
For six months since mid-
November, gold, silver, platinum, and 
palladium prices have climbed 
sharply, with no major profit-taking 
downturns. 

By mid-May, gold settled above 
$700 three days in a row, levels not 
seen since 1980.  Silver closed above 
$14 four days in a row, reaching its 
highest since 1981, and exceeding 
$15 during trading hours on two of 
those days. Platinum hit an all-time 
record high of $1,308 at the close on 
May 23.  

These consistently rising markets 
were not normal, and they couldn’t 
last. 

They didn’t 
But, in my judgment, it is not over.  

In fact, I think we are a lot closer to 
the start of a multi-year boom in pre-
cious metals that will take us to 
never-before-seen levels (except 
maybe palladium). 

This conclusion starts with bedrock 
solid information that the physical 
gold and silver markets have suffered 
huge long-term shortages of new and 
recycled supplies to cover current de-
mand.  Analysts may disagree about 
other issues involving precious met-
als, but not on that. 

To go beyond that basic information 
gets tricky.  Part of the problem is that 
the precious metals markets are not 
transparent.  No one really knows all 
the accurate data of production, de-
mand, inventories, government and 
central bank transactions, leasing ac-
tivity, and the like. 

Many professional traders of pre-
cious metals like to mask their activ-
ity in order to gain a profitable edge 
in the market.   

They even 
have an in-
centive to try 
to deceive 
others.  If 
you were a 
trader who 
either had for 
your own ac-
count or had 
clients with a 
large short 
position in 
gold, you 
might not 
want others 
to know that.  
Instead, you 
might risk 
selling even 
shorter into 
the market if 
you thought such a strategy would allow you 
to reduce your overall losses. 

Such a trader would also have an incentive 
to locate others in the same dilemma and en-
courage them to coordinate (don’t say con-
spire) trading activity to leverage the benefi-
cial results for all of them. 

The precious metals markets are not the 
only ones where such activity occurs.  What 
may be unique is the level of such manipula-
tion and the identity of the parties to such 
schemes. 

In April, GFMS Limited (formerly called 
Gold Fields Mineral Services) released their 
Gold Survey 2006.  They followed that up last 
week with the release of World Silver Survey 
2006.  GFMS is perhaps the world’s largest 
precious metals consultancy.  Its clients range 
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from central banks and governments to 
mining companies, major corporations, 
multinational banks, and trade associa-
tions.  GFMS is certainly privy to a lot 
of inside information that they do not 
disclose.  The appearances of these an-
nual market reports are eagerly awaited. 

Their reports are interesting not only 
for what information is included, but 
also for the crucial information that you 
won’t find. 

 

The Mainstream Analysis Of 
The Current Gold Market . . . 

For the gold market, GFMS reports 
that: 
• Worldwide mine production rose 2% 

in 2005 over 2004 levels.  Output sub-

2006 Year To Date Results 
As of May 30, 2006 

 

Precious Metals 
Silver            +47.5% 
Palladium          +36.8% 
Platinum           +31.4% 
Gold             +26.4% 
 

US Dollar vs Foreign Currencies 
Great Britain Pound      -8.6% 
Euro              -8.0% 
Switzerland Franc       -7.8% 
Thailand Baht         -6.9% 
Indonesia Rupiah       -6.5% 
South Korea Won       -6.4% 
Canada Dollar         -5.4% 
Singapore Dollar       -5.3% 
Japan Yen           -4.9% 
Malaysia Ringitt        -4.3% 
Australia Dollar         -3.8% 
Peru New Soles        -3.7% 
Taiwan Dollar         -2.2% 

Brazil Real           -0.8% 
China Yuan          -0.5% 
Philippines Peso        -0.1% 
Hong Kong Dollar      +0.1% 
India Rupee         +2.4% 
Chile Peso          +3.7% 
South Africa Rand      +3.8% 
Mexico Peso           +5.9% 
New Zealand Dollar        +7.1% 
 

