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Precious Metals Prices Climb  

as Confidence in Currencies Wanes 

A Look Back at 2010: 
 

“Gold is going to go a lot higher over the next decade. 

 It may slow down for a while because it's run up so dramatically here in the last few weeks.  

But gold's going to be much higher.” 

- Jim Rogers, Billionaire Investor 

 

wo years ago, in our Annual Report, we 

correctly predicted that 2009 would be 

the year of print-and-spend; that gold 

prices would soar; that government response to 

mounting debt would increase currency risk; 

and that inflation, not deflation, was an issue 

because the US Federal Reserve has an 

unlimited ability for  currency creation. Over the 

past year, conditions have 

deteriorated as these events 

continued to play out, and once 

again precious metals prices were 

the beneficiaries. 

We predicted that silver would 

outperform in 2010 as investors 

rediscovered its role as a 

monetary metal alongside gold. 

As Figure 1 shows, silver not only 

outperformed, it rocketed higher, 

gaining 78 percent for the year to 

close at US $30.63 an ounce. While 

silver was catching up to gold, gold itself 

pushed higher for the tenth straight year, rising 

28 percent to close the year at US $1,405 an 

ounce. Meanwhile, platinum ended 2010 at US 

$1,755, up a robust 17 percent thanks to a 

combination of industrial and investment 

demand.  

T 
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The Global Economy Continues to Sputter 

While precious metals prices were soaring, the 

debt-saturated global economy continued to 

struggle. Record government spending pushed 

government deficits ever higher, and a massive 

bailout was needed to prevent Greece, Ireland, 

Portugal, Spain and other members of the 

Eurozone from sinking under sovereign debt. 

But debt woes also threatened to spiral out of 

control in two of the world’s largest economies - 

the UK and Japan (a country that has been 

mired in a stock market recession for two 

decades). Although it never became headline 

news, 2010 was the year China leapfrogged past 

Japan to become the world's No. 2 economy and, 

based on its current growth rate, it will likely 

surpass the US as the world’s largest economy 

by 2020. 

Faith in the Dollar Declines as US Debt 

Spirals Higher 

Despite desperate attempts at “reflating” the 

economy through uncontrolled currency 

creation, US economic growth remained anemic 

in 2010 while government debt continued to 

explode. In 1971, when the US severed the last 

link with gold, US public debt totaled only $776 

billion. Today, it exceeds $14 trillion, more than 

America’s entire GDP, and debt payments 

account for 43 cents of every dollar of US 

government spending. In 2010, President 

Obama and the US Congress agreed to keep the 

Bush tax cuts instead of rolling them back. This 

decision, combined with high unemployment 

and bankrupt state governments, means tax 

revenues will be lower and borrowing 

requirements will be higher. 

US debt of $14 trillion is an almost unimaginable 

number, equaling $128,391 per taxpayer.  But if 

unfunded obligations for Medicare and 

Medicaid are added, US government liabilities 

top $113 trillion, or a staggering $1 million of 

debt for every taxpayer. Economists such as 

Professor Laurence Kotlikoff of Boston 

University have estimated the debt to be as high 

as $200 trillion. 

 

“At some point you need the creditors of the banks to take a hit — 

otherwise you put all this debt on the balance sheet of government.  

And then you break the back of government—and then government is insolvent." 

- Nouriel Roubini, Economist 
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Never Let a Good Crisis Go to Waste 

More than two years after the fact, the cause of 

the 2008 financial crisis has still not been 

addressed, not a single US banking official or 

Wall Street executive has been criminally 

charged, unemployment remains at decades-

high levels, the banking sector remains broken 

and nearly one in four American homeowners 

owe more on their mortgages than their homes 

are worth. And, despite the pain, real banking 

reform has not occurred.  

In 2010, total compensation at publicly traded 

Wall Street banks and securities firms soared to 

a record-high $135 billion. The Dodd-Frank 

financial reform act was passed, but was 

watered down thanks to intense lobbying by the 

banking industry. As The Economist aptly put 

it, “It takes thick rose-tinted glasses to accept 

President Obama’s assertion that the new law 

will ensure an end to bank bail-outs.” President 

Obama’s former economic advisor Larry 

Summers was outraged at the extent of the 

lobbying, going so far as to scold the banks for 

spending on average $1 million per member of 

Congress (approximately half a billion dollars) 

to lobby against the bill.  

 

US Stock Markets Ride a Wave of 

Quantitative Easing 

Throughout most of 2010, US stock and bond 

markets were oblivious to the economic misery. 

