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CURRENT OUTLOOK

The accompanying table shows how our clients 
generally fared over the ten years ended December 
31, 2010 in comparison to the stock market, as 
represented by the S&P 500. Past performance is
no guarantee, or even necessarily an indicator, of
future results. Nevertheless, ten years is a reasonable
test of investment performance in comparison to
the S&P 500, the most widely used benchmark for
stock market performance.

CVM Balanced Portfolio Composite vs. S&P 500
Ten Years Ended December 31, 2010

Annual-
Total ized

Return* Rate*

CVM Balanced Portfolio Composite +68.75% +5.37%

S&P 500 +14.46% +1.36%

*CVM Balanced Portfolio Composite returns are net of trans-
action costs and investment advisory fees; S&P 500 returns
include dividends. See pages 7 and 8 for information about the
construction and performance of the Composite.

In what has been called ‘‘The Great Recession,’’
America now has persistently high unemployment,

a depressed real estate market, and banks whose
capital is so badly impaired by real estate and
commercial loans made imprudently in the past
that they are unwilling now to make the new loans
that could be the lifeblood of economic recovery.

In an effort to stimulate the economy, the
Federal Reserve (the Fed) has cut short-term interest
rates nearly to zero. It has lowered longer-term
interest rates by its purchases of Treasury and
mortgage debt, using money the Fed literally creates
out of thin air, euphemistically called ‘‘quantitative
easing’’ (QE). The Fed has virtually admitted that
it now has no tool to stimulate the economy other
than inflating the monetary base.1 [Notes appear on
page 8.] The Fed’s intent is to boost the stock 
market and thereby encourage a ‘‘wealth effect’’ that
would foster increased spending on consumption.2

The S&P 500 is up around 80% since March
2009 in response to the Fed’s money creation.
Although the S&P is still well below peaks reached
in 2000 and 2007, in our view the stock market is
still very much overpriced.

Fortunately, there are some signs of a slight
pickup in the economy. However, the Fed’s efforts
have not caused significant increases in produc-
tion and consumption, putting the Fed in what is
called a ‘‘liquidity trap.’’ Credit is now controlled
not by the Fed but by the reluctance of commercial
banks to make a meaningful quantity of new loans
to businesses and consumers. Consumption is
restricted by tight credit and the reluctance of
many people to resume their free spending ways
while unemployment remains high and real estate
prices remain depressed.
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‘‘Bankers will always hang us if they are given enough rope and the major cause of the current crisis 
was the huge amount of rope provided by the Federal Reserve and other central banks.’’

– Andrew Smithers
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Current Fed policies run the risk of adding
eventual high inflation to economic stagnation as
in the ‘‘stagflation’’ of the 1970s that was ended
only by a change in Fed policy in 1979 under the
leadership of then Fed Chairman Paul Volcker.3

The American economy will recover from this
recession gradually as individuals, families and
companies write off bad investments, reduce 
consumption and debt, and save to invest for 
productive activity and future security. Such
adjustments are painful. Attempts by Government
to shield us from the pain of these adjustments
will only prolong the adjustment period, as we can
see by the failure of the Japanese government’s
efforts to shield Japan from the adjustments needed
in the aftermath of its twin stock market and 
housing bubbles of the 1980s.

WILL THE FED BLOW A GOLD BUBBLE?

More than five years ago our analysis of the housing
and mortgage markets indicated that the eventual
bursting of the housing and credit bubbles 
would lead to a weakened economy; and that the
Government would seek to combat this economic
malaise with massive monetary and fiscal stimuli
which would decrease the value of the U.S. dollar
(USD) and increase the value of precious metals
relative to the USD.

The price of gold has appreciated significantly
in relation to the USD in recent years. Some even
wonder if gold is in a price bubble and if so it is a
reasonable question whether we should make sales
and take profits. We think not. Our view is that
gold is in a long-term bull market, not a bubble.
While the price of gold could decline in the near
term, and we certainly expect volatility, we foresee
higher prices over time.

