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One major reason investors look to gold as an asset class is because it will always maintain an intrinsic value. Gold will not get lost in an accounting scandal or a market collapse. Economist Stephen Harmston of Bannock Consulting had this to say in a 1998 report for the World Gold Council, “…although the gold price may fluctuate, over the very long run gold has consistently reverted to its historic purchasing power parity against other commodities and intermediate products. Historically, gold has proved to be an effective preserver of wealth. It has also proved to be a safe haven in times of economic and social instability. In a period of a long bull run in equities, with low inflation and relative stability in foreign exchange markets, it is tempting for investors to expect continual high rates of return on investments. It sometimes takes a period of falling stock prices and market turmoil to focus the mind on the fact that it may be important to invest part of one’s portfolio in an asset that will, at least, hold its value.” 





Today is the scenario that the World Gold Council report was referring to in 1998.





A bad economy can sink poorly run banks. Bad banks can sink an entire economy. And, perhaps most importantly to the rest of the world, the integration of the global economy has made it possible for banking and economic failures to destabilize the world economy. As banking crises occur, the public begins to distrust paper assets and turns to gold for a safe haven. When all else fails, governments rescue themselves with the printing press, making their currency worth less and gold worth more. Gold has always increased in value when confidence in government is at its lowest. Isn’t this the current scenario in the world?








And, although not evident as yet, but soon to become apparent, a number of factors are conspiring to create the perfect inflationary storm: extremely expansionary monetary policies of the major Western governments, a long term decline in the dollar and the euro, higher oil prices, a mammoth trade deficit in the US, and America’s status as the world’s biggest debtor nation.  





The early 1980s presented an once-in-a-lifetime opportunity to buy stocks. Today, economic and political conditions appear to offer a similar opportunity in tangible assets. The macroeconomic and political landscape has not looked like this since the hard asset bull markets of the 1970s. The global economic and financial market climate looks increasingly precarious. Financial imbalances have never been greater. Many countries have experienced housing bubbles and now have huge budget deficits as well as burgeoning national debt. Global trade imbalances are at unprecedented levels.  The U.S. has no ability whatsoever to pay back its enormous debt, which has been stated at around $50 trillion plus dollars and not the $14 trillion the government state. If this is true, then the interest payments alone on the US debt are unsustainable. To make matters worse the biggest buyers of US debt no longer want this paper and instead are trying to cut their exposure. And, to make things even worse than worse, at the moment the only buyer of US debt  is the US Federal Reserve


The US national debt has grown so huge that the only way to pay for it is to borrow more, just like a huge Ponzi scheme. In the coming decade, we may witness one the greatest meltdowns in monetary history, as the dollar and euro decline in value. And, as this happens gold will become an important component in the global financial system. 


The recent $600 billion quantitative easing plan is simply hiding the fact the US economy doesn’t have the economic base to grow its way out of this mess. And, as far as I am concerned it is not going to help reduce the high rate of unemployment either. If the latest non-farm payroll figures are anything to go by, then one can clearly see how ineffective the Fed’s program of quantitative easing has been regarding the reduction of the high level of unemployment in the US. The latest figures that were released on Friday, showed an expansion in employment of only 39,000 in November compared to markets expectations of 142,000. And, overall unemployment also jumped sharply from 9.6% to 9.8%.  Even if the US economy was able to add say 50,000 new jobs per month, it would take around 15 years to get back to the levels that were last seen before this financial crisis that began in August 2007. 


Furthermore as the U.S. maintains its low interest rate policy and billions of dollars flow to other countries around the world for higher returns, we will see a wave of reactive monetary policies from other countries in order to protect their currencies from increasing in value as the dollar continues to weaken. This chain reaction will send the dollar lower, but it will also make gold’s $1,400 an ounce price look like a bargain by the end of next year. 


If you think this scenario is bad, think again. It gets worse when we consider the conditions prevailing in the Eurozone.  Only last week the European Union warned that the turmoil over Eurozone debt is now a threat to growth, which will slow next year. The EU Commission said growth in the 16-nation Eurozone economy will slow to 1.5% next year from 1.7% this year but then pick up to 1.8% in 2012. It also adjusted radically downwards Ireland's growth forecast, to 0.9% next year, from 3%. 