Stock Market Indices 
Russell 2000          +5.6% 
Frankfurt Xetra DAX     +4.0% 
Dow Jones Industrial Avg    +3.5% 
London FT 100        +1.0% 
S&P 500            +0.9% 
NASDAQ           -1.8% 
Tokyo Nikkei 225       -4.0% 
 

Numismatic Coins 
US MS-65 Morgan Dollar   +36.7% 
US MS-63 $20 Liberty    +17.5% 
US MS-63 $20 St Gaudens  +9.4% 



. . . And For Silver . . . 
As for silver, the GFMS report highlights 

include: 
• 2005 mine production was 641.6 million 

ounces, up 3% from 2004. 
• Producer hedging, done mostly to get fi-

nancing for new mine projects, brought 15.1 
million ounces of silver onto the market. 

• Net government silver sales rose 2% in 
2005 to 68.0 million ounces. 

• Overall recycled scrap silver supply rose 
3% to 187.3 million ounces.  Lower recov-
ery of photographic silver was offset by 
higher jewelry liquidation. 

• Net investment in physical silver rose 23% 
to 47.5 million ounces. 

• Overall fabrication demand rose 3% to 
864.4 million ounces in 2005.  Of this, jew-
elry and silver demand rose 1%, industrial 
applications jumped 11%, photographic de-
mand was down 9%, and coin and medal 
production dropped 4%.     

What’s Missing From The Main-
stream Analyses? 

Plenty. 
The GFMS report accurately identified con-

cerns about the value of the U.S. dollar as be-
ing perhaps the biggest factor affecting the 
price of gold.  But I think they deliberately 
understated the problem. 

Some alternative analysts, who have also 
done a lot of research, are concerned that the 
U.S. dollar may decline so far that it could ac-
tually collapse.  They point out a number of 
ways that American politicians, especially in 
an election year, are playing games with fi-
nancial statistics to try to prop up the value of 
the dollar.  Here are some examples: 

1. They can change past statistics to make 
current reports appear more favorable than 
they are.  The media gives major coverage to 
the release of the preliminary economic data, 
but hardly any attention to the later revisions 
of the initial figures. 

A recent perfect example of this is the Cen-
sus Bureau’s monthly reports on new home 
sales.  The scary news is that the number of 
homes and condominiums for sale has 
jumped more than 35% in the last year to an 
all-time record of 3.4 million units, while de-
mand has dropped by 6%.  Well, the Census 
Bureau reported new home sales in February 
and March, which made the news less scary 
than it really was.  Then, when it came time 
to release the April figures, the Census Bu-
reau reduced February’s sales by 46,000 
homes and March’s sales by 71,000 homes so 
that it was then able to report that April sales 
increased over March levels.  It is certainly 
curious that the revisions were about double 
the size of April’s alleged rise in sales. 

 
stantially increased in Latin Amer-
ica, Indonesia, China, and Mali.  
South African production fell to its 
lowest levels since 1925.  Output 
also fell significantly in Canada. 

• Worldwide marginal cash costs to 
mine an ounce of gold rose 7% to 
$269, in part a reaction to the fal-
ling value of the U.S. dollar. 

• Central bank sales set a record of 
almost 21 million ounces.  How-
ever, most of these sales were con-
centrated in the early months of 
2005. 

• Recycled gold scrap increased 
1.5% in 2005 over 2004 levels. 

• On the demand side, jewelry vol-
ume rose 4% in 2005, but the in-
crease was higher in the early 
months of the year, while demand 
actually fell at the end of 2005. 

• Net investment demand in 2005 
was 11.6 million ounces versus net 
liquidation by investors in 2004 of 
1.9 million ounces. 

• Gold used for coin production 
dropped slightly from 2004 fig-
ures. 

• Mining companies bought back a 
net 4 million ounces of pre-sold 
gold contracts in 2005.  This was a 
significant decline from more than 
12 million ounces “de-hedged” in 
2004, but still showed the overall 
judgment of the mining companies 
that gold prices were likely to be 
higher in the future than they were 
in 2005. 

