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Special Report … 
 

GOLD FEVER! 
Why Gold Will Soar 
to $1,300 & Beyond 
 

• Eight Guidelines for Buying 
Precious Metals Stocks  

• Seven Forces Driving Gold 
Prices Through the Roof 

• Five Great Precious Metals Stocks 
• Two Sizzling ETFs to Ride Gold’s Next Rally 

 
These are wild times in the economy and markets.  A tsunami of mortgage 

failures threatens to swamp already sinking banks … unemployment is soaring … 
California is on the edge of bankruptcy and other states aren’t far behind.  Stocks 
were crushed, but have since recovered some of their losses — but if price-to-
earnings are any indication (and they sure used to be), most stocks are going much 
lower again.  And yet, through it all, gold continues to shine. 

 
Still, many gold bulls are impatient and even disappointed.  Gold has tried 

twice to crack the $1,000 barrier and failed.  If these aren’t the times that gold 
outperforms, some investors ask, then when will it really take off? 

 
Here’s what I think … 
 

1. It is not too late to profit from rising gold prices — not by a long shot. 
2. You will want to have gold and the right gold stocks in your portfolio 

over the next year . 
3. Gold could move farther and faster than many people on Wall Street 

believe possible. 
 

In this report, I’m going to give you seven solid reasons why gold is on the 
launch pad.  I’m going to look at why gold should do well in a deflationary 
environment, like we have now, and why it will preserve your wealth in inflationary 
and even hyperinflationary times — and we may get those, too.  I’m going to take a 
look at two forces that could put enormous upward pressure on gold in the coming 
months — the ballooning federal debt and a potential move by foreign nations away 
from U.S. debt and the U.S. currency. 
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I’m going to tell you about the nine guidelines I use for picking gold stocks … 
what you need to know when buying physical gold … and I’m also going to give you 
my five best precious metal stock picks (one of them is silver) as well as some 
funds that will let you make the most of gold’s big move. 

 
This report builds on the successful “Your Golden Parachute” report that I 

published last year.  If you didn’t read that report, don’t worry — I’ll cover the 
basics.  And there’s lots of new information, including updates on the gold and 
silver markets from professional traders and dealers — the guys who are in the 
markets every single day. 

 
First, let’s start with some charts … 
 

Gold’s Bull Market Is As Easy as 1-2-3 
 

Most people get too tied up in the daily movements of gold, so I like to start 
with the big picture.  This one … 

 

 
 
This is a five-year chart of gold versus the AMEX Gold Bug Index ($HUI), the 

S&P 500 and the U.S. dollar.  You can see that gold is leading the pack with a 
whopping 129.5 percent gain.  The gold miners are doing well, with more than 70 
percent in gains, and there are times when gold miners outperform gold.   

 
What are the laggards in this big picture?  The broad stock market and the 

U.S. dollar.  This shows that gold has been a great investment over a five-year 
period.  But what about now? What is gold showing us now … 
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Gold is still in an 
uptrend, and 
hammering away at 
overhead resistance. 
A breakout is 
coming. 

 
 
This second chart shows that gold is firmly established in a weekly uptrend.  

It’s also hammering away at overhead resistance, and in our third chart, we’re 
going to look at that area in detail … 

 

 

Gold 
hammers 
out a bullish 
pattern 

 
 
Gold has formed what technicians call an inverse head-and-shoulders pattern.  

This pattern gives us a price target.  If gold breaks its “neckline” the dotted line on 
the chart — which is around $1,000 — it could be on its way to $1,300. 

 
And professional traders can see it, too. 
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“I’m seeing a lot of clients interested in the metals market,” says Charles 
Nedoss, Senior Account Manager at Peak Trading in Chicago.  “They’re not 
discouraged by pullbacks in gold. They’ve seen that the long-term trend is up.  It’s 
a very, very strong uptrend.” 

 
Nedoss says one “tell” is the participation in different gold market products.  

“Volume is way up,” he says.  “ETFs … gold futures … options … open interest is 
way up.” 

 
One indicator Nedoss and his clients are watching is the 20-period moving 

average on a monthly gold chart. 
 

 
 
“Here’s a fun fact,” Nedoss says. “The front-month gold future has only 

closed below its 20-month moving average once in a multi-year time-frame.  That 
was when the markets freaked out in October.  In October of last year, gold looked 
real ugly.” 

 
That looked like a “sell” signal to Nedoss, but he needed confirmation — gold 

had to close below the 20-month MA for a second month in his system.   But by the 
end of November, gold was back above the 20-month average and headed higher. 

 
Going forward, Nedoss expects the dollar will continue to exhibit strength, 

with lots of underlying support.  “People in India are willing to buy gold anytime it 
gets below 900,” he explains.  “Other traders anticipate that, so that number never 
gets hit.” 
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Well, I believe the next big move in gold is very close indeed.  A number of 
forces — supply and demand, as well as a mushrooming debt crisis and burgeoning 
currency crisis — are all lining up to push gold much, much higher.  If we can crack 
the $1,000 barrier, gold could run to $1,100 and even $1,300 very quickly! 

 
And that’s when you’ll be glad you own gold — and select gold stocks.  Gold 

is for preserving wealth in tough times.  Gold mining stocks are for reaping even 
bigger gains when gold starts taking off. 

 
Now, for even better news, seasonally, we are coming in to a great time of 

year for gold. I need to show you three more charts. 
 

Tis the Season to Go for the Gold! 
 
First, let’s look at the big picture again. This is a seasonal chart of gold.  It 

shows that, over the long term, the yellow metal usually puts in its lowest price 
performance in the summer months, then takes off when the weather cools off. 

 

 

 

Zoom-
zoom! 

 
 
But what about more recent performance?  Well, it turns out since the start 

of the big gold bull market in 2001, gold has still put in its worst months in the 
summer.  Only it’s early summer … 
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But what about gold mining stocks?  Our next chart shows that … 
 

 
 

… On average, the basket of mining stocks  in the AMEX Gold Bugs Index 
($HUI)  have dipped big-time in July.  They then go higher in August and 
September, and after another pullback in October, go higher for the rest of the 
year.  Since you want to buy the dips — when things are cheaper — July is, on 
average, a great time to buy. 
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 Of course, these are average monthly returns — they aren’t written in stone. 
In some Julys, gold takes off and doesn’t look back.  Sometimes gold stocks fall 
into a ditch in the second half of the year and stay that way.  But what we do know 
is that, according to long-term cycles and the cycles in the current gold bull market, 
July is usually a good month to pick up gold stocks. 
 
 Charts are a visual representation of fundamentals and other market forces 
pushing gold around.  Some fundamentals are obvious, others are hidden, and a 
force like crowd psychology — can be both a friend and foe. 
 
 Let me show you seven forces that I see at work right now … seven forces 
that are lining up to push gold higher.  
 

1. Lack of new supply 

2. Surging global demand 

3. Gold ETFs 

4. A flood of red ink in Washington 

5. Dollar doom from abroad 

6. Are central banks catching gold fever? 

7. Gold coins are about to become scarce … again! 
 
Any one of these forces is bullish for the yellow metal — together, they could send 

gold smashing through overhead resistance to soar to $1,300 an ounce — and beyond! 
 
The first and most obvious forces are simple:  Supply and demand … 
 

Force #1:  The Tightening Trend in Gold Supply 
 

Gold comes from a bunch of sources — mines are just one of them.  There’s 
also central bank selling and sales of gold scrap.  Another source is hedging, or 
forward selling of gold production by miners — that’s different from regular 
production in that it locks in future sales of mine production at a set price and helps 
price stability.   

 
However, mines are THE source of new gold supply.  And despite higher and 

higher prices, gold mine output fell last year to a 12-year low!   
 
In fact, output dropped from 2,478 metric tons in 2007 to 2,416 metric 

tonnes in 2008, according to the GFMS consultancy — a London-based research 
group that serves gold mining companies and supplies the World Gold Council with 
its data. 
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Looking ahead, GFMS says that gold production will fall AGAIN this year to 
2,302 metric tonnes. 

 
And the production decline certainly isn’t due to lower prices.  Prices more 

than TRIPLED from $271 an ounce in 2001 to touch $1,000 an ounce this year.  
 
The “easy” gold has been dug up.  New projects can take as long as 10 years 

to bring online, compared with just three to five years in the past.  
 
“The fact that it is getting harder to finance gold mines, it is clearly more 

difficult to find, permit and build the mines — they are more expensive and it takes 
longer,” Barrick CFO Jamie Sokalsky told analysts on a conference call recently.  
“This means that supply is likely to decline more than people think.”  

 
In 2001, the production costs of gold were roughly $160 per ounce as prices 

dipped to $270. Then in early 2008, production costs rose to $400 to $500 an 
ounce as prices briefly hit $1,000.  

 
Companies WERE ramping up exploration budgets — right up until last year, 

when the global economy ran off the rails.  
 

 Industry nonferrous (non-iron) metal exploration spending budgeted for 
2008 was in the vicinity of $13.2 billion, according to Nova Scotia-based Metals 
Economics Group.  That was a 26 percent increase over 2007, and the sixth 
consecutive yearly increase since 2002. 
 
 But then the bottom fell out of the market.  Difficulties in raising financing  
— including an outright disappearance of credit for junior miners — and ballooning 
capital costs forced many projects to be delayed, and others outright canceled.  
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Even big miners like Rio Tinto and Freeport McMoRan Copper & Gold slashed 
explorations budgets. 
 
 This puts a serious kink in the supply chain of projects coming online … and 
means there will be less gold coming out of mines in the future. 
 

Another reason why production isn’t ramping up with gold prices is there are 
fewer mining companies.  The 20-year bear market in gold forced many marginal 
mines to close.  And over the past 15 years, a wave of mergers has created a 
bunch of mega-sized gold miners.  While the top five each produce between 3.5 
million and 7 million ounces out of the ground every year, they’re more likely to 
concentrate on working their existing mines and buying up other mines, and focus 
less on new exploration. 

 
Hedging Trend Is 
Bullish for Gold, Too 

 
Finally, producers are not 

“hedging” as much gold 
production.  Hedging is when a 
gold miner sells forward 
production — guaranteeing gold 
at a locked-in price.  This 
generally weighs on the price of 
gold.  The chart at right shows 
the quarterly change in global 
hedging.  While Q1 2009 hedging was unchanged at 16 million ounces, the trend 
over time is obviously for miners to hedge less and less of their production.  That’s 
because miners have become more bullish on gold prices, and so they are reluctant 
to sell now when they can potentially sell later at a higher price. 

 
Are there forces that could boost supply?  Sure!  Recently, higher prices have 

boosted scrap supply. “Gold parties” are all the rage these days — gatherings 
where partygoers turn old jewelry into quick cash.  But that supply isn’t 
inexhaustible either, and people are going to run out of ugly, unloved gold jewelry 
that they want to sell. 

 
The fact is, the gold industry needs to replace almost 100 million ounces of 

reserves per year. Clearly, this has not been happening.  This means a 
supply/demand squeeze is building up — one that could result in an explosive move 
higher for gold! 

 
Force #2:  Global Demand Is Roaring Back 

 
Gold purchases took it on the chin when the global economy skidded lower.  

But that turned around in the first quarter — total gold demand (by weight) jumped 
38 percent compared to a year earlier, hitting 1,015.5 metric tonnes. 

 

S ou rce: Fortis  Ban k,  May 2 00 9  
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However, global jewelry demand is still down — falling 9.1 percent in 2008 
and 24 percent in the first quarter of this year — and may not be coming back 
anytime soon.  In fact, India, one of the biggest buyers of gold jewelry, announced 
that gold imports in the first three weeks of June were 8 to 10 metric tonnes, 
compared with 17 to 18 metric tonnes a year earlier. 