Ideally, money is a medium of exchange, a unit
of account, a store of value and has the character-
istic of liquidity (being readily exchangeable for
other assets without losing value in the exchange).
For thousands of years gold has been accepted 
as money. This is no quirk: it is portable, divisible,
durable, and – other than through a process 
requiring both a supply of platinum and a controlled
nuclear reaction – inimitable. It is widely accepted,

noncorrosive and indestructible. Due to the afore-
mentioned, plus its scarcity, gold retains its value
over time, though its price fluctuates. Humans are
eminently attracted to the yellow metal as if pre-
programmed at birth, yet gold is weighty not just in
the mind of man: one cubic foot worth of gold weighs
close to 1,000 pounds (worth nearly $22,000,000
today). Whereas large quantities are practically
immovable, small quantities – such as one ounce –
can be stretched into a wire 60 miles long. Is it any
wonder that gold is the traditional gift for the rare
accomplishment of a couple’s 50th wedding anni-
versary? On the other hand, the couple that reaches
the easily attainable one year anniversary gets to
celebrate with the gift of, you guessed it, paper.

And paper is the very material against which
gold is most commonly measured. While gold
might not be the perfect currency, those of ‘‘fiat’’
origin – that which is printed on paper and is backed
by nothing more than faith in those doing the
printing – are riddled with imperfections. Their
lack of sustainability is just one example. In this
country alone, currency arrangements have taken
many forms in more than 200 years. Each form
and the value thereof has evolved more or less
based on the underlying health of the economy
and the degree to which its value was either 
protected or debased by the U.S. dollar’s governing
body, the government (lately the Fed).

Paper money is far easier to use than gold in
personal and commercial transactions. However,
compared to gold, fiat money has not been a reli-
able store of value. For example, in 1932 an ounce
of gold was worth about $20, while early this year
an ounce of gold was worth nearly $1,400. In this
measure of relative value, since 1932 the U.S. 
dollar (USD) has lost almost 99% of its value in
relation to an ounce of gold.

Gold epitomizes faithfully, as it always has, 
the key monetary characteristic of being a reliable
store of value. And unlike fiat paper money, gold
cannot be created by printing or its electronic
equivalent. There is no ‘‘central bank’’ for gold,
and none is needed.

Our Federal Reserve is the steward of the USD,
our nation’s currency which has been the world’s
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key currency for nearly 100 years. The current
Chairman of the Fed, Ben Bernanke (as well as his
predecessor, Alan Greenspan), displayed a lack of
understanding of the troubles they were instru-
mental in creating for our economy that led to the
great crash and financial crisis that erupted in 2008.
We have little faith that the same central bankers at
the Fed who did not see the financial crisis coming
will be able to extricate us safely from the destructive
aftermath of the crisis. This is among the reasons we
believe gold will continue to rise vis-à-vis the USD.

An economic recession began in March 2001and
ended in November 2001. At the onset of the 2001
recession, the Federal Reserve immediately began
lowering short-term interest rates, eventually 
taking rates down from 5% to 1%. The economic
downturn of 2001 was considered the shallowest
recession in nearly a century. Yet the stimulative
response of the Fed was extraordinary: the Fed
held rates as low as 1% until June 2004 – two and
a half years past the point the recession ended.

Rates held this low for this long motivated
people to seek a better return anywhere they
thought they could find it. This boosted asset prices
in the stock market, but especially in the housing
market which escalated into the biggest house price
bubble in U.S. history. That should have ended
confidence in the Federal Reserve.

To more fully understand why we lack 
confidence in the Fed, consider the following
chronological (and partial) list of the Fed’s 
enormously costly mistakes and miscalculations.

July 1, 2005: Ben Bernanke, then Federal Reserve
Vice Chairman and Chairman of the President’s
Councilof EconomicAdvisors, stated in an interview
on CNBC: ‘‘Well, I guess I don’t buy your premise
[that the housing market could be in a bubble whose
bursting could hurt the economy]. It’s a pretty
unlikely possibility. We’ve never had a decline in
house prices on a nationwide basis. So, what I think
is more likely is that house prices will slow, maybe
stabilize, might slow consumption spending a bit.
I don’t think it’s gonna drive the economy too far
from its full employment path, though.’’