• In explaining the sharp increase in 
investment demand in 2005, 
GFMS pointed to fears about the 
fall of the US dollar as most im-
portant, with rising fuel prices, in-
flationary pressures, the risk of an 
economic downturn, and political 
problems in the Middle East and 
elsewhere also notable concerns. 

• For 2006, GFMS expects new 
mine production to rise, gold scrap 
recycling to increase, central bank 
sales to fall sharply, net mine de-
hedging of 6.5-10 million ounces, 
a decline in jewelry demand, and a 
rise in investment demand.  Taken 
together, GFMS projects that gold 
will easily climb over $600 (which 
it had by the time the report was 
released) and that it may surpass 
the 1980 peak of $850 within two 
to three years.     

(Continued from page 1) Another example is that rising mort-
gage rates have spurred a number of 
homeowners to switch from adjustable-
rate to fixed-rate mortgages, whereupon 
the government is citing a rise in mort-
gage applications as a sign that the U.S. 
real estate market is stronger than it 
really is. 

If you dig beneath the surface, the 
U.S. real estate market is already in the 
throes of a major decline in prices.  
Sales of existing homes, which received 
less news coverage, dropped 5.7% in 
April 2006 compared to April 2005. 

I’m not sure if GFMS necessarily 
needed to discuss the U.S. real estate 
market, but I expect a falling market 
that will prove to be a tremendous bur-
den on the U.S. economy—and the 
value of the U.S. dollar. 

2.  Inflation in the U.S. is much higher 
than the government is reporting.  Dur-
ing the Clinton administration, the 
methodology for calculating the infla-
tion numbers was changed.  A bureau-
crat hypothesized that anything that rose 
in price would automatically be con-
sumed less, and anything that fell in 
price would be consumed more.  There-
fore, the formulas were changed to 
magnify the impact of falling prices and 
reduce the affect of rising prices.  The 
formulas were also changed to be more 
aggressive at attributing higher prices to 
product improvements (for which price 
increases could be ignored). 

How much difference does this modi-
fication in reporting inflation mean?  
One analyst calculated that the previous 
formula would now report a U.S. infla-
tion rate 8% of the reported 3-4%. 

By the way, the inflation numbers 
were figured using the costs of renting a 
dwelling instead of purchasing one un-
der the pretext that people don’t pur-
chase new homes every month.  So, ris-
ing home values were excluded from in-
flation statistics, while the depression in 
the rental market caused by so many 
new home buyers in the past few years 
held down rental rates—which were in-
cluded in calculating inflation.  Now 
that we are on the other side of the real 
estate market, where many potential 
home buyers will instead continue rent-
ing, expect rental rates to rise faster, 
contributing a boost to inflation figures. 

And don’t forget, the U.S. government 
stopped reporting the M3 money supply 
two months ago.  This figure was per-
haps the most accurate indicator of the 
expansion of the U.S. money supply, a 



major component of inflation. 
A couple months ago, many “experts” 

were predicting that the Federal Re-
serve would soon end their constant in-
terest rate hikes.  Enough Fed officials 
have recently made statements about 
being willing to keep raising rates to 
fight unacceptable levels of inflation. 

In sum, GFMS did not sound the 
alarm loudly enough about inflation 
worries. 

3.  As the value of the dollar and U.S. 
stocks and bonds declines, there are 
bound to be bankruptcies.  Already, 
bankruptcy rates are rising, despite last 
year’s imposition of tougher restrictions 
on doing so. 

Here I am not really talking about in-
dividual bankruptcies.  Instead, I fear 
that one or more major institutions 
could fail.  In theory, major bullion 
traders claim they have hedged all of 
their precious metals positions, but past 
experience has just about always shown 
that the hedges were incomplete, leav-
ing the potential for huge losses that 
could sink a bank or brokerage firm. 

The protection offered by these de-
rivative hedges also depends on no run-
away panics where everyone tries to 
liquidate at the same time.  In 1998, the 
Long Term Capital Management hedge 
fund came close to destroying the U.S. 
dollar and the American economy.  We 
may not be so lucky next time. 

