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Finally, after weeks of denial and the usual political rhetoric, the details of the bailout package for Ireland have been released. On Sunday, EU governments finally approved an €85 billion ($113 billion) bailout deal for Ireland. A statement issued said the International Monetary Fund, the 16 Eurozone nations and the European Commission will be involved. Britain, Sweden and Denmark will offer bilateral loans. The interest rate that Ireland will pay is going to be 5.8% which is higher than the 5.2% that Greece is paying on its bailout. The European Commission also granted Ireland an extra year to bring down its deficit to within the EU limit of 3%. 


After the news was announced, the euro hardly reacted, but then later in the day, it fell to the lowest level in more than two months against the dollar as Ireland's agreement to receive 85 billion euros ($112 billion) in aid failed to stem concern that Europe's sovereign-debt crisis will deepen. The question now is whether Sunday's agreements will relieve the pressure in the markets, or whether the markets are going to keep pushing Portuguese and Spanish risk measures higher and force a near-term bailout of at least Portugal and perhaps Spain. Credit default swap prices on Monday rose by 23 bps for Spain and by 40 bps for Portugal. By looking at these record high rates, one can assume that investors are not reassured that the current crisis is anywhere near resolved and there is talk that Spain will require around 350 billion euros in aid.  


Last Friday, Ireland's banks suffered a string of credit downgrades on Friday. The New York based Standard & Poor's credit ratings agency said it was lowering Anglo Irish Bank six notches to a junk-bond B grade. It also cut the ratings on Bank of Ireland one notch to BBB+, and downgraded both Allied Irish Banks and Irish Life & Permanent one notch to BBB. The agency said bonds issued by Anglo are particularly at risk of being discounted as part of an €85 billion, or $113 billion, loan to Ireland by the European Union and the International Monetary Fund. It says Ireland "may be forced to reconsider its current supportive stance toward Anglo's unguaranteed debt."  Anglo Irish was nationalized last year and represents a bill to the taxpayer of at least €29 billion. Shortly afterwards, another ratings agency, Fitch in London, said each Irish bank soon "could face negative rating action" depending on whether Ireland's deal with EU and IMF negotiators seeks to inflict sacrifices on senior bondholders. Fitch trimmed its ratings on the lowest-level securities issued by Bank of Ireland and Allied Irish Banks to various grades of junk. Fitch said it "believes that the prospects of enforced burden sharing for (subordinated) debt holders is much more likely, although still not certain." 


In addition to the countries of Ireland, Portugal, Greece and Spain, Belgium faces an important test as it aims to sell between 1.5 billion euros ($1.9 billion) and 2.5 billion euros worth of bonds in an auction that will indicate the level of investor confidence in the nation plagued by political turmoil and high levels of debt. Since the June elections, politicians have struggled to form a new government and the prospect of new elections is looming. If Belgium does not succeed in forming a government soon to reduce the budget deficit through fiscal austerity and bring down its debt, the country could end up in the same situation as the PIIGS nations. Last week, credit default swaps linked to Belgian debt – indicating the cost of insuring Belgian debt against default - rose to a record high this week.


In its latest report on Belgium, rating agency Standard & Poor’s wrote that its AA+ rating on the country’s long-term debt – the second-highest rating at the agency – could come under downward pressure if a continued political stalemate were to diminish the authorities' capacity to address the “outstanding challenges”.


With no federal government in place to draw up a new budget, S&P fears the country will not be able to reduce its deficit through a series of austerity measures and bring down its debt. Public debt is just under 100% of gross domestic product, the third-highest in the European Union, with only Italy and Greece preceding it, EU data showed.


In the meantime, renewed political tensions in the Korean peninsula are adding to the support of gold. Analysts believe that prices for the yellow metal are likely to remain highly volatile as tensions on the Korean peninsula drive the dollar to a two-month high, eroding demand for the metal. Last week Korea fired over 200 artillery shells at a South Korean island and there was an exchange of fire. Later in the week, North Korea warned that they're "greatly enraged at the provocation" from South Korea, and any "escalated confrontation", including planned US-South Korea naval exercises, would bring the peninsula closer to war.  


Personally I doubt that we will see any escalation of the current scenario even though we will hear an increase in verbal accusations and threats from various government officials. Once again, investors rushed back into the US dollar as a safe haven investment and the greenback broke through a key resistance of 80 that indicates that a near-term bottom has been posted at 75.60. However, I am not optimistic about the dollar and even if we see the dollar rally higher, I believe it will ultimately resume its downward move to my medium-term target of 72.  Once again, and as I have reiterated many times in the past, this flood into dollars is senseless. There is nothing strong about the dollar at the moment and as far as I am concerned, even though it is the world’s reserve currency, it is faltering. And, it will continue to decline in value during the course of 2011. 


