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“International Energy Agency warns:
Oil is going to $200, and ‘the future
of human prosperity’ is at risk!”
“As I write, oil has blasted up back
above $70, doubling from its lows in just
four months.
“What? Even in this economy, oil is
going up? Yes! The ﬁnancial crisis
didn’t solve our energy shortage. It
only distracted the markets for a
while.
“Here’s why I expect oil to
roar back as soon as the economy
recovers!”

W

ith major ﬁnancial institutions and historic
companies dropping like ﬂies, everybody
knows that economic activity is way down.

That includes oil demand. Why then is oil
leaping back up so strongly?
There are several reasons. For one thing, it’s
quite possible that traders are rushing back into
oil too soon, and the price will sink again in short
order.

James DiGeorgia, Editor

Demand is down—
but not by much
From peak to trough, crude oil demand went
from about 86 million barrels per day (Mbpd) in
2007 to about 84.7 Mbpd this year.
That’s a drop of 1.5 percent.

Nevertheless, this is a preview of what we
can expect once the economy claws its way up out
of the pit. Although oil’s 2008 high of $147 was
driven partly by speculation—as I warned at the
time—there were still excellent reasons why the
speculators expected it to soar.

But prices plummeted from about $147 to
about $32. That’s a plunge of 78 percent.

And those reasons have not gone away. If anything, the crash in petroleum prices has made the
fundamentals worse. Let’s take a look.

Nevertheless, there were very real reasons
for the speculative bubble. And once our economy
struggles through its current crisis, our energy
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Why the massive disparity? As I mentioned,
speculation caused a price bubble. And speculation, once it stops, can crash prices practically
overnight.
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shortage will reassert itself.
For a good analogy of this, look at the Internet. Tech stocks formed a bubble in 2000-2001,
and then crashed. Many Internet companies collapsed, and those that survived, had rock-bottom
valuations.
Nevertheless, the promise of the Internet was
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real. And investors who bought stocks like Google
and Amazon are very wealthy today.
I think the same thing will happen in oil and
energy. Right now, everybody’s consumed with
multiple ongoing crises: the crash in real estate
(including the coming trainwreck of commercial
property), the lockup of the ﬁnancial markets,
nationalizations of banks and automotive companies, and so on.
Despite all that, the global shortage of cheap
energy remains. In fact, the bubble has made it
far worse.
Thanks to the crash in oil prices, we’ve seen
billions of dollars worth of oil projects be delayed
or cancelled. This will hurt future supply, obviously.
And the lack of future supply is the heart of
our oil shortage. This was revealed by a recent
report by the International Energy Agency (IEA).

IEA Predicts Oil at $200,
Warns “The Future of Human
Prosperity” Is At Risk
The IEA is an independent intergovernmental
organization that advises nations on energy policy. Although its work is objective and respected,
it has become known for being optimistic. Its
yearly projections have usually underestimated
the growth in demand for oil.
That’s why the dire predictions in its latest
annual WEO (World Energy Outlook) report are
so disturbing.
This report actually came out several months
ago. However, it was eclipsed by the series of market crashes and bank failures that were happening at the time. So few people paid attention to it,
and you probably heard nothing about it from the
media.
Nevertheless, the information in the WEO is
vitally important to our future. Here’s an excerpt
from the Executive Summary:
“The world’s energy system is at a crossroads.
Current global trends in energy supply and consumption are patently unsustainable… It is
not an exaggeration to claim that the future of
human prosperity depends on how successfully
we tackle the two central energy challenges fac-

June 2009 — See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio

ing us today: securing the supply of reliable and
affordable energy; and effecting a rapid transformation to a low-carbon, efﬁcient and environmentally benign system of energy supply. What is
needed is nothing short of an energy revolution.” [emphasis added]
The report goes on to warn that our future oil
supply is “extremely uncertain” for a variety of
reasons.

