
While silver continued to rise in 
the past month, reaching a nearly 
four month high today, gold paused 
to establish a base above $600.   

Fresh developments continue to 
point to higher gold and silver prices 
in the near future.  

  
. . . and maybe just not a little bit 
higher . . . 

 
As many of you know, prices of a 

wide range of base metals have 
soared over the past few years, dou-
bling, tripling, or even quadrupling 
in some cases. 

Prices have risen so high for cop-
per and nickel, for instance, that the 
3.75 grams of copper and the 1.25 
grams of nickel that make up the 
metal in American nickels has a cur-
rent intrinsic value of about seven 
cents!  (And when you add the 
Mint’s overhead costs of 3.8 cents 
per nickel produced, it is now cost-
ing the U.S Mint almost 11 cents for 
each 2006 nickel being struck and 
issued!) 

The problem with many commod-
ity exchanges is that there are a 
large number of short contracts out-
standing, where a trader has sold the 
item without owning it.  The way to 
make a profit by short selling is to 
hope that the price declines so that 

the trader can cover the contract at a lower 
price than the trader paid for it. 

If prices rise after a trader takes a short 
position, the trader will take a loss covering 
his position. 

The surge in demand for commodities, 
and the rise in their prices, has been gener-
ally attributed to increased demand for in-
dustrial production in China.  In fact, 50% 
to 100% of the global increase in demand 
over the past four years for several metals 
can be solely attributed to increased imports 
by China. 

Despite information that the soaring prices 
of many metals is caused by rising indus-
trial demand, a number of investors are sus-
picious that “speculators” are  running up 
prices above and beyond what would have 
happened in a normal market. 

A report released today by the Interna-
tional Monetary Fund (IMF) punctures 
claims that speculators are fueling high 
prices in commodities when it says, “there 
is little evidence that speculative invest-
ments have been a significant driver of non-
fuel commodity price movements.” 

In fact, the analysis in the report con-
cludes that higher prices have attracted in-
vestors, not that higher prices were caused 
by investors. 

To give two examples, the IMF report 
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cites, “in the crude oil market there 
has been no persistent pickup in net 
long non-commercial positions in re-
cent years when oil prices have had a 
strong upward trend.” 

“More strikingly, in the copper mar-
ket, net positions have actually fallen 
steadily over the past year, during 
which prices have reached record 
highs, suggesting that contrary to 
common perceptions, speculations 
may not have played a major role in 
the recent price run-up.” 

The report’s findings go on to say 
that commodity prices will not “burst” 
because they are not in an artificial 
bubble. 

The report is not all bullish for com-
modities.  It predicts that aluminum 
and copper prices will decline by 
2010, even though demand for the two 
metals will continue to increase rap-
idly—because supplies will also in-
crease. 

Coincidentally, The Asian Develop-
ment Bank released their interim up-
date of their 2006 Outlook Report to-
day.  A significant part of the update 
discusses how demand for commodi-
ties has soared in eastern Asia and the 



The nickel market is only the most ex-
treme commodity market at risk of default 
and collapse.  Most other metals markets 
have such huge short positions that they are 
also at risk of failure if investors start pan-
icking and demand delivery instead of roll-
ing over their paper contracts further into 
the future. 

If the nickel market collapses, it could be-
gin a domino effect.  Don’t be surprised if 
the copper market then follows suit—within 
days. 

Should the nickel and copper market fail, 
gold and silver are almost certain to be 
next—again within a matter of days. 

If these markets crash, you could easily 
see physical gold prices double and physical 
silver triple so quickly that there really 
would be no opportunity to jump in to buy 
before prices skyrocket. 

The domino effect of collapsing commod-
ity markets would continue on to hit other 
metals.  The commodity exchanges, broker-
ages, and especially the brokers and traders 
who have huge short positions would have a 
vested interest in seeing that none of the 
commodity markets fail.  The exchanges 
will be certain to alter their rules to near ri-
diculous extremes to prevent a collapse.  It 
would probably become impossible to buy 
long contracts on margin.  Brokerages 
would try to stonewall any of their clients 
trying to close out their short positions.  
Such extreme measures would lead prices to 
surge more explosively if the markets de-
fault. 