Last Tuesday, China and Russia renounced the US dollar and have agreed to use their own currencies for bilateral trade. Premier Wen Jiabao and his Russian counterpart Vladimir Putin announced this when they met for 15th time. The Chinese yuan has already started trading against the Russian rouble on the Chinese Interbank market and the yuan will begin to trade on the Russian forex market this December. While it is unlikely that the move will have little impact on the dollar, it does go to show how major economies are losing faith in the world’s reserve 


For several years I have been talking about the coming currency crisis which has already begun and the effect that this is going to have on the price of gold. While we are all entitled to our own opinions, I can’t see any improvement in the debt crisis plaguing the Eurozone, and as a consequence, I expect to see a further decline in the Euro. Then, I expect to see further declines in the US dollar once the current rally comes to an end. This will push the price of gold higher and through the previous high of $1425 an ounce.  I have also long advocated that investors should have a portion of their investment portfolios in physical metals, in particular gold. If you do not own some gold bullion, I suggest you begin to accumulate some of this metal as soon as possible.


TECHNICAL ANALYSIS


� 


The upward trend in gold prices remain intact and well above the long-term 200 day MA. I believe prices are consolidating above $1325 (S1) and we will soon see an upward surge to retest the historical high. Although some people are suggesting that the price pattern is looking very much like a head-and-shoulders pattern, I would like to say that there is no point in trying to predict a possible pattern. Prices could easily pull-back and then move upwards before such a pattern forms. 
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Only less than 3 months ago, few investors believed that silver had the potential to move to $25 an ounce let alone $29 an ounce. Silver prices have soared around 64% this year, peaking at $29.36 an ounce in November, the highest price since September 1980. It has out-performed gold’s 24% increase this year. Gold traded at a record $1,424.60 an ounce on Nov. 9. 


As mentioned in the past, silver remains my favorite precious metal and the one that I think has the best potential to net investors some very good returns. The fundamentals of this market remain very bullish and the price still appears to be very much undervalued. And, as I have alluded to in the past, the price of silver has been driven primarily by a huge increase in investor demand. 


The demand for silver bullion and silver bullion coins is set to rise to record levels this year. Sales of the US eagles have broken new records and as at the end of November, sales for the year so far have reached 32,890,500. Total sales for 2009 were 28,766,500.  


According to David Madge, the director of sales at the Royal Canadian Mint, sales of silver coins will jump more than 50 percent this year and will continue to climb in 2011. “Sales of silver coins for 2010 are very strong and we expect them to be at least 50 percent higher,” Madge said. In October, the mint increased its premium on coins to $2 per ounce, from $1.50. “We have not seen a decline in demand,” after the premiums increased for Silver Maple Leaf coins, Madge said. 


Silver-coin sales will climb according to the Perth Mint.  “There seems to be more upside with silver than gold right now,” said Ron Currie, sales and marketing director.


Current holdings of the silver exchange traded funds (ETF’s) are close to 15,000 tons. As these ETFs continue to accumulate silver stockpiles to support demand for their shares, this will provide good support to the price. Since 2006, the holdings of physical silver of iShares Silver Trust (SLV) has increased by more than 15 times! 


Net silver investment increased by a staggering 184% to 136.9 million ounces last year, reaching its highest level in 20 years. And, net investment demand for silver is up over 600% since just 200.  Also, silver’s fundamental demand excluding investment should rise next year, mainly due to gains in industrial uses.  Silver is used in a myriad of applications including batteries, bearings, brazing and soldering, catalysts, various electronics, medical applications, mirrors and reflective coatings, and more. It is also used in solar energy and in water purification. What is important to realise is that unlike investing where silver is bought and held, the quantity of silver used in these industrial applications cannot be recycled and thus taken off the market for ever. 


For years, I have been urging investors to accumulate silver to protect their wealth, and even though we are seeing higher prices, it is all relative. I believe that the prices in 6 months’ time will be substantially higher than the prices of today. So, rather than wait, get started with your silver bullion portfolio as soon as possible. 


TECHNNICAL ANALYSIS


�


The price of silver appears to be building strong support above $25 an ounce. And, as it consolidates between $25/oz and $29/oz I would recommend adding to your positions because the next move could push the price to $32/oz in the medium-term. 








About the Author





David Levenstein is a leading expert on investing in precious metals . Although he began trading silver through the LME in 1980, over the years he has dealt with gold, silver, platinum and palladium. He has traded and invested in bullion, bullion coins, mining shares, exchange traded funds, as well as futures for his personal account as well as for clients.





His articles and commentaries on precious metals have been published in dozens of newspapers, publications and websites both locally as well as internationally. He has been a featured guest on numerous radio and TV shows, and is a regular guest on JSE Direct, a premier radio business channel in South Africa.





David has lived and worked in Johannesburg, Los Angeles, London, Hong Kong, Bangkok, and Bali.





For more information go to: � HYPERLINK "" �www.lakeshoretrading.co.za�


�
�



�









































































































































































































































Please note: It is not our intention to send email to anyone who doesn't want it. If you're not sure why you're getting this e-letter, or no longer wish to receive it, simply send us a reply and we will delete your name immediately. 











