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“Gold is up almost 30 percent
in 5 months…
“But there’s another asset—
with many of the same beneﬁts
as gold—that’s quietly
outperforming it. It’s up
by 45 percent in the same
period!
“What is this asset?
That’s our topic this month!”

James DiGeorgia, Editor

• Gold at $2,500, Silver at $53?
• The Coming Global Trade War
• Central Banks are Buying Gold!

G

old is all over the news lately. And rightly
so!

The yellow metal burst up through the
$1,000 barrier again recently. Since its low last
October, gold has popped up by a handsome 29.6
percent.
However, few people have noticed that…

Silver is doing even better!
Since its October low, silver has leaped even further than gold. It’s up by 45.2 percent.
The white metal is having a spectacular run
lately. Silver’s average price in 2008 was $14.99—
the highest since 1980.
© 2009 The Silver & Gold Report, LLC. All rights reserved.

This is all the more impressive when you remember what happened during the market panics last
year.
Along with everything else, silver got clobbered
last fall. Despite that, its average price for the year
was still the best it’s been in 29 years. Few other
assets have been so strong.
Gold and Energy Advisor
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Why Silver is Soaring
Silver was a hot topic at the recent Prospectors
and Developers Association of Canada (PDAC) conference. Among others, BNW Newswire has reported
on the presentations.
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Oliver Frank, the CEO of Silver Capital AG,
spoke extensively about the metal. He predicted silver would hit $20 by the end of summer, and double
in price overall for the year.
Personally, I think he is being conservative. The
massive government bailouts, pork-barrel projects,
blown-out budgets, and new spending programs
ﬂooding out of Washington are forcing many investors to consider the unthinkable: an exodus from the
US dollar.
Gold will obviously beneﬁt from this, as I’ve
documented here in GEA. But silver also has a safehaven role. This was part of the reason silver prices
were so explosive in the late 1970s.
Yes, silver hit $50 in 1980 because the Hunt
brothers tried to corner the market. But why did
the Hunts stock up on silver? Because Bunker saw
how destructive Washington’s tax-and-spend policies were going to be on the dollar!
Gold and silver both rise when currencies fall.
At PDAC, Frank spoke about a lot of pent-up buying
demand for the metals in Europe.
Frank predicted gold would breach the $1,500
mark by year-end. But silver would outperform
gold because its supply is running out. He said, “In
Europe—Germany in particular—everyone is trying
to buy silver bars and coins, rather than gold, but
there just isn’t the physical supply available. Global
above-ground inventories are severely depleted.
So, people these days just can’t get their hands on
enough silver.”
Frank also commented that Europeans have
a sentimental attachment to physical silver coins.
These coins have been valued as a store of wealth
since the 15th century. Germans in particular remember the devastating hyperinﬂation and the following
depression of the 1920s and 1930s. For many Germans, silver coins were a ‘crucial lifeline’—the only
way to preserve purchasing power when currency
literally became cheaper to burn than ﬁrewood.
This is one of the reasons I’ve recommended silver coins in GEA. Unlike gold, which is primarily a
monetary metal, silver is in demand both for monetary and industrial roles.
Silver has unique properties found in no other
metal. It’s malleable, ductile, an excellent conductor
of both heat and electricity, highly reﬂective, and
a potent antibiotic. In past GEA issues, I’ve listed
some of the hundreds (!) of industrial uses for silver.
And the list grows longer every year, as researchers
discover new uses for this amazing metal.
In prosperous times, raw materials are in strong
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demand from industry. This includes silver. However, times aren’t so prosperous right now. That’s
why raw materials like zinc, lead, and so on have
plunged in value.
Although silver took a hit too at ﬁrst, it’s now
bouncing back. Even though the economic crisis is
bad for silver’s industrial demand, it’s good for the
metal in other ways.

Why Base Metal Bears are
Bullish for Silver
As I just mentioned, base metals have taken it
on the chin over the last year or so.

As you can see in the charts, base metals like
zinc, lead, and copper have been slashed by more
than half.
So why is this good news for silver? Because
approximately 70 percent of mined silver supply
comes from mines that produce other metals (mostly
zinc, lead, and copper) as their primary output. For
these mines, the white metal is a mere byproduct
for their operations. Almost all their income comes
from the base metals.
Thus, as base metal prices have fallen, these
companies are bleeding badly. Unless prices reverse
sharply—and immediately—mining companies are
going to start folding.
This would cripple the mined supply of silver.
Again, 70 percent of it comes from mines that rely
on the metals you see in those charts.
So the recession will restrict silver’s supply.
Another bullish factor for the metal is investors’
ﬂight to safety. Gold is known as a primary safe
haven for investors. However, in many parts of the
world, silver plays this role even more strongly than
gold. As the more affordable metal, silver is preferred by those who cannot ﬂee to gold.
This means that historically, silver and gold
prices have been closely coupled. They tend to move
up and down together. But this relationship ﬂuctuates over time.
A good way to see this effect is to graph the gold/
silver ratio: the price of an ounce of gold versus an
ounce of silver.

As you can see in the chart, for the past 15
years the gold/silver ratio has maintained a range
between about 78 on the high side and 47 or so on
the low end.
When the ratio is low and moving up, silver is
higher-priced than usual compared to gold. As the
Gold and Energy Advisor
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Portfolio Update
In Update #649, we noted that we would be
assigned Devon Energy (symbol DVN) for a cost
of $50.90. Next, we bought back the February
$20 calls on Bill Barrett Corp. (BBG) to ensure
the stock didn’t get called away. We had sold at
$4.70, and bought back at $.25. We also noted that
the following options would expire, allowing us to
keep the premiums: APABQ, APCBH, BRYBB,
COPBK, DVNBO, EACBF, GQIBC, NNDBY,
OXYBL, PXDBW, SUBE, TLMBB, XTOBH, and
XOABF.
In Update #652, we issued instructions for
subscribers who own Occidental Petroleum (OXY),
Bill Barrett Corp. (BBG), Noble Corp. (NE), and
Suncor Energy (SU). On OXY, we sold the Mar.
$55 call (OXYCK). [This is a legged-into position
for our Jan. $55 calls, symbol WXYAL]. On BBG,
we sold the Mar. $20 calls (BBGCD). On NE, we
sold the Mar. $25 calls (NNDCE). On SU, we sold
the Mar. $20 calls (SXHCD) against the stock and
against our long-term SU option, YYUAJ.
In Update #654, we issued hedge instructions
for subscribers who own Apache Corp. (APA),
Devon Energy (DVN) for both portfolios, and
ConocoPhillips (COP) for the original portfolio.
On APA, we sold the Mar. $60 calls (APACL). On
DVN, we sold the Apr. $50 calls (DVNDW). On
COP, we sold the Mar. $40 calls (COPCH).
In Update #656, we issued hedging instructions for subscribers who own Anadarko Petroleum
(APC), Talisman Energy (TLM), Energy Exploration and Production ETF (XOP), and XTO Energy
(XTO). On Anadarko Petroleum, we sold the Apr.
$40 calls (APCDH). On TLM, we sold the April
$10 calls (TLMDB). On XOP, we sold the March
$25 calls (XOACY). On XTO, we sold the April $35
calls (XTODG).
In Update #658, we issued hedging instructions for subscribers who own Encore Acquisition
(EAC) and Pioneer Natural Resources (PXD). On
EAC, we sold the March $20 calls (EACCD). On
PXD, we sold the April $15 calls (PXDDZ).
In Update #661, we issued instructions for subscribers who sold APACL, SXHCD, and EACCD.
We rolled up our APA Mar. $60 calls (APACL) to
the April $60 calls (APADL); this applies to the
GEA 2 portfolio as well. We rolled up both contracts of our SU Mar. $20 calls (SXHCD) to the
April $20 calls (SXHDD). We rolled up our EAC
Mar. $20 calls (EACCD) to the Apr. $22.50 calls
(EACDX).

ratio rises, silver underperforms gold.
The opposite is true when the ratio is high and
moving lower. During those periods, silver outperforms gold.
The GSR just bounced off a high of 79.3 last
December. It’s now moving downwards. While this
trend continues, silver will be even more proﬁtable
to hold than gold.
How much more proﬁtable will it be? Let’s say
the trend continues until the GSR reaches its previous cyclical low of 47.14 back in December 2006. If
gold were at $1,000 when this happens, silver would
have risen to $21.21—a nice 64 percent surge from
today.
Of course, gold might be much higher than this.
Our government is now preparing for multi-trillion
dollar deﬁcits over the next few years. And with gold
higher, if the GSR holds, then silver moves higher
still.
Therefore, if gold reaches my target of $2,500,
and the GSR reaches 47.14 again…

Silver would be
$53.03 per ounce!
And that wouldn’t even be a historical high for
the metal. In fact, it would be less than half of silver’s inﬂation-adjusted peak at $129.
Am I making a speciﬁc prediction here? Not yet.
The GSR’s historical range might prove to be just
that—history. There’s no guarantee that silver will
outperform gold.
Then again, there’s also no guarantee the GSR
will constrain silver’s price to 1/47th the price of gold.
If silver were to match its explosive performance in
1980, gold at $2,500 would mean silver at $147!
My point: $50 silver over the next year or two
isn’t out of reach. I think silver has tremendous
potential right now.
So what’s the best way to play this? Let’s talk
ﬁrst about what not to do.