By year-end, the Dow had gained 11 percent; the 

S&P 500 had gained 12.8 percent, and the 

NASDAQ had gained 17 percent. This was no 

coincidence. A prominent hedge fund 

Greenlight Capital explained in its year end 

letter to clients: “On August 27, 2010, Federal 

Reserve Bank Chairman Ben Bernanke gave a 

speech in Jackson Hole, Wyoming where he 

hinted that the Fed would provide additional 

monetary easing. At the time, the S&P 500 was 

down more than 3 percent for the year. From 

that point through the end of the year, the S&P 

rallied 19 percent. At the same time, oil prices 

rose 16 percent, copper prices rose 32 percent, 

coffee prices rose 34 percent, corn prices rose 43 

percent and cotton prices rose 57 percent.” 

“The greatest tragedy would be to accept the refrain that no one could have seen this 

coming, and thus nothing could have been done. 

 If we accept this notion, it will happen again." 

– Financial Crisis Inquiry Commission Report, January 27, 2011 
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US QUANTITATIVE EASING 

QE1 (2008-2010): $1.25 Trillion 

QE2 (2010-2011): $600 Billion 

QE3: TBD 

 

CANADIAN DEBT LEVELS SOAR  

Canadian consumer debt has more than 

doubled since 2000, reaching C$865.7 billion 

by November 2010. Mortgages and lines of 

credit accounted for 85 percent of the total. 

Canadians Sink Further Into Debt 

Meanwhile, Canada’s resource heavy S&P/TSX 

Composite Index needed no direct monetary 

help. It gained 14 percent in 2010 to close the 

year above 13,000, or nearly 70 percent higher 

than its mid-crisis low of $7,724.76 made on 

November 20, 2008. Canada’s banking system 

may have escaped the financial crisis unscathed, 

but unemployment is high, and Canada’s 

consumers continue to sink into debt. This is 

despite warnings from the authorities, including 

Bank of Canada Governor Mark Carney, who 

cautioned Canadians about their debt loads 

more than a year ago. It seems few listened.   

According to Statistics Canada, Canadian 

household debt reached a record 148 percent of 

disposable income in 2010, topping US levels for 

the first time in over a decade. In the third 

quarter of 2010, consumer debt increased by 1.3 

percent while incomes fell by 1.5 percent. An 

increase in Canada’s artificially low interest 

rates will wreak havoc with Canadians’ 

finances.  

 

QE2 and the Decline of the Dollar 

Buoyed by QE2 (phase 2 of the US Federal 

Reserve’s quantitative easing program), interest 

rates remained low, allowing stock prices to 

remain historically expensive on a price-to-

earnings basis. 

In recent (February 9, 2011) testimony before the 

Committee on the Budget, US House of 

Representatives, Fed Chairman Ben Bernanke 

defended quantitative easing by saying that the 

Fed's purchases of longer-term securities 

(bonds) via quantitative easing “are not 

comparable to ordinary government spending 

[because] the Federal Reserve acquires financial 

assets, not goods and services; thus, these 

purchases do not add to the government's deficit 

or debt.” Whether more debt is ultimately 

created or not is debatable. What is not 

debatable is this: when a central bank engages in 

quantitative easing, it simply credits its own 

bank account with money it creates 

electronically. In other words, the bank creates 

dollars out of thin air.

 “Should we consider the injection of more than a third of a trillion dollars and a stock 

market that is up by 20% to be a coincidence? No, not in the least.” 

- Chris Martenson 



6                                                                                                       Precious Metals Prices Climb as Confidence in Currencies Wanes 

  

 

Excess currency creation debases 

the dollar, and thus debases the 

wealth of every investor who 

holds dollar-denominated 

financial assets (stocks and 

bonds) in their portfolio. In other 

words, most North American 

investors. The decline in the 

dollar’s purchasing power is 

remarkable. Please see Figure 2 

for a 40-year chart of the decline 

in the US and Canadian dollars 

since 1971 – not coincidentally the 

year world currencies de-linked 

from the gold standard.. 

Investors Flock to Precious Metals 

The continued rise in price of gold, silver and 

platinum is clear evidence that confidence in 

currency-based assets is on the wane. Silver has 

rallied more than fourfold since 2008, while gold 

has more than doubled. Wealth preservation 

remains paramount because the global economy 

is extremely fragile; the banking system remains 

on life support and governments are engaged in 

competitive devaluations through excessive 

currency creation. Because astute investors are 

always ahead of the curve, they are diversifying 

into precious metals bullion − real wealth that 

cannot be created in unlimited amounts by 

government decree. 

 

 

 

Sadly, it seems that the vast majority of Wall Street types have learned almost nothing from 

the near-death experience they had only two years ago.” 

 -Bill Fleckenstein, Hedge Fund Manager 



 

Three Dominant Factors  

Will Impact Precious Metals in 2011 

Outlook 2011 
““When push comes to shove… [central] bankers turn on the monetary taps.  

The result has been a loss of confidence in the dollar.” 

- The Economist, July 2010 
 
 

s we near the end of the first quarter of 

2011, the potential for a widening of 

the uprisings in North Africa and the 

Middle East has pushed oil prices past the $100 

mark. Long before the riots began, commodity 

prices had risen to uncomfortable levels, having 

soared over 30 percent in a matter of months. 

