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• Seven reasons why 
the Federal Reserve is 
responsible for explosive 
commodity prices

• Why oil would be at 
$75 if Congress weren’t 
destroying the US dollar

• US Mint admits to 
national silver shortage!

At almost $140 per barrel, oil is getting a lot of 
press lately. But oil isn’t the only example of 
explosive prices. Practically all commodities 

have been blasting upwards.

Gold burst through $1,000, and is now gathering 
strength for its next leg up. Copper has gone from 
$1.50 per pound to $4.00. Platinum shot up to almost 
$2,300.

Prices are rising throughout our economy, and 
Americans are suffering. As Business Week recently 

reported, grocery stores are seeing lots of shoppers 
cutting back on brand-name goods and switching 
to store brands. Sales are falling for a wide variety 
of items, from furniture to women’s clothing to res-
taurant meals. Meanwhile, Wal-Mart reports rising 
sales of peanut butter and spaghetti.

And we have it much better than other countries 
do. Elsewhere in the world, soaring food prices are 
pushing people into starvation. For example, rice in 
Thailand has blasted up from $320 per ton to $1,100 
per ton in just five months. 

People are rioting for lack of food. In Cameroon, 
24 people were killed in food-related violence. In 
Haiti, mobs chanting “We’re hungry” forced the res-
ignation of the prime minister. In Egypt, the army 
has been ordered to start baking bread. In the Philip-
pines, hoarding rice will now get you sentenced to life 
in prison. 

What’s going on? Media commentators are 
scratching their heads over the inflationary fires that 
are raging throughout the world. But it’s no mystery 
why this is happening.

The root cause of all these woes can be traced 
back to New York—specifically, the board room of the 
Federal Reserve.

“Who’s to Blame for $4.00 Gasoline?”
“American household budgets are being destroyed 

by sky-high gas and oil prices. In other 
countries, angry mobs are rioting over 
food prices. Inflation is raging around 
the world.

“What’s going on? Maybe it’s 
because the Fed is inflating our 
banking system… by allowing the 
creation of $7.35 trillion in the 
last six months alone! 

“Here’s the cause of all this… 
why it will continue getting 
worse… and how you should 
prepare for it!” James DiGeorgia, Editor



June 2008 — See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio     

Everything Chairman Bernanke has done lately 
was supposed to help the credit markets and support 
home prices. Has the Fed achieved either goal? No. 
But the Fed’s actions have been driving up prices in 
global markets.

This month, we’ll expose seven reasons why the 
Fed is at least partially responsible for explosive com-
modity prices around the world.

Reason #1:  
The Fed is Discouraging 

Producers from 
Supplying the Market

The Fed has dropped interest rates over and over. 
It also suppresses the bond market’s price discovery 
mechanism by buying US Treasuries at artificially 
low rates. And it’s doing this in an environment 
where the credit crisis was already forcing investors 
to flee for safety, which pressured rates downward. 

As a result, depending on how you measure infla-
tion, real interest rates are either negative or pretty 
close to it.

So what effect does this have on commodity pro-
ducers? It discourages them from selling their goods.

Imagine you’re a farmer who just harvested a big 
crop of rice. Under normal circumstances, you would 
sell it all immediately, or at least enter into forward 
contracts to do so. After all, it costs you money to 
store all that rice, and there’s no reason to keep it.

But what do you get when you sell it? Cash. What 
happens when you have lots of cash, but interest 
rates are low, maybe even negative? You lose money.

Meanwhile, food prices are soaring, because the 
Fed has been inflating the dollar. So which makes 
more sense for you:

• to sell your crop for cash today, and lose money as 
the cash depreciates over time, or…

• leave the grain in the silo, and sell it later for a 
higher price?

Obviously, the second option is much more 
attractive. Thanks to the Fed, the world’s farmers 
now have an incentive to hoard their food instead of 
selling it.

So the world’s supply of food and other com-
modities is being constricted. What about demand? 
That’s…

Reason #2:  
The Fed Is Fuelling 

Commodity Speculation

Investors today are being squeezed by our gov-
ernment’s mismanagement of the economy. With real 
rates so low, investors don’t want to hold cash or dol-
lar instruments. After taxes, many investors will lose 
money if they hold their assets as cash.

So where will they invest their money? Bonds have 
terrible returns, thanks to the Fed. CDs and money 
markets have terrible returns too, again thanks to 
the Fed. Meanwhile, stocks are getting walloped, 
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an additional $410 billion deficit is a tremendous 
blow to our economy.