Despite this decline in supply, world demand
is projected to increase signiﬁcantly. Current
world demand is about 84.7 Mbpd. The IEA projects demand of about 104 Mbpd in 2030, which is
a rise of almost 20 Mbpd.
But this doesn’t mean that the world needs to
ﬁnd 20 Mbpd in new capacity by that time. No, we
need much more than that. Thanks to declining
ﬁelds, we need to ﬁnd another 44 Mbpd just to
maintain current levels of production.
In other words…

Oil at $200 is too optimistic
The IEA analysts predicted oil at $200 by the
year 2030. On the face of it, that doesn’t sound too
bad. Twenty years seems like a long time.
But a closer look reveals the analysts are pulling their punches (probably for political reasons).
The raw numbers do not support this conclusion.
The true situation is much worse than the analysts admit.
In the graph below are the IEA’s predictions for
future oil demand, and where the oil will come from.
Notice that the world’s currently-producing oil
ﬁelds are starting a steep decline. As I’ve written about before in GEA, this decline is inevitable.
The world’s “elephant” ﬁelds were all discovered
decades ago, and the average size of new discoveries has plunged. As early as the 1950s, scientists
understood that world production would eventually peak and decline. (See Chapter 12 in my book
The Global War for Oil.) And that’s what’s happening now.

We’ll need to bring
64 Mbpd of production online
in the next 20 years.
That’s as much as
six Saudi Arabias.
But where will this oil come from?
As we see in the IEA graph, world leaders are
looking to several sources:
•
•
•
•
•

Natural gas liquids
Non-conventional oil
EOR (enhanced oil recovery)
Oil ﬁelds yet to be found
And oil ﬁelds yet to be developed.

Are these viable sources for new energy?
Yes, absolutely. But they won’t supply six new
Saudi Arabias. Not even close.
Let’s look at each of these sources.
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Natural gas liquids. As natural gas is processed and puriﬁed, byproducts are produced.
These include natural gas liquids (NGLs) such as
propane, butane, and similar chemicals. As you
saw in the graph, the IEA predicts that roughly
20 percent of our future ‘oil production’ will be
supplied by NGLs.
There are several problems with this assumption.
First, it requires a massive expansion of current NGL production. Second, barrel for barrel,

NGLs contain only about 70 percent of the energy
that oil does. The IEA report doesn’t reﬂect this.
(Its numbers are based on volume, not energy
content.)
Third, the report assumes no practical difference between oil and NGLs. It assumes that up to
20 percent of current oil usage can be replaced by
NGLs. But that’s just not true.
Propane is great for backyard barbeques, and
butane works dandy in cigarette lighters. But neither one can power a tractor-trailer, or a diesel

Pakistan War Enters Dangerous New Phase

T

he Pakistani Army claims to be on the verge
of winning the battle for the Swat Valley.
That’s probably true, but it’s also not very
important.
The Taliban militants have learned their
lesson. They were apparently surprised by the
Army’s willingness to actually commit to a largescale assault. Not only that, the Army (ﬁnally)
fought the militants on the ground, instead of
just using artillery and air strikes.
But the militants adapt quickly. Already
they’re shifting tactics, and taking the war to
a broad new level, attacking across several new
fronts.
The Taliban (in both Pakistan and Afghanistan) are now attacking police and security
forces in their respective countries. For example, a combined car bomb and gunmen assault
in Lahore killed at least 21 people and wounded
hundreds more.
This is a direct swipe from al Qaeda’s playbook in Iraq. Insurgents there targeted the
Iraqi police and military outposts in hit-and-run
attacks. Thousands of policemen, soldiers, and
security ofﬁcers were killed.
This was tremendously effective in sowing
chaos across the country. For obvious reasons,
police and security ofﬁcials started quitting
their jobs. The supply of new recruits dried
up. Most towns and cities bordered on anarchy,
leaving the guerrillas free rein to terrorize the
population as they saw ﬁt. This tactic was only
defeated when the US military made its “surge,”
sending in tens of thousands of more troops and
occupying countless Iraqi villages to crush the
insurgency one guerrilla at a time.