Currency creation by emerging market central 

banks was, and is, a major factor 

behind the rise in oil prices. 

Egypt’s M2 money supply, for 

example, rose 13.3 percent during 

2010, while China’s M2 money 

supply increased by 17 percent 

and India’s M3 money supply 

increased by 15 percent. When 

currency creation outpaces GDP 

growth, too many artificially 

created rupees and yuan and 

pounds and euros chase too few 

goods, and price inflation results 

(Figure 1). 

In an economy largely propped up by 

quantitative easing and money supply 

expansion, three dominant factors are likely to 

impact gold and precious metals prices in 2011. 

They are:  

1. Movement away from currencies  

2. Central bank buying 

3. China 

A 
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 Factor 1: Movement Away From 

Currencies 

Major currencies, including the US dollar, have 

been declining in purchasing power for years, 

but now the rate of depreciation is accelerating. 

Investors are losing confidence in the ability of 

the world’s largest economy to lift itself out of 

its $14 trillion debt. When (not if) interest rates 

rise from their artificially low levels, interest 

paid on the debt will soar. The Washington Post 

estimates it will quadruple by 2014. “When 

governments reach the point where they are 

borrowing to pay the interest on their borrowing 

they are coming dangerously close to running a 

sovereign Ponzi scheme,” says economist 

Nouriel Roubini.  

The US is rapidly approaching that point, and 

investor anxiety is increasing in concert with the 

realization that currency creation for bailout 

purposes - the knee-jerk monetary response to 

the financial crisis – is no longer a temporary 

matter. As quantitative easing becomes 

institutionalized, the “safe haven” US dollar 

continues its decline, sending precious metals 

prices higher. 

 

The Petrodollar Dilemma 

As the world’s reserve currency, the US dollar 

has enjoyed special status. Since 1973, the dollar 

has been the only currency in which oil could be 

traded, a key reason the US has been able to 

amass over $14 trillion in debt. However, the 

unquestioned status of the dollar is coming to an 

end. On November 24, 2010, China and Russia 

officially “quit the dollar” and agreed to use 

each other's currencies for bilateral trade—

including oil. Official trading on Moscow's 

MICEX Index began on December 15, 2010. Loss 

of the petrodollar's hegemony would have a 

devastating effect on the US, as this is essentially 

the only reason most foreign countries need to 

hold US dollars. Robert B. Zoellick, President of 

the World Bank, says the US would be 

“mistaken” if it continues to take for granted the 

dollar’s place as the world’s reserve currency, 

and that, “looking forward, there will 

increasingly be other options to the dollar.” 

“If people and creditors start to lose faith in the dollar and other hard currencies, 

then a dollar crisis could unfold and that would likely impact all markets.” 

- Scotia Mocatta, 2011 Precious Metals Forecast 



BMG Annual Review                                                                                                                                                                             9 

  

 
 

Monetizing Debt by Demonetizing the 

Dollar 

The US Federal Reserve is quietly trying to ward 

off economic disaster by purchasing hundreds 

of billions of dollars of US Treasury bonds via 

the second stage of its quantitative easing 

program, QE2. Few investors seem to care that 

the Fed is in effect funding the US government; 

that QE has created $2 trillion new US dollars 

out of thin air that debase the value of existing 

US dollars; or that QE1 and QE2 have been 

pumping liquidity into the equity markets, and 

thus pushing stock prices to unrealistic levels. 

Monetary inflation leads to price inflation, and 

today’s rising energy and food costs reflect that 

fact. Food prices have political consequences in 

emerging markets because the cost of food 

consumes such a large percentage of income.

Quantitative Easing is Global 

QE programs are also at work outside the US. In 

October 2010, the Bank of Japan unveiled its 

latest program, a 5-trillion yen ($60.1 billion) 

fund to buy assets including government bonds, 

corporate debt, exchange-traded funds and real-

estate investment trusts. Deputy Governor 

Kiyohiko Nishimura of the Bank of Japan went 

out of his way to defend the Bank’s QE actions. 

“It is crucial to avoid creating an impression of 

the monetization of government debt. 

Otherwise, purchases may lead to a substantial 

and lasting ratcheting-up of long-term rates 

which would pose a serious problem for 

economic recovery and the financial position of 

the government.” 

The 9.0 earthquake and tsunami that rocked 

Japan in March have dealt the country’s already 

struggling economy a potential knockout blow. 

At the time of writing, Japan’s central bank had 

already poured nearly 60 trillion yen ($688 

billion) into the economy, but that is just the 

beginning of the money creation. Hundreds of 

trillions more new yen are expected to be 

pumped into the economy over the next few 

months in an effort to keep it afloat. Japan’s 

devastation and its efforts to recover are going 

to add fuel to the currency fire, sending precious 

metals prices higher. 