Unfortunately, GFMS operations may 
be so dependent on the patronage of 
these financial behemoths that  they 
cannot financially risk losing customers 
by truthfully reporting the magnitude of 
market risks that abound. 
 

Where To From Here? 
After hitting their highest prices in 

over 25 years, gold and silver came 
back down part way to where they were 
last November.  In the past two weeks, 
silver fell as much as 17% and gold 
dropped about 10% from its peak. 

Investor paralysis set in.  A number of 
people are simultaneously worried that 
the boom may have peaked or that it 
may just be getting started.  They just 
don’t know whether to buy or sell, so 
they are usually doing nothing. 

The real reasons why the U.S. dollar 
should be falling have not changed in 
the past month.  The major unknown is 
how far the dollar will fall, not if it will 
decline.    

As the dollar declines, despite major 
market manipulation over the past 

(Continued from page 2) month, gold and silver will become a 
refuge for investors worried about the 
value of their assets. 

I know 2006 is an election year, and 
elected politicians will do everything 
possible to keep scary economic news 
from harming their reelection prospects.  
But reality if closing off their options. 

Maybe markets will settle down for 
the summer doldrums, or even hold 
somewhat steady past the November 
elections.  But there are just too many 
uncertainties that can hurt the dollar and 
send gold and silver soaring.     

As you can see in the chart on the 
front page, even the best American 
stock index this year, the Russell 2000, 
has not covered the decline of the value 
of the U.S. dollar versus the British 
Pound, the Euro, and the Swiss Franc. 

My best guess, and this is somewhat 
seat-of-the-pants, is that gold will top 
$800 by the end of August and may 
well top $2,000 by the end of 2007. 

I see silver closing above $15 before 
the end of August and possibly reach-
ing $50 before the end of 2007. 

Even though gold and silver are al-
ready up strong in the past six 
months, I see less than a 10% chance 
that gold will go below $600 or that 
silver will go below $11.50. 

The current breather for gold and sil-
ver are a perfect occasion to add to your 
precious metals and rare coin positions.  
Many of our savvy customers have 
done just that.  What about you? 
 

The Best Values In U.S. 
Gold Coins Today 

Fifteen months ago, I analyzed the 12 
major types of U.S. gold coins in MS-
63, -64, and –65 grades, their relative 
rarity, and the past price history.  
Among these 36 types and grades, I 
gave my top recommendation to 17.  I 
gave a less enthusiastic endorsement to 
eight, and recommended avoiding pur-
chasing 11 of the types and grades. 

Since then, the price of gold has 
jumped about 50%.  Normally, when 
you have such a strong rise in gold, the 
Classic U.S. Gold Coins will lag behind 
for a time.  Later, most catch up, then 
outperform the rise in the spot price. 

If you had purchased one each of the 
17 types and grades I strongly recom-
mended at the time, you did well.  Your 
group of coins would now cost you 
44.6% more to purchase than they did 
then.  They are doing much better dur-
ing this stage of the gold boom than I 

would have expected. 
The top performers were one of my top 

picks—the $10.00 Indian in MS-63—
which rose 132.4% and one of my lesser 
picks—$5.00 Indians in MS-63—which 
was up 136.1%!  Every coin I recom-
mended was up at least 15% 

Of the eleven coins, I didn’t recom-
mend, six rose in price, one is now at the 
same price as fifteen months ago, and 
four have fallen. 

I have updated my recommendations to 
uncover the best values right now.  I 
have separated these same 36 types and 
grades into three categories.  First I list 
the best values which I think have the 
highest appreciation potential.  Next are 
the coins that will probably appreciate, 
but to a lesser degree than the first 
group.  Last are coins that have appreci-
ated so much already that I anticipate 
that they will underperform the rare coin 
market over the next year. 