I doubt that any outsider really knows 
how precarious the nickel market is, and 
whether you have only days to take action 
to protect yourself, or several months, or if 
there is some way that a large quantity of 
physical nickel can magically appear out of 
nowhere.   

The only safe way to ensure that you 
can purchase physical gold and silver at 
today’s prices is to actually buy physical 
gold and silver at today’s prices. 

Notice, I said to purchase physical gold or 
silver.  If you try to purchase paper con-
tracts, especially on margin, for future de-
livery of these metals, you run the risk that 
the rules will be changed on you,  thus de-
priving you of some or all of your profits.  
If you have the physical gold and silver in 
your possession, you have much less risk of 
suffering from a “change in the rules.” 

 

The U.S. Dollar Under Siege 
Again 

Beginning this week, many currency trad-

 
Pacific over the past five years, but 
forecasts even stronger growth in 
commodity demand in the years to 
come.  Independently, their report 
agrees with the IMF information. 

So, the high prices and short sup-
plies of many metals will not be re-
solved simply by forcing 
“speculators” out of the market.  If 
new supplies are not found, prices 
may continue to rise for years to 
come.  

The nickel market is especially 
precarious.  I am no where as near 
as familiar with this market as I am 
for precious metals.  But I see that 
over 80% of all nickel is consumed 
in the production of steel.  It is an 
integral part of a wide range of 
products for which there is no eco-
nomic substitute. 

Since the beginning of 2006, sup-
plies of nickel on world commodity 
markets have declined by 84%!  On 
the London Metals Exchange 
(LME), the world’s largest ex-
change for trading nickel, supplies 
are reported to be less than one 
day’s demand! 

Supplies are so tight that in early 
August it cost almost 1% of a 
nickel contract’s value to purchase 
a one day delay in delivering physi-
cal metal on the LME!  To help 
trapped short sellers, the LME 
changed the rules two weeks ago (a 
potential trap which all who trade 
commodity contracts have to watch 
out for) so that the maximum fee 
for a one day extension in deliver-
ing a contract would only cost 
about 0.3%. 

Total short contracts in nickel on 
the LME are for amounts greater 
than the global inventories of 
nickel.  If the LME does not inter-
vene to resolve the disequilibrium, 
there is a real possibility that the 
nickel exchange could go into de-
fault in the near future.  Should the 
nickel commodity exchange break-
down, prices for physical nickel are 
almost certain to soar.     

Why Does It Matter? 
So, why should you care about 

what is happening on the commod-
ity exchanges for nickel? 

It actually matters a lot. 

(Continued from page 1) ers in Europe have returned from 
lengthy summer vacations.  The mood 
among them is generally that the dol-
lar is overvalued compared to the 
Euro, Japanese Yen, China Yuan, and 
a host of other currencies. 

Brazil’s central bank has spent sev-
eral billion dollars in the past few 
weeks trying to keep the Brazilian 
Real from rising against the dollar.  
That government is being forced to in-
flate its own currency in the act of try-
ing to hold up the value of the dollar! 

Four weeks ago, the Bank of Italy 
revealed that is reducing the propor-
tion of its reserves being held in dol-
lars and replacing them with British 
pounds.  By the end of July, the pound 
made up 24% of Italy’s reserves. 

Italy is the most recent nation to re-
veal that it has reduced its holdings of 
U.S. dollars, as a percentage of total 
reserves if not an absolute decrease.  It 
is one of the largest economies to dis-
close this step and also is a nation that 
has been a strong supporter of the U.S. 
in the international arena.   

Italy joins central banks in Syria, 
Kuwait, Qatar, the United Arab Emir-
ates, Russia, Sweden, and Finland 
who have made announcements this 
year that they are moving away from 
the U.S. dollar.  A cryptic statement 
by a senior official hinted at the possi-
bility that the Chinese central bank 
may have unloaded about $70-75 bil-
lion of U.S. reserves.  Other nations 
such as South Korea have previously 
revealed they are reducing their hold-
ings of U.S. dollars. 