“The Japanese crisis makes it all but certain that 

the Federal Reserve in the U.S. will inaugurate yet another round of quantitative easing — 

QE3 — following the termination of QE2 this coming June 30.” 

- Mark Hulbert, Marketwatch 
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QE supporters say that QE 

currency creation is used to 

stimulate the economy, and not 

used to finance government 

spending. This is a very fine line 

indeed. Richard Fisher, president 

of the Federal Reserve Bank of 

Dallas, doesn’t even bother to 

draw the line. He puts the blame 

on Congress: “The Fed could not 

monetize the debt if the debt 

were not being created by 

Congress in the first place,” 

Fisher said recently. “The Fed 

does not create government debt; Congress 

does.” Fisher is technically correct, but the Fed is 

and always has been Congress’s enabler. 

Without acquiescence from the Fed, America 

wouldn’t have been able to sink into its current 

debt quagmire. 

The consequence of this movement away from 

currencies will be a decline in real purchasing 

power. If we examine a 10-year chart of the US 

and Canadian dollars, the British pound, the 

euro and the yen (Figure 2), we can see that these 

currencies have lost between 70 to 80 percent of 

their purchasing power in terms of gold. In 

truth, however, gold is not rising. Currencies are 

falling in value, or purchasing power. 

Factor 2: Central Bank Buying 

In 2009, for the first time in 20 years, monetary 

gold, or central bank and investment buying, 

outpaced gold buying for industrial or jewellery 

purposes. In 2010 China, Iran, Russia and India's 

central banks were all significant buyers as they 

moved cash reserves to gold. 

As the flood of cheapening US dollars continues 

to flow into developing world economies, 

emerging market central banks are converting 

substantial amounts of their dollars and other 

paper currency reserves into gold, partly due to 

currency-related fears. In the third quarter of 

2010, Russian central bank gold holdings rose 7 

percent to 756 tonnes. In 2010, the Russian 

Central Bank bought two-thirds of its own gold 

production. In December we learned that China 

had imported 209.7 metric tonnes of gold in the 

first 10 months of the year, a 500 percent 

increase over the same period in 2009. This was 

in addition to the purchase of its own world-

leading gold production (Figure 3).  

“I no longer regard the U.S. dollar as a valid unit of account. People shouldn’t value their 

wealth in dollars because one day, in dollars, everyone will be a billionaire.”" 

- Marc Faber, Economist 
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By the third quarter of 2010, 

India's gold imports for the year, 

both commercial and private, 

were 624 tonnes, putting them 

well over the previous year's total 

of 595 tonnes. Fourth quarter 

purchases could put India's 

annual total over 750 tonnes. 

 China and Russia need to acquire 

gold to bring their gold reserves 

to outstanding currency ratio 

closer to that of Western central 

banks. Russia needs to acquire at 

least 1,000 tonnes and China at least 3,000 

tonnes to remain on parity with the US. Chinese 

officials have stated publicly that China would 

like to acquire at least 6,000 tonnes. Unofficially 

they have stated targets as high as 10,000 tonnes 

 Factor 3: China 

Investment demand for gold and silver is 

soaring, due in part to inflation fears in many of 

the emerging economies. A key demand driver 

is China, whose massive population and surging 

economic growth has led to rising prosperity 

and a burgeoning middle class with a keen 

desire to protect their new-found wealth. 

Although the West shares many common 

economic principles with the East, because the 

banking systems are similar, in one area there is 

a clear distinction: how Easterners view the role 

of gold as money. 

Western governments fear the rising gold price 

because it restricts their ability to create 

currency. They fear rising silver and platinum 

prices because these are harbingers of economic 

uncertainty and instability. In the West, 

governments borrow and encourage their 

constituents to follow their example. Banks 

encourage us to borrow for everything from 

vacations to widescreen televisions made in 

China. They tell us we are “stimulating” the 

economy through consumption. Generally 

speaking, the investing public in the West sees 

gold as a wealth-gaining asset to be traded like 

stocks and bonds. This is why Westerners are 

constantly fretting about the price of gold in 

currency terms. 

“Because of the property bubble,  

risk exists almost everywhere in China’s fragile financial system,” 

- Yi Xianrong, Chinese Economist 
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China: A Different Attitude Towards Gold 

The Chinese government, on the other hand, 

respects gold. This is evident by the laws they 

have passed to facilitate mining and private 

gold ownership. China currently leads the world 

in gold production. The government encourages 

the public to put 5 percent of their savings — 

yes, they encourage saving — into gold. This is 

significant because the Chinese can save up to 

40 percent of their annual salary.  

The campaign appears to be working: In the first 

two months of 2011, domestic gold purchases in 

China jumped to 200 metric tonnes, far 

outpacing the previous year. The Chinese see 

gold as a wealth-preserving asset that will 

weather all seasons. Pierre Lassonde, former 

CEO of Newmont Mining, thinks that buying by 

the Chinese public will eventually propel gold 

prices into the stratosphere. 