As a student of the Great Depression of the
1930s Mr. Bernanke should be aware there was a

huge and prolonged fall in house prices at that
time. The absence of a nationwide decline in house
prices in more recent times was no warranty against
such an event occurring. Master investor Warren
Buffett, in his search for a successor to manage 
the investment assets of his company, Berkshire
Hathaway, prioritized the ability to anticipate
unprecedented outcomes, saying ‘‘We . . . need
someone genetically programmed to recognize
and avoid serious risks, including those never
before encountered.’’4

November 10, 2005: During a Senate Banking
Committee hearing, Bernanke repudiated Warren
Buffett’s warning that derivatives were ‘‘financial
weapons of mass destruction’’ that carried ‘‘poten-
tially lethal’’ and ‘‘megacatastrophe risk.’’5 Said
Bernanke, ‘‘I think, generally speaking, they
[derivatives] are very valuable. With respect to their
safety, derivatives, for the most part, are traded
among very sophisticated financial institutions
and individuals who have considerable incentive
to understand them and to use them properly.
The Federal Reserve’s responsibility is to make
sure that the institutions it regulates have good
systems and good procedures for ensuring that
their derivatives portfolios are well managed and
do not create excessive risk in their institutions.’’

Buffett’s warning was proven correct as it was
the imprudent, speculative and excessive use of
derivatives that led to either the bankruptcy or
near bankruptcy of virtually every large financial
institution in the United States.

May17, 2007: Fed ChairmanBernanke predicted,
‘‘We do not expect significant spillovers from the
subprime [mortgage] market to the rest of the
economy or to the financial system.’’ This was a
commonly heard refrain throughout the entire
unfolding of the subprime crisis until it became
abundantly clear that higher quality loans and
higher priced homes were also suffering large
declines in value. Perhaps we are idealistic but we
believe that the Chairman of the Federal Reserve
ought to have uncommon wisdom and an ability
to avoid falling prey to common misperceptions.
After all, we initiated our precious metals com-
mitments in 2005 and positioned client portfolios

3
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quite defensively in 2007 due to an expectation that
problems in the subprime market would grow to
include the entire housing market and then spill
over into nearly all areas of the economy.

July 18, 2007: Fed Chairman Bernanke said:
‘‘Employment should continue to expand. . .The
global economy continues to be strong. . . [and]
financial markets have remained supportive of
economic growth.’’ Since then, the percentage of
unemployed has doubled, the stock market remains
well below the twin peaks reached in July and
October of 2007 and financial markets are not 
supporting economic growth.

February 27, 2008: Fed Chairman Bernanke
gushed optimistically: ‘‘By later this year, housing
will stop being such a big drag directly on GDP
[i.e., the economy].. .I am satisfied with the general
approach that we’re currently taking.’’ That year
house prices fell for the second consecutive year,
the economy was suffering and the stock market
crashed, falling 46% from the day of the quotation
above until the market lows in November.

June 9, 2008: Fed Chairman Bernanke said: ‘‘The
risk that the economy has entered a substantial
downturn appears to have diminished.’’ Within three
months the stock market was crashing, the credit
market was frozen, businesses lost their ability to
raise capital, and the U.S. economy was entering
its sharpest and deepest period of contraction
since the 1930s.

January 3, 2010: Fed Chairman Bernanke gave
a speech in which he rejected the idea that, by 
lowering interest rates from 6% to 1% in the 
early 2000s and encouraging borrowers to use
adjustable rate mortgage loans, the Federal
Reserve was in any way responsible for causing
the housing bubble. Instead, he blamed ‘‘regula-
tors,’’ ‘‘supervisors,’’ and ‘‘the private sector’’ for
creating the bubble.