 
On the other hand, jewelry demand in China is ramping up. Its jewelry 

demand went up 3 percent in the first quarter, and China may become the world’s 
largest physical market for gold this year. 

 
Chinese consumption has been strong in recent years, with consumers 

accounting for about 38% of GDP in 2008, or US$1.66-trillion in spending. As 
China’s middle class grows, spending will impact more categories of consumer 
goods — like gold! 

 
Goldman Sachs, for instance, expects that China will surpass the United 

States in economic output in 2027 and India will catch up by 2050. 
 

But it’s investment demand 
where gold is rip-roaring.  
Identifiable investment 
demand reached 595.9 metric 
tonnes in Q1, up 248 percent 
from 171.3 tonnes in the 
year-earlier period, according 
to the World Gold Council.  
And then there’s ETF demand 
— a force all on its own.   
 

Force #3: Gold ETFs 
 
Gold ETFs are growing in 
importance to the overall 
markets consuming 73 metric tones in the first quarter of 2009. 
 

Just look at that chart — it looks like a rocket taking off. Gold ETFs recently 
held 64.7 million ounces. That’s almost as much as the entire gold mine production 
in 2008, which was 77.9 million ounces! 

 
What do all these investors know? They can see the problems in the U.S. 

dollar with their own eyes. They know that gold is a store of real value and won’t go 
to zero. They want to own as much gold as possible! 

 
Indeed, the SPDR Gold Trust (GLD), the biggest of the gold ETFs, now holds 

more gold than many countries. 
 

 
Gold ETF holdings 
exploded last year – 
they’re still climbing 
only more slowly 
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Is this investment demand sustainable?  Well, nothing lasts forever. At some 
point, gold ETFs will start selling gold, 
and that will weigh on the market.  But I 
don’t think we’ve reached the peak yet.  
In other words, I think investment 
demand is going to get MORE urgent 
over the coming year. 

 
Force #4: A Flood of Red Ink  

in Washington 
 
Fundamentally speaking, the U.S. 

government is issuing far too many 
dollars, eating away at their value.  The 
fiscal deficit could top US$2 trillion in 
2009 — a whopping 15 percent of gross 
domestic product. That would increase by 
one-third the total stock of federal 
government debt outstanding.  What’s 
more, the deficit will probably be even 
larger next year! 

 
A $2 trillion deficit means that, if the economy produces $14 trillion in 

goods and services this year, the government’s deficit is more than 14 percent of 
the economy. 

 
Supporting all the debt eats away at our nation’s productivity.  That's just 

the deficit. That does not count this year's share of the rollover of the existing 
Federal debt, which is at least another $2.5 trillion. 

 
So then, where will capital come from to finance the recovery?  

Answer: It won't. 
 
Instead, we’ll keep borrowing.  We’ll borrow from American citizens and 

foreign investors.  We’ll borrow from foreign central banks (Hello-o-o-o, China!).   
 
Heck, our government is even buying its own debt — The Federal Reserve is 

buying $1.2 trillion in government bonds and mortgage-related securities, including 
$300 billion worth of U.S. Treasuries.  Our government buying its own debt is like a 
snake eating its own tail! 

 
This massive indebtedness inhibits our ability to function as a free and 

independent nation.  China holds $1.7 trillion in U.S. Treasuries and GSE paper, 
according to data from the Brookings Institution.  If China stops buying, it could 
push both Treasuries and the U.S. dollar off a cliff.  So what would we do if China 
suddenly decided to take over Taiwan? 

 

Official Gold Holdings by Country* 

Country Metric 
Tonnes 

Percent of 
reserves 

USA 8,133.5 78.3 

Germany 3,412.6 69.5 

Italy 2,451.8 66.1 

France 2,450.7 73.0 

GLD (Gold 
ETF) 

1,125.7 N/A 

China 1,054.0 1.8 

Switzerland 1,040.1 37.1 

Japan 765.2 2.1 

Netherlands 612.5 61.4 

ECB 501.4 18.3 

Russia 536.9 4.0 

* World Gold Council, June 2009 
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We’d talk tough, sure.   And then all China would have to say is:  “Another 
word out of you, and we’ll stop buying Treasuries.”  And then we’d shut up.  We’d 
have no choice!  

 
But that’s not the immediate problem.  The real problem is that as the debt 

grows and grows, there is more and more risk that the U.S. government could 
default on some portion of its debt. 

 
If it does, that would send the value of the U.S. dollar skidding lower. 
 
Since gold is priced in dollars, as the dollar goes lower, gold usually goes 

higher.  And probably, if the U.S. defaulted on its debt, everyone from sophisticated 
investors to run-of-the mill citizens would be so scared, they’d ALL pile into gold. 

 
But the U.S. wouldn’t really default, would it?  Unless … 
 
A Potential Bank Holiday? 
 
Through the website, Jesse’s Café Americain, I learned that respected 

investment consultant Harry Shultz says we’re headed for a bank holiday.  In a 
recent issue of his HSL newsletter, he writes: 

 
“Some U.S. embassies worldwide are being advised to purchase 

massive amounts of local currencies; enough to last them a year. 
Some embassies are being sent enormous amounts of U.S. cash to 
purchase currencies from those governments, quietly. But not pound 
sterling. Inside the State Dept., there is a sense of sadness and 
foreboding that 'something' is about to happen ... within 180 days, 
but could be 120-150 days." 
 
And what could that something be?  HSL speculates … 
 

"Another FDR-style 'bank holiday' of indefinite length, perhaps 
soon, to let the insiders sort out the bank mess, which (despite their 
rosy propaganda campaign) is getting more out of their control every 
day. Insiders want to impose new bank rules. Widespread 
nationalization could result, already underway. It could also lead to a 
formal U.S. dollar devaluation, as FDR did by revaluing gold (and 
then confiscating it)." 
 
I don’t know if Harry Schultz is right. I do know that, like my mentors Martin 

Weiss and Larry Edelson, he predicted the crash of 2008.  I also know the 
possibility of a bank holiday scares the crap out of me. 

 
And I also know that there are very powerful parties that may not wait for 

the U.S. to devalue its dollar on its own … 
 

 



Gold Fever 13

Force #5: Dollar Doom from Abroad 
 
The ballooning U.S. debt — and the flood of Treasuries that the government 

is issuing to pay for it — is not going unnoticed abroad.   
 
In my May 22nd column for UncommonWisdomDaily.com, “Profit 

Opportunities for the Quick and the Bold,” I told you how China was shifting out of 
long-term U.S. Treasuries as part of a move away from the dollar.   

 
Sure, China takes pains to say that it thinks U.S. bonds are a good 

investment. But China is buying more short-term U.S. Treasuries while decreasing 
the percentage of long-term Treasuries that it buys. 

 
According to U.S. 

Treasury data, from August 
2008 to March 2009, China 
purchased $171.3 billion of T-
bills, debt that carries a 
maturity of up to a year, 
compared with just $22.9 billion 
of longer-term notes and bonds 
with a maturity of two years or 
more. At the same time, China 
also sold $23.5 billion of long-
term agency debt. 

 
Then, by the end of April, China held $763.5 billion of U.S. Treasury debt, 

a fall of $4.4 billion, month on month, the first time China has reduced its 
Treasury holdings.  

 
The general trend is for less buying of long-term U.S. Treasuries … like China 

is giving Uncle Sam a vote of “no confidence.” 
 
Well, the latest news shows that China’s dollar aversion is increasing! 
 
Warning sign #1: First, Chinese Premier Wen Jiabao called for more 

surveillance of countries that issue major reserve currencies. Well, Uncle Sam didn’t 
have to look around the room long to see who that description fit — US! 

 
Wen said China would seek to expand currency swap agreements that are 

seen as a step toward eventually making the yuan more of a global reserve asset. 
China's central bank has signed six such swap deals since late 2008, totaling 650 
billion yuan ($95 billion). 

 
Talk about putting Uncle Sam on notice! 
 
More recently, Li Lianzhong, who heads the economic department of 

China’s Communist Party's policy research office, said his country should use 
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more of its $1.95 trillion in foreign exchange reserves to buy energy and natural 
resource assets. "Should we buy gold or U.S. Treasuries?" Li asked, then 
answered his own question: 

 
"The U.S. is printing dollars on a massive scale, and in view of 

that trend, according to the laws of economics, there is no doubt that 
the dollar will fall. So gold should be a better choice." 
 
This doesn’t mean that China wants to move immediately away from the 

U.S. dollar.  China does nothing “immediately.” But we should worry that China’s 
ratcheted-up rhetoric signals a long-term shift in China’s policy that will be very 
bad for the greenback. 

 
Warning sign #2: Then, The Treasury Department said that net purchases 

of stocks, notes and bonds obtained by foreigners fell to $11.2 billion in April, from 
$55.4 billion in March. What a plunge! The data seemed to imply a $4 billion plus 
fall in China’s Treasury holdings. 

 
Warning sign #3: Then, Russia said that the International Monetary Fund 

(IMF) should expand the basket of Special Drawing Rights (SDR) to include the 
Chinese yuan, commodity currencies and gold.  The SDR is an international reserve 
asset allocated to member countries with its exchange rate determined by a basket 
of currencies, at the moment including dollar, euro, yen and sterling. 

 
The announcement by Kremlin economy aide Arkady Dvorkovich came at a 

special meeting, a first summit of Brazil, Russia, India and China, a meeting to 
which the U.S. was pointedly not invited. 

 
I think these nations have had enough of propping up us “imperialist 

yankees,” and they know our Achilles heel — the dollar.   
 
You can ignore the warning — God knows the Good-Time Charlies in 

Washington want to ignore it. And the short-term rally in the dollar will probably 
make them complacent. 

 
That’s exactly when things can go spectacularly wrong for the greenback. 
 
More Anti-Dollar Moves From China 
 
China also likes the SDR idea.  In fact, it recently announced it will buy up to 

$50 billion worth of bonds denominated in SDRs. 
 
And China has signed $95 billion in swap agreements with Argentina, 

Indonesia, South Korea, Hong Kong, Malaysia and Belarus in recent months. This 
way, gradually, China hopes to make the yuan a truly international currency. 
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In the latest move, China and Brazil are researching how the nations can 
conduct trade in yuan and reals. The more they can trade in their own currencies, 
the less they have to rely on the U.S. dollar. 

 
The move came as Brazil’s President, Luiz Inacio Lula da Silva, visited Beijing 

to strengthen ties with his country’s largest trading partner. During the visit, China 
is going to give Brazil more than $10 billion in loans. 

 
It’s not just China making moves away from the U.S. dollar. Brazil also 

worked out a deal with its neighbor to the west, Argentina, to trade in local 
currencies. They will stop using the U.S. dollar for bilateral trade in September. 
Trade between the two nations amounts to more than $19 billion a year. 

 
Brazil and Argentina are both big commodity exporters. China is a big 

commodity importer. This trend is bearish for the dollar longer term, and bullish for 
commodity prices. 

 
It seems like these countries want to unseat the dollar as the global reserve 

currency.  It won’t happen overnight.  But if they succeed, it would send the value 
of the dollar much, much lower. 

 
What would go higher as the dollar goes lower? You guessed it — gold! 
 

 Force #6:  Are Central Banks Catching Gold Fever? 
 
Sales of gold by the world’s central banks are typically a bearish force for 

gold prices.  In September  2004, 
a new five-year agreement limited 
sales to 500 tons per year.  