Currency Wars 

Federal Reserve Chairman Ben Bernanke’s $600 

billion QE2 program infuriated the Chinese. It 

not only debases the value of the $840 billion in 

US Treasuries that the Chinese hold, but it also 

requires them to debase the yuan, which is 

pegged to the dollar. This causes inflation, 

which is showing up in rising food prices. The 

ensuing rift between the US and China may 

develop into the major gold-related news story 

of 2011. Currency wars lead to price wars. We 

saw the beginning of this in November 2010, 

when China began putting price controls on 

Wal-Mart.  

Although all major countries are participants in 

this “race to debase”, the battle between the US 

and China is the most significant. China has 

been financing the US for years through the 

purchase of US government securities. In 2010 

we saw an alarming decrease in Chinese US 

Treasury purchases. This has led to a vicious 

cycle in which the Fed has to buy US debt with 

more currency creation, which leads to more 

debt and interest payments for the US taxpayer. 

 

Morgan Stanley Asia Chairman Stephen Roach 

says the US should expect “a natural, organic 

reduction of China's buying of dollar-

denominated assets.”  This is troubling news for 

an already beleaguered US dollar, as America’s 

escalating debt will likely encourage more 

policy measures that devalue the dollar, further 

depreciating China’s US bond portfolios in the 

coming years. 

“Has the time for a currency war with China arrived?  

The answer looks increasingly to be yes. The politics and economics of an assault on Chinese 

exchange rate policy are increasingly convincing.” 

- Martin Wolfe, Financial Times 
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Three Irreversible Trends 

In addition to the three immediate 

factors helping to drive metals 

prices higher in 2011 – movement 

away from currencies, central 

bank buying and the China effect 

– three longer-term, irreversible 

trends are at work that will likely 

affect the price of gold and 

currencies for decades. These 

three trends are:  

1. Aging population;  

2. Outsourcing; and 

3. Peak oil. 

Trend 1: The Aging Population 

The aging population is a result of two things: a 

populace that is living longer, and the “pig in a 

python” effect of a tidal wave of baby boomers, 

born between 1946 and 1963, who are beginning 

to retire (Figure 4). As people age, they spend 

less and downsize. GDP and tax revenues are 

reduced and a much smaller workforce follows 

the baby boomers, creating a triple whammy. 

This problem is universal. In China, it is further 

exacerbated by the one-child-per-couple policy. 

Governments will have no choice but to create 

more currency and further debase it. 

The baby boomer generation has been the 

world’s prime socio-economic driver for the past 

50 years. As they were getting married, buying 

houses, having children and starting to invest, 

the boomers drove a growth economy. Now, as 

they approach retirement, the economy will 

slow as boomers’ spending habits decline, 

because they already own everything they need. 

So consumer spending, which has driven the 

economy for the last number of years, will begin 

to drop.  

Moreover, as they start withdrawing money 

from the system in terms of pensions, social 

security and Medicare, boomer retirees will 

become a cost to society. In the US, social 

security is a giant black hole with obligations in 

the order of over $100 trillion. The government 

is already spending money that is not in the 

program. As the baby boomers age, Medicare 

obligations are going to be massive.  

This will result in a reduction in GDP, a 

reduction in government revenues and an 

increase in government outlays, which will force 

the government to borrow more money. At 

some point, monetization by the Fed will go into 

overdrive because the US will no longer be able 

to sell its debt to foreigners. This is not just an 

American problem, however. Japan, Russia and 

many European countries are in the same boat. 

As governments race to debase their currency by 

creating more and more, the price of precious 

metals will continue to rise.
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Trend 2: Outsourcing 

Outsourcing has almost entirely 

destroyed the manufacturing 

sectors of many first-world 

countries like the US and Canada, 

and much of Europe. The Chinese 

worker who built your iPhone 

made $287 a month; this was after 

a well-publicized raise. The West 

simply cannot compete with these 

labour costs. The US was the 

world's largest manufacturer after 

WWII, and has driven the world's 

economy ever since. However, the 

dismal US unemployment rate (Figure 5) means 

Americans are no long able to buy things with 

their former gusto. As factories move offshore, 

the high unemployment becomes systemic. 

Without jobs, the GDP and the tax revenues of 

the US fall. As the mountain of federal, state and 

municipal debt becomes harder to service, the 

government will be forced to go even deeper in 

debt and to further debase its currency. 

Trend 3: Peak Oil 

 Peak oil is the point at which the maximum rate 

of global petroleum extraction is reached, after 

which the rate of production enters terminal 

decline. Peak oil has already been reached in the 

US, Alaska and the North Sea (Figure 6). In other 

words, the era of cheap oil is rapidly coming to a 

close. In the next few years, Mexico will become 

an importer of oil and the US will lose its third-

largest supplier. America’s fragile, highly 

indebted economy relies on this land-based

 cheap oil to grow, and it will not easily 

withstand the shock of transitioning to more 

expensive alternatives. 