Unconcerned about causing the previous 
bubbles in the stock market and real estate the
Bernanke Fed met the onset of an ‘‘unprecedented’’
(to Bernanke) collapse in housing and financial mar-
kets with a truly unprecedented monetary stimulus.
Within two years of the crisis erupting in September
of 2008, Bernanke increased the monetary base by

4

more than 10% of the size of the U.S. economy.6 This
was over 3x as much monetary stimulus as the Fed
provided during the Great Depression, and more
than 10x as much monetary stimulus as in the
average recession since World War II.

In the second half of 2007, when growing losses in
the subprime mortgage market became apparent to
Bernanke, the Fed began to lower interest rates. The
Fed quickly pushed its short-term interest rates down
to a range of 0.0% to 0.25% where they remain today.

With no more ability to cut short-term interest
rates the Bernanke Fed turned to ‘‘quantitative
easing’’ (‘‘QE’’), the euphemism given by the Fed
for its creation of money out of thin air to purchase
financial assets such as Treasury bonds and 
mortgage backed securities. The dollar amount of
money newly created by QE is staggering – roughly
$1.7 trillion to date. Rather than stimulating the
economy the new money stimulated stock markets
across the globe and pushed up the price of many
other investment assets and commodities.

Knowing that this type of money creation was
potentially dangerous in the long run, Bernanke
reassured the markets by vowing to end his 
campaign of quantitative easing by April 2010. 
As with other stimulus measures such as cash for
clunkers7 and tax credits doled out to first-time
homebuyers, the withdrawal of the stimulus would
likely cause a decline in the very markets it served
temporarily to support. The Fed spoke strongly of
an ‘‘exit strategy’’ from its initial QE program (QE 1),
but we expected it to renew QE once the markets
responded poorly to the end of QE 1.

When the QE crutch was pulled away in April,
the S&P 500 fell 17% into July and fear gripped the
financial markets. The Bernanke Fed was forced to
pick its poison: either withdraw liquidity, reducing
the monetary base and causing the markets and
economy to dive immediately, or resume QE and run
the risk of devaluing the dollar and fostering future
inflation. So, beginning in August, Bernanke hinted
at what would become explicit policy in November:
committing another $600 billion of money not yet
in existence to what is dubbed ‘‘QE 2.’’

In an Op-Ed essay Mr. Bernanke said it was the
aim of QE 2 to stimulate the stock market in the
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expectation that would encourage consumers to
resume borrowing and buying as they had before
the recession.8 However, that is what got so many
people into financial trouble in the first place. Mr.
Bernanke ought to be aware that such tactics failed
to help the Japanese economy emerge from what
has become over 20 years of economic stagnation.

In a recent 60 Minutes TV interview, when asked
for the level of his confidence about avoiding the
high inflation that is considered a natural byproduct
of such an immense increase in the monetary base
through QE 1 and QE 2, Bernanke said that he was
‘‘100%’’ confident the Fed could avert high inflation.
Bernanke must know that the only way to stop
inflation from getting out of hand after too much
money creation is to do what the Paul Volcker Fed
did in 1979: raise interest rates to high levels and
actually decrease the monetary base, thereby causing
a sharp downturn in the economy. That was painful
but it paved the way for an economic recovery
coupled with lower inflation.

From Bernanke we expected nothing less than
100% confidence; catering to the financial markets
while boasting of the ability to walk a monetary
tightrope is a top priority for the Bernanke Fed. Yet
given the Fed’s unwillingness to raise interest rates
and tighten monetary policy in a timely manner in
the wake of the shallowest recession on record just
ten years ago, is it realistic for investors to be 100%
confident that during this Great Recession the
Bernanke Fed will turn off the monetary spigot in
time to avoid significant inflation? We think not.
Bernanke believes that one of the worst policy 
missteps in handling the Great Depression was 
ending monetary stimulus too soon. By his previous
actions and in currently stating a desire to increase
the rate of inflation, he has made clear his intent 
to avoid repeating this supposed mistake. For 
protection against the continued dollar debasement
that could come from this Fed’s policies, we 
continue to own precious metals.