The al Qaeda strategy failed in Iraq only
because the US already had a large occupying
force in the country, and was willing to commit
tens of thousands more. But that’s not quite
true for Afghanistan, and it’s not true at all for
Pakistan. So this promises to be a very effective
strategy for the Taliban.
In addition, the militants are widening the
war into South Waziristan, with a new series
of attacks on government forces. The Army has
promised to mount on assault on the region
once it’s ﬁnished in the Swat Valley… which is
exactly what the Taliban wants.
For all of Pakistan’s 62-year history, the
two Waziristan provinces (North and South)
have always been restless, and have never been
under full government control. An invasion by
the Army could trigger a civil war, plunging the
central government into crisis and making it far
easier for the Taliban to accomplish their goals
elsewhere in the country.
It would also unleash a massive wave of
refugees ﬂeeing into the major cities, at a time
where Pakistani society is already being overwhelmed by three million refugees from the
ﬁghting in Swat and Buner. This again will
play into the militants’ hands, since the refugee
crisis is already threatening the government’s
control over parts of the country.
For example, thousands of Pashtun refugees
have ﬂed to the southern city of Karachi, where
gun battles are now erupting between them and
the predominant ethnic group in the area (muhajirs). Dozens have been killed in recent weeks.
(continued on next page)
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locomotive, or a container ship. Not to the necessary levels of performance, anyway.
There’s a good reason that the world is so
utterly dependent on oil and its derivatives such as
gasoline. Its characteristics are unique. No other
source of energy is so energy-dense, so portable,
and so easily converted to a variety of forms.
Why then do the IEA researchers—who know
all this as well as anybody—not take these factors
into account? My guess is that the IEA, although
supposedly independent, was pressured by politi(continued from previous page)
US ofﬁcials are concerned that if this conﬂict
spreads, it will be a serious threat to President
Zardari’s administration.
Also, the war has left much of Pakistan’s
population disenchanted with the government.
For example, the ﬁghting in northern Swat has
left 200,000 people trapped in several towns,
cut off from the rest of the region. All the roads
going out are blocked by either the Taliban or
the Army, neither of which are allowing anybody to pass through.
Hospitals and doctors have run out of basic
medicines, and the people are running short of
food. The locals are bitter because they fought
the Taliban on their own, and lost after the Army
refused to help them. They’ve suffered many
casualties, and are feeling betrayed by the government they tried to help. And their plight has
been noticed by other citizens across the country.
The Taliban’s strategy is clearly to besiege
the government with as many crises as possible,
in as many places as possible. Ultimately, they
wish to topple the rulers in Islamabad and create a power vacuum that they can ﬁll.

That would give the radicals
not only political power,
but also control of the
nation’s nuclear weapons.
In fact, India recently said
that Pakistan’s nukes were
“already partly” in the hands
of Taliban militants.

cal leaders to sugarcoat the report as much as
possible.
Because the rest of the report is just as ugly as
the NGL numbers are.
Non-conventional oil. The primary sources
of this are the Canadian oil sands and the Orinoco Belt deposits of heavy oil in Venezuela. Both
are unlikely to produce oil in anywhere near the
quantities predicted by the IEA.
The Canadian oil sands are very expensive to
work. They aren’t oil ﬁelds; they’re massive minEven without the Taliban threat, Pakistan
is arguably the most dangerous nation in the
world to Americans today. It’s a nuclear-armed
Islamic nation which:
•

Has given nuclear technology to North Korea,
Iran, and Libya.

•

Has instigated a war against a nucleararmed neighbor (India), where both nations
came to the brink of throwing nukes at each
other.

•

Sponsors known terrorist groups, which have
conducted bloody attacks against civilians.
This includes the 2001 attack on the Indian
parliament in New Delhi and the attack in
Mumbai last November.