 
However, bank sales did 

not reach their limit in 2008 and 
some are guessing that banks are 
no longer eager to sell their gold.  

 
In its most recent Gold 

Demand Trends, the World Gold 
Council pointed out an interesting 
fact:  Central banks are selling a 
lot less gold. 

 
“Muted central bank sales 

contributed just 35 tonnes to total 
first quarter supply, less than half 
the level of net sales in Q1 2008,” 
the WGC wrote. 
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The WGC also noted that China revealed after the end of the period under 
review that it had added 454 tonnes, purchased since 2003, to its reserves. 

 
In fact, over the past six years, China stealthily increased its holding of gold 

to 1,054 metric tonnes from just 600 tonnes. 
 
That puts China’s gold holdings at 1.8 percent of its foreign exchange 

reserves — still way, way too low!  In fact, in his speech, Li cited the high share of 
gold in the foreign exchange reserves of the United States, Italy, Germany and 
France, to argue that China's gold holdings should be much higher. 

 
What would China sell to buy gold?  Probably U.S. Treasuries.  China is the 

largest single holder of U.S. Treasuries, with $763.5 billion at the end of April, 
according to U.S. Treasury data. 

 
Of course, if China sells Treasuries, that would weaken an already troubled 

U.S. dollar. 
 
This would have a double-barrel effect on the price of gold — pushing gold 

prices up as China buys gold, and pushing the value of the dollar lower … which in 
turn would push gold even higher, because gold is priced in dollars! 

How Much Gold Could China buy? A Lot! 

According to a recent analysis from Fortis Metals, China’s gold reserves 
should at least double … and China would need to acquire SEVEN TIMES as much 
gold as it has now to match the world average of gold as a percentage of foreign 
reserves! 

And China’s central bank isn’t the only one buying gold.  Japan’s central bank 
has also talked about adding to its gold reserves. So have the central banks of 
South Africa, Argentina and Russia. 

In November 2005, Russia said it would boost its gold reserves from 5% of 
total financial reserves to 10%. That’s double what it’s already holding now. To get 
it, Russia would have to absorb its own entire gold output for the next three years. 

Interestingly, the International Monetary Fund recently received approval to 
sell 13 million ounces of gold over several years to raise cash.  The gold market 
didn’t even blink. 

Shouldn’t this have weighed on gold prices?  I can tell you why traders aren’t 
worried.  Because they know that every ounce the IMF sells, China, Japan, Russia 
and others will be lining up to buy! 
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Force #7: Gold Coins Are  
About to Become Scarce … Again! 

In June, the U.S. Mint suspended its production of United States Mint 
American Eagle Gold Proof and Uncirculated Coins, so it can use all its blanks (and 
its press) for minting gold bullion coins.  It made the same announcement for 
American Eagle Silver Proof and Uncirculated Coins. 

The mint says it has enough gold and silver blanks on hand to make the 
bullion coins for the rest of the year.  Ri-i-i-i-ight.  Just like last year … when they 
ran out of American Eagle bullion coins.  They then resumed selling the 2008 coins, 
but only on a rationed basis. 

I talked about this with one of the smartest guys in the business, David 
Morgan. He’s an independent precious metals analyst and the founder of silver-
investor.com. He also writes a blog at http://silverblogspot.blogspot.com.   

“The public has lost money in real estate and they’re coming onboard (in 
bullion coins) because there’s no asset class doing better than gold,” David told me.  
“That’s putting a little added pressure on gold and silver coins from mint.  And a 
little pressure when supplies are already tight can cause a shortage. 

“The mint will have to step up to the plate and buy more presses or get a 
contractor to make the coins,” David said, adding with a laugh: “There’s only one 
area of government that makes money and that’s the mint.” 

As for me: I remember that when the mint ran out of gold eagles last year, 
THAT’S when everyone suddenly wanted to buy them.  Gold has that funny effect 
on people. 

I think we’re going to experience another shortage this year — and just like 
last year, that could light a fire under Mom and Pop investors. 

If the word gets out that gold is scarce — even if it’s just gold Eagles —  
that’s the kind of buzz that could send gold stair-stepping higher. 

Now I’ve laid out seven forces that should push gold higher. But we still have 
to talk about one force that many people say will force gold lower:  Deflation. 

Deflation, Inflation, or Some Weird Mix of the Two 

It is generally accepted that America is experiencing deflation right now.  But 
not all prices are going down.  And, as I’ll show you, gold can do very well in a 
deflationary time.  Finally, it can do even better in what is probably coming after 
deflation — inflation and perhaps even hyperinflation. 
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Trillions of dollars in credit has been destroyed, unemployment is rising, 
wages are under pressure — it sure looks like deflation.  Some tell-tale indicators … 

• There is still 12 months’ worth of unsold inventory of homes, and 
housing starts have staged a very weak recovery this spring.  That will 
continue to weigh on home prices. 

• Industrial production had its seventh decline in a row in May, to a level 
last seen 11 years ago.  And global industrial production is tracking the 
same path it took during the Great Depression … 

 

 

Source:  Eichengreen and O’Rourke 

• Employment slid in May to greater depths than were seen in the last two 
recessions.  Rising unemployment puts downward pressure on wages.  

• While the Producer Price Index (PPI), used to evaluate wholesale price 
levels, rose marginally in the most recent measure, it is down 37% 
year-over-year to a 50-year deflation low of -5.0. 

• The Consumer Price Index (CPI) has dropped 1.3% over the past year. 
That’s the largest decline in nearly 60 years. 

• U.S. household net worth fell by $1.3 trillion in the first quarter, and 
household wealth is down 21.6% from its 2007 peak. 

That’s all classic deflation. And yet at the same time, some costs are rising.  
Health care costs rose 9.9 percent in 2008, are expected to rise 9.2 percent this 
year, and should rise another 9 percent in 2010, according to a report from 
consulting firm PricewaterhouseCoopers. 
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But that’s not the big inflation.  The big inflation is in tangible THINGS …  
hard assets! 

• In a little over two months, sugar rocketed 36.3 percent.  The surge is 
blamed on a poor crop in India. 

• Soybeans rallied 57 percent from their December low close to a recent 
high close in June — and this is despite record high sowing of 
soybeans in the U.S. 

• From its low in December, copper soared 88 percent to its recent high 
in June. 

• Gasoline rocketed 89 percent from its December low to its June high. 

• Crude oil closed at 33.78 on February 12 and closed at 70.47 on June 
16 — a 115 percent rise. 

So all the things are actually going up in price.  Normally, this would indicate 
inflation.  And of course, gold is a “thing.”  It hasn’t done as well as other things … 
yet … but it’s doing better than the U.S. dollar this year. 

 

Here’s my question:  If we’re really in classic deflation, why isn’t the U.S. 
dollar doing better?  Shouldn’t it be outperforming gold, copper and oil? 

But there’s a very good reason why the dollar is declining — trillions of 
dollars are being printed out of thin air.  Sure, a lot of these dollars are “destroyed” 
because they go to wipe bad bank debts off the books.  Still, it’s a lot easier to 
create dollars than it is hard assets, which is why the price of copper and crude are 
soaring, and the U.S. dollar is slumping lower. 

End result:  We may have a weird hybrid of inflation and deflation — one 
where the price of real assets goes up and the price of paper assets goes down. 
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So why are home prices going down?  They’re bought on credit — paper 
assets.  Tight credit means a lot of empty homes can’t be sold. 

But tight credit also means a lot of miners can’t get the money they need to 
bring new mines to production … that pinches the pipeline of real assets, and drives 
up prices. 

There could be other reasons why this is happening.  But let’s say we are in 
deflation with a Big “D.”  That’s still a good time to hold gold.  

Why?  Because money is a great asset in deflation, and gold is money.   

In his book “The Golden Constant,” Roy Jastram studied gold under a 
number of economic conditions.  Interestingly, he found that gold increased its 
purchasing power in England during periods of deflation … 

That’s kind of hard to figure out … 
until you realize that gold IS money. 

After Deflation, Brace for Surging 
Inflation 

Everything goes in cycles — that’s why 
it’s dangerous to say “you should always invest in Investment A,” as if the markets 
and the global economy — and their effect on investment A — will never change. 

For decades, the U.S. dollar has been the reserve currency for the world. 
Many people think this will never change.  Roughly 65 percent of the world’s foreign 
exchange reserves were in U.S. dollars at the end of 2008. 

However, the winds of change are blowing.  I told you how Russia, India and 
Brazil — along with China, the emerging powers of the world — back the idea of a 
new reserve super-currency.  Such a transition would take time.  But once it starts, 
the U.S. dollar will be on a very slippery slope. 

And the dollar has more problems which are inherently inflationary … 

 Soaring deficit could get bigger! Because of the economic slowdown, the 
stimulus package and various financial-relief measures, the federal deficit for 2009 
could come in close to $2 trillion. If things go wrong — and they haven’t exactly 
been going right, lately — the deficit could be even larger. 

We have to borrow more to fill the gap. Usually, federal tax receipts 
provide 80 percent to 90 percent of the money needed to fund the U.S. budget. In 
2009, Uncle Sam will need to borrow 45 percent of the money the government will 
spend. Not since World War II has the government borrowed anything close to what 
it is borrowing now. 

Deflationary 
Periods  

Purchasing 
Power of Gold 

1658—1669 +42% 
1813—1851 +70% 
1873—1896 +82% 
1920—1933 +251% 
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Reserve balances ballooning. When we say the Fed is “running its printing 
presses” to create money, that’s only partly true. The Fed creates money mostly by 
crediting banks with deposits at the Fed. 

Those deposits are called reserve balances. Reserve balances are the key 
component — along with currency — of base money or central bank money which 
ultimately brings about changes in broader money supply measures. 

These deposits or reserves have been exploding as the Fed has made loans 
and purchased securities. In the third quarter of 2008, reserves were $8 billion. As 
of March 2009, reserves had soared to $778 billion — an increase of 9,625 percent! 

The reserve balances are soaring as the Fed creates money to finance loans 
as it attempts to unwind the mess created by AIG and other banks. Just to keep up 
with what it plans this year, the Fed will likely have to increase reserves by another 
$1.15 trillion to $3.37 trillion! 

Here’s my point:  In the short-term, it seems prudent to hold a lot of U.S. 
dollars and Treasuries, and to have as little debt as possible.  In the long-term, we 
are probably going to see inflation return, and it could be particularly vicious this 
time around.  When that happens, the U.S dollar will tank and longer-term 
Treasuries will come under pressure — hammering two investments that many 
investors see as safe havens. 

That’s hard to contemplate when we are experiencing deflation.  But I think 
the deflation or deflation/inflation hybrid period we’re in now will be followed by 
inflation.  That’s because all the money the Fed is pumping into the system now is 
dormant, like a pool of gasoline.  When real economic activity returns that “pool of 
gas” could easily ignite, as the surplus of dollars starts chasing a limited amount of 
real assets even faster. 

Noted market caller Nouriel Roubini said something along the same lines 
when he recently explained his views to The Atlantic magazine … 

“The Fed is now embarked on a policy in which they are in effect directly 
monetizing about half of the budget deficit,” Roubini said. The public debt is 
going up, and the federal government is covering about half of that total by 
printing new money and sending it to banks. “In the short run,” he said, 
“that monetization is not inflationary.” Banks are holding much of the money 
themselves; “they’re not relending it, so that money is not going anywhere 
and becoming inflationary.” 

But at some point—Roubini’s guess is 2011—the recession will end. Banks 
will want to lend the money; people and businesses will want to borrow and 
spend it. Then it will be time for what Roubini calls “the exit strategy, of 
mopping up that liquidity”—pulling some of the money back out of 
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circulation, so it doesn’t just bid up house prices and stock values in a new 
bubble. And that will be “very, very tricky indeed.” 