Increasing demand for gold is global, due in part
to the Fed’s dollar devaluation policies, as foreign
governments and citizens move reserves out of 
the USD and into gold to protect their wealth from
potential loss of value in the USD. Central banks 

of China, India, Russia and other countries have
purchased large quantities of gold and other
resources to diversify out of the Bernanke-backed
dollar. In 2009, Chinese officials announced that
China had increased its gold reserves by 76% since
2003. In 2010 through the end of October, China
imported more than 200 additional tons of gold.
Furthermore, China is keeping 100% of the gold
produced within its borders while encouraging its
citizenry to purchase gold as a means of protecting
itself from worldwide currency debasement.Yet the
central banks of most emerging nations maintain a
very small – almost insignificant – amount of gold
relative to their overall foreign exchange reserves.

Foreign governments have been quick to 
criticize Bernanke’s plan for seemingly endless
quantitative easing. Representatives from China,
our largest trading partner, have been vociferous.
Brazil was not to be outdone: ‘‘It’s no use throwing
dollars out a helicopter,’’ said that country’s finance
minister, invoking the image painted by Bernanke
himself in 2003 when discussing how a country
could easily whip deflation and spur economic
activity by overprinting its own currency.

While much of Asia ‘‘pegs’’ its currency to the
U.S. dollar (buying or selling foreign currencies to
dampen exchange rate fluctuation and keeping
prices low for Asian goods), in recent months more
than two dozen countries have intervened in the
foreign exchange market to help ward off what they
perceive as a currency attack by our Federal Reserve.

Other countries are devaluing their fiat money to
protect their export industries from the disadvantage
of a relatively over-valued domestic currency. Due to
concern about an escalating ‘‘currency war’’ Robert
Zoellick, President of the World Bank, recently
suggested that leading economies should consider
readopting a modified global gold standard.9

Critics denounce the gold standard as an ancient
idea unsuitable for modern times. To be clear, 
the classical gold standard operated from 1880
through 1914. Until 1971, the U.S. would pay gold
for foreign USD holdings. Compared to the act of
debasing one’s currency – monetary sleight of hand
spanning millennia – the gold standard is a spring
chicken. History proves, over time, that gold is

5
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stable while fiat currencies are volatile, illusory, and
ultimately transitory.

Even with the nascent suggestion of returning to
some form of gold standard, the market for gold has
not yet entered bubble status. What we see eventu-
ally bursting is not a bubble in gold but rather the
bubble in confidence that the markets have placed in
the Bernanke Fed’s ability to end safely its quanti-
tative easing money creation. Since our investment
in gold is the consequence of our lack of faith in the
Fed’s policies, so long as the Bernanke Fed stays its
stated course, we will continue to hold gold and look
for intelligent opportunities to add to our positions.

Our clients own shares in a variety of gold
mining companies directly and indirectly10 that are
currently enjoying large and growing profit mar-
gins yet whose shares are available at reasonable
valuations. If we are in a bubble for gold, it is a
strange mania given the low prices of leading gold
mining companies in relation to current and likely
future earnings, cash flow, gold in reserves, pro-
duction capacity, ability to increase dividends, etc.

This supposed gold bubble – a 400+% rise over
the past ten years – is unexceptional in comparison
to the upward spikes of 1,324% in the NASDAQ
stock market of the late 1990s, the 954% rise in
homebuilding stocks in the last decade and the 882%
rise in the price of oil. Furthermore, it appears that
many of the ‘‘experts’’ who now assert that gold is
in a bubble failed to recognize the development of
the stock market and housing bubbles. In fact, many
well-known investors who like gold now are the
ones who saw the stock and housing bubbles for
what they were. We know of no financial mania
that did not include both the general public and its
financial advisors pouring money into an already

6

over-priced market. That is not yet the case with
precious metals.

STOP THE PRESSES!

