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By John Embry

Gold experienced
a choppy, some-
what direction-
less summer, al-

though considerable
volatility was certainly in
evidence. This was not
surprising in that summer
is generally characterized
by thin markets due to vacations,
ennui, etc. Those who would pre-
fer to see precious metals markets
contained had a relatively easy
task effecting their plan. 

However, fall is now upon us,
and with the fundamentals for gold
and silver looking particularly ro-
bust, I would be very surprised if
gold didn’t resume its uptrend with
the 1980 all-time high of US$850
per ounce as the initial target. Silver
may actually possess even greater
upside potential in the near-term.

However, it will not be an
unimpeded trip, and the words of
Donald Kohn, a long-time gover-
nor on the U.S. Federal Reserve
Board and presently vice-chair-
man, are worth considering. He is
regarded as more of an “inflation
hawk” than the chairman, Ben
Bernanke, and when addressing
the U.K. House of Commons in
July on the subject of the unwind-
ing of global imbalances, he stated: 

“Continued strong demand for
dollar assets will be critical to
keeping that unwinding smooth
and not disruptive. The Federal
Reserve can contribute by being
sure the public remains confident
that the purchasing power of their
dollar assets will not erode unex-
pectedly. As long as inflation ex-
pectations remain contained, rel-
atively faster growth of the prices
of imported goods for a time
would be associated with only a
temporary bulge in inflation and
would result in a needed change
in relative prices. The lesson from
the 1970s, however, is that an
unchecked or permanent increase
in inflation would only feed back
adversely on demand for dollars.
Such an unmooring of the anchor
of price stability could only elevate
the odds on abrupt changes in in-
terest rates and asset prices, insta-
bility in the U.S. economy, and
disorder in global adjustments.”

There you have it in a nutshell,
the essential Fed strategy: deal
with the containment of inflation-

ary expectations rather
than combat inflation it-
self, because of the defla-
tionary implications. 

Gold is regarded as a
key inflationary barom-
eter, thus it too must be
contained. However, the
sad reality is that mount-
ing inflation is unavoid-
able if a financial implo-

sion in the U.S. is to be averted. 
This became abundantly clear

with the release of the annual eval-
uation of U.S. financial conditions
provided by David Walker, the U.S.
Comptroller General. In 2005, the
nation’s total exposure with re-
spect to future liabilities reached
$46.4 trillion, markedly above the
$20.4 trillion in liabilities five years
earlier and a staggering four times
current gross domestic product.
The least painful method of deal-
ing with this emerging financial
catastrophe is by debasing the dol-
lars in which it is denominated.
Hyperinflation anyone?

Of more immediate concern is
the rapid deterioration in the
housing market, the economic
lynchpin south of the border.
Robert Toll of Toll Brothers, a
leading home builder, recently
said that in his 40 years in con-
struction, he has never seen a
slump like the current one. 

This will imminently require
reflationary steps, so I strongly
suspect that, despite what the Fed
says, we have seen the last of any
interest rate hikes. I am equally
sure that Fed spokesmen will seek
to obscure this reality in order to
sustain confidence in the dollar, a
factor which Kohn acknowledges
is paramount in avoiding an un-
pleasant unwinding.   

The Achilles heel in this whole
neat scenario could well be the
gold price, which looks poised to
move dramatically higher irrespec-
tive of Fed actions. We are dealing
with a classic demand-supply im-
balance as investment demand for
gold mounts against a backdrop of
weakening mine supply and dwin-
dling central bank reserves. 

The Chinese, Russians, and
Arabs know full well that the mas-
sive quantities of U.S. dollars that
they hold and continue to accu-
mulate are going to be debased
and, as a partial antidote, are pur-
chasing gold. This phenomenon
alone virtually guarantees an es-

calating demand-supply imbal-
ance that can only be rectified by
dramatically higher gold prices.

This potential is not going un-
noticed by certain sophisticated
speculators. The well-connected
European bank, UBS, has noted a
growing demand for gold call op-
tions dated December 2006 at
strike prices over US$1,000 per
ounce with additional appetite for
longer-dated options at strike
prices up to US$2,500 by late 2007. 

I am equally sure that Fed
spokesmen will seek to obscure
this reality in order to sustain

confidence in the dollar

Anyone committing capital to
these types of vehicles clearly has
a very strong point of view on the
opportunity in gold over the next
18 months. 

A senior gold executive who
appears to have emphatically
joined the bullish camp is Ian
Telfer, the irrepressible head of
Goldcorp. He is currently predict-
ing a surge to over US$800 an
ounce over the next two years,
modest by my standards, but out-
rageously optimistic in compari-
son to most of his fellow gold
CEOs. They remain, in my opin-
ion, remarkably myopic on the
subject of higher gold prices.

One observer did suggest that
Telfer would have to have that
opinion to justify the “outlandish”
premium that Goldcorp offered in
its $8.6 billion bid for Glamis
Gold. In response, I would say
that people criticizing Telfer
should be careful because his pre-
vious audacious acquisitions in
his Wheaton River incarnation
prior to the Goldcorp merger
looked expensive at the time but
turned out to be strokes of genius. 

While I tend to share critics’
views that the price Goldcorp paid
for Glamis seemed excessive, I
temper my criticism with the ob-
servation that the gold price that I
anticipate in the not too distant
future could make this union be-
tween Goldcorp and Glamis look
like another brilliant maneuver.
What Telfer has created is the go-
to gold stock for conventional in-
stitutional investors and their sup-
port should comfortably lift the
merged entity to unimagined lev-

els as the gold bull market unfolds. 
However, I don’t make my liv-

ing favoring the household names
although I somewhat ruefully re-
member owning over 10 per cent
of both Glamis and Goldcorp in
my funds at the Royal Bank when
they were emerging gold compa-
nies at the outset of the bull mar-
ket in 2001. Today, the gold fund
has no exposure to either, believ-
ing that much greater value exists
further down the precious metals
food chain. 

Two names which currently in-
trigue me are Premier Gold (PG-
TSX, $0.98, 807-346-1668) and
Great Panther Resources (GPR-
TSX\VEN, $ 2 ,  6 0 4 - 6 0 8 - 1 7 6 6 ,
www.greatpather.com). The for-
mer is a recent spinoff from Wolf-
den Resources and represents an
interesting gold play in Red Lake. 

With the current success being
enjoyed by Southern Star and Ex-
all Resources in the area, this is an
inexpensive vehicle which may
possess similar potential at depth.
It already has a resource on one of
its Red Lake properties and also
has an exciting prospect located
along the main iron formation
that hosts the Goldcorp-Kinross
operated Musselwhite mine.
Chairman Ewen Downie has a
proven track record at Wolfden,
and he has hired Steve McGibbon,
formerly the chief geologist and
exploration manager for Gold-
corp’s Red Lake Division, as the
company’s chief operating officer.

Great Panther is an exciting sil-
ver operation in Mexico. Under
the capable leadership of Bob
Archer, the company expects to
have annualized production of
four million ounces of silver
equivalent by the fourth quarter of
this year with a target of 12 million
ounces of production by 2010. 

Given its current production
and the prospectivity of its exist-
ing land package, particularly in
the Guanajuato district, these am-
bitious plans seem achievable.
With my oft-stated enthusiasm
for silver, I am constantly on the
outlook for promising silver plays
and Great Panther seems to have
the necessary requisites.
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