Top recommendations: 
$1.00 Liberty Type 1, MS-63, -64, -65 
$1.00 Indian Type 3, MS-63, -64 
$5.00 Liberty, MS-63, -64, -65 
$10.00 Liberty, MS-63, -64, -65 
$20.00 Liberty, MS-65 
$20.00 St Gaudens, MS-65 
 

Less recommendations: 
$1.00 Indian Type 2, MS-63, -64, -65 
$1.00 Indian Type 3, MS-65 
$5.00 Indian, MS-64, -65 
$20.00 Liberty, MS-63, -64 
$20.00 St Gaudens, MS-63, -64 
 

Not recommended: 
$2.50 Liberty, MS-63, -64, -65 
$2.50 Indian, MS-63, -64, -65 
$3.00 Indian, MS-63, -64, -65 
$5.00 Indian, MS-63 
$10.00 Indian, MS-63, -64, -65 
 

I fully expect that all of these coins 
will appreciate in the next year or two, 
but those in the first group are likely to 
achieve the best results and those in the 
last group will perform the worst. 

Customers frequently ask me what 
U.S. gold coin I would buy if I had to 
pick one.  While it is close among the 
$5.00 and $10.00 Liberties, right now I 
would pick the MS-64 $5.00 Liberty.  At 
a current price of $2,150 you can own a 
coin that once sold for $7,850. 

 

Gold and Gold Coins 
Gold closed today at $642.50, down 

$23.50 (3.5%) in the last month.  From 
its high of $719.75 on May 11, it has 
come down 10.7%. 

(Continued on page 4) 



The major brokers for traders with 
huge short positions, Goldman Sachs 
and JP Morgan Chase, stopped purchas-
ing in May.  Instead, there were seen 
selling gold in an apparent effort to force 
down prices.  They seemed to be most 
active on May 26, the day before the 
three-day Memorial Day weekend, un-
successfully trying to force the closing 
price of gold below $650. 

(Market manipulators try to leverage 
the clout of their moves by trading on 
Fridays before a three-day weekend.  
Trading is light and tends to close ear-
lier, thus magnifying the effect of trades 
that do happen.) 

With the price of gold so volatile, 
moving as much as 5% in one day, and 
prices often changing within minutes of 
the “close” of American markets, a num-
ber of would be gold purchasers simply 
decided to do nothing—which is one of 
the goals of anyone trying to hold down 
the gold prices. 

I predict that these desperate maneu-
vers will ultimately fail, just like inves-
tor George Soros (the “Man who broke 
the Bank of England”) made a $1 billion 
profit from the 1992 devaluation of the 
British pound.  Just as the Bank of Eng-
land could not ultimately stem the fall of 
the pound sterling, any gold price ma-
nipulation to suppress the price of gold 
will fail—and relatively soon I expect. 

One reason I anticipate higher gold 
prices is that it looks like the four largest 
Chinese banks are acquiring gold to 
open a gold exchange traded fund (ETF).  
While most Chinese prefer purchasing 
physical gold, I have heard stories of in-
vestors waiting in line four hours simply 
to make a purchase.  To be able to 
quickly purchase shares of a gold ETF, 
that represents a quantity of physical 
gold, would almost certainly attract mil-
lions of customers. 

By the end of 2006, I expect we will 
look back at late May and early June as a 
great time to have purchased gold. 

The best low-premium buys continue 
to be the Austria 100 Corona (2.4%), 
U.S. American Arts Medallion (2.5%), 
South Africa Krugerrand (2.4%), and 
Mexico 50 Peso (2.6%). 

The new U.S. 1 Oz Gold Buffalo is 
scheduled to debut in June.  Eventually I 
expect it to sell for a comparable pre-

(Continued from page 3) 
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The Month 
 

Gold Range          82.75   12.4% 
  Net Change       -23.50 
 

Silver Range            2.56   18.7% 
  Net Change          -1.30 
 

Gold/Silver Ratio          51.8 
  Net change               +1.4 
 

Platinum Range   145.00    12.4% 
  Net Change      +64.00 
     

Platinum/Gold Ratio       1.92 
 

 Date   Gold     Silver  Platinum 
 May 03  666.00  13.70  1,171.00 
 May 04  674.00  13.73 1,163.00 
 May 05  682.00  13.79 1,175.00   