And again, we can look to history.   

The federal government is going to rack up its largest budget deficits as a 
share of GDP since shortly after World War II.  As a result of those deficits, federal 
debt held by the public will soar from 41 percent of GDP at the end of fiscal year 
2008 to 60 percent at the end of fiscal year 2010. When that has happened in the 
past, the consequences were inflationary. 

• Take World War II for example.  Prices rose 108% between 1941 and 
1945. That works out to a 15.7% annual rate of inflation. 

• The previous example was in 1917, when President Woodrow Wilson 
ran up huge federal debts to fight World War I.  Prices increased 126% 
between 1917 and 1918 — a 50.3% annual rate. 

• Before that, in 1861, the Union printed lots of money to fight the 
South.  Inflation between 1861 and 1865 ended up at 117%, or 16.7% 
on an annualized basis.  

To me, it seems like inflation is the likely result this time around, too. 

In an inflationary period, stocks can be a relatively good investment. Heck, 
the Zimbabwe Stock Exchange grew by a record 322,111 percent in 2007 because 
the Zimbabwe currency turned into toilet paper. 

Gold can also protect you from inflation.  But gold is really protection 
against a currency collapse and a government collapse — both of which we 
could experience in the next decade. 

Moving Beyond Inflation 

If any of the doomsday scenarios that are projected for the dollar happen  
— China and other countries backing a new international currency … a bank 
holiday … a default on U.S. government debt — then you could see the value of 
the U.S. dollar change suddenly and dramatically, perhaps even overnight — a 
sudden jolt of hyperinflation. 

In hyperinflationary periods — the Weimar Republic, for instance — people 
who held cash did poorly.  People who had their wealth in gold did well. 

There will be other refuges for U.S. investors in a hyperinflationary storm.  
One is foreign currencies, and foreign currency funds.  The other is foreign stocks.  
Since they are nominally denominated in other currencies, their value should shoot 
up in relative terms if the U.S. dollar tumbles. 
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Could Gold Prices Go Lower? 

So far, we’ve looked at seasonal factors in gold … we’ve looked at seven 
forces that should drive gold higher, and we’ve looked at why you want to own gold 
in both inflation and deflation.  The general trend in gold prices should be higher in 
the months and years to come. 

But could gold prices could go lower? Sure! While I expect that deflation will 
be short-circuited by the Fed’s re-flation efforts, these might fail and the country 
might slide into deflation and depression, and bring the world along with it.  While 
gold did well during the last Great Depression, that doesn’t mean it will do well in 
the next one. 

Also, it’s worth remembering that the global recession has really dampened 
jewelry demand — a global depression would probably hurt jewelry demand that 
much more. 

As I’ve explained in recent UncommonWisdomDaily.com columns and on my 
blog (http://blogs.uncommonwisdomdaily.com/red-hot-energy-and-gold/), it would 
not be surprising to see a short-term rally in the U.S. dollar, and that would be 
bearish for gold. I also think that would be a heck of a buying opportunity.   

Silver Outlook — Plenty of Opportunity 

After a 27 percent 
plunge last year, silver seems 
to be back on track and has 
several things going for it: 

1. It has always been a 
real monetary metal, which 
naturally responds to 
inflationary pressures. 

2. It is a critical 
industrial metal, with over 
2,000 industrial uses. 

3. There is no stockpile of silver sitting around to be dumped. It’s all gone; 
used up by industry. So it is immensely price sensitive.  

Historically, silver has seen a much greater usage in coins than gold. Its 
greater availability and lower value made it a more practical commodity to use for 
commercial transactions. Most countries were on some form of commercial silver 
standard until the late 19th century. 

After last year’s swoon, 
silver zig-zags up with 
higher highs and lows 
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Today, the movements in silver seem to be like gold, only exaggerated, 
which is why silver is often called “gold on steroids.” 

In other words, if you like the heart-stopping price swings in gold, you’re 
going to love silver. 

The price of gold recently traded at 80 times the price of silver.  The 
historical ratio is closer to 20 to 1.  If we return closer to the historical ratio, the 
price of gold would have to go way down, or silver would have to go way, way up. 

Looking at a chart, 
you can see the gold/silver 
ratio ended last week at 
66.75.  This is way down 
from the highs it hit late last 
year, as investors thought 
the global economy was 
running off the rails.  Now, 
investors are more bullish, 
and the gold-silver ratio is 
falling.  This doesn’t mean 
the price of gold is falling as 
much as it means that silver 
is gaining on gold. 

One expert I talked to, coin and bullion dealer Pat Heller of Liberty Coin 
Service (http://www.libertycoinservice.com/) says that he thinks the prospects for 
silver looked better than gold. He named the gold-silver ratio as one reason. But 
there are others. 

“There’s a lot more research going on in industrial applications in silver 
because it is comparatively inexpensive compared to gold,” Mr. Heller told me.  
“One of the properties of silver is it is anti-bacterial.  You can buy paint that has a 
little silver in it that kills bacteria that lands on it.  It costs an extra cent per square 
foot of coverage.” 

In fact, more than 60 percent of silver is used in industries such as medicine, 
solar energy and photography.  Only a little more than 10 percent of gold is used 
for industrial purposes, mainly in electronics and dental care. 

Mr. Heller says that more and more of his clients are focusing on silver rather 
than gold. 

Now, if we have a big external event — a U.S. bank holiday, or devaluing of 
the dollar — we can expect the gold-silver ratio to spike again.  However, that 
probably won’t be from silver going down — it will be from gold going way up. 

 
The gold/silver ratio 
peaked when investors 
thought the financial 
world would collapse 
last year. Now, it is 
channeling lower. 
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Here are some more silver facts, most of them from the Silver Institute 
(www.silverinstitute.org) … 

• Last year, silver coins and medals fabrication jumped by an 
astonishing 63 percent to a record of 64.9 million ounces.  Production 
of the U.S. Silver Eagle bullion coin achieved a record 19.5 million 
last year, approximately double the 2007 figure, and would have 
been higher if the U.S. Mint had sufficient blanks to produce coins to 
meet demand. 

• This year, coin demand has cranked up even more!  Nearly 11.6 
million American Eagle one-ounce silver coins were sold in the first five 
months of 2009 (about 361 metric tonnes of silver), up sharply from 
the 7.3 million sold in the same period a year ago, according to the 
U.S. Mint. 

• Implied net investment more than doubled to 50.2 million ounces in 
2008, largely due to record inflows into the ETFs and a surge in 
Indian investment. 

• The net supply of silver from aboveground stocks dropped by 14 
percent in 2008 to 151.7 million ounces.  This was mostly due to 
lethargic official government silver sales. 

• Producers are de-hedging furiously, and the silver producer hedge 
position dropped by 5.6 million ounces last year.  That should be 
bullish for silver sales. 

• Global silver mine production grew by 2.5 percent in 2008, driven by 
strength in the gold and lead/zinc by-product sectors to 680.9 million 
ounces. That’s the sixth year of consecutive growth in mine supply and 
represents 77 percent of total supply last year. 

So, more mine production means plenty of silver, right?  Well, demand for 
base metals dropped sharply early this year, and some mines closed.  That, in turn, 
should affect the silver supply going forward. 

And then there are all the silver juniors that couldn’t get financing in the past 
year.  This adds up to a potential big gap in a pipeline of future projects, a gap that 
could send silver prices soaring down the road. 
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The Big Force in Silver — Investment Demand 

In the short term, there’s a big force affecting demand — the growth of the 
biggest silver ETF, the iShares Silver Trust (SLV).  It is buying up more and more 
physical silver … 

 

Last year, the SLV’s holdings grew a whopping 48 percent (2,300 metric 
tonnes).  This year, so far, it has increased by 1,931.9 metric tonnes.  That is faster 
than last year’s pace.  In other words, purchases by the SLV are accelerating. 

So, many analysts are eyeing silver’s high last year of $20.92 and saying we 
will probably revisit it again this year. That would be a big move — equal to about a 
$460 move higher in gold. 

I talked about silver’s prospects with David Morgan and asked him about the 
trends he’s seeing in the silver market.   

He told me that in the short-term, he sees more downside than upside in the 
silver market.  But long-term, he’s very bullish. 

“I think silver will outperform gold, and gold will be terrific,” he said.  “I think 
this market will outperform the gold market of the 1970s. It’s probably going to 
overshoot to the upside, but that’s what markets do.” 

David said that as he sees it, silver supply has loosened up and premiums 
have backed off. But then the U.S. mint came out again and said they had 
problems meeting demand for silver and gold eagle proof and uncirculated coins. 
“There’s a limited amount they can mint.” 
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Buying Gold — Let’s Get Physical 
 
Now let’s talk about ways you might want to buy it … and ways you might 

want to avoid it.   
 
Now, how do you want to own gold?  Some people say that to be really safe, 

you have to own gold bullion.  And I won’t argue against it — heck, I own gold 
bullion.  Nonetheless … 

 
Some Arguments Against Buying Gold Bullion 
 
Just remember that … 
 

• If you buy gold through a dealer, you’ll have to pay his mark-up.   

• And if you buy your gold in the form of gold coins, they will usually 
carry a bigger markup than gold bars.  

• And once you own it, you’ll have to store it securely, whether it’s 
paying for a safe deposit box or burying it in the back yard. 

• Once you decide to sell it, the dealer will want his cut on the other end 
as well. 

 
All these things aside, there are great 
reasons to buy and own gold bullion 
 
Gold can’t be destroyed by fire, flood or plague.  It CAN survive the complete 

collapse of a financial system.  I’m not saying that’s what’s going to happen; I’m 
saying gold has a well-earned reputation as the ultimate safe harbor.  Gold will 
never go to zero.  If you want to play it safe, own gold. 

 
Let’s talk about some of the physical 

ways to buy gold.   

Bullion bars and coins 

Bullion coins — American Eagles, 
Buffaloes, Canadian Maple Leafs, etc., — allow 
you to own investment grade gold (between 
0.90 and 0.9999 fineness) in a quantity that 
will be recognized at any gold dealer in the 
Western world. 

 
Most bullion coins are minted in 1/10-

ounce, ¼-ounce, ½-ounce and 1-ounce form 
(some can be larger). However, one ounce 
gold bullion coins such as Eagles or 

GOLD! 
Gold! Gold! Gold! Gold! 
Bright and yellow, hard and cold 
Molten, graven, hammered and rolled, 
Heavy to get and light to hold, 
Hoarded, bartered, bought and sold, 
Stolen, borrowed, squandered, doled, 
Spurned by young, but hung by old 
To the verge of a church yard mold; 
Price of many a crime untold. 
Gold! Gold! Gold! Gold! 
Good or bad a thousand fold! 
  — Thomas Hood 
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Krugerrands are by far the most popular for small investors. 

Things have changed since I wrote my “Golden Parachute” report in October 
of last year.  Mr. Heller says that supply for coins has caught up to demand.  “When 
you buy gold now, there is no wait,” he says.  “If you can’t get immediate delivery, 
there is a very short delivery time.” 

Premiums paid on gold coins are lower too, he said. 

And he likes silver coins.  “I like the coins with the most metal for your 
money,” he explained.  “All other things being equal, the US 90% silver coin that 
was made up to 1964 is almost the lowest premium right now.” 

Also, silver is more easily bought and sold than gold, and it has “divisibility,” 
Mr. Heller said.  “One silver dime is one-fourteenth of an ounce of silver.” 