Not to mention that the Pakistanis have
implicitly supported the Afghani Taliban which
are ﬁghting US soldiers today, along with giving shelter and support to Osama bin Laden.
No other nuclear-armed country in history
has committed provocations like these.
And even with Pakistan’s nukes in danger of
falling into militant hands, the government is
rushing to build more. Analysts have discovered
two new plutonium production reactors being
built in Khushab. Not only that, new satellite
imagery published by the Institute for Science
and International Security show new facilities
under construction at sites that produce Pakistan’s nuclear warheads. This includes a new
plant for separating plutonium (used to make
weapons) from spent reactor fuel.
Pakistan is turning into an utter disaster for
the United States.
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ing operations. The thick tarry gunk is frozen into
the ground, and needs to be dug out and melted
down by huge steam plants in order to extract the oil.
This is not only very costly, it’s also creating
an environmental nightmare. Huge amounts of
water are consumed to melt down the sludge, and
the water is made toxic during this process. It
can’t be puriﬁed or recycled by any known process.
Now there are massive lakes of poisonous
water accumulating in northern Alberta. (Wildlife ofﬁcials have added automated cannons
around the perimeter of the lakes, ﬁring periodically into the air to scare away the waterfowl that
would otherwise kill themselves by landing in the
lakes.)
Most importantly, there’s a deﬁnite production
limit to the sands. Unlike a conventional ﬁeld, you
can’t just drill more wells to increase production.
There are real physical limitations on the process,

including the massive infrastructure necessary to
process and dispose of the sands. Even the most
optimistic analysts don’t predict production above
3 Mbpd or so—and that only after massive additional investment into infrastructure, which is
not going to happen until oil shoots back up to its
previous levels and stays there for a while.
The heavy oil in Venezuela is a bit easier to
extract physically. But politically, it’s much more
difﬁcult.
President Hugo Chávez has been a disaster
for his country in just about every way possible,
including its petroleum industry. Despite Venezuela’s rich resources, oil production has fallen
from 3.2 to 2.4 Mbpd during Chávez’s reign.
This won’t turn around until he’s gone. However, he’s set himself up as President for life, so
that might be decades from now. And even if he
left tomorrow, it will take many years to undo the
damage he’s done.

Beware the “BOE” Scam

I

n our GEA portfolios, we invest in the world’s
best energy stocks.

Frequently, a particular energy company
will start getting a lot of interest in the market,
or extra attention from the media. Despite its
popularity, though, we often won’t include it in
our portfolio. Sometimes readers wonder why.
Many times it’s because the company is heavily weighted toward natural gas. There’s nothing wrong with gas, of course. It’s just not as
valuable as oil. Nor is it as likely to be in short
supply once the world’s economic problems are
straightened out.
Sometimes the decision isn’t so straightforward. Sometimes an energy company announces
a new ﬁnd, but downplays the amount of oil and
gas it found. Instead, it will trumpet its ‘BOEs’—
its barrels of oils equivalent.
BOEs are an industry measurement for the
amount of energy a ﬁeld contains. One barrel of
crude oil contains roughly the same amount of
energy as 5,700 cubic feet of gas. Therefore, for
each 5,700 feet of gas a company ﬁnds, it has
found the “equivalent” energy of a barrel of oil.
More and more, energy companies like to
report their new gas ﬁnds in terms of BOEs. This
is done for two reasons. Number one, it makes

it seem like they are replacing their dwindling
oil reserves, even when they’re not. And number
two, it makes the new ﬁnd sound much more
valuable to the stock market.
But don’t be fooled. One BOE of gas is much
less useful than a barrel of oil. Yes, it contains
the same amount of energy, but so what? Any
source of energy can be expressed in BOEs: a
wind tower in Nebraska, a coal plant in China,
even a large herd of hamsters running on exercise wheels.
But none of these can power your car when
you drive to the grocery store. Only a real barrel of crude oil has energy in a form that, once
it’s reﬁned properly, can be used by cars, trucks,
trains, ships, and so on.
That’s why I’m so choosy about the stocks
I include in the GEA portfolios. Yes, some of
the companies we own have gas reserves. But
we don’t treat the gas as if it were oil, because
it’s not. We value the companies carefully, and
properly.
And that’s why our picks don’t necessarily
match the ﬂavors-of-the-month that are being
promoted elsewhere. We want only the best
stocks, for only the best performance.
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So yes, there are billions of barrels of unconventional oil in the world. But they will do little to
solve our oil shortage.