 May 08  678.00  13.67 1,187.00 
 May 09  699.50  14.37 1,221.00 
 May 10  703.50  14.19 1,242.00 
 May 11  719.75  14.84 1,276.00 
 May 12  710.25  14.15 1,299.00 
 

 May 15  683.50  13.25 1,270.00 
 May 16  691.50  13.45 1,288.00 
 May 17  690.50  13.15 1,301.00 
 May 18  679.50  12.44 1,283.00 
 May 19  656.50  12.28 1,298.00 
 

 May 22  657.00  12.35 1,272.00 
 May 23  673.00  13.10 1,308.00 
 May 24  637.00  12.45 1,272.00 
 May 25  648.00  12.54 1,282.00 
 May 26  651.00  12.67 1,283.00 
 

 May 29  closed 
 May 30  654.00  13.01 1,277.00 
 May 31   642.50  12.40 1,235.00                     

London Silver Market Premium To New 
York Silver Market = 16¢ 
 

Gold, silver and platinum quotes are work-
ing spots at 2:45 EST/EDT each day, quoted 
in U.S. dollars per troy ounce. 

mium to the U.S. American Eagle (5.0%).   
However, there is almost certain to be an 
initial buying frenzy that will outstrip sup-
plies.  These coins will be on sale for six 
months, so there will be no shortage of sup-
ply  If you cannot acquire them at a reason-
able premium and don’t want to risk much 
higher gold prices, buy something else,  
You can always buy or swap for them later.   

Prices for High Grade Common-Date 
U.S. Gold Coins kept going up in early 
May.  Since the spot price declined, some 
coins have also dropped.  There are many 
reasonable values among these issues, as I 
listed on the previous page. About the only 
better value could be some of the Better-
Date U.S. Gold Coins.  If you can find 

them, you can acquire a much rarer coin 
often for little more than the common-
date price.  See our enclosed offer for 
some great bargains. 
 

Silver and Silver Coins 
Silver closed today at 12.40, down a 

whopping $1.30 (9.5%) from four weeks 
ago.  Since it peaked at $14.84 at the 
close on May 11, silver is down 16.4%! 

The price of silver on the London mar-
ket is still high enough to profitably take 
delivery of Comex bars in New York, 
have them re-refined to London’s 
stricter .9999 purity standard, and shipped 
across the Atlantic Ocean. 

That seems to be just what has been 
happening.  Last week, the level of physi-
cal silver registered in bonded ware-
houses to cover Comex contracts fell by 
10% in four days.   

Premiums on U.S. 90% Silver Coin 
(1.2%) and U.S. 40% Silver Coin (0.1%) 
fell over the past month.  As the refineries      
saw their backlogs of scrap silver rise to 
more than they could process in time to 
deliver against July Comex contracts, 
they reduced the price relative to spot that 
they were paying.  The recent silver melt 
and assay batch that LCS shipped to a re-
finer took five weeks before settlement 
instead of the normal two weeks. 

The price advantage of 40% Coin is not 
enough for me to recommend it.  You 
have to accumulate more than double the 
bulk to acquire the same amount of silver 
contained in 90% Coin or 100, 10, and 1 
Oz Silver Ingots (3.6-4.4%).  When the 
price of silver jumped 50% in early 1998, 
we saw some refiners simply refuse to 
purchase 40% Coin, as that would have 
tied up capacity that could be used for 
purer silver forms. 

Common and Better Date Mint State 
Morgan and Peace Silver Dollars are 
turning into scarce commodities.  Most 
prices are up noticeably in the past month, 
even though the silver spot price is down 
from the beginning of May.  We were for-
tunate to have a lovely group of Very 
Choice Mint State-64 Early Morgan 
Dollars come our way last week.  When 
the new Presidents of the United States 
Dollar Series debuts in 2007, I think to-
day’s price for these historic mementos 
will seem an even better bargain than they 
do today.  Please see our enclosure.   


