
 

Martin A. Armstrong 

Martin Armstrong was born November 1, 1949 in New Jersey the son of a lawyer and Lt. Col 
under General Patton in World War II. Martin was encouraged by his father to get involved in 
computers during the mid-1960s. He completed engineering both in hardware and software but 
after being offered positions by a government contractor RCA in Thule Greenland, Guam, or 
Vietnam, he decided to go back to gold business that he had first began working while in High 
School to earn money for a family trip to Europe in 1964 for the summer. He continued to work 
on weekends through high school finding the real world exciting for this was the beginning of 
the collapse of the gold standard. Silver was removed from the coinage in 1965 and by 1968 
gold began trading in bullion form in London. The gold standard collapsed entirely in the 
summer of 1971 and gold became legal to trade in America during 1975 in bullion form. 
Previously, the market for gold had always been in coin form as long as they were dated prior 

to 1948. 

Armstrong began his studies into market behavior when first becoming 
fascinated by the events during the Crash of 1966. Working through 
this period exposed him to the real world compared to the theories 
offered in school. When his history teacher showed an old black & 
white film, The Toast of New York, starting Edward Arnold and Cary 
Grant, which portrayed the gold manipulation of Jim Fisk that resulted 
in the Panic of 1869, his perception of the world was changed forever. 
This was the Panic ǿƘŜƴ ǘƘŜ ǘŜǊƳ ά.ƭŀŎƪ CǊƛŘŀȅέ ǿŀǎ ŎƻƛƴŜŘ ōŜŎŀǳǎŜ 
the mob stormed Wall Street and was dragging the bankers from their 
offices and hanging them. The riot prompted troops to be sent in to 
restore peace. A scene in this move showed Cary Grant reading the 
prices of gold from the tickertape as it hit $162 in 1869. Since gold was 

$35 in the 1960s, there was clearly something wrong with the whole linear thought process of 
economic history. Armstrong became captivated by this shocking revelation that there were 
not just booms and busts, but also peaks and valleys that would last centuries. 



Armstrong pursued his studies of economics searching for answers behind the cycle of boom 
and busts that plagued society both in Princeton and in London. He began to do forecasting as a 
service to institutional cash market players in gold that included Swiss banks. As currency also 
began to float in 1971, Armstrong found the gyrations thought-provoking and began to notice 
the same oscillations that appeared in stocks in 1966, real estate into 1970, and gold as it rose 
to $42 in 1968 and fell below the official price of $35 in 1970, were manifesting in the rise and 
fall of currency prices. Armstrong became one of the very first to forecast currencies.  

 

1979 hand drawing 

Having the background in computers, the dream of most 
programmers was to create Artificial Intelligence in the 
1960s to early 1970s that led to a lot of Sci-Fi movies and 
books. Armstrong had the unusual background in computer 
science in hardware and software and was perhaps the first 
to begin to apply his diverse knowledge from two fields 
together. He began creating a global model in the mid-70s 
and was publishing the results from about 1972. His search 
for answers to the oscillations of the economy led him to conclude it was what people believed 
more so than realty. This maxim has been stated as SELL THE RUMOR, BUY THE NEWS. He 
named the major long-term global model the Economic Confidence Model, which fine-tuned 
the business cycle to 8.6 years. Former Fed Chairman Paul Volker also accepted the fact that 
the business cycle was about 8 years in his Rediscovering the Business Cycle 1978. This model 
has become famous for since the subsequent discovery that its accuracy may be based upon 
the fact that it is the perfect business cycle [(365.25 days x 8.6 = 3141.15 days) = Pi] (See ά¢ƘŜ 
{ŜŎǊŜǘ /ȅŎƭŜέ by Nick Paumgarten; The New Yorker Magazine Oct 2009 10 Page Article on 
!ǊƳǎǘǊƻƴƎΩǎ discovery) 

Because gold was making a high in 1980 that Armstrong believed would last for the typical 26 
year period, he decided to retire from making markets. He had been one of the first to establish 
over-night markets before there were such trading desks. Relying on friends in Hong Kong and 
London, Armstrong had made markets after New York closing in gold when no one else would. 



With people lining up at all sorts of stores to sell gold for cash, those dealers needed someone 
to buy the scrap gold. Armstrong was one of the top three buyers in the country as small 
dealers sent their purchases to Armstrong who then contracted with Englehard in New Jersey 
to refine the gold pouring it into acceptable exchange traded bars. Most assumed he was 
speculating, but in fact, with his contacts, he would sell in Hong Kong, but in the cash markets, 
delivery was then required in London the next day. Friends would make the delivery in London 
in the morning and by New York opening, Armstrong would exchange that position with a New 
York contract. Getting by on at best 4 hours sleep, when his model proved to be correct on gold 
projecting both the price and time to the precise day of January 21, 1980, he announced his 
retirement. It was at this time that his many clients around the world requested that he still 
publish his analysis. He was not interested in this idea, but clients eventually convinced him 
they would pay $2,000 and hour for his work. Princeton Economics was thus born as the 
research was spun off as a separate company.  

 

On June 27, 1983, Joseph Perkins Staff Reporter of Wall Street Journal had heard about 
Armstrong and the hourly rate people were paying to obtain his analysis and wrote a story 
entitled έFor $33.50 You Can Have a Minute with This Commodity Adviser.έ Armstrong 
eventually raised his rate to $10,000 an hour trying more to restrict business, than attract it. 

 For $33.50, You Can Have a Minute With This Commodities Adviser 
.<ref>[http://pqasb.pqarchiver.com/wsj/access/72265657.html?FMT=ABS&FMTS=ABS:AI&date=Jun+27%2C+1983&author=&pub=Wall+Street+
Journal+(1923+-

http://pqasb.pqarchiver.com/wsj/access/72265657.html?FMT=ABS&FMTS=ABS:AI&date=Jun+27%2C+1983&author=&pub=Wall+Street+Journal+(1923+-+Current+file)&edition=&startpage=31&type=historic&desc=For+%2433.50%2C+You+Can+Have+a+Minute+With+This+Commodities+Adviser
http://pqasb.pqarchiver.com/wsj/access/72265657.html?FMT=ABS&FMTS=ABS:AI&date=Jun+27%2C+1983&author=&pub=Wall+Street+Journal+(1923+-+Current+file)&edition=&startpage=31&type=historic&desc=For+%2433.50%2C+You+Can+Have+a+Minute+With+This+Commodities+Adviser
http://pqasb.pqarchiver.com/wsj/access/72265657.html?FMT=ABS&FMTS=ABS:AI&date=Jun+27%2C+1983&author=&pub=Wall+Street+Journal+(1923+-+Current+file)&edition=&startpage=31&type=historic&desc=For+%2433.50%2C+You+Can+Have+a+Minute+With+This+Commodities+Adviser


+Current+file)&edition=&startpage=31&type=historic&desc=For+%2433.50%2C+You+Can+Have+a+Minute+With+This+Commodities+Adviser]<
/ref>.  

Since Armstrong was providing forecasting for clients generally three times during the course of 
each trading day, it began on a closed-circuit telex system - a forerunner to the internet among 
professional dealers. Eventually, the reports were transmitted by Western Union, and the cost 
to deliver such reports could be as high as $75 each. A client taking all the all markets would 
have to pay up to $250,000 annually just in communication costs. For this reason, the analysis 
tended to be institutional due to the high cost. This prompted the opening of offices overseas 
to reduce the costs of delivery. Trying to manage overseas offices from the United States was 
impossible, and Armstrong began to take in partners in each country. As a consequence 
Princeton Economics International, Ltd was born. Armstrong became the chairman focusing on 
the research while the partners became the managing directors around the globe. 