I

EOR (Enhanced Oil Recovery). With this
‘source’ of new oil, the IEA is hoping that improving technology will allow us to recover more oil
from existing ﬁelds.
Since the ﬁrst oil well was drilled in Pennsylvania back in 1859, oil companies have made
amazing advances. Engineers can map out oil
ﬁelds from above the surface using ground-penetrating radar… drill sideways through the ﬁeld
and create ‘bottle brush’ patterns throughout the
productive layers of rock… pump steam into the
ﬁeld to make the oil ﬂow more easily… and pressurize the ﬁeld with seawater or other substances
to force the oil out more quickly.
I’m sure these techniques will be improved
upon in the next 20 years. But the IEA assumes
that EOR will account for an additional 5 million
barrels per day. That’s almost half of Saudi Arabia’s entire production today.
Such a massive amount will require more
than just tweaking our existing processes. It will
require a revolutionary breakthrough of some
sort, in an industry that is already doing just
about everything that can be imagined to squeeze
the last drop from each ﬁeld.
Could it still happen anyway? Of course. But
we can’t rely on a “maybe” or a “could be” to solve
our energy shortage.
And speaking of “maybe,” that brings us to…
Oil ﬁelds yet to be found. These are an obvious case of wishful thinking. The IEA’s projections
Full International Access

Portfolio Update
n Update #695, we sold short some puts in
the GEA 2 portfolio.

For the S&P Oil and Gas Exploration &
Production ETF (symbol XOP), we sold short
the July $34 put (symbol XOASH).
For Anadarko Petroleum (APC), we sold
short the July $44 put (APCSZ). For subscribers who don’t own APC and couldn’t do the
short puts, we recommended buying a small
position at the market.
require undiscovered ﬁelds to produce about 20
Mbpd by 2030. Since it can take 5-10 years to get
a ﬁeld online, that will require 20 Mbpd of new
capacity to be found in the next 10-15 years.
But this is completely unrealistic. The most
productive oil period ever was the 1960s, with
about 30 Mbpd added during that decade. The
IEA expects oil companies to ﬁnd new oil at about
that same rate for the next decade or so.
There are several reasons why this can’t happen. First of all, the 1960s were the end of the
‘elephant’ period, when the last of the world’s
monster oil ﬁelds were being found. There aren’t
any of these left—the only major region of the
world that hasn’t been explored today is Antarctica, which is off-limits anyway thanks to international treaties.
Also, even if there were still major ﬁelds waiting to be discovered, they probably wouldn’t be
found today. Western companies no longer have
access to most of the world’s most promising areas,
as shown in the graphic below. Almost all of the
(continued on page 9)

1960s

Today

No International Access
Limited Access

Full Access for Int’l
Oil Companies:
85% of world reserves

Nationalized:

Full Access for
International Oil
Companies: 16%

65% of world
reserves

14% in
Soviet Union

Limited
International
Access: 19%

1% in
National Reserves

From Business Week, based on data from PFC Energy, Oil & Gas Journal, and BP Statistical Review
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From the desk of James DiGeorgia

“This coin market is poised to explode...

“Investing in rare gem-quality Byzantine/Roman and
selected European coins could give you proﬁts of 1,000%,
or even 5,000% in the next 5 to 10 years.”

I

n the late 1980s
and early 1990s, I
started buying gold,
platinum, and even
copper Russian coins
(pre-1917) in Gem
condition. I reasoned that Gem Russian coins pre1917 revolution were 100 times rarer than their US
counterparts, yet were trading at 5-10% of the price.
Virtually the entire dealer community thought
I was nuts. (At the time, Russia was broke.) But I
was 100% right.

Imagine turning $2,500 into $25,000!
Coin after coin brought proﬁts of 500%, 1,000%,
even 10,000%. For example, a tiny 19th century
Russian copper coin I bought for $350 just 4 years
earlier brought $18,500. A Russian silver dollar I
bought for $2,500 brought $25,000. A small Russian
gold coin I paid $1500 for brought over $20,000.
Of course, the opportunity in Russian coins is
over now. But I see another one before us...

