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Gold breaks key resistance and trades at record highs in EUR, CHF and GBP 





After months of consolidation, gold finally broke through the key resistance of USD1160 and rose to its highest level in 2010 of just over USD1180 (highest since December 4th, 2009.) It also set new record highs in euros, Swiss francs and British pounds as ratings downgrades of Portugal and Greece fanned sovereign risk and contagion fears. The price of the yellow metal in euro and GBP terms went above €885/oz and £767/oz respectively. 





The Greek drama continues, but on Thursday last week, The European Union's commissioner for economic and monetary affairs, Olli Rehn, was reported as saying that the details of a deal were very close to being finalised. 


Experts from the commission, the European Central Bank and the International Monetary Fund are ready to finalise a three-year programme expected to cost 120 billion euros (160 billion dollars) while Greece reforms its budgetary practices and its economy. The move to bail out Greece has seen its cost of borrowing to record highs; above nine percent, almost twice the rate the EU will charge. While the higher yields attract flows of funds, I prefer to put my faith in gold, which I believe will offer a much better return than nine percent over the coming year. 


What amazes me is how politicians always seem to hide the truth. Only a few weeks ago I distinctly recall how they were all explaining how they were going to resolve this issue. Yet, every week thereafter not only did the problem grown even larger, it was not resolved. This leads me to believe that the problem over sovereign debt in other countries is more serious than we would like to think no matter the empty rhetoric made by the authorities. Nevertheless, there were a few words of truth spoken by Dominique Strauss-Kahn, the IMF’s chief when he said that the stability of the eurozone itself is in danger. "We need to act swiftly and strongly,” he said. 


As the focus remains on Greece for now, it does not mean that the ongoing sovereign debt concerns of Portugal, Italy, Ireland, and Spain have suddenly dissipated. On the contrary! S&P cut Spanish debt one notch to AA with a negative outlook, warning that the fall-out from the housing bust will keep the country trapped in near slump until 2016. It said private sector debt of 178pc of GDP was a major concern. 


Sprott Asset Management CEO Eric Sprott who is very long on gold recently said, “Gold looks better today than it ever did before.”  According to Sprott, the ongoing sovereign debt concerns in Greece and other "PIIGS" nations — Portugal, Italy, Ireland, Greece and Spain — as well as easy monetary policies across the globe are bullish for gold.





In an article published by Bloomberg, Angel Gurria, the Secretary General for the Organization of Cooperation and Development (OECD) said that Germany and other euro zone countries should do whatever possible to end Greece's debt crisis, which is threatening to spread across the continent like the Ebola virus. “It’s not a question of the danger of contagion; contagion has already happened,” Gurria said.





In a report released last month by the Bank for International Settlements, there were some very interesting, but rather somber statements. In the report there was mention that “fiscal problems confronting industrial economies are bigger than suggested by official debt figures…As frightening as it is to consider public debt increasing to more than 100% of GDP, an even greater danger arises from a rapidly ageing population. The related unfunded liabilities are large and growing” One statement that couldn’t be further from the truth is “Finally, looming long-term fiscal imbalances pose significant risk to the prospects for future monetary stability...unstable debt dynamics could lead to higher inflation: direct debt monetisation, and the temptation to reduce the real value of government debt through higher inflation.” 


There was an interesting development in gold last week, which we have seen before in recent weeks. Usually, when the US dollar has strengthened, the price of gold has weakened and vice-a-versa. Yet, as the dollar strengthened against nearly every other currency, index, and commodity, gold prices firmed.  As the dollar strengthens we have seen US Treasuries rally as worried investors pile into the “perceived” safety and security of bonds. But, I now get a sense that investors perception of the safety of these financial instruments may be starting to change.  


Last week, the GLD ETF added another big stack of gold bars to its holdings. This time it was 195,740 troy ounces... a bit over six tons. The world's largest gold-backed exchange-traded fund, the SPDR Gold Trust holdings hit a new record of 1,159.002 tons as of April 29.




















TECHNICAL ANALYSIS


�


For weeks, gold has traded sideways in a consolidation pattern. However, last week we saw the price of the yellow metal break through a key resistance level of US$1160. This suggests that the price has a strong upward bias and should make new highs shortly. 