 

 

1985 Plaza Accord 
From left are Gerhard Stoltenberg of West Germany, Pierre Bérégovoy of France, James A. Baker III of the United 

States, Nigel Lawson of Britain and Noboru Takeshita of Japan 

By 1985, Armstrong was certainly one of the top premier Foreign Exchange analysts in the 
world. He stepped up in 1985 when James Baker was convincing President Ronald Reagan to 
create the G5 (Group of 5 now G20) nations to manipulate the currency values to affect the 
trade deficit, which became known as the Plaza Accord. In Britain, this meant the abandoning 
of monetarism and the adoption of a de facto exchange-rate target of 3 deutsche marks to the 
pound (ruling out interest-rate rises), and excessive fiscal laxity (in particular the 1988 budget) 
unleashed an inflationary spiral. This also set the stage for the eventual attack on the pound in 
1992 to break that peg to the Deutsche mark. 
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!ǊƳǎǘǊƻƴƎΩǎ work into previous floating exchange rate systems (including the American Civil 
War and the Panic of 1869 when gold traded on the NYSE), led him to then warn the President 
that artificial manipulation of currency values would lead to greater instability and give birth to 
rising volatility. In a response from the White House on November 8, 1985, on the one hand 
agreed currency manipulation was not the way to go, but on the other hand, they failed to 
agree with the concern about increasing volatility: ά²Ŝ Řƻ ƴƻǘ ǎƘŀǊŜΣ ƘƻǿŜǾŜǊΣ ȅƻǳǊ ŎƻƴŎŜrn 
over exchange rate volatility,έ wrote Economic Advisor Beryl Sprinkel. 

In 1986, Armstrong published The Greatest Bull Market In 

History. This was the first study ever written that put the 

entire world events together demonstrating that the Great 

Depression of the 1930s was a Global Capital Flow problem 

set in motion largely by sovereign debt issues that led to a 

massive capital flight into the dollar that created a tidal wave 

of deflation. By the 1987 Crash, the Presidential Task Force 

(Brady Commission) was then calling upon Armstrong for 

help recognizing that volatility had become the number one 

problem. Because Armstrong had then forecast that the low 

was in place and that new highs would be seen in the stock 

markets before new lows, institutional brokerage houses 

were begging Armstrong to address their retail audiences. He 

agreed given the fact that most analysts were calling for a 

Great Depression. Armstrong then appeared before 



audiences exceeding 25,000 around the world from Europe, Canada, Australia, New Zealand to Hong 

Kong, Singapore and Japan. 

Armstrong warned that the capital flows had been shifted with the 1987 Crash much like there 
were after-shocks following an earthquake. He warned that the G5 had made an egregious 
error trying to manipulate currency values to reduce the trade deficit. He warned that by 
lowering the dollar value by 40% from the 1985 high, not merely made American goods 
cheaper overseas, it also devalued American assets held by foreign investors and that was what 
caused the 1987 Crash as they panicked and sold. Now money was being repatriated and the 
new capital concentration was taking place in Japan. Armstrong then warned would peak in 
December 1989. When that took place with the Nikkei reaching its high on the last day of 1989, 
the bubble burst and Japan would begin its Great Depression that would again last for about 26 
years, the same time duration that took place in the United States after 1929. The American 
boom postwar began 1955. Now central bankers were calling Armstrong personally wanting to 
know if this would be a depression outside of Japan or would it be another short-lived even like 
that of 1987? 

Capital flows again shifted and now 
turned toward Southeast Asia. By 
1994.25, that trend peaked and capital 
began to shift once more back to 
America and Europe with the approach 
of creating the Euro and the handing 
back of Hong Kong to China. Indeed, 
the S&P 500 bottomed precisely again 
to the day on 1994.25 as it did in 1987. 
About 3.14 years from the 1994.25 
shift in capital flows, the Asian 
Currency Crisis appeared on target. 
Armstrong was being called upon by 
many governments in the West. 
Committees working out the plans for 

the Euro sought the results of his global Economic Confidence Model. But in 1997, Armstrong 
was requested by the Central Bank of China to fly to Beijing for a meeting. Armstrong was 
perhaps the first independent Western analyst ever to be invited to China.   

The allegations in the Galleon Trial involving Raj Rajaratnam on claimed insider trading 
involving stocks among hedge funds and board members of banks such as Goldman Sachs, the 
same shenanigans have been going on in all other markets. This includes commodities, bonds 
(Salomon Brothers), to currencies. This trend toward coordinated group trading began with 
what the British called Black Wednesday, Sept. 16, 1992, the day Britain was forced into a 
floating rate system abandoning the ERM, which resulted in a trading profit for the attackers of 
some £3.4 billion.  
 



Sir Alan Walters 

!ǊƳǎǘǊƻƴƎΩǎ friendship with Sir Allan Walters, who 
was former Prime Minister Lady Margaret 
¢ƘŀǘŎƘŜǊΩǎ personal economic advisor, was 
instrumental in several ways. Alan was well familiar 
with the Princeton computer models and when the 
British pound was under attack in 1992, Armstrong 
was called to ask what the model was projecting for 
the pound. Alan and Armstrong dined often 
together in London and Alan also flew in to 
Princeton. Armstrong relayed that the computer 
was projecting in 1992 the decline in the pound and 
recommended it should be devalued or allowed to 
float. Since then Prime Minister John Major had 
vowed not to devalue the pound, the only solution 

was to allow it to float to seek its own level.  While it is true that Armstrong knew former Prime 
Minister Thatcher of Great Britain and had even 
visited her at her office in Victoria on trips to 
London, it was not true that he regularly advised 
Lady Thatcher. It is true that he named a report 
άLǘΩǎ Wǳǎǘ ¢ƛƳŜέ ōŀǎŜŘ ǳǇƻƴ Ƙƛǎ ǇƻƭƛǘƛŎŀƭ 
discussions with the Prime Minister who made 
that remark regarding the upcoming elections in 
which she believed John Major would lose 
because the conservatives held power long 
enough and respected that there was a cyclical 
rhythm to politics. 

Nevertheless, it was becoming increasingly 
obvious to foreign governments that there was a 
herd mentality growing among the New York Investment Bankers and hedge funds. The άCLUBέ 
had succeeded in its shorting the pound, but largely because it was overvalued. The CLUB was 
now emboldened drawing first blood in the currency market. Their attacks began to increase in 
number and in scope taking in various commodities running the full gambit from silver in 1993, 
platinum using Russian officials, and even rhodium. What was happening was an evolutionary 
process. The ethics that had dominated the commodity markets prior to 1980 once confined to 
the agricultural marketplace was infecting everything. Where grains would be stored in 
άofficialέ reporting warehouses that served for delivery purposes on the futures markets, yet 
were not exclusive, became the tool for manipulating statistics. Agricultural products were 
often loaded into trucks and driven around when it came time to report the inventories. This 
created the false image of shortages causing prices to surge for a few days. 

This game was spreading to all other markets from the commodity world. It was set in motion 
most likely by the merger of PhiBro (Philips Brothers) and Salomon Brothers, of Warren Buffett 
fame when he later assumed control of both firms, and DƻƭŘƳŀƴ {ŀŎƘǎΩ takeover of J. Aaron, 



from which its current Chairman Lloyd Blankfien emerged. Once the commodity culture spread 
into the financial markets, it transformed everything into new fields of aggressive trading. The 
failure to merge the SEC and CFTC back in 1985, led to driving funds offshore and the birth of 
the hedge fund industry outside of the insane American over-regulation.  

In 1993 the target market was silver, and the central player was PhiBro of Connecticut. PhiBroΩǎ 
huge client buying up the silver market in 1993 was none other than their new Chairman, 
Warren Buffett. When the Commodity Futures Trading Commission inquired wanting to know 
the name of the client, PhiBro refused to reveal the name, and were simply ordered to just get 
out of the market. Silver crashed and burned for two months. The CFTC just walked away for 
they are notorious in protecting the big US houses against both citizens and foreign 
competition. This incident sent up a red flag that such manipulations might be better off 
orchestrated from overseas. This is why AIG Trading was done in London and the next Buffett 
silver venture was also moved to London. 