A Ground-Floor Opportunity
Last summer, the Numismatic Guaranty Corp.
started to issue independent grades for ancient
coins. Few dealers paid attention—but I notiﬁed
GEA readers immediately. I wanted my readers to
understand what a
tremendous opportunity this created.
Ancient
coins
have always been
a fairly quiet part
of the coin market.
They required very
specialized knowledge.
Those investors
and collectors who
didn’t know their
ancients backwards
and forwards could
get scammed quite

easily. So most collectors stayed out of the market.
But that’s all changed now. Now that NGC is
issuing third-party, independent grades for ancient
coins, that risk is gone. (Also, now that NGC is providing this service, I expect its main rival PCGS to
follow suit soon.)
This is truly exciting news. If you’ve been in the
coin markets as long as I have, you remember how
revolutionary it was when NGC and PCGS ﬁrst
started providing independent grades for coins.
They completely removed the risk of mis-grading,
and they transformed the market overnight.
Dealers and investors became comfortable buying and selling sight-unseen, making the entire
market more liquid. The sales volume of rare modern coins exploded upwards.
Now that NGC is providing independent grading for ancient coins, I expect this same process to
occur again. Along with all the other bullish factors for ancients (as explained in the Summer 2008
Bonus Issue of GEA), I think this market is about to
get hot. And best of all, nobody is even talking about
this yet! This is a ground-ﬂoor opportunity.
At Finest Known (my rare coin company), we
are starting to get some beautiful ancient coins in
inventory. You can see some of them here:

http://ancients.ﬁnestknown.com
And remember,
you can now put
physical gold coins
in your IRA.
To learn more,
or to see what’s currently available, call
this number:

Call
toll-free:
(866)
697-4653
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richest oil regions have been nationalized now.
In the 1960s—the most productive period
ever—Western companies could still explore for
oil deposits all over the world. Only 15 percent or
so of world reserves were off-limits.

Today, those numbers are reversed. Western
companies can only access about 16 percent of
the world’s deposits. The rest are off-limits to any
entity not owned by the nation in question.
This might not seem like a big deal. After all,

More Good Reasons to Avoid Funds
Many investors are attracted to the ‘leveraged’ gold funds, which use futures in order to
move at a multiple of the underlying asset. For
example, the Deutsche Bank Gold Double Long
is intended to go up twice as far as gold itself
does.
However, there’s a serious problem here.
These funds are designed for short-term trading. Usually, they only track the underlying
asset reliably for periods of one day or less. If
you hold them longer-term—for days or weeks—
they can veer sharply away from where they’re
‘supposed’ to be.
The problem is found in the math. When you
lose, say, 15 percent in a stock, a subsequent 15
percent gain doesn’t get you back to break-even.
You actually need a 17.6 percent gain to make
it back to zero (because the multiple works
on a smaller basis: 85 percent of the original
amount).
This is magniﬁed by the leveraged nature of
these funds. When a double-leveraged fund falls,
it goes down by twice the amount of movement
in the underlying asset. So if the asset goes 15
percent in the wrong direction, the fund plunges
by 30 percent. And the managers need to claw
back upwards by 43 percent just to get back to
zero.
This can be a huge problem in volatile environments. The managers can fall further and
further behind with each swing in the market.
Here’s a dramatic example. The ProShares
UltraShort FTSE/Xinhua China 25 fund is, as
its name implies, a short play on the Chinese
stock market. It’s supposed to go up by twice the
decline in the market.
On October 9 last year, the Chinese market
started a nine-day series of heaving moves up
and down. When the dust ﬁnally settled, the
market had fallen by 8 percent.
Theoretically, the ProShares fund should