The dollar is at risk of falling value 
for more reasons than that central 
banks are buying gold or other curren-
cies in lieu of adding more dollars to 
their reserves.  The residential real es-
tate market in the U.S. is in the early 
stages of a major downturn, despite ef-
forts by the federal government to dis-
guise this information.  That is going 
to have an even greater impact at re-
ducing consumer spending than has al-
ready been felt by the automotive in-
dustry and others. 

A declining U.S. dollar is a major 
reason to take an insurance position in 
hard assets.  It would do you little 
good for your stock investments to 
rise 25% in U.S. dollar terms (as some 
analysts project over the next year) if 



the value of the dollar itself fell by 
more than 20%.  Currently, I consider 
a minimum of 10% of your net worth 
should be held in defensive assets 
such as gold, silver, and rare coins.  

I love gold and silver because of 
their long term shortages of supply 
versus demand.  Platinum and palla-
dium are less appealing because these 
markets don’t have the same long 
term history of shortages. 

Many writers long before me have 
pointed out that all forms of govern-
ment money have eventually failed.  
The U.S. dollar is currently the 
world’s oldest unchanged currency—
coins from the late 1700s are still le-
gally spendable.  There is no funda-
mental reason for the U.S. dollar 
should be exempt from this universal 
historical truth.  It may survive for 
many decades yet, or it may not last 
that long. 

Incidentally, the Chinese premier in 
a recent speech, complained that the 
Chinese central bank was issuing too 
much of its local currency (inflating 
the money supply) in order to absorb 
the U.S. dollars paid to companies that 
have exported goods to the U.S.  He 
advocated changing Chinese laws so 
that private parties could more easily 
import goods from America, thus 
sending the Federal Reserve Notes 
right back to the issuing nation.  Such 
a shift could increase demand for 
American products, pushing up prices, 
further bringing the effects of govern-
ment inflation to the pocketbooks of 
the average American.  We will keep 
you posted on this prospect.      

Gold Is Not A Good Long 
Term Asset 

Lest some of you think I am a biased 
gold fanatic, let me remind you that 
physical gold pays no interest or divi-
dends.  In the very long term, owner-
ship in “productive” assets provides a 
better return. 

The best way I recommend looking 
at owning gold (and silver) is as insur-
ance against calamities that may hit 
paper assets.  In economic and politi-
cal turmoil, history is filled with ex-
amples where owning hard assets has 
been an extremely profitable venture 
in the short or medium term.         

(Continued from page 2) Rare Coin Market—The 
Boom Looks Ready To 
Continue 

Since gold and silver peaked in 
May, there has been some softness in 
some sectors of the rare coin market.  
Common-date and some better-date 
silver dollars took a breather.  Com-
mon-date U.S. gold coins in high 
grade fell, but more than the decline in 
gold prices in many instances.  Even 
some rare-date coins that are actually 
more common than their price levels 
indicate (High Relief $20.00 St 
Gaudens being a perfect example) 
dropped in price noticeably compared 
to a few months ago. 

Generally, the areas that declined 
the most tended to be those that I pre-
dicted last year and earlier this year. 

Genuinely rare coins have stayed 
strong.  One long-term collector la-
mented us that the rare date U.S. gold 
coins that he was hoping to buy in the 
auctions conducted in conjunction 
with the huge American Numismatic 
Association (ANA) annual convention 
in Denver in mid-August seemed to 
all sell for about double what he was 
willing to pay! 

The appearance of the U.S. Ameri-
can Buffalo One Ounce Gold Coin in 
late June absorbed a significant 
amount of money that otherwise 
would have been spent on other rare 
coins.  Already, over three hundred 
million dollars has been spent on the 
proof and uncirculated Buffaloes.  
Perhaps 10% of that amount would 
have been spent on rare coins if the 
Buffalo program did not exist. 

Over the past few months, some 
coin dealers have experienced cash 
flow problems as they tried to pare 
down their inactive inventories.  
When LCS Chief Numismatist Allan 
Beegle attended the ANA convention, 
he saw the effects first hand.  Some 
dealers were humming with business, 
while a handful were eager to make 
deals.  Allan took advantage of some 
great bargain opportunities that came 
up, while still selling a huge amount 
of coins to dealers who were eager to 
replenish their inventories. 

I think the rare coin boom is ready 
to resume, for several reasons. 