The sovereign debt crisis is all around us.  Iceland, Dubai, Latvia and now Greece. Portugal and Spain are not far behind. So what should we do?  The answer is simple.  Own physical gold. Its time-proven record built up over the centuries clearly illustrates that gold is the ultimate safe haven.  Gold is the best way to avoid counterparty risk, which is essential today as the sovereign debt bubble continues to lay bare the stark reality that governments throughout the world are bankrupt, and more to the point, that the bubble has popped.  People holding sovereign paper are already heading for the exits.  As a result, everyone needs gold now more than ever.
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The Anti-Trust Division of the Department of Justice to look into Silver Manipulation





Towards the end of last week the US Justice Department announced that its Anti-Trust Division is going to investigate allegations that the silver market has been manipulated. This move might restore faith in the many commentators who have claimed that the price of silver has been manipulated by the bullion banks in particular JP Morgan who have used the US futures markets as a way to suppress the price of silver.





It appears that these companies hold extraordinary large short positions on Comex and whenever the price of silver rallies, they add to these positions, thereby putting a cap on the price. Currently, the eight or less bullion banks are net short more than 300 million ounces of silver which is roughly equivalent to about half the annual worlds’ production.  And, I doubt these positions are being used as a hedge for any producer.  





Silver surged by more than 3% so far in the week and 8% in April. The technicals for silver look very interesting and in a rising trend channel with support at $15 and $16 per ounce. Resistance is between $18 and $19 per ounce and a close above these levels should see rapid price move to $21 per ounce.





Silver remains very undervalued on a historical basis vis-à-vis commodities, gold and other precious metals. Silver is priced at some $18.70/oz today. The average nominal price of silver in 1979 and 1980 was $21.80/oz and $16.39/oz respectively. In today's dollars and adjusted for inflation (government historically adjusted CPI) that would equate to an inflation adjusted average price of some $60/oz and $44/oz. It is for this reason that I believe silver will be valued at well over $50/oz in the next 2 to 3 years. ��Silver is an anti-bacterial agent as well as a chemical catalyst. What makes both of these applications so interesting for those investing in silver is that because the silver is used in such small quantities (per unit), this silver is essentially “consumed” - as there is no way to recycle silver at such “trace” levels.





In a span of just six years, from 2002 to 2008, global demand for polyester has increased by 250%. At current levels, this polyester production already “consumes” 1,200 tons of silver per year, and this usage can only increase over time.





As a reminder, there is another very important reason why these kinds of silver applications are so “bullish” for long-term silver demand. In any application which consumes a small quantity of silver (per unit), this means that silver is very price “inelastic”. For those who are not familiar with this term, what this means is that even large increases in the price of silver will have very little impact on demand – because even large price-increases in silver only result in small increases in the unit-prices of the products manufactured with silver.


To use polyester as an example, 1,200 tons of silver was sufficient to manufacture 20 million tons of polyester. A doubling or even tripling of the price of silver would have little to no impact on this production.





TECHNICAL ANALYSIS





�





We have seen a steady upward trend in the price of silver from the low in February 2010. As it currently holds above the resistance level of US$18/oz, the price looks set to test the next key resistance level of US$19. Once it breaks above this, we could see a rapid move to US$21/oz.





While the bullion banks continue to suppress the price of silver, this could result in an explosive, “break-out” in the price of silver, which could very possibly be the catalyst for the annihilation of the “silver shorts”. The future for silver has never shone so brightly – all that remains in doubt is the timing of silver's huge, price-revaluation.





About the author


David Levenstein is a leading expert on investing in precious metals .He brings over 29 years experience in futures, equities, forex and bullion. And, although he began trading silver through the LME in 1980, when it comes to gold, he has traded gold bullion, gold coins, gold shares, gold ETF, gold funds and gold futures for his personal account as well as for clients. Over the years, David has been published in dozens of publications and has appeared on SABC3, CNBC and Summit TV (South Africa), and is a regular guest on JSE Direct, a premier radio business channel in Johannesburg, South Africa. He is also a regular commentator on � HYPERLINK "http://www.kitco.com" ��www.kitco.com�, � HYPERLINK "http://www.gold-eagle.com" ��www.gold-eagle.com�


 and � HYPERLINK "http://www.mineweb.com" ��www.mineweb.com�  





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





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