CFTC Administrative Law Judge George Painter retired and then commented that CFTC Judge 

Bruce Levine ǿŀǎ ŜŦŦŜŎǘƛǾŜƭȅ ŎƻǊǊǳǇǘΦ άhƴ WǳŘƎŜ [ŜǾƛƴŜΩǎ ŬǊǎǘ ǿŜŜƪ ƻƴ ǘƘŜ ƧƻōΣ ƴŜŀǊƭȅ ǘǿŜƴǘȅ 

years ago, he came into my office and stated that he had promised Wendy Gramm, then 

/ƘŀƛǊǿƻƳŀƴ ƻŦ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΣ ǘƘŀǘ ǿŜ ǿƻǳƭŘ ƴŜǾŜǊ ǊǳƭŜ ƛƴ ŀ ŎƻƳǇƭŀƛƴŀƴǘΩǎ ŦŀǾƻǊΦ ! ǊŜǾƛŜǿ ƻŦ 

Ƙƛǎ ǊǳƭƛƴƎǎ ǿƛƭƭ ŎƻƴŬǊƳ ǘƘŀǘ ƘŜ Ƙŀǎ ŦǳƭŬƭƭŜŘ Ƙƛǎ ǾƻǿΦ WǳŘƎŜ [ŜǾƛƴŜΣ ƛƴ ǘƘŜ ŎȅƴƛŎŀƭ ƎǳƛǎŜ ƻŦ 

enforcing the rules, forces pro se complainants to run a hostile procedural gauntlet until they 

lose hope, and either withdraw their complaint or settle for a pittance, regardless of the merits 

of the case.έ ό{ŜŜ aƛŎƘŀŜƭ {ŎƘǊƻŜŘŜǊΣ LŦ ¸ƻǳ ΩǾŜ Dƻǘ ŀ .ŜŜŦ ²ƛǘƘ ŀ CǳǘǳǊŜǎ .ǊƻƪŜǊΣ ¢Ƙƛǎ WǳŘƎŜ 

LǎƴΩǘ ŦƻǊ ¸ƻǳ τ In Eight Years at the CFTC, Levine Has Never Ruled in Favor of an Investor, 

Wall St. Journal,  Dec. 13, 2000). The CFTC has been notorious in its protection of the industry 

against investors. They do not deserve the status of being a regulator. 

It was early 1995 when shortly after the collapse of the Mexican peso rocked the global 
financial system, that the CLUB of was unloading large amounts of Hungarian government 
bonds citing that their rising budget and trade deficits as the excuse. This coordinated trading 
began to troll the global financial markets looking for the next opportunity. There was no 
regulator interested in doing anything to stop them. 

In 1997 the CLUB began to then attack the Thai baht, the Malaysian ringget and the Japanese 
yen. The Malaysian Prime Minister, Mahathir Mohammad spoke openly about the CLUB, but 
he was unpopular in the West so they just ignored him. On May 20th, 1997, trying to head off 
another economic crisis, Armstrong wrote directly to Secretary of the Treasury Robert Rubin 
stating: 

 ά¢ƘŜ ŎǳǊǊŜƴǘ ŎƻƴŦƭƛŎǘƛƴƎ ǎǘŀǘŜƳŜƴǘǎ ƻǳǘ ƻŦ ǘƘŜ ¦{ ŀƴŘ WŀǇŀƴ ƻǾŜǊ ǘƘŜ ǾŀƭǳŜ ƻŦ ǘƘŜ ȅŜƴ ŀƴŘ WŀǇŀƴŜǎŜ 
trade surplus have obviously unleashed untold volatility within the foreign exchange markets that are 
ŜƴŘŀƴƎŜǊƛƴƎ ǘƘŜ ǎǘŀōƛƭƛǘȅ ƻŦ ǘƘŜ ŜƴǘƛǊŜ Ǝƭƻōŀƭ ŜŎƻƴƻƳȅ ŀƴŘ ŎŀǇƛǘŀƭ ŦƭƻǿǎΦέ Armstrong continued: ά²Ŝ 
were one of the firms requested to help investigate the 1987 Crash by President Reagan. The conclusion 



of that investigation was clear. The Crash of 1987 was caused by a 40% swing in the value of the dollar 
over the previous 2 year period. That volatility forced investors to withdraw from the US market due to 
the view of the dollar, not theƛǊ ǾƛŜǿ ƻŦ ƻǳǊ ŀǎǎŜǘǎΦέ 

 It was now Secretary of the Treasury Timothy F. Geithner 
who replied on June 4, 1997 stating effectively they 
ǎǳǇǇƻǊǘŜŘ ŀ άǎǘǊƻƴƎ ŀƴŘ ǎǘŀōƭŜ ŎǳǊǊŜƴŎȅΦέ ²ƛǘƘ IƻƴƎ YƻƴƎ 
scheduled to be handed back to China in 1998, and wild 
statements once again coming out of the central bank and 
US treasury brow-beating the Japanese over the trade 
surplus, the next crisis was in the making. The capital panic 
was now hitting Asia with Japan in a depression and Hong 
Kong going to China, on July 2, 1997, the Thai baht broke. 
The Asian boom turned into a recession as capital rushed to 
Europe and Russia. It was during this 1997 Asian Currency 
Crisis that Armstrong was asked to fly to China. Armstrong 
was rising behind the scenes as the person to talk to about 
the organized group trading that was disrupting the global 
economy and causing volatility to rise. The CLUB owned 
New York and was now beyond official scrutiny by the US 

government. 

They returned to the silver market in late 1997. 
It was Warren Buffett  once again taking the 
lead point, but this time, the positions were in 
London, not the USA. We kept track of what 
the "CLUB"  was doing and warned our clients 
whenever their antics were targeting them as 
the next victim. These coordinated attacks 
were becoming frequent and disruptive. The 
files obtained from Republic National Bank 
showed that the CLUB was now keeping track 
of what Armstrong was telling our clients. The 
dossier revealed every clipping and even 
transcripts were gathered covering what 
Armstrong said at seminars. Armstrong was 
now invited to join the CLUB and was flat 
outright told they intended to drive silver up 
from $4 to $7 between September 1997 and 

January 1998, and then trash it after getting everyone long. Armstrong declined to join the 
CLUB and they ǎƛƳǇƭȅ ǎŀƛŘΥ άstop fighting us and play ball!έ Armstrong rejected the offer and 
ōŜƎŀƴ ǘƻ ǿŀǊƴ ŎƭƛŜƴǘǎ άthey are backέ ǿƛǘƘƻǳǘ ŜǾŜǊ ǇǳōƭƛŎƭȅ ǊŜǾŜaling WHO was actually THEY! 
Their strategy became insane. Armstrong was outright told that the manipulation would be 

Warren Buffett 



done in London away from the US regulators.  Armstrong later wrote in 1998 after the whole 
silver manipulation scheme was exposed:  

"At the start of the silver manipulation I was flat. I had taken all profits and closed out all short 
positions. Silver was trading around $4.29 when PhiBro walked across the ring and handed to my 
broker an order to buy 1,000 lots of silver every penny down for as far as you could see. They 
intentionally showed me the Buffet order. Later Bob Gotlieb from Republic Bank calls me and 
tried to get me to join the manipulation. He said, "Something big is coming down in silver," and 
when I asked who was behind it, he said, "Your friends in Connecticut." After being approached 
several times to join the manipulation, I reported to my clients that "they" were back. I would not 
have used the term "they" if it had been someone other than the same crew as in 1993. I was told 
that the silver price target was $7. I reported that information on our website. I was NOT short. I 
knew what they were capable of doing. Then I left the country for my usual fall tour. I was invited 
by the government of China to discuss the Asian crisis. I visited the government there in 
December 1997. Upon my return silver was at $6.40 and everyone indeed had been led to 
believe that it was me because the orders were routed through Republic to give the market the 
impression that I was the one buying the silver. In fact, it was Republic buying the silver itself and 
moving it to London." 