First, the gold and silver markets are 
coming back to life from their, rela-

tively speaking, summer doldrums. 
Second, the excess inventories held 

by some dealers seem to be getting ab-
sorbed.  While this happened, the pre-
miums able gold value for some circu-
lated U.S. $10.00 and $20.00 gold 
coins have fallen down surprisingly 
close to bullion value!  

Third, the diversion of collector funds 
towards the purchase of the American 
Buffalo may pretty much run its 
course. 

Fourth, the U.S. Mint will begin the 
new series of U.S. Presidential Dollars 
next February.  As we have seen regu-
larly with coinage changes in the past, 
and most recently with the debut of the 
State Quarter and Sacagawea Dollar se-
ries, a large number of new collectors 
enter the market, increasing demand 
for previous coin issues.  In this in-
stance, I expect a disproportionate 
amount of the increased demand will 
be tilted toward Morgan and Peace 
Dollars, both common and better dates. 
 

Gold and Gold Coins 
Gold closed today at $633.50, down 

$18.00 (2.8%) from five weeks ago.   
Although gold might seem to have 

weakened over the past month, as the 
Lebanese-Israeli conflict in the Middle 
East has simmered down, the increase 
in investor demand for physical gold, 
and the dearth of investor liquidation, 
tell another story. 

Even U.S. jewelry stores have re-
ported strong sales of gold items in the 
early months of 2006. 

The most demanded form of physical 
gold in the past month has been the 
South Africa Krugerrand (2.9%).  It is 
one of the lowest premium forms of 
physical gold to purchase.  Its one 
drawback is that if retail customers sell 
back 25 or more pieces in a single or 
related transactions, the dealer has to 
file a 1099-B form with the IRS for the 
amount of the transaction. 

But all is not lost.  There are other 
low premium gold bullion-priced is-
sues that are not subject to this govern-
ment report such as the Austria 100 
Corona (2.8%), U.S. American Arts 
Medallion (2.9%), and Mexico 50 
Peso (3.0%). 

Many High-grade Mint State Com-
mon-Date U.S. Gold coins have fallen 
in price over the past month, as much 

(Continued on page 4) 



as 25% in some instances.  Generally, 
the prices fell most among the coins I 
warned our customers to avoid such as 
the $3.00 Indian, $5.00 Indian, and 
$10.00 Indian.   

While prices on these coins are get-
ting more attractive, I like Better-Date 
U.S. Gold Coins even more.  They are 
hard to find.  This month we offer a 
lovely group of Very Choice Mint 
State-64 1915-S $20.00 St Gaudens 
for the very same price at which com-
mon Saints were selling for a week 
ago.  In the past few days, the market 
for common-date MS-64 Saints is up 
about 5%, but we have left our original 
offer price intact—so long as our sup-
plies last.   

Whenever we have been able to get 
our hands on large groups of Mint 
State Prussian 20 Marks, they always 
sell out.  It has been several years since 
we could locate any quantity.  This 
month we are able to offer a moderate-
sized group.  From past experience, 
they are sure to sell out.  See our flyer. 
 

Silver and Silver Coins 
Silver settled today at 13.06, an in-

crease of 86 cents (7.0%) from last 
month, and the highest close for silver 
since May 17. 

Curiously, as the price of silver has 
been rising I would have expected to 
see indicators that physical supplies are 
even tighter than they were last month.  
Instead, the two major ones I use have 
actually gone the other direction.   

First, the premium at which silver 
trades on the London commodity ex-
change (with its stricter .9999 purity 
requirement for ingots) compared to 
the New York Comex, has all but van-
ished.  It was 15 cents last month, 
which made it profitable for traders to 
take delivery of Comex contracts, get it 
refined to London standards, then ship 
the new ingots to England.  With to-
day’s premium of just 3 cents, that is a 
sign that there is plenty of silver avail-
able in London right now.   