Coins have much wider recognition than bars.  Also, bars are easier to 
counterfeit than a coin. You should probably beware of buying gold bars on eBay, 
Craig’s List or some other online site.  A good place to buy a bar is on a reputable 
commodity exchange like the COMEX. You can take delivery of the bar and leave it 
in storage on the exchange. 

Futures trader Nedoss confirms that he has clients who do this from time to 
time.  “You take delivery and hold the receipt.  The storage fee is nominal.” 

Now for the bad news — COMEX gold 
futures contracts are for 100 troy ounces.  
That’s a lot of gold, especially when the price 
of gold is going up and down like a yo-yo.  
Nedoss says his clients usually buy a futures 
put option to protect themselves against 
violent price swings.  

American Eagles and other bullion coins 
trade at a premium to the price of gold.  The 
premiums can vary and there are still bargains 
to be had, though.  Recent values included the 
Austrian 100 Corona and Mexican 50 peso, Mr. 
Heller said.  But he recommends avoiding 
“obscure” gold coins.  For example, Dow 
Chemical used to give retiring employees a 1-
ounce gold medal, but Mr. Heller says that’s 
what dealers sell to jewelers to melt down. 

Expert Contact 
Information 

The experts I talked to were 
generous with their time, so I’m 
including their contact information.  
This is not an endorsement, but you 
may have more questions for them. 
 
Patrick A. Heller 
http://www.libertycoinservice.com/ 
(800) 933-4720 
 
David Morgan 
Silver-Investor.com 
(509) 464-1651 
 
Charles Nedoss 
Peak Trading Group 
Futuresspot.com 
(800) 559-7109 
 



Gold Fever 29

Calculating the Premium on gold coins or bars 

To calculate the premium you’re paying for a gold bar or coin, use this 
formula … 

 
1) Divide the cost of the coin by its gold content to get your cost per ounce. 

Call this “X” 

2) Divide X by the spot price to get your cost over spot.  Call this number “Y” 

3) Y minus 1 x 100 equals your percentage premium. 
 
Here’s an example.  Let’s say you’re buying a US Gold Eagle. 
 
A US Gold Eagle has a gold content of one ounce.  That means each Gold 

Eagle coin has a fineness of 1.000 — it contains its specified weight in pure 24-
karat gold.  An alloy is added to make it more durable, so a one-ounce American 
Gold Eagle, for example, actually weighs 1.0909 troy ounces.  

 
Recently, when the spot price of gold was $935, you could buy a US Gold 

Eagle for $1,020. 
 
1) 935/1 = 935 per ounce 

2) 1,020/935= 1.09 

3) 1.09 — 1 = .09.  Then, 0.09 x 100 = 9%. That’s your percentage 
premium. 

 
If you want the dollar premium rather than the percentage premium, take 

the cost per ounce and subtract the spot price.  In this case, $1020 - $935 = $85. 
 
This formula works for all coins, and it doesn’t matter what the cost 

of gold is. 
 
Here’s another example. Let’s say you want to buy an Austria 1 Ducat.  It’s a 

small coin with a gold content of 0.1107 ounces of gold.  And let’s say you could 
buy that coin for $115.80 when the spot gold price is $935. 

 
1) 115.8/0.1107 = 1,046.07 per ounce. 

2) 1,046.07/935 = 1.11879 

3) 1.11879 — 1 = 0.11879.  Then, multiply times 100 to get a percentage 
premium of 11.9%. 

 
Be sure to check the fineness of the gold coin or bar you are buying, and you 

can calculate the premium you are paying over the spot price of gold. 



Gold Fever 30

4 Tips for Gold Bullion Buyers 
 

Here is a collection of tips from expert sources. 

1) Call at least 3 dealers for a price.  The difference between a good price 
and an almost good price can be the difference between getting 100 ounces of gold 
and 90 ounces of gold. 

2) Make sure you include shipping costs in your calculation of the price of the 
coin — shipping costs vary wildly from dealer to dealer. 

3) You need to be explicit on what you are locking in, including price, 
merchandise, and terms of payment.  If there seems to be any waffling on the part 
of the dealer, that is a warning sign to steer clear. 

4) Look for a dealer who has been in business for a number of years.  
Ideally, if you go to someone who was in business in the 1970-to-1980 boom, 
they’ve seen enough ups and downs in the market to handle the challenges of price 
fluctuations and coin availability. 

I Think Everyone Should Own Gold 

And I mean physical gold, the kind you put in a safe. You don’t buy physical gold to 
get rich; you buy it to preserve wealth. If Treasuries implode, gold will make a 
mighty fine insurance policy. Also, you might want to pick up gold in forms that you 
can easily barter if paper money becomes worthless — simple gold rings, for 
example. 

The worst time to buy gold is when it’s going higher.  Nothing travels in a straight 
line, so wait for a pullback and pick up simple gold coins or gold bars. 

I Also Think Everyone Should Own Silver 

Again, I mean physical silver. If our economy, financial system and paper 
money go south, you’ll want gold AND silver. Flashing around too much gold could 
make you a target. Silver doesn’t attract as much attention and it’s still a precious 
metal. In fact, silver is undervalued compared to gold by some metrics. 

Maybe all you want to own is physical metal — maybe you don’t want to buy 
precious metal funds or stocks at all.  That’s absolutely fine!  You know your own 
comfort level, and if you’re more comfortable owning only physical metal there’s a 
case to be made for that. 

 There’s one more kind of physical gold ownership we need to talk about … 
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Semi-Numismatic and Numismatic Gold Coins 

Numismatic or older and rare coins are bought not solely for their precious 
metal content but also for their rarity and their historical, aesthetic appeal. They 
are leveraged to the gold price which means that the price of these coins can 
increase faster than the gold price in a bull market (due to their historical and 
aesthetic value and to their rarity) and can decrease by more when gold is in a 
bear market.  

Many investors opt for high-quality pre-1933 gold coins graded MS-65 or 
better by either the Professional Coin Grading Service or the Numismatic Guaranty 
Corporation.  

These can be great investments.  On the other hand, if you’re one of the 
people worried about a money panic and a potential breakdown in society, you 
have to wonder how well numismatic value will hold in such a situation. 

I Avoid Gold If It’s Not in Coins, Bars or Nuggets 

Most people buy gold bars or coins.  Some people buy nuggets, which can 
have added value to collectors.  But gold buyers and sellers also traffic in gold dust, 
wire, even gold chips used by dentists to fill teeth. None of these (including 
nuggets) are as fungible as coins or bars, and coins are the most fungible of all.  
The more a gold piece is a fabricated product of known weight and purity, the 
better off you usually are.  Gold dust in particular can be diluted or even 
counterfeited. 

Non-Physical Ways to Own Gold 
 

Allocated Accounts 

Let’s say you want to buy some gold, but don't have a safe place to keep it.  
Major bullion banks and specialist depositories offer to buy the gold and store it 
for you.  The gold can be in a pooled account or a segregated account.  In a 
segregated account, your gold is kept separately.  A segregated account has 
higher fees. 

For more information you can check out the pooled and holding accounts 
description on Everbank’s website (http://www.everbank.com/001Metals.aspx).   
I’m not a fan of pooled accounts — if I own physical gold, I want to actually OWN it 
— but maybe it’s the right choice for you. 
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Digital Gold or e-Gold 

My personal view on e-gold, e-bullion or whatever you want to call it is 
simply: Don’t.  There are a 
couple of reputable firms 
in this business: 
GoldMoney.com and 
BullionVault.com, for 
example.  But the lax 
operating procedures of 
the Internet make this 
business attractive to 
financial predators. 

There are no specific 
financial regulations 
governing DGC providers, 
so they operate under self-
regulation. DGC providers 
are not banks and 
therefore do not need to 
comply with bank 
regulations. 

Gold Exchange-Traded Funds (ETFs) 

Investing in precious metals got a whole lot easier when Exchange-Traded 
Funds (ETFs) and Exchange-Traded Notes (ETNs) came along. 

There are a bunch of gold and silver ETFs. The iShares and SPDR funds hold 
physical metal.  The GLD and the Barclays iShares Comex Gold Trust (IAU) are 
fixed at 1/10th the price of gold, minus a small amount to account for fees.  That 
is, if gold is trading at $950 an ounce, you can buy the GLD or the IAU for about 
$95.  They are backed up by gold bullion in a vault. 

There are fees associated with gold ETFs, but they’re small, and you can’t 
beat the convenience.  On the other hand, if you’re a stickler for physical gold, 
these funds aren’t for you. 

The United States Internal Revenue Service (IRS) treats gold as a collectible 
for long-term capital gains tax purposes. As such, gains recognized by individuals 
from the sale of ETFs that hold physical gold are subject to a capital gains rate of 
28% if held for more than one year. This rule extends to all gold held by the Trust. 

Gold, Silver and Metals ETFs and ETNs 

Fund Name Symbol Total 
Expense 

Ratio 
iShares COMEX Gold Trust IAU 0.40 

iShares Silver Trust SLV 0.50 

SPDR Gold Shares GLD 0.40 

PowerShares DB Gold Fund DGL 0.50 
Powershares DB Gold Shares 
Double Long 

DGP 0.75 

Powershares DB Gold Short  DGZ 0.75 

Powershares DB Gold Double 
Short 

DZZ 0.75 

PowerShares DB Silver Fund 
ETF 

DBS 0.50 

PowerShares DB Precious 
Metals Fund ETF 

DBP 0.75 
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Although there are some restrictions applicable to retirement plans such as IRAs 
and 401ks investing in collectibles, it really depends on individual retirement plans. 

And some funds, like the PowerShares gold funds, don’t hold physical gold. 
Instead, they track the performance of a fully collateralized futures position, 
meaning they capture changes in the spot price of the underlying metal plus any 
"roll yield" and interest income.   

If a fund’s holdings of physical gold are not important to you, you might just 
go with the fund that has the lowest total expense ratio.  However, I highly 
recommend a fund that is liquid (has plenty of volume).  Just as important as 
getting into a gold ETF is being able to get out when you want to. 

And then there are the leveraged Gold ETNs … DGP and DZZ.  DGP targets 
twice the movement in gold … while DZZ targets twice the inverse of the movement 
in gold. 

If the metals do well, long gold ETFs will likely outperform. If the metals do 
poorly, they will likely underperform.  And vice versa for the short and double-short 
gold funds. 

Portfolio Pick #1 — Keep It Simple 

I’m going to give recommendations in this report.  Your investment advisor 
may have other ideas, depending on your personal situation.  But I’m going to start 
with a precious metals ETF — the iShares Silver Trust (SLV).  

This fund is structured to reflect the price of silver, less the fund’s expenses 
and liabilities.  Recently there were 8,724 metric tonnes (over 280,510,676 ounces) 
of silver in the trust.  

Some investors worry that the SLV does not own all the physical silver it says 
it owns.  There are risks in everything, and I’m comfortable with the SLV. If you’re 
not, I’ll have an alternative fund for you in a bit. 

One thing the SLV does is solve two major problems of purchasing large 
quantities of silver — where to store it and how to buy large quantities at once. 

The SLV was set up primarily for larger institutional types to participate in 
the silver market, though now individual investors are piling in. The tax 
consequences are also something any investor would be smart to determine 
before putting this in his or her portfolio. 

I’ll track 200 shares of the SLV for the “Gold Fever” portfolio. 
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Portfolio Pick #2 — A Canadian Gold Fund 
 

There is more than one good Canadian gold fund, so indulge me while I give 
you more background than you need. 

Canada has a couple of fine funds that hold physical gold and silver.  One is 
the Central Gold Trust of Canada (GTU on the AMEX, GTU-UN on the Toronto Stock 
Exchange).  Another is the Central Fund of Canada (CEF on the AMEX, CEF-UN on 
the Toronto Stock Exchange). 