The CLUB was now intent upon recruiting Armstrong. The trick, as always, was to reduce the 
reported inventories to create an illusion of a shortage. Silver was being shipped from New York 
to London to create the . To !ǊƳǎǘǊƻƴƎΩǎ dismay, he received a phone call from his 

friend Sir Alan Walters, who became Vice-Chairman of AIG Trading in London. While Sir Alan 
continued to be a major voice in economic affairs, and remained in the news for his opposition 
to the "consensus" politics of Prime Minister John Major, and also opposed to the creation of 
the single European currency, the CLUB then used Sir Alan to try to turn Armstrong. Sir Alan 
called Armstrong and said he would be flying in to the States in the morning and wanted to visit 
him at Princeton. Based upon their friendship, Armstrong cleared his calendar and was looking 
forward to seeing his friend. Sir Alan arrived with the head silver trader from London for AIG 
who now tried to convince Armstrong to stop publicly talking about market manipulations. 
Armstrong replied he would never say WHO anyone was, and that since he was not a retail 
advisor, it would certainly not be general news. 

After the meeting, things got out of hand and the legal battles that emerged in the 
future, stemmed from this battle with the CLUB.  An analyst on the payroll of PhiBro had a main 
contact at the Wall Street Journal who he convinced that the culprit was Armstrong trying to 
talk the markets down for he was short. They decided to slander Armstrong and get the press 
to target him claiming he was the one trying to manipulate the market down. It was an 
interesting strategy, but one that did not bother Armstrong since he was not a retail advisor 
and institutions would just laugh at the story. The Wall Street Journal called Armstrong and 
outright accused him of this nonsense coming out of the άConnecticut  ōƻȅǎέ as they were called 
at PhiBro and the conversation got hostile. The reporter told Armstrong to give him the name 
who was buying the silver in London if there was really a manipulation. Armstrong resisted, but 
finally he realized the journalist would never print what he said anyway for he was acting more 
like a prosecutor than an independent journalist and so he told him ς Warren Buffett! 
Armstrong said: άGo ahead, print it !έ The journalist laughed exclaiming everyone knew Buffett 
did not trade commodities. Armstrong responded: "That was how much he knew!" 



 

The Wall Street Journal published the article blasting Armstrong. The London newspapers were 
fed stories by the "CLUB"  claiming that it was Armstrong who was the largest silver trader in 
the world. This strategy to somehow use the press to go after Armstrong backfired, for it now 
made the manipulation allegation public. This now forced the regulators to respond. Something 
the CLUB did not want in the first place. The CFTC called Armstrong asking where was the 
manipulation since they could see it was 
not him, yet never asked him WHO was 
behind it. Armstrong responded it was in 
London and out of their jurisdiction. The 
CFTC responded they could make a call to 
London, and Armstrong said then that 
ball was in their court never expecting 
them to actually follow through. 

A few hours later, !ǊƳǎǘǊƻƴƎΩǎ phone 
rang. It was a good source in London who 
also was helping to monitor the "CLUB"  
actions. He had urgent news that never 
quite made the press that the Bank of 
England had called an immediate meeting of all silver brokers in London in the morning. Clearly, 
the CFTC had made the call since they never bothered to ask WHO the main lead buyer was. 
Within the hour, Warren Buffett made a press announcement to head off the Bank of England 
investigation. On February 4th, 1998, Warren E. Buffett was forced to come out and state he 
had purchased in London $910 million worth silver. Buffett added: "Berkshire has had no 
knowledge of the actions or positions of any other market participant and today has no such 
knowledge." Someone had to have called Buffett to inform him of the Bank of England action 
and convinced him to come out publicly rather than allow them to reveal what Buffett had 
done. After all, it was Buffett who had rescued PhiBro-Salomon Brothers in 1991. In 1987, 
.ǳŦŦŜǘǘΩǎ .ŜǊƪǎƘƛǊŜ IŀǘƘŀǿŀȅ purchased 12% stake in Salomon Inc., making it the largest 
shareholder and Buffett a director. The Wall Str eet Journal called Armstrong when Buffett 

came out and revealed his silver investment asking Armstrong , "How did you know?" 

Armstrong  replied: ñItôs was my job to know!ò 

Nonetheless, there were serious questions as to why Mr. Buffett's order was executed in 
London at a premium price when the silver was available at a discount in New York all the time. 
The spin circulating around was that the silver in London is a higher quality than that in New 
York. This was just rubbish. The answer was because of the 1993 silver manipulation failure. 
There is no doubt that silver had been manipulated on numerous occasions both in recent 
times as well as in the past. Silver has in fact filled the history books with legend, riots, 
manipulations and financial panics, one of which nearly bankrupted the United States in the 
process during the late 19th century. Silver was also responsible for bankrupting the Hunt 
Brothers in 1980.  Silver thereafter declined and made new lows going into November 1999 



falling under the 1998 low. The rumors then were Buffett had bailed out and it was now so 
much for the long-term investment. 

Armstrong was now involved in an outright war with the CLUB who were determined to silence 
him and Princeton Economics. Armstrong began to then openly write about the silver 
manipulation realizing no regulator would do anything, but the gloves were now off. See: Silver 
Manipulation, Squeeze or Bull Market? Part I and Part II, by Martin A. Armstrong © 02/20/98 
Princeton Economic Institute. Indeed, manipulations have been going on for a very long time 
and are nothing unusual. Examples include the enforcement action in the Hunt silver 
manipulation and the 1998 action against Sumitomo Corp. for manipulation of the copper 
market. Salomon Brothers for manipulating the US Treasury Auctions and recently Attorney 
General Eric Holder has announced an investigation in the manipulation of oil prices.Yet again, 
no New York firm has ever been charged by the US regulators, and if anything, they always 
protect them in the end limiting actions purely to civil violations. Criminal charges are reserved 
for those who compete against New York. 

Perhaps you will recall that it was Salomon Brothers who were the first aggressive bond traders 
who called themselves "Big Swinging Dicks", and were the inspiration for the books The 
Bonfire of the Vanities and Liar's Poker . In 1991, Salomon trader Paul Mozer was caught 
submitting false bids to the U.S. Treasury by Deputy Assistant Secretary Mike Basham, in an 
attempt to purchase more Treasury bonds than permitted by one buyer between December 
1990 and May 1991. The firm portrayed him as a rogue trader, but in fact, it was consistent 
with the aggressive nature of transaction going on at PhiBro-Salomon Brothers.  Salomon was 
fined $290 million, the largest fine ever levied on an investment bank at the time. {ŀƭƻƳƻƴΩǎ 
CEO left the firm in August 1991. The interesting aspect was those who would like to claim 
there are no manipulations, they cannot explain then why Warren Buffett had to step in and 
save Salomon Brothers after they were caught MANIPULATING the US Treasury Markets. 
Buffett became Chairman of Salomon until the crisis passed; on September 4, 1991, he testified 
before Congress. The firm was eventually purchased by Travelers Group.   

The scandal is covered extensively in the 1993 book ''Nightmare on Wall Street'' by Martin 
Mayer. Salomon was trying to knock out Drexel Burnham of Michael Milken fame but suffered 
a $100 million loss when it incorrectly bet that MCI Communications would merge with British 
Telecom instead of Worldcom. Subsequently, most of its proprietary trading business was 
disbanded. Salomon Brothers' bond arbitrage group  that was the center of the allegation of 
manipulating the US Treasury Auctions was also the breeding ground for the core group of 
founders and traders (led by, among others, John Meriwether and Myron Scholes) for Long-
Term Capital Management, the hedge fund that collapsed in 1998 sparked by the failure to 
manipulate the Russian economy using the IMF loans to guarantee their trading.  
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There have been major manipulations of markets such as rhodium and then there was the 
manipulation of Platinum where the "CLUB" joined forces with Russian politicians to recall the 
supply for inventory purposes driving the prices sharply high. Ford Motor Company was filing 
suit over that manipulation. Bart Chilton, a commissioner for the CFTC, has stated his intention 
"to speak out on the matter" of the commission's multiyear investigation into the silver 
market, adding: "I think the public deserves some answers in the very near future." Recently, 
two separate lawsuits were filed in federal court in Manhattan alleging that banks J.P. Morgan 
Chase & Co. and HSBC Holdings Inc. manipulate the price of silver futures by "amassing 
enormous short positions." The suits allege that by managing giant positions in silver futures 
and options, the banks have influenced the prices of silver on the New York Comex Exchange 
since early 2008. The CFTC has been in the midst of a high-profile, two-year-old investigation of 
the silver market that never seems to go anywhere.  