There is irony in the news from early December
that our government is having problems producing,
to the point of delaying the introduction of, the new
$100 bill. The new greenback is noteworthy not just
for its slew of anti-counterfeiting bells and whistles
(which includes a raised image of the Liberty Bell,
among other security measures) but for the fact that
the Bureau of Engraving and Printing pulled 1.1 bil-
lion newly minted notes from potential circulation.
Printing took place on less than 100% of the bill’s
surface due to a crease that was formed during the
process. When government officials unfolded the
creased bills, blank streaks appeared.

Total return for one year; returns for periods greater than one year
are annualized; all returns include dividends and interest; all Composite
returns are net of commissions and advisory fees. Periods ended 12/31/10.

1-year 3-year 5-year 8-year 10-year______ ______ ______ ______ _______
CVM Balanced Portfolio Composite 12.97% 4.65% 6.38% 6.24% 5.37%

S&P 500 Index 14.69% -2.97% 2.22% 6.62% 1.36%

Source: FactSet Research Systems
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The graph does not show the full extent of the rise in the
Nasdaq Composite.
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While the future value of paper money can be
debated ad infinitum, this much is incontrovertible:
there is a definite cost to produce it. In recent
years, that cost was roughly $0.08 per bill. In the
case of the new-and-improved hundred, the cost is
much higher – $0.12 – pushing the total cost of this
mistake to more than $130,000,000 (in addition to
the cost of sorting through them to determine 
how many bills are salvageable). Perhaps the silver 
lining comes in the thought that if the new Franklins
are so difficult for our government to print then
they certainly must be tough for the counterfeiters
to match.

CREDITS & NOTICE

Frederic G. Marks, Darren C. Pollock, and David
A. Horvitz contributed to the research and writing
of the articles in this issue of Investment Values.
Typographic design, formatting and printing are
by Media Graphics of Hawthorne, California.

Starting with this issue Investment Values will
have eight pages instead of twelve. It is not for lack
of material that we make this change. We always
have had far more worthwhile information to 
convey than needed to fill out the prior 12-page
format. However, while many of our readers will
appreciate greater brevity, our work of preparation
may be even more exacting because, in the words of
Henry David Thoreau, expressing an idea voiced
by more than a few writers: ‘‘Not that the story need
be long, but it will take a long while to make it short.’’

COMPOSITE PORTFOLIO

In 1997 we established our Balanced Portfolio
Composite (the ‘‘Composite’’) using client data
beginning January 1, 1992. The Composite includes
all fully discretionary, fee-paying accounts over
$250,000.00. The Composite assets are allocated
principally among the following asset classes:
equities (common stocks), fixed income (bonds)
and cash. Cash is allocated in accordance with the
views of our firm’s investment officers regarding
the relative desirability of being more or less fully
invested in other asset classes from time to time.

In the Composite, client accounts are combined
for performance reporting purposes to provide a
‘‘Composite’’ return. The Composite represents real
money invested for clients.

In the three months ended December 31, 2010 we
eliminated our holdings of Coca-Cola Enterprises
(CCE), ending a commitment that from the outset
we had expected could be relatively short term.

The table below sets forth the holdings in our
Composite as of December 31, 2010.

Composite Portfolio Holdings
as of December 31, 2010

Security Pct. Assets

Market Vectors Gold Miners ETF 8.9
Newmont Mining 7.4
Berkshire Hathaway 6.7
Federated Prudent Dollar Bear Fund 6.0
Federated Prudent Bear Fund 4.8
Central Fund of Canada 4.8
Pan American Silver 4.4
Pfizer 4.2
Johnson & Johnson 2.8
Leucadia National 2.7
Medtronic 2.2
Microsoft 2.1
Abbott Laboratories 2.0
Wal-Mart Stores 2.0
Stryker 1.8
Eli Lilly 1.6
Bristol Myers-Squibb 1.4
ConocoPhillips 1.2
Markel 1.0
CVS/Caremark 1.0
Berkshire Hathaway, 7.125% due 10/15/2023 0.9
Chevron 0.9
Verizon Communications 0.8
Other 3.5
Cash Equivalents 24.9

Total 100.0

7
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COMPOSITE PERFORMANCE INFORMATION

The performance results displayed herein represent 
the investment performance record for the Balanced
Portfolio Composite, a Composite of balanced accounts
managed by Cheviot Value Management, LLC, a 
registered investment adviser under the Investment
Advisers Act of 1940. 