Why? Because the Fed funds these deficits with 
its magic checkbook, inflating the dollar in the pro-
cess—and driving commodity prices up.

This is mostly Congress’ fault, not Bernanke’s. 
But Helicopter Ben shares some of the blame too, 
because he’s also busily creating…

Reason #4:  
A Tsunami of New Dollars

The Fed has been printing up a confetti-storm of 
dollars lately. This has reached breathtaking levels.

For example, the Fed began a new program last 
December, auctioning off low-interest loans directly 
to banks. This was supposedly necessary to reduce 
stress on the credit markets. 

The Fed planned to hold four auctions, for a total 
of $80 billion in ultra-low-cost loans. But remember, 
thanks to the Fed’s miniscule reserve-ratio lending 
requirements, each dollar a bank receives from the 
Fed can be multiplied into ten dollars that are dis-
persed into the economy. 

So the Fed’s original announcement meant that 
up to $800 billion was going to be injected into our 
financial system. Of course, this was grim news for 
the dollar, which has sold off accordingly.

The fourth and supposedly final auction was com-
pleted in January. But Bernanke & Co. have decided 
that the dollar hasn’t plunged far enough. So they’ve 
kept the auctions going.

As I write this, the Fed has just concluded its four-
teenth auction, with another scheduled for the end of 
the month. Including that last one, the Fed will have 
raffled off $735 billion in just six months.

Multiplied by the banking system’s reserve-ratio 
lending, this means the Fed has created a potential 
dollar-tsunami of $7.35 trillion in the last six months, 
just from these auctions alone.

Is this full amount circulating? Not yet. Most 
banks have tightened up their lending standards, so 
they aren’t distributing as much money as they could 
be. But however you look at it, $735 billion is a jaw-
dropping amount of money to dump into our banking 
system. Even if banks only lent out one-quarter of 
the allowable amount, that would still be 1.84 trillion 
newly-created dollars flooding into our economy.

Also, the Fed’s loans are accelerating. The original 
announcement was for four loans of $20 billion each, 
spread over two months. Subsequent auctions were 
for $30 billion, twice a month. By March, they were 
giving away $50 billion twice a month. Now, the auc-
tions are for $75 billion each, three times a month. 

thanks to the government debauching the dollar and 
driving oil prices up (more on this later). 

That leaves the futures markets. And that’s why 
many investors have piled into commodities. The 
increased speculation is driving up prices.

Plus, we haven’t even discussed the direct effect 
of inflation, which is…

Reason #3:  
The Fed is Killing the Dollar

The US has the biggest economy in the world. 
Thus, even though most commodities are traded 
worldwide, the American futures markets tend to 
dominate the others.

In US markets, commodities are priced in dollars. 
However, the Fed is destroying the dollar, so its value 
has fallen. Therefore, more dollars are necessary to 
buy the same amount of commodities. 

Oil is a great example of this. Back in late 2002, 
the dollar and the euro had an exchange ratio of one-
for-one. Therefore, a barrel of oil was the same price 
in either currency: about 25.

Today, the same barrel will cost you $130 per bar-
rel. Therefore, oil has risen by more than five times, 
when calculating in dollars. 

In euros, though, oil is about €75 or so. That’s a 
price rise of only about three times.

Oil costs about 1.6 times more in dollars than euros. 
It’s no coincidence that the dollar-euro exchange rate 
has fallen to about 1.6 as well.

Yes, oil has still risen significantly because of its 
fundamentals (more on these later). But much of the 
grief Americans are experiencing at the gas pump is 
coming from Washington’s mismanagement of our 
national finances.

If our government weren’t inflating the dollar 
into toilet paper, oil would be far cheaper than today. 
If we had just maintained the dollar at a 1:1 ratio 
with the euro, oil would only be $75 per barrel today 
instead of $130. 

In fairness, we can’t really blame Bernanke for 
this. He’s just following the orders from his masters 
in Washington, who are the real architects of this 
catastrophe.

Just look at the government’s current budget. For 
the 2008 fiscal year (ending in September), our gov-
ernment’s official deficit is now forecast to hit $410 
billion. That’s up from $163 billion last year.

Of course, those numbers are complete fabrica-
tions. As I’ve documented extensively in GEA, the 
government is actually running multi-trillion-dollar 
deficits each year, and is falsifying its accounting to 
cover it all up. But regardless of the baseline we use, 
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America in 2008 is starting to look like the Wei-
mar Republic in 1923.