In May 1998 the Russian ruble came under attack in what the Wall Street Journal described as 
"a heavy assault by financial speculators led by Soros." Panicking at the threat of wholesale 
capital flight, the Yeltsin administration raised interest rates on its government bonds, known 
as GKOs (or "Gekkos") from 20% to 50% to 80%. Hedge funds were now buying Russian debt by 
the ton, and they cleverly enlisted the IMF to ensure there would be no losses. GKO banks were 
now paying insane rates of interest up to 150%. Russian workers were going unpaid and 
Russian troops were being fed surplus dog food. Goldman Sachs is then believed to have 
turned to its former Chairman (1990-1992) Robert Rubin for help, who became US Treasury 
Secretary. From January 20, 1993, to January 10, 1995, Robert Rubin served in the White House 
as Assistant to the President Clinton for Economic Policy directing the National Economic 
Council whose purpose was once again to enable the White 
IƻǳǎŜ ǘƻ άŎƻƻǊŘƛƴŀǘŜέ all departments consolidating policies 
ranging from budget and tax to international trade. The NEC 
became an internal G5 coordinating all policy presented to the 
tǊŜǎƛŘŜƴǘΩǎ ƻŦŦƛŎŜΣ ŀƴŘ ƳƻƴƛǘƻǊŜŘ any implementation.  

This was wǳōƛƴΩǎ job and he made the NEC function. He ushered 
in NAFTA and in January 1995, Rubin was sworn in as Secretary 
of Treasury. The threat of a default on debt by Mexico led to 
then Secretary Rubin creating a new strategy bringing in Federal 
Reserve Board Chairman Alan Greenspan providing $20 Billion in 
US loan guarantees to the Mexican government to protect once 
again US banks. On July 18, 1996, Armstrong appeared before 
the House Way & Means Committee to testify on why US 
corporations could not compete outside the United States. 
Armstrong explained there was a serious problem since only the United States taxed worldwide 
income when Europe did not. This meant that if foreign corporations sold at the net cost level 
of American corporations, they still made a 35% profit. The committee was shocked, but there 
was no political support to eliminate worldwide taxation to restore American competitiveness 
that was costing jobs. Government instead, preferred to manipulate currencies to maintain 
policies. 

Robert Rubin 



 

Sen. Phil Gramm (R-Texas) Rep. Jim Leach (R-Iowa) Rep. Thomas J. Bliley, Jr. (R-Virginia), 

In 1997 and 1998, Treasury Secretary Rubin now teamed up with Deputy Secretary Lawrence 
Summers and Alan Greenspan who now solicited the IMF to effectively manipulate the global 
markets with the same problem emerging in Russia. Time Magazine on February 15, 1999, 
called them "The Committee to Save the World." Yet Rubin objected to expanding regulation 
to the over-the-counter markets that led to the collapse in 2007 with the cash derivatives 
market. He also tore down the one regulation that made sense out of the Great Depression the 
- Banking Act of 1933 that created the FDIC and prevented banks from trading and speculating 
commonly known as the GlassςSteagall Act. Because of this Salomon scandal that centered 
over aggressive trading, it became wǳōƛƴΩǎ agenda to eliminate the Glass-Steagall Act and that 
was accomplished by turning to three Republicans, despite the fact that Rubin was a Clinton 
Cabinet Member. This was accomplished in the passing of the Gramm-Leach-Bliley Act in 
November 1999 opening the door to financial services conglomerates offering a mix of 
commercial banking, investment banking, insurance underwriting and brokerage that led to the 
2007 Mortgage Crisis. This ensured the CLUB could do as it liked and set the stage for what 
Armstrong believed would be the downfall of the West escalating the ultimate implosion of 
Sovereign Debt that never seems to be repaid. 

Once the big New York Investment Bankers did a reverse takeover of Government, the game 
was changed forever. Rubin now ensured efforts of guaranteeing all loans first of Mexico and 
then by Russia, that provided now the Perfect Trades that would guarantee the CLUB against 
any losses. This encouraged wild speculation based upon WHO you KNEW, not analysis. wǳǎǎƛŀΩǎ 
foreign debt was reported to have been US$23 billion in July, 1998. On June 27, 1998, the 
London Financial Times (front Page 2nd Section) covered an Institutional Seminar Armstrong 
delivered to the clients of the firm in London. He warned that the computer models were 
forecasting that Russia would collapse in a matter of months. The meltdown took place right on 
cue and this manifested into what became known as the Long-Term Capital Management 
bailout. It was Rubin and his then "The Committee to Save the World"who stepped in to save 
the bankers who would go down with a Russian default. It was more than just a Russian default. 
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The debt had been aggressively 
leveraged thanks to Long-Term 
Capital Management, and the ex-
Salomon traders. The CLUB had 
expanded now to include ex-bankers. 
The bailout was $22.6 billion almost 
matching the amount Russia owed to 
its Wall Street creditors. If this was not 
done, the NY bankers would have 
failed or suffered huge capital losses. 
The downside was the fact that close 
ties with government would 
encourage even wilder trading in the 
years that passed as long as you knew; 
you were now ά¢hh .LD ¢h C!L[έ 

guaranteeing all investments no matter how bad. The Russian bonds were now guaranteed to 
be paid in US$ removing even the currency risk. The Wall Street Journal called it "How The Rich 
Get Richer with IMF Funding," (July 14, 1998) "Just how did the IMF get into the business of 
ǳǎƛƴƎ ¦{ ǘŀȄǇŀȅŜǊǎΩ ƳƻƴŜȅ ǘƻ ŀŘǾŀƴŎŜ όǎǳŎƘύ ŎŀǇƛǘŀƭ ŦƭƛƎƘǘ ŦǊƻƳ wǳǎǎƛŀΚϦ  

The collapse of Long-Term Capital Management in 1998 took place because the same pack of 
traders forming the CLUB all attacked the same market in force. With the reverse takeover of 
government by Wall Street, it was a new day for something had changed once Rubin made it 
into the Clinton White House. The dynamics of the CLUB had now become emboldened. From 
this point on, the CLUB wanted that riskless guaranteed trade. The US government would never 
criminally charge anyone from the CLUB for there was already and incestuous relationship not 
just in campaign contributions, but from an official standpoint in that 
they relied upon the CLUB to sell its own bond offerings raising money 
for the Treasury. After all, the Salomon scandal had taken place over 
manipulating the Treasury auctions no less. They held the strings to the 
entire national debt. The government needed them to keep funding 
going.  

Consequently, it was Russian debt that the CLUB needed guaranteed so 
they could jump in with both feet ς no risk at all! The CLUB was using 
the IMF to guarantee all losses. Treasury Secretary Robert Rubin 
resigned once the bailout was complete and the banks were living high 
off of taxpayerΩǎ ƳƻƴŜȅΦ IŜ was succeeded on July 1, 1999, as Treasury 
Secretary by his deputy, Lawrence H. Summers, who is now back under 
President Obama. If anyone thinks that there is no άCLUBέ then they 
should explain the 2002 settlement as well regarding the scandal in 
analysis where Investment Bankers were rigging their predictions. 

Larry Summers 



The central issue at hand that had been judged in court previously was the 

  of ten of the 

largest investment firms in the United States. The investment firms involved in the settlement 
had all engaged in actions and practices that had allowed the inappropriate influence of their 
research analysts by their investment bankers seeking lucrative fees. The abuse of analysis led 
to a settlement in 2002 involving Bear Stearns & Co. LLC, Credit Suisse First Boston Corp., 
Deutsche Bank, Goldman Sachs, J.P. Morgan Chase & Co., Lehman Brothers Inc., Merrill Lynch 
& Co., Inc., Morgan Stanley, Salomon Smith Barney, Inc., and UBS Warburg LLC.  

