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Gold and Silver - To Stay or Not to Stay...

THAT IS THE QUESTION

Update

Recently, we sent a communication to “The Gold Buffs”, in an effort to pass on as current an update as we had, to our clients who have had the experience of participating in the brutal pullback in the precious metals sector and have felt the devastating impact on the value of their portfolio.

Our expression of glee, was not an indication we are in any way happy with the negative impact on the value of your portfolio’s and our business, but a reflection of our relief; we are getting near the bottom and the anticipation of a resounding turnaround in valuations of bullion and the levered impact on the shares of the producers.

Every day, we continue to monitor this highly volatile and disconcerting situation regarding, what many are describing as a counterintuitive response to blatantly strong fundamentals in the precious metals sector.

There are such strong opinions, from highly respected and qualified experts in this arena that we are continuing to believe the rewards for “keeping the faith” will be substantial. 

Even in the face of significant price declines in bullion and equities, redemptions have been limited to those who for “crisis” reasons have had to have the cash to cover demands. Those who have ridden the roller coaster down, are for the most part holding their positions in anticipation, the remaining downside is minimal, compared to the upside potential.

June 25, we were invited to join a webcast to hear from Jim Cramer (The Street), Doug Casey (Casey Research), Steve Fieldman (Gold Bullion International), Rob McEwen (McEwen mining Inc. Inc.), Eric Sprott (Sprott) and Jeff Clark (Big Gold). The theme of the webcast was Gold – Dead Cat or Raging Bull. 

Demand for physical gold and silver is exceptionally high.  China and Russia are buying gold at faster rates and higher quantities than at any time in history. India reported a 27% increase in gold demand for the first quarter of this year (China reported demand growth increase of 20%). 

Countries around the world have been increasing their reserves and non-Western central banks have been the leading net buyers of gold for the last two years. Central banks have added more to their reserves in 2012 than any other year since 1964 and continue to buy en masse, whether price movement is up or down.

Jim Rickards suggested to “Big Gold” editor Jeff Clark, if China were to announce sometime late 2013 or 2014 it had accumulated 4000 tons or more in reserves (which would equalize the differential between them and the US in terms of gold to GDP ratio) we could see gold spike to anywhere from $2500-$7000 an ounce (when this is validated) and beyond.

Some other factors to consider: rising interest rates for example could prove to be a real trap for bondholders and governments. For the bondholders, rising rates means significant capital erosion so this does not seem like a credible investment strategy for clients looking for capital preservation going forward.

For governments to raise rates means, the increased debt service cost on $17 trillion or so in the US, would potentially cripple or bankrupt them. The same applies to other countries who also have taken on heavy debt. Looking forward, if the fundamentals are this strong for metals, then we need to be in a position to benefit if we have the ability to take on or hold our position. We do not believe this is the time to dump and run.
Next: consider tapering the quantitative easing program. Recently the US suggested the quantitative easing would be eased back and it sent the markets into turmoil which seemed to send a clear signal; this is not the time to do it.

It becomes evident, the markets will not tolerate the tapering off of quantitative easing without strong reaction, thus the printing presses will most likely continue to run, currency wars will become more evident, the debasement of major currencies will continue and this will put more fundamental pressure on pricing in the precious metals sector.

Some experts have predicted we should see upward pressure by the end of 2013 and into 2014 and after the spike down the last week of June, some technical analysts are suggesting this may be the bottom in this cycle although, we all need to be prepared for the potential for further downside before what is anticipated by many of the experts to be one of the greatest upside opportunities of a lifetime.
With gold prices falling to, or below, what it cost to mine the metal, there is an expectation that many miners will not be able to survive. If for example, a third of the miners who were not properly funded go out of business, then new supply is diminished which further pressures to the upside of pricing. We have to rely on manager expertise in this area, to choose, through their research, companies that are able to sustain their operation and prosper from what lies ahead.

In the webcast June 25, it was suggested that the greatest growth opportunities going forward, will not come from the major producers like Barrick for example, but from the intermediate range and junior companies that are currently priced at levels that are unprecedented. In recovery, historically, values of these stocks have increased significantly. We rely on the managers for example at Sprott and Dynamic to analyze and select appropriately amongst the available options.

Although most of the above dialog focuses on gold, the same applies to silver and in the case of the Sprott organization and others, it is believed silver will be the investment of the next decade, just as gold has been the investment of the past decade.

The last two communications have been very heavily focused on the issue of the impact precious metals has had on our portfolios and the potential for positive benefits going forward. We do not neglect the need for diversification in the portfolio and certainly look forward to discussing portfolio balance and other financial planning and lifestyle issues with you during our reviews and discussions.

Due to the daily Media focus on Gold, its high profile and the impact we have experienced in our portfolios, we want to make every effort possible to expose you to the information we are presented with that forms the basis of our recommendations to you. 

The difficult decision, whether to remain committed during times of continued pricing pressure to levels we have not seen for years is not “knee jerk”, or unfounded, but is based on a constant (almost daily) communication with respected experts and authorities in this field of investments and:

We are excited to inform you, we have been able to arrange for representatives from the Sprott organization to present an information session for the clients and friends of Keeler Financial Planning, in September.

The event will be held in the Burlington/Oakville area, will be invitation only, space will be limited, all guests will be registered and will have an opportunity to hear directly from and ask questions of, one of the most credible resources we deal with.

We do not believe this is the time to exit the precious metals space (in spite of the most recent spike downward) and you will have a better understanding of this opinion after you attend the event.

More detail will be provided in the coming weeks however we encourage you to contact the office as soon as possible to advise us the number of reservations you require. This type of event is indicative of our intent to make sure we are providing superior service and communication to you now and going forward.
The move to the new office location in Burlington we feel will be a positive change as we can now strengthen our focus on matters that are important to you. The move had to be addressed because Manulife faced lease termination which in turn prompted us to move.

We will continue to look after your needs and look forward to you visiting us at the new office and participating in some of the new programs and educational gatherings to help everyone meet their objectives and take advantage of the radically changing times we are challenged by.
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