These are a pair of excellent closed-end funds.  The GTU invests in gold 
bullion. The CEF invests in gold AND silver bullion.  Recently, the CEF held 55.1% 
gold and 41.4% silver (the rest is in cash). 

As a closed-end fund, the GTU and CEF are a bit different from the traditional 
open-ended mutual fund that you might be used to. An open-ended mutual fund or 
exchange-traded fund creates new shares every time an investor buys the fund and 
redeems the shares every time an investor sells the fund. 

A closed-end fund limits its amount of shares. It is a publicly traded entity 
that raises capital through an initial public offering and invests the proceeds 
according to the fund's objectives (the GTU and CEF’s objective is to be at least 
90% in bullion at all times).  Their gold and silver are stored in the Treasury vaults 
of major Canadian banks.  The metal is audited annually and spot audited on at 
least one more occasion each year by bar number, refiner, weight and purity. 

Because closed-end funds limit their shares, they can trade at a premium or 
discount to their net asset value.  

There are two important differences.  The first is that the GTU holds only 
gold — no silver. The second is that, as of this writing, the GTU trades at a much 
lower premium to its net asset value — just 4.3 percent compared to a 10.4 
percent premium for CEF. 

You could argue that CEF deserves the higher premium because it is exposed 
to silver, which is more volatile and has more potential upside in a precious metals 
bull run.  But I like paying the lowest premium possible for essentially the same 
fund. 

And for investors who are worried that the U.S. government may do another 
gold grab like it did in 1933, this is the fund for you, because the GTU is outside 
U.S. jurisdiction. 
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So GTU is my second pick for the “Gold Fever” portfolio.  I’ll track 100 
shares of GTU for the portfolio.  

Note: If you are wary of buying the SLV because you don’t trust that it holds 
physical silver, consider buying the CEF — it’s not a pure silver play, but it takes 
extra steps to be trustworthy. 

Be aware that both the GTU and CEF have tax consequences if not in a 
retirement account — check with your investment advisor or retirement planner. 

For more on GTU, follow this link: 

http://www.etfconnect.com/select/fundpages/sectors.asp?MFID=169250 

For more on CEF, follow this link: 

http://www.etfconnect.com/select/fundPages/sectors.asp?MFID=3653 

There are other great Canadian gold funds and funds that are bullish or 
bearish a basket of Canadian gold mining stocks.  In the past, I’ve used funds like 
these for short-term positions in the market.  If you’re a subscriber to Red-Hot 
Global Small-Caps, you may see more of these funds in the near future. 

 
You can make extraordinary profits in individual mining shares.  I’ll give you 

some picks that should do well in the next year.  First, let me tell you my guidelines 
for choosing precious metals stocks. 

 
8 Guidelines for Buying Precious Metals Stocks 

 
Here are SOME of the things I take into consideration when picking a gold 

mining stock.  These guidelines are far from complete, but it gives you an idea what 
I’m looking at — and what you might want to consider when you look to add gold 
stocks to your portfolio.  

 
1) Good management.  It’s probably the single most important thing about 

a gold stock.  Good managers have plenty of experience, are successful at bringing 
projects online, will keep costs down, manage resources effectively, seek out new 
resources (and not pay too much for them), know the difference between good debt 
and bad debt and seek out strategic alliances.  Bad managers … won’t.  To find 
good managers, start by looking for names like Newmont, Barrick and Anglo 
American on their resumes.  Also, people who helped bring mid- to large-scale 
projects to production make the list. 

 
2) Size of deposits.  This is the next thing I look for. The larger the gold 

deposit or potential deposit, the better. Small mines can see their share prices go 
nowhere for years because few institutions will finance them and fewer companies 
will ever acquire them.  
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However, if  a junior miner expands its known resource by drilling, it can 

come to the attention of the big fish — and get snapped up. 
 
3) Mines about to come online.  Projects that successfully come online 

can boost a miner from the junior leagues to the mid-tier producers.  Also, the 
more working mines a company, the less vulnerable it is to failure at any one mine.  

 
It can take at least seven to 10 years to get a new mine up and running and 

the big companies have such a desperate need for new resources they don’t have 
time to waste.  So, a junior company that is about to bring a new project online, it 
can become a takeover target. 

 
4) Grade of the gold ore.  This is how rich the gold deposits are, and they 

have to be taken into context of how hard the gold is to get.  Everybody wants high 
grades across wide zones of mineralization.  Here’s what they’ll settle for … 

 
A near-surface open pit mine with 1 gram per tonne of rock is okay.  2 grams 

per tonne is excellent.  For underground mines, you need much richer grades. 
  
One way to look at it is that, generally speaking, the higher the grade, the 

lower the mining cost per ounce, and the lower the grade, the higher the mining 
cost per ounce.  So, let’s look at mining costs next … 

  
5) Mining costs.  The industry average total cash cost — what it costs a 

miner to pull gold out of the ground — was $472 an ounce in 2008, according to 
GFMS.  That’s a rise of 22% from 2007 and nearly double 2005’s average total cash 
cost of $272 an ounce. 

 
Miners with lower cash costs have higher leverage — as the price of gold 

goes higher, their profits mushroom.  
 
However, some miners will not be entirely truthful about their costs in news 

releases.  They’ll talk about “direct cash cost” or some other weird measure that 
ignores the cost of smelting.  In my view, these miners are to be avoided.  If they 
have to fudge the facts, they’re not companies you want to own. 

  
6) Price to cash flow.  If the miner is already a producer — and I favor 

buying producing mines over explorers — you want a low price to cash flow.  Mid-
tier and smaller producers can sell for high price-to-cash flow because they expect 
new projects to come online and boost cash flow.  So, it’s also good to check their 
pipeline and see how soon they expect to have projects completed. 

    
Producers selling at a high multiple of cash flow can get lopped off at the 

knees during a severe correction in gold prices.  If they have high costs as well, 
ouch!  
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7) Low debt.  I like companies with low debt to equity and cash on hand.  
This allows them to rapidly expand their own projects, buy up competitors or junior 
miners for their reserves, and ride out any tough times with comparative ease.   

 
8) Political Risk.  The natives may not be restless now, but they get 

restless from time to time.  That’s why I’m not eager to throw money at a gold 
mine in a company with political troubles — all things being equal; I’d rather buy a 
gold mine in Canada than South Africa.  And some gold miners have a history of 
shooting themselves in the foot when it comes to dealing with locals.  If you are 
going to invest in a company that has gold mines in the third world, at least pick a 
miner with good community relations. 

  
These are just some of the things I look at when I start picking gold 

companies. 
 
In this report, I’m going to give you five solid picks for your portfolio.  I’ve 

picked stocks that trade on both U.S. and Canadian exchanges.  Two of these are 
small-caps — stocks roughly worth $1.5 billion or less in market cap.  Depending on 
market conditions, these can offer more potential bang for more potential risk. 

 
I also have three large-caps, including one silver pick.  I had originally 

intended to have one mid-cap, but the mid-caps have run up quite a bit very 
recently, and I’d like to wait for a pullback before adding a mid-cap name. 

 
I may add one of my original picks in an update, if the timing is right and we 

get a good entry price. 
 
Likewise, one of my small-cap picks was originally going to be an Australian 

company.  That one took off like a rocket.  There are still plenty of good picks 
available.  The ones I’m going to highlight for you today all have one thing in 
common:  Their primary listing is in Canada. 

 
Each write-up of a stock comes with a fact-box.  Unless otherwise indicated, 

the dollar amounts shown there are in Canadian dollars. 
 
Feel free to buy these stocks in the U.S. Some of them trade more shares on 

U.S. exchanges than they do on Canadian exchanges. 
If you have a low comfort level for risk, stick to my large-cap picks, or use 

the bonus gold mining stock fund I’ll give you at the end. 
 
Let’s start with those small caps … 
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Pick #3: Alamos Gold — A Great Start With More to Come 
(AGI on the Toronto Stock Exchange in Canada;  

AGIGF on the pink sheets in the U.S.) 
 
Alamos is a Canadian-based miner, has a bunch of properties in Mexico, and 

its flagship is the Mulatos Mine in Sonora, Mexico. The pit they are working now is 
called the Escondida Pit, and it is 
high-grade.  This is an open-pit, 
heap-leach mine that is producing 
gold in dore bars for shipment to a 
refinery.   

 
The company is generating 

ample cash flow.  They forecast 
mining costs of $350 an ounce, but 
the whisper number is that total cash 
costs could be even lower — around 
$333 per ounce, and way below the 
industry average.  And they have 
$119 million in cash. 

 
* Plenty of production. 

Alamos expects to produce between 
145,000 and 160,000 ounces of gold 
this year from Mulatos.  So, figuring 
in costs, the company should rake in 
about $82.2 million even if it 
produces at the low end of 
expectations. 

 
Alamos will use some of that 

money to build a new mill that will be 
operational in 2011 to boost their 
production.  The company said it 
expects the mill to be operational in the last quarter of 2011 and that should create 
an extra 30,000 to 40,000 ounces of production annually. 

 
* More drilling to come.  The company has an extensive property package 

surrounding the Mulatos mine (collectively called the Salamandra concessions) and 
has enjoyed exploration success in various targets, including a target called Puerto 
del Aire which is adjacent to their existing pit.  Recently, Alamos announced that it 
had identified a new high-grade zone of gold mineralization to the northeast of the 
Mulatos Pit and on-trend with the Puerto del Aire zone. 

 
The new zone of mineralization remains open in all directions and suggests a 

drill-indicated strike length of at least 320 meters, a width of at least 110 meters 
and the thickness which varies from 40m to 115m. Most of the mineralization starts 
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at roughly 200 meters below surface with the gold grade ranging between one and 
two grams per metric tonne. 

 
The high-grade zone appears to be similar to the high-grade Escondida pit. 
 
Looking ahead — 

probably more good news to 
come.  The next goal for the 
company will be to see if it can 
link up the Escondida Pit and 
the new high grade zone, and 
the Puerto del Aire zone. Initial 
drilling is expected to focus on 
defining the limits of the new 
zone, with in-fill drilling 
between the areas of known 
mineralization and step-out 
drilling to expand the limits of 
the new area. 

 
In other words, there 

could be a LOT more gold. 
 
But we may not have to wait long.  This company may be snapped up by one 

of the bigger fish. 
 
That expectation may be why the stock is so resilient … 
 
I think this stock should easily move to C$12 on normal circumstances; it 

could go a lot higher if and when gold goes to $1,300. And it could take off anyway 
if the company dishes up more good news, which seems likely. 

 
I’ll track 200 shares of Alamos for the portfolio.  Consider buying it on 

the TSX up to C$10.50 a share; that’s U.S.$9.15 if you’re buying Alamos on the 
pink sheets.  It’s illiquid on the pink sheets, so it may take you some time to get 
filled.  If it’s your first time buying a stock on the pink sheets, check with your 
investment advisor to see if this is right for you.  I’d recommend placing an order 
for about 25 cents over whatever the previous closing price of Alamos was and see 
if you get filled. 

 

After breaking out in 
April, Alamos has 
co nsolidated.  It 
should head h igher 
again soon. 
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Pick #4: Jaguar Mining — The Best Kept Secret of the Jungle 
(JAG on the New York Stock Exchange and JAG on the TSX.) 

 
 

I never hear anyone talking 
about this miner, which is surprising 
considering what a real gem it is.  I 
guess the fact that it’s tucked away in 
the jungles of Brazil keeps it out of 
the public eye. 