have gone up by 16 percent. Instead, it had
taken a 21.6 percent loss. Investors who tried to
use the fund as a long-term play took a beating.
My point: don’t be tempted by the various
forms of “leveraged” gold out there. Stocks and
funds are not the proper way to invest in gold.
Stick to physical.
Even unleveraged funds can lose you money.
Back in March, the Wall Street Journal wrote
about the woes of US Oil Fund, a relatively
new ETF in the oil futures market. It’s rapidly
become a signiﬁcant player, owning almost 20
percent of the oil contracts on NYMEX.
The fund is supposed to track the price of oil.
But it’s failing dismally. For example, over the
ﬁrst 8 weeks or so of trading in 2009, crude oil’s
price fell 2.2 percent. However, the ETF’s price
fell by 20 percent.
The ETF’s problems are inherent to its
nature. As a commodity fund, it must continually roll its positions forward. Otherwise it will
be forced to take delivery of the oil it bought.
However, it hasn’t been very difﬁcult to
ﬁgure out when that rollover will occur. Thus,
waves of traders are rolling over their positions
just ahead of the ETF. They’re driving down
prices of the current month just as the ETF
needs to sell, and driving up the next month’s
price just as the ETF needs to buy. As a result,
the ETF is bleeding money, and the traders are
collecting it.
Again we see that funds are not the best
choice. It’s true that an ETF is much more convenient than buying physical gold or silver, or
investing in individual energy stocks, or hedging stock positions with options. But that convenience comes at a steep price. In the GEA portfolios, our priority is to make proﬁts. If the best
vehicles for that happen to be less convenient
than other forms, then so be it. Don’t be fooled
by the seemingly easier path.
Gold and Energy Advisor

9

as long as the oil comes to market, it doesn’t matter if it was pumped by a Western company or a
local state-owned operation… right?
Well, that would be true if the oil came to market. But that’s not what happens.
Instead, in most cases where a government
has nationalized its oil industry, it has driven it
into the ground soon thereafter.
We see this today in many places:
•

In Mexico, Petróleos Mexicanos (the corrupt
state-owned oil company) has grossly mismanaged the huge Cantarell ﬁeld, which is
now failing rapidly. (Nor have they bothered
looking for other ﬁelds to replace it.)

•

In Venezuela, which has 80 billion barrels of
conventional oil reserves, and up to 270 billion
(!) barrels of heavy oil. But despite all that, its
production has fallen by 25 percent in just 8
years.

•

In Iran, which despite its wealth of resources
has a decaying economy and an energy industry that’s falling apart.

international companies could. It’s also that in
many countries, the infrastructure to produce the
oil is breaking down from neglect and abuse, and
would take years to restore even if the nationalization were reversed.
Worst of all, many of the oil ﬁelds themselves
are being mismanaged, causing them to crash prematurely and reducing their overall production.
And that leaves us with…
Oil ﬁelds yet to be developed. These are
ﬁelds that have been discovered, but are not yet
producing. This is about the only source of new oil
that might actually meet expectations.
But as you can see from the IEA graph on
page 3, this source isn’t even enough to offset the
declining production from existing ﬁelds. And all
the other sources are questionable at best, sheer
fantasy at worst.

Summary:
The Oil Bull is Coming Back
with a Vengeance

The list goes on and on.
Many of the world’s nationalized oil resources
are being underutilized if not ruined. It’s not only
that the locals are producing less oil than the

Silver Makes Biggest Gains
in 22 Years

M

ay was a great month for silver investors. The white metal leaped up by 26.6
percent. That’s the best monthly gain since
April 1987.
Like gold, silver makes handsome gains
when the dollar is troubled. But silver also
has a strong industrial portion to its demand.
The metal has many industrial uses, so when
manufacturing picks up, so does silver’s price.
This is one of the reasons I like silver so
much. Its price can go up under a variety of economic scenarios. Since we still don’t know how
our current economic woes will end (whether
inﬂation, deﬂation, stagﬂation, or a Goldilocks
“just right” soft landing), silver allows us to
hedge our bets.

Everything I’ve discussed in this issue is public knowledge, published by the most respected
and most prominent international analysts in the
ﬁeld.
But so far, the markets aren’t paying attention. This is understandable. We don’t yet know
how long it will take for our economy to recover
from the near-knockout blows it’s taken since last
summer.
But as long as America has a free-market capitalist economy, we know it will recover eventually. Once it does, the energy crisis will explode
onto the public awareness once again.
And we’ll be in perfect position when it does.
Our GEA portfolios are designed to proﬁt from
the best companies in the industry.
As I write this, we’re expecting a pullback in
oil prices (see Update #693). But don’t be fooled
by short-term moves (whether up or down).
Invest for the long term instead. It promises to
be an amazing ride!

June 2009 — See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio

