gredt,
but we adso need manufacturing. Higher wage
levels in foreign countries prove that.  Tech
companies don't spread the wedth very wel
ether.

Taylor: What doesthat mean?

Cook: The best and the brightest get extremely
high wages The blue-collar workers tend to be
left out.  Manufacturing on the other hand,
provides higher wages for less skilled workers
then high tech.

Taylor: OK, OK, but these companies aren’t
sling a these high multiples because they ae
backward. They are cutting edge and they hold
the promise of huge advancesin the future,

Cook: It's had to argue with that. All I'm
saying is that they're not the whole enchilada
And a today’s vauations they have the chance
to do a very nasty number on the wedth of
America.  If they ever go back to 30 times
eanings they will be the Sdingrad of the
American economy.

Taylor: That's an eghty- percent drop. You
serioudy think  prices could correct to that
extent?

Cook: In 1929 RCA was $400 or $500 a share.
| think it hit $3.00 in the 1930's. Bear markets
can destroy credit money in ahurry.

Taylor: Let's say we have a market crash or a
dollar drop that brings on a criss. What are the
aress that would get hurt the worst?

Cook: It's a propostion of the Austrian School
of Economics that the most pain will be fdt in
the areas of the greatest excesses. In my mind
these are the margin and leveraging extremes
found in the stock market, resdentia red edate
with litle down payment and highly inflated
home vaues, and consumer credit with extensve

bank borrowing and credit card debt.  All will
callapseinthe criss| envison.

Taylor: What would happen then?

Cook: In my novd thee€s a horrible
depression. People lose ther homes
Bankruptcies go through the roof. Stocks
become pariahs and lenders fal.  Bondholders
get killed and highyidd bond funds freeze up
and trap the investors. They can't get out. There
areriotsin brokeragefirms. Itisn't pretty.

Taylor: You're serious?

Cook: | don't clam to know the future. | wrote
this novd because it's what | think is going to

happen. 1t'smy opinion.

Taylor: You're in the gold busness. It sounds
like a gold deder's dream come true, wouldn't

you say?
Cook: | suppose.
Taylor: Istha why you think thisway?

Cook:  Quite the contrary. | dated my
company 30 years ago. We had a few good
years but by in large it's been a lousy business.
I'm a good busnessman. | could have made
more money doing something ese.

Taylor: Sowhy didn't you?

Cook: | think it was Ayn Rand that sad, “re-
examine your premises”  Whenever | thought
about getting out of gold and slver I'd go back
to reading “Human Action,” by Ludwig von
Mises. Then I'd read some of Mises other
books. It woud refocus my thinking on the
terrible dilemma that easy money and credit have
created for this nation. | was heavily influenced
by Henry Hazitt, Hans Sennholz, Murray
Rothbard, Jerome Smith, Hary Browne and
Leonard Read. You can see some of their
thinking on our webste www.gloomdoom.com.
None of them would ever give up on gold and
endorse dallar inflating.
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Taylor: That'san impressive group.

Cook: | adso need to mention the Nobe prize
winner Freidrich Hayek. He was Mises foremost
sudent and a top thinker a the London School
of Economics. Twenty years ago | was attending
a monetary conference and drolling through an
area that was set-asde for coffee bresks and
refreshments.  Who was dtting done a a table
but Hayek. | introduced mysdf and asked if |
could join him. He smiled broadly and told me
to gt down. We chatted amicably and | asked
him about Mises. He was exceadingly
complimentary about his mentor. He was aso
quite podtive about gold. I'll never forget this
pleasng old gentleman and how polite he was to
me.

Taylor: So you dayed a fixture in the gold
business. How is busness these days?

Cook: | was afraid you'd ask. It's bad. Weve
not sdling much gold. Busness if off 75% from
last yeer.

Taylor: Why isthat?

Cook: Y2K. Last year people were buying
because of the millennium thing. It didn't

happen and many gold buyers are disillusioned.
Taylor: So they've quit buying?

Cook: To some extent. Unfortunately, a lot of
gold dedlers were beating the drum for Y2K and
they were wrong about it. That's caused the
customers to doubt their other arguments for

buying gold.
Taylor: Wereyou abig Y2K proponent?

Cook: Not a 4dl. | mentioned it in my
newdetter only once. In fact, |1 told my sdes
daff in a sdes meeting to go dow on Y2K. Of
course, some of them wouldn’t ligen. They
were sure it would be a big problem. We had to
monitor them closely, and | even had to suspend
my top sdesman. Our main Y2K enthusiasts left

soon after the first of the year. They couldn't
face up to being wrong.

Taylor: Soareyou ill bullish on gold?

Cook: Yes, because it will offset the losses to
the dollar.

Taylor: That'sdl?

Cook: Wadl, in my nove it rises to $2,000 an
ounce. In the kind of totdly devadtating
financid crash | envison, gold is the best and
find resort. But nowadays, in terms of profit
potentid, I'm advocating slver and | must say
we are sdling quite a bit of slver now.

Taylor: Why?