Why Mining Stocks
Are Usually a Bad Idea
Most precious-metal advisory services seem to
always recommend gold and silver mining stocks to
their readers. Supposedly, the right mining shares
can provide great leverage to the underlying prices
of gold and silver.
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Nevertheless, in the ﬁve-year history of GEA,
I’ve rarely recommended any mining stocks. Sometimes, readers are puzzled by this.

This tells us that physical gold and silver in your
possession will be very nice to have—not only this
year, but for several years to come.

I’ve always explained that only physical gold and
silver make good ‘wealth insurance’. Not metal certiﬁcates, not fund shares, and not mining shares—
only the physical metals themselves.
And the current environment is a perfect illustration of this. You would think that with gold and
silver surging up so strongly, mining shares would
have gone ballistic.
But that’s not the case. Smaller companies especially have been pounded. The market cap for all
TSX-V listed mining companies plunged by over 70
percent from June to November last year.
In fact, many analysts are expecting a wave of
failures to hit the industry. At PDAC, some speakers predicted a purging of up to 50 percent of the
industry’s junior companies.
Why? Because investors are terriﬁed of risk
right now. Only large, well-established companies
are getting any capital. Even then, companies with
too many questionable projects are being shunned.
Investors are demanding projects in politically
stable regions of the world. They want mines that
require low amounts of capital. (Thus, open-pit
mines are preferred over deep hardrock operations).
They want mines with straightforward goals. (Thus,
it’s better to have strong drilling results for speciﬁc
metals, versus polymetallic deposits). And they want
mines with short timelines. (The closer the mine is
to production, the better.)

And that’s one of the many reasons why…

Physical Demand is
Overwhelming Supply
Earlier I quoted Oliver Frank, who mentioned
that physical silver is getting hard to ﬁnd in
Europe.
That’s been the case in the US for months. Over
the last year, we’ve seen the US Mint forced to temporarily suspend sales of its:
•
•
•
•

American Buffalo 24 karat gold coins
American Eagle gold coins
American Eagle platinum coins
And even its American Eagle uncirculated silver
coins.

The latest announcement came a few days ago.
The Mint is suspending sales of proof and uncirculated 2009 American Eagle Silver Coins… before
the coins were ofﬁcially available for purchase!
Investors are stampeding into coins. Even while
gold and silver were being sold off in the late 2008
market panic, demand for physical coins went up.
Look at the monthly sales ﬁgures for US Silver and
Gold Eagles.

As you can imagine, there aren’t many projects
that ﬁt all these criteria.
Yes, the biggest companies can do well in this
environment. They have the capital and expertise
to make it, even in this tough market. But they’re
also the stocks with the least leverage to the metals’
prices… which was supposed to be the whole point
of buying mining shares in the ﬁrst place.
I’ve said it before, and I’ll say it again. Mining
stocks are not a good proxy for metal prices. They’re
stocks ﬁrst (and unusual stocks, at that), and metalrelated assets second.
So how can we proﬁt from the coming destruction
of junior companies? Think of it this way: juniors
provide the lion’s share of the industry’s new exploration and development.
When juniors get wiped out, the supply of both
gold and silver gets whacked too. It takes a year or
two for the lack of new discoveries to fully impact
the markets. But if juniors get hit hard, the markets
will start reeling after a while.
Gold and Energy Advisor
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The charts show the daily prices of gold and silver, compared to the monthly sales ﬁgures of the
respective American Eagle coins. Even while “paper”
markets sold off, sales of physical coins surged up.
How could this happen? Because the metal
prices are determined by futures trading, not the
supply/demand of physical coins and bullion.
This topic often comes up when discussing silver.

T

Some analysts have successfully spread the idea of
a conspiracy in silver futures. Supposedly, a handful
of large traders have suppressed the price for years.
As proof, the analysts mention the apparent disconnect in the silver market. On the one hand, spot
prices (although rising nicely) are still well below
historic highs. On the other hand, the physical coin
market has been desperately short of supply for over

How Long Until the Crisis is Over?

he economic crisis has already far surpassed
a typical recession in its severity and devastation in the markets. How much longer before
America recovers?

Economists Carmen Reinhart (from the University of Maryland) and Kenneth Rogoff (from
Harvard University, formerly chief economist
of the International Monetary Fund) recently
did an in-depth study of “severe ﬁnancial crises.”
According to their study, if the current one is typical, here’s what we can expect:
•

Housing prices will decline a total of 36 percent. (So far, we’re only at about 25 percent.)

•

Equity prices will bottom out three and a
half years after their peak. Since they peaked
in mid-2007, that means the stock market
wouldn’t recover until 2010-2011.

•

Government debt will rise about 85 percent
over the span of the crisis. For the US today,
this would mean another $8 or $9 trillion,
on top of the staggering $10 trillion debt we
started with. (Interestingly, the economists
commented that most of the increases don’t
come from bailouts. They come from the
collapse in tax revenues that the recession
causes.)

About the only bright side to their analysis
is that they might be too pessimistic on stocks.
Fed and government ofﬁcials are engaged
in an unprecedented effort to stabilize the markets and turn them around. Equities might bottom and then base (which is the last phase of
a bear market) sooner than people expect. I’m
watching this carefully—make sure you read my
regular GEA Updates where I monitor this for
you.
Overall, Reinhart and Rogoff said our current crisis is going to end especially painfully.

Because we started with such a high debt load,
interest rates are going to shoot way up. And the
current bond-market bubble is going to burst,
with all the pain and wreckage that a bursting
bubble inﬂicts on an economy.
They also noted that the usual way to end a
ﬁnancial crisis is to export your way out. Since
domestic consumption tends to implode during
the crisis, external consumers must ﬁll the gap.
This is especially true today. Americans have
lost about $11 trillion in assets so far (18 percent
of household net worth). And now that the debt
bubble has burst, we’ll have to spend less and
save more.
American consumer spending can’t be 70
percent of our economy any more. So what will
make up the slack? There are only two sources of
demand left: government spending and exports.
There’s certainly no shortage of additional
government spending today. However, most of it
is wasteful and stupid. We could have achieved a
far greater stimulus at a far lower cost than what
Washington is doing. Plus, hundreds of billions of
the stimulus won’t even be spent until 2010 and
beyond.
That leaves exports as the only market-driven
solution. However, today’s crisis is global. All the
major economies have gone down together, and
global demand is weak. To whom are we going
to export?
Well, if current trends hold up, the answer is
“nobody.” That’s because our politicians are…

Starting a Trade War
As the party of labor unions, Democrats
(including Obama) campaigned heavily on “pro(continued on next page)
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But this analysis is ﬂawed. The futures markets
trade ownership of large (1,000 ounce) bars of metal.
And so far, there’s no apparent shortage of these.

The conspiracy theorists are hoping for a decoupling of the paper markets and the physical. My
answer is that we don’t need to hope for it. It’s
already happening.

At the same time, most individual investors are
ﬂocking to one-ounce coins and other small forms of
the metal. These are where the shortages are occurring today.

Ultimately, the existence (or non-existence) of a

a year now.

tecting American jobs” from foreign competition. Now that they control Washington, they’re
giving their supporters what they wanted.
The $780 billion bailout had lots of explicit
“Buy American” language. The money could only
be spent on American-made products. Howls of
protest from our trading partners led to a lastminute edit, to clarify that no trade agreements
would be violated.
But this revision means little, and our trading partners know it. For example, Brazilian
President Luiz da Silva has said America’s ‘rising
protectionism’ would be his priority when talking
with President Obama.
Most economists recognize that protectionist
policies prolonged the Great Depression. When
Congress enacted the Smoot-Hawley Tariff in
1930, other countries retaliated with their own
tariffs.
World trade plummeted. By 1933, US imports
had fallen 66 percent, and exports had fallen by 61
percent. The effects lasted until after World War
II, when multilateral agreements were signed to
prevent such a trade war from ever happening
again.
Despite this lesson from history, the US and
other governments are rattling their swords and
threatening to enact protectionist policies once
more.
Some of this is in response to populist anger
against ‘foreign’ theft of jobs. For example, in the
UK, hundreds of oil workers recently walked off
the job in protest against foreign labor.
In Spain, the government is offering to pay
immigrant workers to go home and not return.
In France, the government is proposing public
spending that will only go to French companies,
just as the US has done.
Unfortunately, the protectionist trend is