 

 

!ǊƳǎǘǊƻƴƎΩǎ battle with the CLUB was far from over. As an institutional advisor at Princeton 
Economics International, Ltd., Armstrong ǿŀǎ Řǳǘȅ ōƻǳƴŘ ǘƻ ǿŀǊƴ ǘƘŜ ŦƛǊƳΩǎ clients of the next 
targeted attack when they were to be the victim. From the /[¦.Ωǎ perspective, they wanted 
him silenced. They did not like Princeton Economics for they could not control its forecasting 
and it would be the CLUB that told the government Armstrong was manipulating the world 
economy because Princeton Economics advised clients with assets valued at more than half the 
US national debt. After all, they judged Armstrong by themselves presuming that the markets 
could be manipulated at will. On March 15, 1999, Armstrong warned their Japanese corporate 
clients at the Tokyo institutional seminar at the Imperial Hotel, that they were now the next 
target of the CLUB. Armstrong delivered this warning to a packed house. Virtually every major 
Japanese corporate was there. (Transcript available at ArmstrongEconomics.COM). The 
scheme knew that the Japanese took back cash each year for March 31st and then wired the 
funds back out the first week of April. The CLUB would force the yen lower before March 31st, 
and then cause it to crash and burn creating a huge gap and thus a big profit for the annual 
rollover. Now Armstrong also explained how to defeat the attack by locking in the exchange 
rate in dollar/yen at the same time funds were being moved to Japan for the annual rollover 
thereby eliminating the risk when the funds were sent back overseas in April. 
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 ñThere have been aggressive short positions placed on the yen by some 

of the big hedge funds. In our special report written a few weeks ago 

we mentioned that one of the funds lost 15%. That has now been reported 

publicly in the Wall Street Journal so I suppose I am free to mention 

that it was a Geor ge Soros fund. He took a very large bet on shorting 

the dollar. Many people were looking for a test of par again and that 

effort was immediately erased once the yen broke above 116. Volume at 

that point was largely short covering up to the 123.5 area. This  is a 

reflection of how big the positions have become, again due to the euro. 

So bets are increasing. There is another hedge fund still aggressively 

short the dollar. They would probably account for the move up to the 

130 area in a matter of a few days ï and we are talking about billions 

of dollars. They have been bragging to some people in New York that 

they were going to target the Japanese corporates by trying to force 

the dollar down to make the Japanese repatriate at the highest possible 

price and then  reverse their trade in early April to force the dollar 

up to in turn force the corporates into the opposite extreme. Obviously 

some of these traders are now in a very difficult position, but now 

they must target the Japanese corporate community. They are running out 

of third world countries to attack, they have lost the euro and they 

are only interested in what they perceive to be guaranteed trades.ò  

 

Indeed, the CLUB was forced to bailout out of their position trying to attack Japan. The yen 
moved from about 80 on the IMM to about 100 by the end of 1999 (125 to 100 on the cash) at 
a loss that was said to have been more than the gains on the attack of the British pound in 
1992. Within a matter of months, they would even the score. 

The Crash of 2007 has been an accumulation of this trend that finds coordinated trading to 
seek that guaranteed perfect riskless trade with political backing. The 1998 bailout of nearly a 
$30 billion was made through Long-Term Capital Management who was an aggressive hedge 
fund that incorporated the culture of PhiBro-Salomon. Why bailout a hedge fund? They owed 
the NY bankers who would suffer losses, plus it looked better from the standpoint that the 
hedge fund took the blame rather than the banks. It was the same indirect tactic used to 
bailout AIG that was an insurance company once more to save the same bankers. This time, the 
bailout jumped from almost $30 billion in 1998 to nearly $800 billion for the 2007-2009. When 
you know there is no risk of loss, caution goes out the window. Government has become Santa 
Claus for the CLUB. Government now supported the CLUB with backdoor deals protecting them 
against the Perfect Storm. The reverse takeover of government was simply brilliant. 

While Lloyd Blankfein testified as a government witness in the Galleon trial on March 24, 2011, 

he replied to question as to the role of Goldman Sachs stating: "We're like a middleman. ... It's 

a service we do for the world." He then changed the last two words to "our clients." The 
greatest problem exists when the banker you trade with, is also a trader.  The 2002 

is alive and well, just in a different form. The line between client and 

target becomes blurred. Unless you have traded SIZE, quite frankly you do not realize that there 

is a lot more to it than simply buy-sell. It is like trying to turn a battleship around in a river. 

Good luck! HOW one gets in and out of a market is a separate distinction from selling the high 



or buying the actual low print. Small traders can do that. When you are trading billions, you also 

have to consider the size of the market itself and how long it will take to liquidate a position 

without causing a nightmare.  The failure to understand the attitude of the major 

brokerage/banking houses was more than what meets the eye. It is ALWAYS an adversarial 

position and you have to be cautious not to be the target that is pickedτoff for profit.  

 

-  

The computer model designed by Armstrong was by far the 
most comprehensive ever undertaken in the field of 
economics and financial forecasting aside from probably 
being the first in the industry. Absolutely every market 
around the word, every economic statistic from all 
countries, not merely for a few decades, but for as far back 
as possible had been gathered. Respecting that the key to 
forecasting is truly the accumulation of EXPERIENCE that 
Armstrong defined as a real KNOWLEDGE BASE, the thrust 
of the model was to create truly the first real world Artificial 
Intelligence (άAIέ) system, not an Expert System based upon 
predetermined rules that are typically palmed off as AI. 
Instead, Armstrong taught the computer HOW to conduct 
analysis from his own live observations. There were no 
predetermined rules such as IF INTEREST RATES RISE THEN 
SELL, or any other claimed correlation. The computer model 
was design to learn from the historical data and construct its 
own KNOWLEDGE BASE. In this manner, the computer 
model was able to forecast not just markets and economies, 

but the changes in politics as well as 
the rise and fall of nations.  This 
system was in place by 1981 in its 
expanded version. Voice activation 
was added by 1985. Its forecasts on 
the political front became shocking, 
and for the first time perhaps in 
history, the accumulative knowledge 
of centuries came together in a whole 
new and dynamic way available for 
inquiry and thus, providing a whole 
new way of acquiring knowledge.  



The political forecasting 
around the world was 
provided to major 
institutions. Everything 
from the Middle East had 
been projected by the 
computer not from the 
stand point of only 
politics. The deep 
correlations began to 
show that the economy 
was the primary factor. 
Even the Lebanese War 
was predicted for the 
Universal Bank of 
Lebanon who gathered all 
the data on their currency 
and it was fed into the computer with the stunning result that it projected their currency would 
collapse in about 10 days. The computer was correct, but only with these shocking results 
happening over and over did it finally make sense. The computer did not know the 
fundamentals behind each forecast. Instead, it was tracking to footsteps of capital. It became 
abundantly clear that capital would start to move in advance of war on a flight to safety 
because some are in the know as to what is about to take place. The computer was picking up 
those changes in capital flows that were ABNORMAL. 

It was after the correct forecast calling for the collapse of Russia in 1998 that opened the eyes 
of perhaps too many people. The forecast by the computer had become too well known. 
Numerous banks and hedge funds were trying to convince Armstrong to get on the gravy train 
with the IMF to double your money in Russia ς GUARANTEED! Armstrong declined warning 
them that Russia would collapse. This forecast had even made the front page of the London FT 
on June 27, 1998 (see above). This is when the CIA finally called and former staff, Barclay Leib 
and James Smith, made the arrangements for Armstrong to meet with the CIA who was now 
looking at this technology and its implications for geopolitical forecasting. Armstrong declined 
the CIA request to go to Washington and build a computer for them. He offered that PEI would 
be glad to run any study they would like. They declined, simply stating that they had to own the 
model. Armstrong DOES NOT believe the CIA had anything to do with events that took place 
afterwards. That, he believes, remains solely the responsibility of certain members of the CLUB 
who simply blamed Armstrong for their losses in Russia and then in Japan and wanted him 
silenced. Since people judge others by themselves, Armstrong believes that this was the source 
from which the allegations arose claiming he was manipulating the world economy by being too 
influential. It was documents that surfaced from the confidential files of Republic National 
Bank, purchased by Hong Kong Shanghai Bank Corp (HSBC), where the allegation that 
Armstrong was manipulating the world economy seems to have emerged. The files accused 



Armstrong of advising on over $3 trillion dollars, an amount 
equal to about 50% of the total US National Debt in 1999. 