Why are they doing this to us? Part of the problem 
is…

Reason #5:  
The Fed Deliberately 

Misinterprets Economic Data

Are your household bills higher today than they 
were a year ago? If so, how high?

Most Americans are groaning under a soaring 
burden of expenses. Even local governments are get-
ting hit hard in some unexpected ways. (For example, 
thanks to skyrocketing metal prices, scrap-metal 
thieves are stealing copper wiring and plumbing from 
public buildings. The most brazen are taking man-
hole covers from the streets, and are even stealing 
bronze statues from public squares. The California 
town of Brea has lost three major bronze sculptures 
in the last 18 months.)

But according to the Fed, prices have hardly risen 
at all. Why is there such a vast chasm between their 
reporting and our reality?

I’ve explained before how the government deliber-
ately under-reports inflation, to hide the truth about 
our economy. But there’s more going on than this.

The Fed sets its economic policy according to “core” 
inflation. This metric excludes food and fuel, because 
these items are ‘too volatile’. 

The absurdity of this is obvious. What are the 
biggest economic challenges in the world today? Sky-
rocketing prices of food and fuel! But the Fed ignores 
these in its reporting.

More importantly, it also ignores them when mak-
ing policy decisions. By not including these prices in 
its calculations, the Fed is assuming inflation is much 
lower than it actually is. 

Plus, there’s an additional problem. Many busi-
nesses have been absorbing higher costs, and trying 
not to pass them on to consumers. But this will come 
to an end eventually. The Fed doesn’t account for this 
stored-up pricing pressure in its calculations.

When you add all this up, the Fed’s monetary pol-
icy is far looser than it should be.

That’s especially true when you consider…

Reason #6:  
The Fed is Ignoring Its 

International Role

During the last century, the world’s governments 
abandoned gold as their foundation, and switched to 

Portfolio Update
In Update #512, we went long on Chesapeake 

Energy (symbol CHK). We sold the June $52.50 put 
(CHKRK) for $2.60.

In Update #513, we took off our hedge on Apache 
Corp. (APA). We bought to close the June $115 calls 
(APAFC).

In Update #514, we went long Pioneer Natural 
Resources (PXD) by buying the January 2010 $50 
call (WYZAJ).

In Update #515, we made a buy recommenda-
tion on Occidental Petroleum (OXY). We recom-
mended the January 2010 $60 calls (WXYAL). We 
also sold a July $80 put (OXYSP).

In Update #517, we reviewed Encore Acquisi-
tion (EAC). If you don’t already own it, we recom-
mended buying on a pullback to the $65 area.

In Update #519, we reviewed Suncor Energy 
Inc. (SU). We went long by buying the January 
2010 $50 calls (YYUAJ). We also sold a $60 July 
put (SUSL).

In Update #520, we reduced our cost basis on 
Occidental Petroleum (OXY). We legged into a 
spread by selling a July $100 call (OXYGT).

In Update #521, we issued instructions for sub-
scribers who bought the WYZAJ calls on Pioneer 
Natural Resources (PXD). We reduced our cost 
basis by legging into a spread. We sold a PXD July 
$85 call (PXDGQ).

In Update #523, we summarized some of our 
recent reviews of energy companies, specifically the 
top exploration and production companies that we 
recommend owning. We reviewed:
• Apache Corp. (APA)
• Anadarko Petroleum Corp. (APC)
• Devon Corp. (DVN)
• Occidental Petroleum (OXY)
• Encore Acquisition (EAC)
• Suncor Energy (SU)
• Pioneer Natural Resources (PXD)
• Berry Petroleum (BRY). 

We recommended that new subscribers buy 
these stocks at their current levels.

In Update #525, we issued instructions for sub-
scribers who sold options on ConocoPhillips (COP) 
and Talisman Energy (TLM). On COP, we rolled 
up our June $75 calls (COPHO) to the July $80 
calls (COPGP). On TLM, we rolled up our June 
$17.50 calls (TLMFW) to the October $17.50 calls 
(TLMJW). Note: TLM has split, so do at least 2 con-
tracts or as many shares as you have.
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the dollar instead. 
The folly of this was predictable, but they did it 

anyway. 
As part of this arrangement, many governments 

surrendered their economic sovereignty. Today, 
many governments still peg their currencies to the 
dollar. They inflate or deflate their money supplies 
as needed, in order to maintain a constant exchange 
rate of their currencies to the dollar.

This seemed wise when the US government was 
fiscally prudent (or at least appeared to be). Today, 
this decision has been revealed to be disastrous.

As the Fed has inflated the dollar, the greenback’s 
value versus other currencies has fallen. Those gov-
ernments which peg their currencies to the dollar 
have been forced to follow suit. In order to maintain 
their pre-determined exchange rates, they have to 
debauch their currencies right along with the Fed.

Therefore, thanks to the Fed’s loose monetary 
policy in America, inflation is leaping up around 
the world. For example, inflation rates in Qatar are 
hitting 12 percent. Food prices in the United Arab 
Emirates are up 27 percent since last year. Many cat-
egories of goods in Dubai have almost doubled. Some 
countries, like Vietnam, have experienced severe cur-
rency crises thanks to their links to the dollar.

Is Bernanke obligated to consider all these other 
countries when making his decisions? It’s not really 
in his job description, but some might argue he has a 
higher calling than that. 

But that’s a question for the philosophers. All we 
need to know here is that the Fed’s actions are caus-
ing inflation around the world.

Of course, these ‘dollar peg’ countries tend to be 
the smaller economies in the world. So this isn’t that 
big of a problem, right?

Wrong. All the world’s economies are being 
affected by the Fed, because of…

Reason #7:  
The Fed is Triggering 

Competitive Devaluations

Thanks to globalization, the Fed’s actions affect 
all the world’s economies.

As the Fed destroys our dollar, foreign imports 
become more expensive for US consumers. At the 
same time, US exports become cheaper for foreigners 
to buy.

So Americans will import less, and export more. 
You might think this would be a boon for the US, and 
it would be—except for one thing.

Our trading partners don’t want this to happen. 
And they can devalue their currencies too.

For example, let’s look at Canon, the Japanese 
camera manufacturer. Canon loses 9.9 billion yen 
($97.1 million) in profit for every yen the Japanese 
currency appreciates against the dollar.

As the dollar has plunged against the yen, what 
do you think is happening in the boardrooms of 
Canon, and Sony, and Toyota, and every other Jap-
anese company that sells to the US? Do you think 
these executives are bombarding their political lead-
ers with angry phone calls, demanding a solution to 
this problem? 

Of course they are. But obviously, those govern-
ment officials can’t strengthen the dollar. The only 
way they can solve this problem is to depreciate the 
yen. 

Now apply this same reasoning to corporate exec-
utives elsewhere in the world. Pressure is building 
for devaluations of the euro… the pound… the Aus-
tralian and Canadian dollars… and every other major 
currency in the world. The Fed’s dollar-destroying 
policies are starting a wave of competitive currency 
devaluations in all the world’s economies.

Competitive devaluations are scary. Once they 
build enough momentum, they’re almost impossible 
to stop. It will be the 1970s all over again.

This is one of many reasons why I’m still so bull-
ish on gold. Even though gold has had a great run 
already, the fireworks aren’t over.  If you haven’t 
built a gold position yet in your portfolio, it’s not too 
late.

Of course, competitive devaluations would also be 
bullish for oil. Speaking of which, let’s talk a little 
about…

The New Highs in Oil

Why have oil prices gone up so far? The politi-
cians are blaming ‘greedy speculators’.

Yes, there are some speculators in oil, just as in 
any other market. But they aren’t half as influential 
as the politicians say.

Just look at the numbers. Oil is up over 40 percent 
this year. However, on average, the energy-focused 
hedge funds are up less than 3 percent. 

If these are the ‘greedy speculators’ who are sup-
posed to be profiting from high oil prices, they’re 
doing a sorry job of it.

By the way, not all energy funds are doing poorly. 
Commodity index funds, oil ETFs, and some others 
have had nice gains. But these follow the market’s 
performance: they don’t drive it.

And speaking of driving, no doubt you’ve noticed 
that…
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Gasoline is Above $4.00
for the First Time Ever

The average gallon of gas in this country now 
costs more than $4.00. Media outlets are reporting on 
this continuously. There are even stories about peo-
ple running out of gas on the freeway because they 
can’t afford to keep their tanks much above “Empty.”

Unfortunately, the media hasn’t been as diligent 
about reporting the true causes of all this. There are 
in fact multiple causes, but the two primary ones are 
the dollar’s plunge, and oil’s fundamentals.

Earlier we saw how the plunging dollar accounts 
for a large part of oil’s rise. The rest of it comes from 
oil’s fundamentals. As I’ve documented extensively 
in GEA, we aren’t experiencing a boom/bust cycle in 
oil, like we have in the past. This time, it’s different.

For example, Exxon’s profi ts are up 17.3 percent 
year-on-year. In the fi rst quarter alone, they made 
$10.89 billion. That’s equivalent to a pile of $100 bills 
over 7 miles high.