Cook: The large supply of slver that overhung
the market for so many years is gone. Indudtrid
demand is close to a bhillion ounces a year.
Silver is used in a thousand different ways and
there's a huge short interes.  Mining production
is dropping while demand rises | think slver
could explode upward and at $5.00 an ounce it
seems cheap.

Taylor: Interesting. Wha caused you to
suddenly become asilver bull?

Cook: Theré's a commodities andyst in Horida
by the name of Ted Butler who's been studying
the slver market for fifteen years. H€s an
expert on commodity futures and he's pointed
out some profound aspects of slver leasng and
the big short pogtions in dlver. | beieve his
work isincredibly bullish.

Taylor: Isit avalable? I'd liketo read it.

Cook: You can vist his webdte a
www.butlerresearch.com.

Taylor: OK, well check it out. So, you're
advocating siver. What kind of slver?
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Cook: Kennedy Hafs 90% slver coin bags of
pre-1964 coins with a $1,000 face value, 100-
ounce bars, slver dollars and slver Eagles.

Taylor: No rarecoins?

Cook: Only if you're a hobbyig and want to
become a coin expert. Otherwise we say gtick to
the items reasonably close to the bullion vaue.
Also avoid the highly promoted collector items.

Taylor: For example?

Cook:  Things like tressure coins or newly
discovered hoards of high-grade coins.  For
example, a couple years ago a few deders sold
high-grade St. Gaudens Double Eagles from a
major bank hoard. They sold for around $3,000
each. | checked the bid on them today. It's
$1,200.

Taylor: Ouch! Maybethey’ll recover.

Cook: Most assts are going to come crashing
down in the coming criss  Gold and slver will
buck the trend.

Taylor:  Will anything good come of this big
crash you predict?

Cook: The restaurants won't be so crowded.
You'll be aleto hear again.

Taylor: Anything ese about the aftermath of a
crash?

Cook: | know your views on the sorry dtate of
our culture and | agree. That's a subject for a
whole other interview. A lot of that will change
for the better. There's going to be a lot of pain.
| worry about the politicd outcome. We could
Ssee outrageous taxes, currency controls, asset
confiscetion, vaue-added taxes and other gross
abridgements of our freedom. It will be high
noon for redigribution. The money won't be
there. Those who ge money from the
government will scream long and loud. If the
government raises taxes in that environment to
pay the entitements it will be some kind of

depresson. Hopefully we will be alowed to hold
on to some of what we earn. We're going to
need a gatesman at the helm.

Taylor: Interesting. Anything ese you can add
to make your case for acrash?

Cook: Corporate debt. There's a lot of financid
engineering going  on. Companies  borrow
money by odling ther bonds and use the
proceeds to buy back their stocks. It helps make
their sock go up and management can exercise
their juicy stock options  The money they
borrow should be going into new plants and
equipment. That's just one example of many
kinds of short-term fixes geared to help earnings.

Taylor: Anything ds=?

Cook: Derivatives.  Supposedly they now
exceed 100 trillion. Many of them are high-
leverage speculations while others hedge interest
rae risk. You can have problems with
mismatched swaps or hedges, counterparty
falures or big naked postions. | wouldn't be
aurprised to see some egomaniac pull the trigger
on a loony speculation that causes a mgor entity
to colapse It could be the beginning of

something quite ugly.

Taylor: We've covered a lot of bases. I've
saved the ultimate question for las.  When will
the collapse of our debt-laden economy occur?

Cook: Quite soon | think. For one thing,
inflation makes it harder to expand money and
credit and to push interest rates atificidly low.
If inflation gets too bad people dump the money
a a fader and fasdter rate and you get
hyperinflation.  The monetary authorities don't
want to go there. On the other hand, the wedth
effect from stock gains is disspating and savings
may eactudly begin to rise now. This will
quickly choke off economic growth. | think
you're going to be surprised a how fast a
dowdown comes on. Then you have dl that
debt to repay, dl those unsugtainable businesses
to liquidate and the dollar heading south.
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Taylor: It seems plausble enough. What
should people do?

Cook: Put 90% in the bank now. Get out of
evarything dse. Put 10% in gold and sSlver.
Then watch economic events closdy. If things
get nasty, keep shifting more and more into the
metals.

Taylor: And | suppose you want everyone to
read your book?

Cook: That's right. “Full Faith and Credit, A
Noved &bout Financid Collapse, is avaladle a
Banes and Noble sores and Amazon.com
among others. It's getting great reviews. Your
readers will enjoy it.

Taylor: What about your company? How can
our resders get dl the free reports and
newdetters on slver and your gold book.

Cook: They can call usa 1-800-328-1860.

Taylor: Thanks James for the interview. | truly
hope you are wrong about your forecast of doom.
But if you are right, and | am afrad you are, |
know our readers will be in pretty good shape
because unlike most other investors, they hold
postions in the precious metds as wdl as
precious metds shares. In clogng, | would like
to say that | congder you a friend and wish you
and your family the very best.

Cook: Thank you.
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