The Composite returns are total, time weighted
returns expressed in U.S. dollars and include the 
reinvestment of dividends and other earnings and 
the deduction of transaction charges and investment
advisory fees of 1% per annum.

The S&P 500 Index is a market capitalization
weighted index of 500 of the largest U.S. companies.
The returns for the S&P 500 Index are calculated on a
total return basis with dividends reinvested. The S&P
500 Index is not available for direct investment.

Past performance is no guarantee of future results.
Any investment in marketable securities has the possi-
bility of both gain and loss. Results will vary among client
accounts. The actual return and value of an account will
fluctuate and at any point in time could be worth more
or less than the initial amount invested.

Holdings are subject to change. It should not be
assumed that recommendations made in the future will
be profitable or will equal the performance of securities
in this newsletter. The information contained herein is
based on internal research derived from various sources
and does not purport to be statements of all material facts
relating to the securities mentioned. The information
contained herein, while not guaranteed as to accuracy or
completeness, has been obtained from sources we believe
to be reliable. Opinions expressed herein are subject to
change without notice. Cheviot Value Management or
one or more of its officers may have a position in the
securities discussed herein and may purchase or sell such
securities from time to time.

The CVM Balanced Portfolio Composite has been
examined by independent verifiers for the periods from
January 1, 1992 through December 31, 2009. A copy of
this examination report is available upon request.

NOTES

01The monetary base is the total amount of dollars
in the hands of the public and in commercial bank
deposits held in the Federal Reserve.

02See ‘‘What the Fed did and why: supporting 
the recovery and sustaining price stability,’’ by
Ben S. Bernanke, Op-Ed, The Washington Post,
November 4, 2010.

03The Fed’s predicament is explained clearly in a
recent book, Wall Street Revalued (2009) by noted
economist and financial analyst Andrew Smithers.
See, e.g., chapter 22, p. 190.

04Chairman’s letter, 2006 annual report of Berkshire
Hathaway, Inc.

05Quotation from Chairman’s letter, 2002 annual
report of Berkshire Hathaway, Inc. in which Mr.
Buffett defines a derivative as a financial contract
‘‘. . . that calls for money to change hands at some
future date, with the amount to be determined
by one or more reference items, such as interest
rates, stock prices or currency values.’’ Derivatives
can be used either to protect against risk or to
increase hoped for speculative gains, thereby
increasing risk.

06As measured by yearly Gross Domestic Product
(GDP).

07A $4,500 federal income tax rebate for new car
buyers trading in an old car.

08Mr. Bernanke said that ‘‘higher stock prices [to
be caused by QE 2] will boost consumer wealth
and help increase confidence, which can also
spur spending.’’ Quoted from ‘‘What the Fed
did and why: supporting the recovery and 
sustaining price stability,’’ by Ben S. Bernanke,
The Washington Post, November 4, 2010.

09See ‘‘Zoellick Seeks Gold Standard Debate,’’
Financial Times, Nov. 7, 2010.

10In addition to Newmont Mining there are another
30 or so gold mining companies in Market Vectors
Gold Miners ETF, our largest holding.
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Contact information: 100 Wilshire Blvd., Suite 2020, Santa Monica, CA 90401; (310) 451-8600;
email: contact@cheviotvalue.com; web address: www.cheviotvalue.com.

Investment Values is intended to be a source of educational information about investments and related topics. Comments about specific securi-
ties (stocks and bonds) are NOT intended to be recommendations that readers purchase or sell such securities. Such comments are intended to
explain to readers and investment clients why such securities have been or may be purchased or sold within a diversified portfolio such as the
portfolios of the investment clients of Cheviot Value Management, LLC.
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