Last week as borrowing costs for Ireland, Portugal and Spain soared, spreads on Italian and Belgian bonds jumped to a post-EMU high as the selloff extended beyond Ireland, Portugal, and Spain, raising concerns that the crisis could start to turn systemic. 


While I do not want to appear as a doctor of gloom, the reality of the current situation is not good. We have massive government budget deficits, burgeoning national debt, expansionary monetary policies that will not rectify the high levels of unemployment but will debase the value of the US dollar and euro, and slow GDP growth in most western countries. We also have governments falsifying economic data, and price manipulation in gold and silver. We also have bank bailouts as well as country bailouts. And, we have politicians who are not trustworthy, corrupt  bankers, traders and government officials, not to mention geopolitical tensions. In such a scenario, one would be well advised not to be hoodwinked by the usual political rhetoric and take precautionary measures to protect your wealth. The one sure way to do this is to own gold and silver. 


TECHNICAL ANALYSIS
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Since October, the price of gold has held above $1325 an ounce. Now, it is testing the resistance at $1425. A beak above this level could establish a new trading zone for the yellow metal. 
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Now that silver has backed off a bit after blasting through the $30 level, I expect to be hearing comments such as “it is overbought, asset bubble, major pullback etc.” While it is normal to see corrections, the fundamentals for silver remain extremely bullish and anyone predicting a major correction has, in my opinion, little understanding of what is going on in this market. 


This time last year the price of silver was trading at $15 an ounce. The year-on-year gains we have seen with silver have been spectacular, and even at the current levels I urge investors to add some physical silver to their investment portfolios. From April to the end of August we saw the price suppression of silver continue at around the $18.50 level as the bullion banks, especially JP Morgan continued with their strategy of price manipulation. But, when the prices finally broke through this level of resistance, and as the allegations of price manipulation were taken seriously by the CFTC after more than a decade of being in denial, the playing fields began to change. 


It is now widely known that J.P. Morgan holds a massive short position in silver. Furthermore, some observers are accusing the bank of acting as an agent for the Federal Reserve in the market – as the price of silver edges higher it undermines the confidence in the U.S. Dollar. A lower silver price helps keep the relative appeal of the U.S. dollar and other fiat currencies high.


By using the futures contracts offered on Comex, JP Morgan has been able to suppress the price of the precious metal by selling massive amounts of paper silver in the futures market It is believed that these short positions are naked (i.e. they are not backed by any physical silver). While the COT reports indicate that the net short position in silver has been around 300 million ounces of which JP Morgan probably hold around 80% new reports indicate that JPM is short more paper silver than physically exists in the world. 


In an article by Max Keiser which appeared in the Guardian on December 2, 2010 claims that the size of the short position is 3.3 billion ounces of silver!! As I have no idea of how he has calculated this position, I cannot say if this figure is correct or not. But, to me it looks grossly overstated. But, if Keiser is correct, the implications of this for silver are going to be very disturbing for JP Morgan, but highly rewarding for investors on the long side of the market. Recently, there have been rumours circulating around the world that this huge short position held by JP Morgan has the potential to cause a major short squeeze and potential COMEX default as large traders demand physical delivery of silver that COMEX does not have in their vaults. But, even if we disregard the potential of a short squeeze in the market, the demand/supply dynamics for silver are looking incredibly bullish. 


It now appears that significant physical silver shortages are developing in the marketplace and the metal is being sold well over spot where it is available. And, as I have mentioned on numerous occassions, silver has many industrial applications which will underpin demand. And, if you add the increasing demand from investors around the world, it is logical to assume that the price has huge upside potential. In fact, I think silver is going to continue to be one of the best performing assets during the next 5 fives. 


TECHNICAL ANALYSIS 
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Silver’s latest push through the $30 level has exceeded my expectations for the year. While we may see a slight pull-back this market is on fire and any pullback should be used as a buying opportunity. It seems as if silver may remain in a range between $25 and $30 but still remains in an upward bias.
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