For the most in-demand coins, premiums are
substantially above spot. So in a sense, coins have
decoupled from futures to a certain extent.

accelerating. The European Union has restricted
US chicken and beef, so the US is threatening
to retaliate against Italian water and French
cheese. The US is also taking action against Chinese mattress springs and graphite electrodes.
(American ofﬁcials claim China is dumping these
on the US market.)
Meanwhile, each major Western government
is throwing billions of dollars at its auto industry. The US has committed $15 billion to GM and
Chrysler. The UK is providing debt guarantees
for its automakers. The French government is
prepared to spend €6 billion on its car industry.
The German government is about to spend €1.8
billion to prop up Opel.
Around the world, tariffs and trade barriers
are going up.
•

In India, on imported steel.

•

In Argentina, on shoes and auto parts.

•

In Russia, on cars and combine harvesters.

•

In Egypt, on sugar.

As this issue goes to press, Mexico
announced new tariffs on 90 categories of US
goods. This was in retaliation for US actions
against Mexican trucks.
As an export-driven economy, Mexico will
do whatever is necessary to protect its markets.
Similar backlashes can be expected from other
exporting nations like Germany, Japan, Britain,
and China.
World trade had already fallen like a stone,
before the protectionism even began. Unless this
trend reverses immediately, there’s real trouble
ahead.
At a time when we need export markets to
open, we’re slamming them shut instead. This
will dump our economy further into the toilet—
and prolong the agony by months or years.
Gold and Energy Advisor
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conspiracy doesn’t matter. If the markets are being
rigged, so be it. The rigging will fail eventually.
Market-riggings always do.

In fact, if the conspiracy is real, that would be
great news. Once it fails, silver’s price will blow
out the stops in a mad rush up.
If the theorists’ wildest predictions come true,
and the exchanges default, that would drive the
prices even higher. I say: bring it on!
Anyway, we don’t need to worry about the action
in the futures pits. There’s an ongoing bull right
now in physical coins. We can proﬁt from these
today, without worrying about what will happen in
New York tomorrow.
And that leaves us with one last news item to
discuss…

Latest prices as GEA goes to press—
March 18, 2009
Comex spot gold contract:
Comex spot silver contract:
Nymex spot platinum:
Nymex spot palladium:
Nymex Light Sweet Crude Oil:

$ 939.90
$
12.81
$ 1,051.00
$ 197.00
$
49.30

Investing in European Coins
Could Give You Proﬁts
Up to 1,000 % or Even 5,000 %
James DiGeorgia has a few Silver MS-65
European Coins available, selling for
under $1,000. Dates are in the mid-1800s.
These beautiful coins are independently
graded and certiﬁed. They’re also VERY
RARE, with populations of less than 50(!)
ONLY ONE PER CUSTOMER.

Central Banks
Are Buying Gold (!)
According to a recent Market Alert from CPM
Group, central banks were net buyers of gold in
January. While some banks were sellers (like
France), others were heavy buyers (Ecuador, Venezuela, and Russia).
The overall net purchases of gold were 1.1 million ounces.
In the last decade, we’ve seen central banks
completely change their stance on gold. In the late
1990s, central banks (especially the Bank of England) made frequent announcements of sales, in
what seemed to be a concerted effort to drive gold
down.
Then we saw several years where banks agreed
to curtail sales, and largely stood on the sidelines
of the market.
Now, central banks are buying gold. This would
have been unimaginable just a few years ago. And
it’s very bullish for gold.
What we haven’t seen—yet—is the Bank of
China making open purchases.

China has about
$2 trillion of reserves.
Only 1 percent of it is in gold.
When the dollar starts to reﬂect the massive
devaluations going in Washington, the Chinese are
going to take staggering losses in their reserves.
They’ve warned repeatedly that when that day
arrives, they’ll move to other assets instead.

You can put physical gold in your IRA.

If China moves even a small percentage of that
$2 trillion into precious metals, the markets will go
berserk. I wouldn’t be surprised to see gold explode
up by $100 or more per day… for multiple days in
a row. Silver should beneﬁt too.

Call Finest Known:
Dealers in Precious Metals
and Investment Coins

Will this happen? Well, ask yourself something:
would you want to be holding $2 trillion in greenbacks right now, with everything that’s going on
Washington?

To see what’s currently available, go to:
worldcoins.ﬁnestknown.com

Call (866) 697-GOLD (4653)

This is a very interesting time to be a gold and
silver investor!
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