In September 2010, a German military think-

tank reported that the German government was 

taking the threat of peak oil seriously and was 

preparing accordingly. Numerous studies from 

around the world have concluded that we are 

very close to peak oil production, which will be 

accelerated due to Gulf drilling bans and unrest 

in the Middle East. 

Even the National Petroleum Council recognizes 

the end of cheap oil. In its July 2007 report, 

“Hard Truths: Facing the Hard Truths about 

Energy,” the Council concluded that 

“hydrocarbon resources are becoming more 

difficult to access and challenging to produce 

[and the] costs of developing and delivering 

energy are escalating.”  

(www.npchardtruthsreport.org).  

"World oil production peaked in 2005… Oil is getting more expensive to produce, 

 harder to find and there just isn't enough of it to keep up with demand.  

The simple truth is that cheap and easy oil is gone." 

- T. Boone Pickens, Chairman, BP Capital Management 
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Peak oil will inevitably lead to 

uncontrolled inflation on a global 

scale, because oil is a vital 

component in the discovery, 

delivery, manufacture, refinement, 

processing, packaging, 

distribution, sale and consumption 

of virtually every product on 

Earth. 

According to the International 

Energy Agency, over the past 

year the oil import costs for the 34 

countries that make up the 

Organisation for Economic Co-

operation and Development 

soared by $200 billion to $790 

billion. “Oil prices are entering a 

dangerous zone for the global 

economy,” reports Fatih Birol, the 

IEA’s chief economist. 

Interestingly, he made these 

remarks before the uprisings in 

North Africa sent oil prices 

skyward (Figure 7).  

Oil prices are surging, but they could skyrocket 

over the coming weeks and months if the 

uprisings in North Africa spread to Algeria and 

Saudi Arabia. Some analysts are predicting $220 

per barrel should Libya and Algeria halt oil 

production.  

As Ambrose Evans-Pritchard of the Telegraph 

notes, “A shut-down in Libya and Algeria 

would cut global supply and reduce OPEC 

spare capacity to levels comparable with those 

at the onset of the Gulf War and worse than 

during the 2008 spike, when prices hit $147. 

Both price shocks preceded a recession in 

Europe and the US.” 

“Sustained rises in the prices of oil or other commodities 

 would represent a threat both to economic growth and to overall price stability,  

particularly if they were to cause inflation expectations.” 

- Ben Bernanke, March 1, 2011 report to Congress 
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The US is the world’s largest 

consumer of oil, importing almost 

10 million barrels per day. China 

is now the second-largest 

consumer. Among the top 15 

consumers are Japan, Germany, 

France, Canada, Italy and the UK. 

Yet outside of Canada and China 

(which, like the US, produces 

roughly half of its daily 

consumption and is also the 

world’s third-largest producer), 

none of the others are in the top 15 

for production. 

Rising prices as a result of peak oil will hurt the 

fragile US economy most, because America 

currently pays less for oil and gas than any of 

the first-world countries. When added to the 

effects of the waning strength of the petrodollar, 

the results will be devastating. 

Outlook for Precious Metals 

Gold, silver and platinum prices will continue to 

rise, driven by a shift away from depreciating 

paper currencies and massive economic growth 

in China, the world’s second-largest economy. 

 

Outlook for Gold 

Despite rising prices, overall demand for gold is 

expected to remain strong in 2011, building on 9 

percent growth in 2010, its highest rate in a 

decade (Figure 8). Investment demand for gold is 

soaring, and investment in physical bars surged 

56 percent over the past year to reach 713 

tonnes. In recent years the Chinese government 

has actively encouraged its 1.3 billion citizens to 

put a portion of their savings into silver and 

gold. 

As its citizens begin accumulating bullion, the 

long-term impact on precious prices will be 

dramatic. 

 

China and India are major demand drivers, 

accounting for over half of world demand for 

jewellery, bars and coins. China is poised to 

overtake India as the world's largest consumer 

of gold, thanks in part to strong economic 

growth, but also due to the government’s gold-

centric policies. Since 2003, China has more than 

doubled its official gold reserves, yet even 

today, gold accounts for only 1.6 percent of the 

total reserves held by the People’s Bank of 

China, China’s equivalent of the US Federal 

Reserve. Chinese officials are on record as 

saying that the country needs to raise its gold 

reserves, which are considered “inadequate” 

compared with the 8,133 tonnes held by the US 

and 3,408 tons by Germany. Given the size and 

scope of China’s central bank, this bodes well 

for future gold demand.  

“Global demand for gold reached its highest level in 10 years”. 