The premium on U.S. 90% Silver 
Coin (0.9%) has fallen even further 
than last month, when it was already  
low enough that the coins could be  

(Continued from page 3) 
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The Month 
 

Gold Range          41.00     6.3% 
  Net Change        -18.00 
 

Silver Range           1.20     9.8% 
  Net Change           +.86 
 

Gold/Silver Ratio           48.5 
  Net change                 -4.9 
 

Platinum Range     55.00     4.4% 
  Net Change       +17.00 
     

Platinum/Gold Ratio       1.99 
 

 Date   Gold     Silver  Platinum 
 Aug 02  651.50  12.20  1,243.00 
 Aug 03  645.00  12.05 1,230.00 
 Aug 04  644.00  12.44 1,239.00   

 Aug 07  647.75  12.23 1,250.00 
 Aug 08  645.50  12.23 1,239.00 
 Aug 09  650.50  12.53 1,246.00 
 Aug 10  635.00  12.07 1,234.00 
 Aug 11  633.50  11.86 1,236.00 
 

 Aug 14  628.50  12.13 1,218.00 
 Aug 15  622.50  12.06 1,227.00 
 Aug 16  628.50  12.26 1,236.00 
 Aug 17  615.25  11.98 1,219.00 
 Aug 18  612.00  12.01 1,209.00 
 

 Aug 21  625.50  12.32 1,227.00 
 Aug 22  624.50  12.24 1,223.00 
 Aug 23  623.50  12.49 1,219.00 
 Aug 24  619.50  12.29 1,220.00 
 Aug 25  622.00  12.36 1,215.00 
 

 Aug 28  615.00  12.01 1,209.00 
 Aug 29  610.50  12.15 1,210.00 
 Aug 30   617.75  12.49 1,220.00 
 Aug 31  625.75  12.84 1,234.00 
 Sep 01  624.50  12.91 1,237.00 
 

 Sep 04  closed 
 Sep 05  638.50  13.00 1,264.00 
 Sep 06  633.50   13.06 1,260.00                      

London Silver Market Premium To New 
York Silver Market = 3¢ 
 

Gold, silver and platinum quotes are work-
ing spots at 1:45 EST/EDT each day, quoted 
in U.S. dollars per troy ounce. 

profitably melted down by refiners, effec-
tively increasing supplies. 

It won’t be until the London premium 
goes back above seven cents and the retail 
premium on 90% Coin goes back over 2% 
that I expect immediate term sharp in-
creases in silver prices.  But if those two 
indicators both turn positive, there is no 
time to delay.  Prices could shoot up 
within days. 

By the way, the gold and silver ratio fell 
almost 10% last month, to its lowest level 

in years.  At 48.5 today, it is still higher 
than the ratio in the 35-40 range that I 
expect to see in the next couple of years.  
That is just another way of saying that I 
expect silver will outperform gold in the 
next 24 months.  I would tilt new acqui-
sitions more towards silver than gold, 
but I still think it is sensible to own ma-
jor percentages in both metals. 

At the ANA show, Allan picked up a 
stunning group of Choice Mint State-
63 1891-CC Spitting Eagle Morgan 
Silver Dollars.  This is the first time in 
our 35 years in business that we have 
been able to offer 15 pieces of this 
scarce date in this high of a quality.  
With the impending surge in dollar col-
lectors expected next year, this is the 
perfect opportunity to get quality and 
rarity at a great price.  See our offering 
for details. 

After months of not being able to un-
cover any bargain hoards of-lower 
priced semi-bullion numismatic silver 
coins, we hit the jackpot a few weeks 
ago.  We are offering Canada Cased 
Silver Dollars at prices that are lower 
than some so-called bullion issues.  
Take advantage of them while our sup-
plies last.   
 

Should You Hoard American 
Nickels? 

With the current value of the copper 
and nickel in American five cent coins 
running about seven cents, it probably 
wouldn’t hurt to set aside some.   

The Mint has no incentive to go to any 
lengths to produce any more coins than 
they have to with the current composi-
tion and overhead costing almost 11 
cents to produce a nickel.  I would not 
be surprised if the Mint made an emer-
gency change in metal composition next 
year, to cut the cost of production.   

But beware, if you start now you may 
already be late getting into the act.  Lo-
cal banks tell us that they already have 
customers who are coming in to pur-
chase large quantities of nickels.  If you 
are going to do anything, start soon.  
The downside risk is negligible and you 
just might profit enough to make it 
worth the time and effort. 