Jaguar’s primary listing is in 
Canada, but it is also listed on the 
New York Stock exchange and has 
pretty good volume there.  Just to 
confuse you further, it is 
headquartered in Concord, N.H. The 
company owns and operates three 
producing mines in Brazil. 

Turmalina:  an open pit and 
underground mining operation. The 
plant is undergoing a three-phase 
expansion, with the first phase 
expected to be completed in Q3/2009, 
bringing the capacity to approximately 
1,670 metric tonnes per day or 
610,000 tonnes per year. 

Paciencia:  An underground mine with a 1,000-tonne-per-day plant 

 Sabara:  This is a seasonal, open pit oxide operation that Jaguar says should 
produce between 15,000 and 18,000 ounces per year for the next few years at total 
cash costs of $450 to $500 per ounce. As the ore body is depleted, the company 
plans to begin trucking in ore from the Serra Paraiso and Boa Vista concessions 
located approximately 25 km away. Production is expected to cease within 
approximately three years. 

 The next operation to come online is Caete.  It is comprised of two 
underground mining operations about 10 miles apart.  The plant should be 
commissioned in the second quarter of 2010.  Caete should produce 45,000 ounces 
of gold in 2010, 100,000 ounces in 2011 and then it will ramp up to 240,000 
ounces in 2014. 

Jaguar Mining 

Symbols: JAG on the TSX in Canada and JAG on the NYSE 
in the U.S. 
Average Daily Volume:317,000 in Canada and 141,000 in 
the U.S. 
52-week Range Canada:  2.39 to 

12.25 
U.S.: 1.85 to 
12.25 

Shares Outstanding 
(M) 

77.9  

Market Cap (M) 728.7  

Debt (M) 73  

Cash (M) 87.7  

Earnings Per Share 

2008 2009E 2010E 

0 0.31 0.47 

Price to Earnings 

Trailing Forward  

- 21.3  

Reserves and Resources 

Prv & Prob 
Reserve 
(000 oz) 

M&I 
Resource 
(000 oz) 

Inferred 
Resource 
(000 oz) 

1,994 3,518 1,126 

Total Cash Costs Per Ounce 

2008 2009  
U.S.$429 U.S.$396  
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Add it all up, and Jaguar is one of the fastest growing gold producers in 
Brazil, with operations in a prolific mineral belt in the state of Minas Gerais. Jaguar 
is actively exploring and developing additional mineral resources at its 65,500 acre 
land base in Minas Gerais.  It also has 186,600 acres in the state of Ceará in the 
Northeast of Brazil through a joint venture. 

In the most recent quarter … 

• Net income of $4.8 million or $0.07 per share — up a whopping 600 
percent from the 1 cent a share it earned in the year-earlier period. 

• Gold sales rose to 35,879 ounces — up 76 percent from the year-
earlier period. Gold production was a bit lower (the company sold 
some stockpiled gold) but still logged an impressive gain.  Gold 
production totaled 32,868 ounces at an average cash operating cost of 
$409 per ounce compared to 21,414 ounces at an average cash 
operating cost of $428 per ounce during the same period last year, a 
production increase of 53%. The mines should produce between 
165,000 and 175,000 ounces of gold in 2009 at cash operating costs 
of approximately $396 per ounce. 

• At the same time, operating cash flow went from negative to positive.  
Q1 2009 operating cash flow totaled $6.0 million compared to a 
negative $2.3 million in Q1 2008. EBITDA for Q1 2009 totaled $11.9 
million compared to $6.5 million in the year-earlier period. 

Jaguar has an aggressive organic growth plan aimed at ramping production 
up to 235,000 ounces in 2010 (once the production from Caete is added in), then 
395,000 ounces in 2011, with cash operating costs falling to $388 an ounce at the 
same time. 

I would have imagined JAG would have been acquired by now.  Maybe they 
don’t want to sell; maybe it’s something else.  But this is a great miner with low 
costs, rising production and potentially growing reserves through exploration. 
What’s not to like? 
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Let’s look at the chart … 

 

Weekly chart shows 
JAG broke out, then 
came back to test 
support.  Now, it’s 
likely to test old 
highs. 

 
 

The chart shows that Jaguar broke out, then came back and bounced higher 
from support last week.   It’s easily going back to 14, and probably higher if the price 
of gold ramps up.  I’ll track 300 shares of Jaguar Mining for the portfolio. 

 
Pick #5: Kinross Gold — An Up-And-Coming Silver Name 

(K on the TSX and KGC on the NYSE in the U.S.) 
 
Not too long ago, I wasn’t keen on Kinross Gold. But I’ve re-examined this 

company and I’m finding a lot of value. 
 
Kinross Gold operates nine mines globally of which its wholly owned mines 

are Fort Knox in the USA, Paracatu in Brazil, La Coipa in Chile, Maricunga in Chile, 
and Kettle River in the USA. It also has a 75 percent interest in the Kopol project in 
far eastern Russia, a big, low-cost, high production project.  So, Kinross is 
international, but it mines in politically stable countries. 

 
Kinross had a blow-out first quarter. 
 

• Gold equivalent production was 526,888 gold equivalent ounces in the 
first quarter, up 59 percent from the year-earlier quarter.  For the 
whole year, the company expects to produce 2.5 to 2.5 million gold 
equivalent ounces. 

 
• Although gold prices were lower in the first quarter compared with last 

year, revenue jumped to $532.7 million, an increase of 61 percent 
over the same period last year.  And net earnings for the first quarter 
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were $76.5 million, or $0.11 per share, up 7.9 percent from the year-
earlier quarter.  

 
• Cost of sales per gold equivalent ounce was $419 in the first quarter, a 

decrease of 11% compared with cost of sales per gold equivalent 
ounce of $472 for the same period last year. Cost of sales per gold 
equivalent ounce is expected to be approximately $390 to $420 for the 
full year 2009.  Along with higher prices, this drove Kinross’ margin 
per ounce to a record $478 in the first quarter, an increase of five 
percent over the year-earlier period and an increase of 14% over the 
fourth quarter of 2008. 

 
• And cash and short-term investment balances were $746.5 million at 

March 31, 2009 compared with $525.1 million at December 31, 2008. 
 
Kinross plans to continue 

ramping up production the rest of the 
year.  Its newest star is the Paracatu 
mine in Brazil.  It is expanding and 
should reach full production in the 
second quarter, which will lower 
Kinross’ costs in the second half of 
the year. 

 
For the year, Kinross' guidance 

is for 2.4 million to 2.5 million ounces 
at a cost of $390 to $420 per ounce. 

 
Other projects in the pipeline.  

Kinross has some in the feasibility or 
pre-feasibility stages, including the 
Lobo Maarte property in Chile — which 
has indicated resources of 5.4 million 
ounces of gold — and an expansion at 
the company’s Maricunga mine, also 
in Chile. 

 
On December 16, 2008, Kinross 

completed the acquisition of a 40% 
interest in Minera Santa Rose from 
Anglo American. Then on January 8, 
2009, Kinross acquired the remaining 
60% interest in Minera from a subsidiary of Teck Cominco Limited. 

 
Looking at Kinross’ ambitious expansion plans, it obviously has its eyes set 

on challenging the big boys — Barrick and Newmont.  Its large reserve base should 
give it plenty of leverage to the price of gold. 

 

Kinross 
Symbols: K on the TSX in Canada and KGC on the NYSE  
in the U.S. 
Average Daily Volume: 378,000 in Canada and 62,730 in 
the U.S. 
52-week Range Canada:  0.8.96 

to 26.14 
U.S.: 0.668 
to 4.93 

Shares Outstanding 
(M) 

694.6  

Market Cap (M) 15,156  

Debt (M) 942.3  

Cash (M) 746.5  

Earnings Per Share 

2008 2009E 2010E 

0.40 0.61 0.73 

Price to Earnings 

Trailing Forward PEG 

47.32 29.18 1.48 

Reserves and Resources 

Prv & Prob 
Reserve 
(000 oz) 

M&I 
Resource 
(000 oz) 

Inferred 
Resource 
(000 oz) 

45,628 13,680 20,726 

Total Cash Costs Per Ounce 

2008 2009  
U.S. $425 U.S. $410  
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Now, let’s look at the chart … 
 

 

Kinross is 
hammering away at 
overhead resistance, 
and probably going 
to break out. 

 
 
My target on Kinross is U.S.$32.50.  I’ll track 200 shares of Kinross for 

the portfolio. 
 

Pick #6: Silver Wheaton: Silverstone Merger Powers Up This Stock 
(SLW on the New York Stock Exchange and SLW on the TSX.) 

 
If you’re going to buy just one silver company, Silver Wheaton is probably it.  

It’s a pure silver play with a twist.  SLW does not own or operate its own mines, but 
instead the company buys silver at below market prices via long-term contracts 
with miners that produce silver as a byproduct. 

 
About 70 percent of silver produced by mines comes as a by-product of 

industrial metal mining.  Silver Wheaton contracts to buy that silver at a cost of 
about $3.90 per ounce plus a small inflationary adjustment. 

 
This is good for the other miners because they get an up-front payment plus 

the $3.90 per ounce when the silver byproduct is actually mined.  Silver Wheaton 
wins when it sells the silver at market price.  And Silver Wheaton also wins because 
it doesn’t have to deal with hiring miners or operating costs of a mine. 

 
I think there are three big things Silver Wheaton has going for it now … 
 
1) Fixed costs.  The contracts allow the company to pay a fixed rate for the 

silver it purchases, regardless of fluctuations in the price of silver. When silver 
prices rise significantly, the company is able to pocket the difference. 

 



Gold Fever 45

2) Good part of the market cycle.  The market environment we are in now 
— where financing is tight for miners — is very beneficial for Silver Wheaton.  If 
financing is tight, miners look for other ways to lock in funding.  A contract with 
Silver Wheaton can be just the ticket. 

 
3) The recent merger with Silverstone Resources was a very smart 

deal for Silver Wheaton. Silverstone had the same business model as Silver 
Wheaton, but was a much smaller company.  In May, Silver Wheaton acquired 
Silverstone in an all-stock deal valued at $190 million. 

 
Silver Wheaton was able to 

add Silverstone’s reserve base to its 
reserve base, plus pick up three 
new silver stream agreements from 
low-cost copper mines that will add 
4.5 million ounces of silver 
equivalent this year.  With 
Silverstone’s production added, 
Silver Wheaton’s sales should hit  
17 million to 19 million silver 
equivalent ounces this year. 

 
Looking down the road, Silver 

Wheaton’s annual silver sales are 
expected to hit 31 million ounces by 
2013 without any further capital 
expenditures.  

 
The deal also means Silver 

Wheaton has a total of 12 silver 
streams with eight operating 
partners.  It’s important to have 
multiple streams in case production 
at one mine is interrupted. 

And the acquisition increases Silver Wheaton’s total reserves and resources 
to 1.4 billion ounces of silver and 405,000 ounces of gold.  Over the past four 
years, Silver Wheaton has nearly tripled the ounces of silver it has backing each of 
its shares. 

Silver Wheaton 
Symbols: SLW on the TSX and the NYSE 

Average Daily Volume: 1.79 million in Canada and 6.63 
million in the U.S. 
52-week Range Canada:  3.07 to 

16.00 
U.S.: 2.51 to 
15.94 

Shares Outstanding 
(M) 

311.2  

Market Cap (M) 3,149  

Debt (M) 157.16  

Cash (M) 26.74  

Earnings Per Share 

2008 2009E 2010E 

0.32 0.36 0.56 

Price to Earnings 

Trailing Forward PEG 

32.5 23.9 1.10 

Reserves and Resources 

Prv & Prob 
Reserve 
(000 oz) 

M&I 
Resource 
(000 oz) 

Inferred 
Resource 
(000 oz) 

594,000 305,200 463,100 

Total Cash Costs Per Ounce 

2008 2009  
U.S.$4.00 U.S.$4.00  
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Now, let’s look at a chart of Silver Wheaton … 

 

Silver Wheaton 
channels higher as it 
tries to break its 
downtrend.  A 
breakout could lead 
to an explosive 
move to the upside. 