- World Gold Council, February 2011 
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India continues to be the largest 

market for gold, accounting for 

approximately 20 percent of world 

demand. India’s gold imports 

surged to 800 metric tonnes in 

2010 (compared with 557 tons in 

2009) driven mainly by 

investment demand. Indian 

consumers see gold as a store of 

value and protection against 

inflation, which has been surging 

over the past several years. Indian 

investment is traditionally in the 

form of jewellery as opposed to 

gold bars. Jewellery demand rose 67 percent 

year in 2010, despite rising prices. Gold demand 

in India has increased 13 percent per year, on 

average, during the past decade, outpacing the 

country’s real GDP, inflation and population 

growth by 6 percent, 8 percent and 12 percent 

respectively.  

 Currently, Indians own roughly 18,000 tonnes 

of aboveground gold, or approximately half an 

ounce of gold per person. This is significantly 

below consumption in Western markets. Since 

incomes and wealth continue to rise in India, 

there is plenty of scope for additional future 

growth. Gold has already surged to new highs 

in 2011. 

Outlook for Silver 

Like gold, silver has been money for thousands 

of years, and was used as ordinary coinage in 

both Canada and the US until 1965. Recognized 

for its unique attributes as both a monetary and 

industrial asset, silver is both a safe haven in the 

event the economy regresses and a scarce 

commodity that will soar if the economy enters 

an inflationary boom. Despite its recent price 

rise, silver remains undervalued compared to 

gold, and the recent “backwardation” in the 

price of silver reinforces this view. 

Backwardation occurs when the current or spot 

price is higher than the price for future delivery, 

clearly indicating that there is a silver shortage, 

since demand is greatly outpacing the ability of 

dealers to deliver.  

 

Many factors are pushing silver prices higher 

today (Figure 9): falling currencies are raising the 

likelihood of spiralling inflation; new hightech 

applications are increasing industrial demand; 

rising energy costs are pushing production costs 

higher; and China, India and other developing 

economies are ramping up their silver purchases 

for industrial and investment purposes.  

 

The supply/demand characteristics for silver are 

even more attractive than for gold.  

“Investment demand has been driving silver prices higher and will likely continue to do so.” 

- David Morgan, Silver Analyst 
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For many years, the governments 

of India, China and Russia have 

been selling off their stockpiles of 

silver, but now these countries 

have curtailed sales. Silver 

shortages are the most likely 

reason. Globally, demand from 

the developed world combined 

with accelerating demand from 

the emerging world should 

continue to stretch the limits of 

supply. While it is true that silver 

is ten times more abundant than 

gold, silver has been in supply 

deficit for many years because much of it is 

consumed. Although silver is a critical 

component in a vast number of industrial and 

high-tech applications, the amount of silver 

consumed in each application is generally so 

small as to make recovery economically 

unviable. In addition, investment demand is 

likely understated. China, the world’s third-

largest producer of silver, imported four times 

as much silver in 2010 than the previous year, 

and demand shows no signs of abating in 2011. 

Meanwhile, escalating drug wars in Mexico are 

threatening to choke off silver production from 

the world’s second-largest producer.  

Silver may finally be ready to jettison its title as 

the “poor man’s gold”. Regardless of how well 

or how poorly undamentals are clearly in 

silver’s favour. If the economy shows signs of 

recovery, industrial and monetary demand will 

push prices higher, and if the economy 

continues to stagnate or decline, silver will 

remain firmly in demand as a store of value. The 

price of silver, like gold, is simply mirroring the 

disarray in the global monetary system. How 

long can silver prices keep going up? As long 

can monetary authorities keep printing 

currencies at breakneck speed. 

Outlook for Platinum  

While gold and silver are often in the news as 

they jump to new highs, there is little or no 

mention of platinum, even though it has been in 

an uptrend for ten years. By year-end 2010, 

platinum had reached $1,755 per ounce (Figure 

10), well beyond the $1,070 level reached in 

1980, and not far from its pre-crisis 2008 high. By 

any metric, but especially compared to its 

precious metals cousins, platinum is 

considerably undervalued. Beyond its jewellery 

and industrial demand, there is increasing 

investment demand for platinum because 

platinum, like gold and silver, is a store of value. 

But platinum’s supply story is even more 

dramatic than that of gold and silver. 

“To an Asian investor with a limited amount of savings, silver is proving a more than credible 

alternative to gold…We believe it will continue doing so for the foreseeable future.” 

- Julian D. W. Phillips, Publisher, The Gold Forecaster 
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ECONOMIC OUTCOME OF THESE TRENDS 

 LOWER GDP  

 SYSTEMIC UNEMPLOYMENT  

 LOWER TAX REVENUES  

 MORE GOVERNMENT DEBT  

 MONETARY INFLATION 

 PRICE INFLATION  

 DECLINING CURRENCY VALUE  

 HIGHER PRECIOUS METALS PRICES 

Total annual world production of 

platinum is about 7 million 

ounces − a mere 10 percent of the 

world’s annual gold production 

of 76 million ounces, and less than 

1 percent of the world’s annual 

silver production of 416 million 

ounces (Figure 11). South Africa 

supplies about 75 percent of the 

world's platinum. Platinum is 

both a monetary and an industrial 

metal, so platinum prices are 

influenced by the price of gold 

and silver, as well as by key 

applications such as catalytic converters for 

automobiles. Auto-catalyst and industrial 

demand rebounded by 18 percent in 2010.  