In January 1990, Armstrong was voted Economist of the 
Decade ŀŦǘŜǊ ŀ ǊŜǾƛŜǿ ƻŦ Ƙƛǎ ŦƻǊŜŎŀǎǘǎ ǘƘǊƻǳƎƘƻǳǘ ǘƘŜ ΨулǎΦ Lƴ 
1998, he was voted Fund Manager of the Year having produced 
one of the highest returns ever in the shortest amount of time. 
Even Time Magazine commented in 2009 that Armstrong had 
produced some scary forecasts. The NY Post had named 
Princeton Economics the Most Prestigious research firms in the 
United States. The Australian on June 30, 1989 wrote: 

 άThe size of tǊƛƴŎŜǘƻƴΩǎ Řŀǘŀ ōŀǎŜΣ ǿƘƛŎƘ ŦƻǊƳǎ ǘƘŜ ōŀǎƛǎ ƻŦ ƛǘǎ 
forecasting and advice to clients, is said to be unsurpassed, even 
ōȅ ǘƘŜ ²ƻǊƭŘ .ŀƴƪΦ !ǎ ŀƴ ŜȄŀƳǇƭŜ ƻŦ ǘƘŜ ƎǊƻǳǇΩǎ ŘŜŘƛŎŀǘƛƻƴ ǘƻ 
gathering information, several years ago eight Princeton 
researchers spent a year in the British Library tracking international currency movements since the 
ǘǳǊƴ ƻŦ ǘƘŜ ŎŜƴǘǳǊȅΦ ¢ƘŜ ƎǊƻǳǇΩǎ ŀƴƴǳŀƭ hŎǘƻōŜǊ ŜŎƻƴƻƳƛŎ ŎƻƴŦŜǊŜƴŎŜ ƛǎ ŀǘǘŜƴŘŜŘ ōȅ ŀōƻǳǘ нлл 
ǊŜǇǊŜǎŜƴǘŀǘƛǾŜǎ ƻŦ ŎŜƴǘǊŀƭ ōŀƴƪǎΣ ƎƻǾŜǊƴƳŜƴǘǎ ŀƴŘ ƭŜŀŘƛƴƎ ƛƴǎǘƛǘǳǘƛƻƴǎΦέ  

The International Business Wire also covered the correct forecast surrounding the collapse 
of Russia and the change in trend that took place precisely to the day July 20th, 1998. 

 

 
Article: Princeton Economics Correctly Predicted July 1998 

Stock Market Correction; New Hedge Fund Capitalizes on 

Forecasting Ability.  

Article from: Business Wire Article date: September 2, 1998  

NASSAU, Bahamas--(BUSINESS WIRE)--Sept. 2, 1998--An artificial-intelligence-based computer model that compares 

current world economic statistics to data going back more than 100 years has helped accurately predict the July 1998 

stock market correction. As early as May 1997, the proprietary model, developed by Princeton Economics International 

(PEI) at a cost of more than $60 million, forecast a shift in capital flows worldwide that PEI reported in several issues of its 

publication, the Princeton Capital Markets Review, would likely signal an important turning point for U.S. and European 

markets in July of this year.  

!ǊƳǎǘǊƻƴƎΩǎ research led him to agree with Niccolò Machiavelli (1469ς1527) that history 
repeats because the passions of man never change. The human population acts much like the 
rest of the herding animals. Scare one on the outer edge of the herd, his panic then causes 
others to stampede without actually observing the threat. The herd of zebra panics because 
individuals are doing the same. While as individuals we do not all respond the same way, in a 
group our behavior is radically different and is influenced by the behavior of the group. Walk 
into a library and you will act differently than in a restaurant. {ǘŀƴƭŜȅ aƛƭƎǊŀƳΩǎ (1933ς1984) 
experiments tapped into this duality of human nature, not just with his shock experiments, but 
taking one person and placing him in a busy street staring up into the sky, did not alter the 



behavior of the people walking by. Increasing the test group to 3 or more people staring into 
the sky cause others to now stop and do the same. 

Human society thus displays collective and individual behavior patterns that are strikingly 
different. As a result, like a body of water, it presents a close approximation of a continuous 
medium through which energy, in the form of collective action (panic), is capable of traveling at 
great speeds manifesting into global economic disturbances. This form of energy wave (human 
emotion), is important for it is actually transferring momentum between in the changing states 
of markets (bull v bear) or economic booms v recessions. At first, waves propagate through the 
human collective society without affecting its mean velocity. But as the waves reach more 
rarefied emotion when the boom reaches extreme altitudes, the amplitude increases and we 
see exponential spike highs typically manifesting in at least a doubling in current price levels in 
the shortest amount of time, generally 13 months or less. As the amplitude increases, the 
nonlinear effects cause the waves to break, transferring their momentum to the mean flow 
creating the panic as the majority try to sell, but confidence has been shaken, resulting in no 
buyers or very few. Prices collapse not because of short sellers, but the lack of buyers. 

This process plays a key role in controlling the economic dynamics of human society and 
actually furthers the inherent patterns of progress since the άcauseέ is then investigated and 
society attempts to correct and prevent that άcauseέ from taking place again. Society tries 
hopelessly to create that perfect world where things only move progressively higher in a linear 
manner for it fails to grasp the natural nonlinear dynamics driving society. The nonlinear system 
does not satisfy this static ideal model for the result or output (panic/recession) is not directly 
proportional to the input. Human society is nonlinear because it is so diverse in culture ensuring 
we are all not robots. This paradox of individuality (free will) co-existing with collective behavior 
created a nonhomogeneous system, which is linear in appearance for the most part, yet stands 
separately from the presence of a function of the independent variables. Therefore, within the 
population, there will always be at least two main groups like Republicans and Democrats. The 
internal swings in the moods of the population account for the political swings between the 
two groups that alternate the role of holding that coveted position of being the majority. This is 
a nonlinear system according to a strict definition. Yet, because of the false assumption that the 
majority of the time it is linear where individuality reigns over collectivity, we tend to believe 
we are subject to control by man. We can pass a law that thou shall not kill, but it does not 
prevent murder. Therefore, we tend to be trapped in our approach to economic and social 
science still looking only for a linear system, albeit, consisting of multiple variables for the 
general purpose of study. This willful blindness of the nonlinear core nature, has led to the 
attempts to manipulate the markets certainly by government, and at times, by private 
concerns. This becomes the theory behind attempts to manipulate markets as well as inside 
trading. 



 

History repeats because indeed the passions of man never change, only his toys. Implicit within this 
statement is the FRACTAL nature of society and its economy. Patterns replicate through time and 
manifest on each level because it is a grand unified manner in which all things move. It is the reason life 
perpetuates through what is called a system of self-referral. This is why children have traits of their 
parents. This same process appears through all things and has been established to take place where 

there is nothing truly random, just a high 
degree of complexity.  

This also explains why fundamental analysis 
fails because it tries to reduce every move to 
a single cause. Consequently, stocks can 
decline on good news and the excuse given 
is that the news was not good enough. The 
same will happen with interest rates 
changes. A direct correlation between 
changes in interest rates and price 
movement does not exist nor is there a link 
to proportional relationships. In truth, we 
are dealing with a highly complex adaptive 
system that has billions of variables. There 
can be war that affects the economy, but 
each war involves different parties. Thus, 
there is similarity on the one hand, but 

diverse complexity of the other. Each variable is interlinked to everything else around it. Benoît 
Mandelbrot (1924ς2010), the famed mathematician, showed how there was order within what 
appeared to be chaos. Markets and economies have many dimensions. There is no single method that 
will yield the answer to this riddle. They must be approached both from TIME and a PATTERN 
perspective.   

http://en.wikipedia.org/wiki/Beno%C3%AEt_Mandelbrot
http://en.wikipedia.org/wiki/Beno%C3%AEt_Mandelbrot


 

While Princeton Economics did manage money in public funds for Deutsche Bank and others, 
there was never any problem alleged with ANY of the actual funds management operations 
around the world. Princeton did not HOLD the money for clients, but retained a limited power 
of attorney and the banks provided the accounting and auditing. However, Princeton was asked 
to bail out a French owed broker dealer by the Japanese government since they were one of 
the top 20 firms in underwriting corporate bond issues. Princeton purchased the firm in 1995. It 
was through this subsidiary that the legal battles emerged.  

Princeton Economics became involved in bailing out Japanese corporations through taking over 
their investment portfolios. Under Japanese law, losses only needed to be reported WHEN 
realized. There was no mark-to-market accounting. Princeton was asked by the Japanese 
government to rescue the corporations. It did so by issuing a corporate note and purchasing the 
pre-existing portfolio that had declined 40-60% FROM ITS ORIGINAL PURCHASE PRICE. The note 
was issued at the face value of the portfolio on the books of the Japanese corporation.  

Indicted Exec Says Practice Common 

Article from: Chicago Sun-Times Article date: October 17, 1999 Author: MARK PITTMAN 

Martin Armstrong, charged with bilking Japanese investors of almost $1 billion, said his only fault was in going along with a 

common business practice in Japan that lets companies delay reporting losses. In an interview, Armstrong, 49, contended that 

the charges stem from his accepting money-losing stock portfolios from Japanese companies in exchange for promissory 

notes issued by his company, Princeton Economics International Ltd. The so-called Princeton notes could be carried on 

company books at face value to hide losses at a time Japanese stocks were being battered. Everybody knew what we 

were doing," said Armstrong, a widely quoted market analyst and chairman  

The failure to understand the completely different laws and accounting system in Japan only 
served to confuse the non-Financial American press and the government. Mark Pittman was a 
writer at Bloomberg, and was one of the few to understand the nature of the notes from the 
outset, while most others merely repeated whatever the government said without any 
independent analysis or verification. One of the few such investigative reporters was in Tokyo 
who wrote for the Wall Street Journal from Tokyo and had the opportunity to investigate in 
Japan, was Bill Spindle who wrote on August 9, 2000. Because the allegations were complex, at 
first they appeared to be blaming Armstrong for taking losses and hiding them when he was 
buying the losses initially.. The government theories would keep evolving preventing anyone 
from getting a real understanding of the claims. Spindle thus wrote: 



άaǊΦ !ǊƳǎǘǊƻƴƎ ǎŀȅǎ ƘŜ ƛǎ ƛƴƴƻŎŜƴǘΦ aǳŎƘ ƻŦ ǘƘŜ ƳƻƴŜȅ ŀǘ ƛǎǎǳŜ ǿŀǎ ƭƻǎǘ ōȅ 
his Japanese clients in the early 1990s, he says, and he was just trying to earn 
ƛǘ ōŀŎƪ ŦƻǊ ǘƘŜƳΦέ 

Spindle thus reported from Tokyo with at least some knowledge 
of what the market there was all about: 

άLǘ ǿŀǎ ƳƻǊŜ ǘƘŀƴ aǊΦ !ǊƳǎǘǊƻƴƎΩǎ ŘŀȊȊƭŜ ǘƘŀǘ ǇǳƭƭŜŘ ƛƴ ŎƭƛŜƴǘǎΦ His investment 
products had a special appeal for some: They could be used to conceal paper 
losses after the early-мффлǎ ŎƻƭƭŀǇǎŜ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǎǘƻŎƪ ŀƴŘ ǊŜŀƭ ŜǎǘŀǘŜ 
markets. 

aǊΦ !ǊƳǎǘǊƻƴƎ ŎŀƭƭŜŘ ƻƴŜ ΨǘƘŜ ǊŜǎŎǳŜ ǇǊƻŘǳŎǘΦΩ /ƻƳǇŀƴƛŜǎ ǘǊŀŘŜŘ ƛƴ ŀ ƭƻǎƛƴƎ 
ǇƻǊǘŦƻƭƛƻ ƻŦ ǎǘƻŎƪǎΣ ōƻƴŘǎ ŀƴŘ ƻǘƘŜǊ ŀǎǎŜǘǎ ŦƻǊ ŀ ΨtǊƛƴŎŜǘƻƴ ƴƻǘŜΣΩ ǊŜŘŜŜƳŀōƭŜ 
several years in the future ŦƻǊ ǘƘŜ ǇƻǊǘŦƻƭƛƻǎΩǎ ƻǊƛƎƛƴŀƭΣ ƘƛƎƘŜǊ ǾŀƭǳŜΦ Χ 

[C]ompanies were able to book the notes at the redemption value, not the lower market value of the 
assets invested, and this had the effect of ǘǳŎƪƛƴƎ ƭƻǎǎŜǎ ǳƴŘŜǊ ǘƘŜ ǊǳƎΦέ 

Yet it was more than just misunderstanding the notes and the difference between the face 
value and the actual amount of money received. The Japanese SOLD the portfolios to Princeton 
for unless they did so, once they were liquidated, they would have had to report the loss if they 
still belonged to the Japanese. Thus, there NEVER was any solicitation for management 
services. Princeton was simply buying the portfolios. The government acknowledged in the 
criminal complaint that the notes were either (1) this rescue note paying a variable rate of 
interest, or (2) was a basic fixed rate yen borrowing. In NEITHER instance was there any 
solicitation for management. This meant NO trading in the United States could flow to the 
noteholder. It was simply NOT their property any more than if you borrow $10,000 to buy a 
home, you then sell it for $100,000, the bank is NOT entitled to a percent of the profits; just the 
return of the principle $10,000 plus interest. The Criminal Complaint stated the notes were 
UNSECURED, and that meant that no account in the United States belonged to a noteholder 
any more than a corporation who issues commercial paper somehow manages money for the 
person who bought it in the marketplace. The complaint stated at Section 5: 

 



To make matters worse, the government attorneys involved did not understand foreign 
exchange. They converted the notes to dollars and then concocted their charges on this basis. 
What they were doing was no different than let us say you borrow $100 in 2000; repay it in 
2010 plus interest. Now comes the government and they say calculating this in euro shows a 
fraud because you borrowed 100 euros in 2000, and the euro went up to 150 and you now owe 
50 euros on your dollar loan. The criminal complaint clearly shows they did not understand 
currency at all and converted everything to dollar to create a crime. 

 

Alleging Armstrong paid some people 20% when he only owed 4% illustrated that the 
government became lost in their own mental wanderings aided by the CLUBΩs lawyers. They 
obviously tried to convert everything to dollars and then alleged fraud based upon fluctuations 
in the currency when the contracts borrowed and were repayable in yen, NOT dollars.  

From the outset, the government was protecting the New York banks. It was Republic National 
Bank who ran to the Feds, NOT a noteholder, when Armstrong threatened to sue them. 
Armstrong informed the court that after discovering irregularities in the accounts at Republic, 
he suspected that their staff was illegally trading in the company accounts, he went to counsel 
Richard Altman of Pellettieri, Rabstein & Altman LLP in Princeton, New Jersey to file suit. 
Altman sent an email giving them one week to return the missing funds. By the end of that 
week, the FBI was raiding the office of the Princeton Economic Institute. The court record shows. 

ARMSTRONG: L ŎƻƴǘŀŎǘŜŘ Ƴȅ ƭŀǿȅŜǊǎ Χ ƻƴ !ǳƎǳǎǘ нф Χ мфффΣ ǘƻ ǎŜƴŘ ŀ ƭŜǘǘŜǊ ώŦǊƻƳϐ wƛŎƘŀǊŘ !ƭǘƳŀƴΦ 
 I went to him, I explained what happened, I told him I wanted to file suit against Republic.  
IŜ ǎŜƴǘ ŀ ƴƻǘƛŎŜΣ L ōŜƭƛŜǾŜ ǘƻ 5ƻǾ {ŎƘƭƛŜƴ ώwŜǇǳōƭƛŎΩǎ tǊŜǎƛŘŜƴǘϐΣ ŀǎƪŜŘ ŦƻǊ ŀ ǊŜǇƭȅ ōŀŎƪ  
by September 1, or we would file suit. On September 2, the FBI came into the office, I think  
it was the 2

nd
 or 3

rd
Χέ    (Tr; 4/10/07, p48-49) 