 

The stock has channeled higher, and this has brought it right up to a weekly 
downtrend.  It could take some time to work through this, but once it does, it could 
be off to the races.  I’ll track 200 shares of Silver Wheaton for the portfolio. 

Pick #7: Goldcorp — The Best-Run Big-Cap in the Business 
(GG on the New York Stock Exchange and G on the TSX.) 

Goldcorp is my favorite of the big-cap gold producers.  It made its name with 
its low-cost Red Lake Mine in Canada, and has two other gold mines north of the 
border.  It also has mines in Argentina, Mexico, Guatemala and Honduras — all 
mining friendly countries.  Finally, it has two gold mines in the US. 

The company's operating assets include the Red Lake, Porcupine and 
Musselwhite gold mines in Canada, the El Sauzal, Los Filos and San Dimas 
gold/silver mines in Mexico, the Marlin mine in Guatemala, the Marigold mine (67% 
interest) and Wharf mine in the United States and the Alumbrera mine (37.5%) in 
Argentina. Over 70% of Goldcorp's reserves are in low political risk NAFTA 
countries. Its cash costs are rising but still relatively low.   

Meanwhile … 

* Earnings and Revenue are rising.  Goldcorp had a stellar first quarter in 
2009.  Revenues rose 2.6 percent in the most recent quarter.  At the same time, 
net earnings came in at $290.9 million, or $0.40 per share, for the quarter, an 
increase of 27% over the first quarter of 2008.  This shows that the company is 
squeezing more earnings out of every dollar of revenue. 
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Goldcorp has increased its revenue almost tenfold to US$2.4 billion in the 
past five years.  It has done this by purchasing assets in very smart deals. It 
quickly repays any acquisition debt.  

* Total cash costs are low.  Cash-cost-per ounce was $288 per gold ounce 
on a by-product basis (in other words, taking credits for byproduct base metals)  
and $353 per ounce on a co-product basis. Goldcorp’s total cash costs remained the 
lowest among the senior gold producers. 

Production path is headed much higher.  In the first quarter, gold 
production grew by over 94,000 ounces compared to last year's first quarter as 

nearly every mine met or exceeded 
internal forecasts. 

Goldcorp expects to produce 
2.3 million ounces of gold in 2009 at 
an average cash cost net of by-
product credits of $365 per ounce. 
Looking down the road, the company 
also expects to increase production 
more than 50 percent in the next five 
years, to 3.5 million ounces. 

New projects in the pipeline.  
In the Dominican Republic, Goldcorp 
is investing in the Pueblo Viejo 
project.  Goldcorp owns 40 percent of 
the project.  Development of the 
project continued to track on budget 
and on schedule for initial gold 
production in the fourth quarter of 
2011. Goldcorp’s share of the capital 
cost will be  $1.1 billion. Goldcorp's 40 
percent share of gold production in 
the first five full years of the mine's 
life is expected to average 
approximately 400,000 ounces at total 
cash costs of between $275 and $300 
per ounce. Goldcorp's share of proven 

and probable gold reserves at Pueblo Viejo amounts to 8.96 million ounces. 

The company is developing the Cochenour project in the Red Lake gold district 
in Ontario, Canada.  No mineral resource yet exists for Cochenour, but for the 
purposes of initial scope estimates the company is sizing the project at approximately 
5 million ounces of gold. The company is targeting completion of a pre-feasibility 
study and commencement of shaft or winze development during 2010. 

Goldcorp 

Symbols:G on the TSX in Canada and GG on the NYSE in 
the U.S. 
Average Daily Volume:2.9 million in Canada and 8.6 
million in the U.S. 
52-week Range Canada:  17.77 

to 52.48 
U.S.: 13.84 
to 52.65 

Shares Outstanding 
(M) 

730  

Market Cap (M) 30,331  

Debt (M) 104.1  

Cash (M) 261  

Earnings Per Share 

2008 2009E 2010E 

.40 0.61 0.73 

Price to Earnings 

Trailing Forward PEG 

62.13 51.81 5.76 

Reserves and Resources 

Prv & Prob 
Reserve 
(000 oz) 

M&I 
Resource 
(000 oz) 

Inferred 
Resource 
(000 oz) 

46,280 21,980 20,990 

Total Cash Costs Per Ounce 

2008 2009  
U.S.$305 U.S.$365  



Gold Fever 48

Exploration drilling also continued at another key Canadian development 
project, Eleonore in Quebec.  

Developing new mines costs money.  With capital expenditures in 2009 
expected to be $1.4 billion, Goldcorp should be free-cash-flow negative on the 
order of between $500 million and $800 million depending on the gold market. 
However, going forward, new production and lower spending levels should reduce 
negative free cash flow by half in 2010 and return operations to positive free cash 
flow in the 2012-2013 timeframe.  And on the plus side, these expenditures will 
add more ounces to Goldcorp’s bottom line. 

By many metrics, Goldcorp seems expensive.  However, its excellent 
leadership, ability to pick up new projects in smart deals, its growth organically and 
through acquisitions, its pipeline of new projects and what that will mean for its 
production going forward, all make this stock a “buy” for me. 

Now, let’s look at the chart … 

 

Goldcorp is channeling 
higher.  It should go back 
to its old highs, and 
perhaps further than that. 

 

Goldcorp is channeling higher and should go back to its old highs from last year.  
My price target on this stock is U.S.$52.   

I’ll track 150 shares of Goldcorp for the portfolio. 
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Bonus Pick: Market Vectors Gold Miners ETF 
(GDX on the NYSEArca) 

Some of the previous picks may not be for you. You may not like small-cap miners, 
or be unable to buy Alamos on the Toronto Stock Exchange, or unwilling to buy it 
on the pink sheets.  If that’s the case, or there is another problem, I have a special 
bonus pick you can substitute for any of the ones you don’t like.   

I like the Market Vectors Gold Miners ETF (GDX).  GDX seeks to replicate 
as closely as possible, before fees and expenses, the AMEX Gold Miners index.  It 
has 43 components, making it more diversified than other gold miner indices. Its 
top members are some of the biggest names in mining — Barrick Gold, Goldcorp, 
Newmont Mining, Randgold Resources and Agnico-Eagle among them.   

 
 The miners in the GDX, by their very nature, are leveraged to the price of 

gold, because their mining costs are lower than the spot price of gold.  As gold 
prices go (hopefully) higher, their leverage should increase.  And that should power 
the GDX higher. 

 
But when gold stocks do turn around, the GDX is on the launch pad.   
 

 

GDX is squeezed between its 
uptrend and a longer-term 
downtrend. I’m looking for a 
breakout. 

Momentum is bullish 
 

 
 
I’ll track 100 shares of GDX for the portfolio. 
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Summary of Recommendations … 
 

Only one recommendation has a “buy-limit” price — that’s Alamos Gold.  If 
you aren’t filled at that price or lower, I recommend you wait.  In this volatile 
market, you’ll likely get another chance.  I’ll watch it and send out an update if you 
need to move fast. 

Here is the list … 

 200 shares of Alamos Gold (AGI on the TSX) at up to C$10.50 a share. 
If you buy it on the pink sheets in the U.S. (symbol AGIGF), the limit 
price is up to U.S.$9.15 a share. 

The rest of the recommendations can be bought at the market; I’ll use the 
closing price on the day this report is published for tracking purposes. 

 200 Shares of the iShares Silver Trust (SLV on the NYSEArca) 

 200 shares of Central Gold Trust of Canada (GTU on the AMEX, GTU-
UN on the TSX) 

 300 Shares of Jaguar Mining (JAG on the NYSE and the TSX) 

 200 Shares of Kinross Gold (KGC on the NYSE; K on the TSX) 

 200 Shares of Silver Wheaton (SLW on the NYSE and TSX) 

 150 Shares of Goldcorp (GG on the NYSE; G on the TSX) 

 100 Shares of the Market Vectors Gold Miners ETF (GDX on the 
NYSEArca) 

That’s a good collection of positions for just under U.S.$30,000.  If you 
decide to act on any of these recommendations, be sure to adjust the position size 
to fit your own comfort level and risk profile.  Talk things over with your investment 
advisor and see what works for you. 

 
If you’re a very conservative investor, you don’t have to buy any of these 

picks at all.  Stick to gold and silver bullion. 
 
If you can tolerate some risk, but not a lot, stick to the funds — the SLV, 

GTU and GDX. 
 
If you can tolerate more risk, consider the larger-cap stocks I profiled. 
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Finally, if you have an appetite for risk and an eye on potentially bigger 
returns, consider my two small-cap recommendations. 

 
ANY money you use on these picks should be money you can afford to lose.  

This is not your keep-safe money. There are no guarantees in this market, but I 
think these are all good picks . 

Using Protective Stops 
 

Natural resources stocks are volatile.  You know your own tolerance for pain 
in your portfolio.  In less volatile markets, I sometimes recommend using a trailing 
protective stop of 25%, because one of the rules of successful trading is to let your 
winners run and cut your losers short. 

In the crazy market we’ve seen lately, stocks are making huge price swings 
that can make the standard strategies work against you, especially when you’re 
buying deep value.  Still, if you want to limit your downside risk, using protective 
stops may be a strategy you want to follow. 

Here’s how a trailing protective stop works:  Raise the stop as the stock or 
fund rises in price, setting it at 25% below the highest price, including intra-day 
prices.  You can check them easily on Yahoo Finance (finance.yahoo.com).  Just 
type the stock symbol in the ticker window and click on “historical prices” on the 
right hand menu.  To check the price of any stock on the Toronto stock exchange, 
just put “.to” after the symbol.  So Alamos Gold on the TSX is AGI.TO on 
finance.yahoo.com. 

This way, you should be able to protect your gains.  And if the trade goes 
against you, you cut your loss short at around 25%.  

However — I am recommending these stocks because July is usually a month 
when gold stocks pull back, giving you better entry prices.  We haven’t seen that 
pullback yet.  That could mean that gold is particularly strong right now and it’s 
going higher from here.  It could mean that the pullback is yet to come. 

Because we aren’t buying a dip right now, I’m not going to activate trailing 
stops on this portfolio yet.  In other words, I am willing to risk more than a 25 
percent decline and perhaps add to positions on a dip.  

If and when I do activate trailing stops, I’ll send out an alert to let you know. 
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You Have the Picks, You Have the Tools — Go for the Gold 
 

So there you have it.  I’ve given you seven reasons why gold should go  
to $1,300 an ounce and maybe higher.  I’ve given you the skinny on buying 
physical gold. 

I’ve given you guidelines for picking undervalued gold mines.  I’ve given you 
seven picks, including my favorite big-cap gold miner (Goldcorp), an overlooked 
small-cap (Jaguar Mining), two sizzling funds (GTU and SLV), and more.  I’ve given 
you a special bonus fund recommendation (the GDX) if one of the other picks 
doesn’t fit your investing style.  You can buy each of these stocks or funds in the 
U.S. or on the Toronto Stock Exchange. 

The rest is up to you.  Get going — gold may not wait for you. 

Good luck, and good trades. 

 

 

Sean 

 

 