Demand for industrial uses other than autos 

rose 30 percent in 2010. Current platinum prices 

are limiting production as the industry’s margin 

is “barely positive” at these prices, according to 

BNP Paribas. In addition, a stronger South 

African rand and rising energy and wage costs 

are pressuring margins and constricting supply. 

For these reasons, platinum should be 

considered a key portfolio holding, a store of 

value and an exceptional wealth preservation 

vehicle. Supply constraints combined with 

increasing demand as a result of rising global 

inflation should help propel platinum prices 

higher in 2011 and beyond, while investors 

seeking a safe haven will discover that platinum, 

along with gold and silver, preserves 

purchasing power over the long term, more so 

now than ever as paper currencies decline. 

Growing Competition for the World’s Gold 

The three long-term trends we noted above will 

have consequences for years to come, especially 

in the developed world. The cost of supporting 

aging populations whose income is destined to 

flatten or decrease can only create a drag on 

economic growth. Meanwhile, the ongoing 

outsourcing of jobs, including skilled labour, 

will further hollow out already fragile Western 

economies. Finally, the end of cheap oil will 

create tremendous unpredictability and price 

uncertainty, creating exogenous price shocks 

that will drive food prices to unprecedented 

levels. 

“We have huge shortages of everything developing. The facts are we are running out of 

known reserves of everything and shortages are going to get worse.” 

 - Jim Rogers, Billionaire Investor 
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As we enter 2011, there is little 

indication that global 

governments are any closer to 

getting their fiscal and monetary 

houses in order. The US in 

particular remains on a spending 

path of a size and intensity never 

before witnessed in human 

history. As investors lose 

confidence in currencies, the 

world's appetite for the relatively 

small amount of available gold 

will increase.  

As a direct result of worldwide debt and 

currency debasement, more people will be 

competing for the world’s available gold, yet 

fewer and fewer new deposits are being found. 

Smaller, lower grade deposits with none of the 

“economy of scale” benefits of larger deposits 

are being put into production out of 

desperation. Mine supply has been in a deficit 

since 2005. 

The Future of Precious Metals  

Based on current economic factors, we expect 

gold prices will end the year somewhere 

between $1,700 and $2,000 per ounce. Silver and 

platinum prices will experience similar growth 

based on investor demand.  

As safe haven demand accelerates, there will be 

a transition from the $200 trillion financial asset 

market to the $3 trillion aboveground gold 

bullion market. Of the $3 trillion aboveground 

gold bullion, about half is owned by central 

banks and half is privately held.  (Figure 12) 

The privately held bullion is largely owned by 

the world’s richest families and is not for sale at 

any price. If the world’s pension funds and 

hedge funds decided to move only 5 percent of 

their assets into gold and precious metals, which 

these days seems quite conservative, gold would 

trade above $5,000.  

The multiple powerful trends identified in this 

review confirm that we are in a long-term 

precious metals bull market with strong 

fundamentals and many positive indicators.  In 

addition, attitudes about owning bullion have 

irreversibly changed. Investors are beginning to 

understand that precious metals are money. 

They do not lose value like currencies, their past 

is far longer and their future is far brighter than 

any currency on Earth. 

 

"Gold is the money of kings; silver is the money of gentlemen; barter is the money of 

peasants; but debt is the money of slaves."  

 - Norm Franz’s 



S E C U R E  •  C O S T - E F F E C T I V E  •  C O N V E N I E N T

A B S O L U T E L Y  S E C U R E , 

I N V E S T M E N T - G R A D E  B U L L I O N

B M G  F u n d s 
BMG BullionFund and BMG Gold BullionFund (BMG Funds) provide investors with a cost-

effective and convenient method of obtaining the benefits of holding uncompromised bullion.  

The investment objective is to maximize returns while reducing volatility over the long term. 

BMG BullionFund has a fixed investment policy that restricts it to investing only in equal 

dollar amounts of uncompromised gold, silver and platinum bullion in allocated storage.  

No derivatives, futures contracts, options or certificates are used. 

BMG Gold BullionFund is designed for those investors seeking a core holding in uncompromised 

physical gold bullion with allocated and insured storage.

B M G  B u l l i o n B a r s
For global investors seeking a safe haven for their financial assets, BMG BullionBars are a  

cost-effective, convenient and secure way to purchase investment-grade precious metals 

bullion. BMG provides allocated and insured storage with the appointed custodian,  

The Bank of Nova Scotia.
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