Despite this jaw-dropping profi t, their production 
fell by 9.9 percent over the last 12 months. Even with 
mountains of cash to spend, they haven’t been able to 
maintain production.

Instead, Exxon is increasing its share-buyback 
program by $1 billion per quarter—bringing it up to 
$24 billion per year.  The company is also raising its 
dividend by almost 25 percent. 

This is a stunning admission. Exxon’s corporate 
mission is to fi nd, extract, and sell oil. That’s why the 
shareholders bought the stock. That’s what the CEO 
and other executives are paid to do. That’s the whole 
reason the company exists.

But Exxon’s executives are, in effect, admitting 
defeat. Despite billions in profi ts, production is fall-
ing by almost 10 percent each year. By giving the 
money back to the shareholders, Exxon’s executives 
are admitting they can’t do anything else with it.

In a normal supply/demand situation, record com-
modity prices would produce record profi ts. These 
would fund increased production, which would bring 
prices back down. Today, we have the record profi ts, 
but we’re getting less production instead of more.

This shows we can’t increase production above 
current levels. Not signifi cantly, anyway. Here’s 
why.

First of all, there’s no spare capacity. Almost 
every oil producer is already pumping fl at-out. World-
wide, the cushion is only about 2.3 percent of daily 
production. That’s far too little—even a minor dis-
ruption somewhere turns the supply/demand curve 
upside down.

Second of all, existing fi elds are depleting 

Latest prices as GEA goes to press—
June 24, 2008
Comex spot silver contract:   $ 16.65
Comex spot gold contract:     $ 889.00
Nymex spot platinum:    $ 2,012.00
Nymex spot palladium:   $ 464.00
Nymex Light Sweet Crude Oil:  $ 137.00

Special Offer: 
2007 $10 Platinum American Eagle

Graded MS70 by Numismatic Guaranty Corporation.
Has the second lowest mintage, with only 13,003 coins

(The lowest mintage coin has 13,000).

Only $595
As platinum goes to $5,000 per ounce,
James DiGeorgia feels this coin could 

appreciate by 3, 5, even 10 times.

Why Buy Platinum?
Fact: According to Johnson Matthey, 2007 mined 
platinum was short by 480,000 ounces. 2008 could 
be worse. Fact: South Africa mines 80 percent of all 
platinum. In 2007, their production was the lowest in 
80 years... and they expect 2008 to be lower. (Their 
electric grid problems are not getting any better.) 
Fact: Of the remaining 20 percent of world produc-
tion, guess who supplies almost all of it (17 percent)... 
yes, it’s Russia!

Prices subject to change and/or availability.

Prices provided by Finest Known.

Call (866) 697-GOLD (4653)
Put GOLD in your IRA

If You’re a Gold & Energy Advisor Subscriber
We Pay Your First Year’s Fees!
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rapidly. Cambridge Energy Associates recently 
studied the world’s 811 biggest fields, and discovered 
the depletion rate is now 4.5 percent per year. That 
means oil companies have to produce an additional 
3.9 million barrels each year just to keep up. 

And because so many of the world’s big fields are 
old, this problem is about to get much worse. As the 
chief economist of the IEA (International Energy 
Agency) recently said, “The public isn’t aware of the 
role of the decline rate of existing fields in the energy 
supply balance, and that this rate will accelerate in 
the future.”

Why Oil Prices  
Will Continue to Go Up

Along with an inability to raise production signifi-
cantly, the oil markets have several other problems 
too.

Despite record prices, demand is still strong. 
The United States is the largest consumer of oil, and 
our demand is only down by about five percent com-
pared to last year’s average. Worldwide, demand is 
still predicted to grow this year. The IEA just fore-
cast a rise of 0.9 percent in 2008. 

Yes, that’s a decline from an earlier forecast of two 
percent. But consider two things. Number one, even 
0.9 percent represents a lot of oil: 800,000 barrels 
per day. Number two, it’s still an increase of demand 
while prices hit new highs. This is an unprecedented 
reversal of normal market behavior. The oil market 
is defying all predictions. 

Production is falling for many countries. 
There’s grim news from almost every major oil pro-
ducer today.

According to the Department of Energy, petro-
leum products shipped by the world’s top 15 export-
ers (which account for 45 percent of all production) 
fell by 2.5 percent in 2007. That’s almost one million 
barrels per day. As for 2008, the IEA just cut its non-
OPEC production forecast again, by 85,000 barrels 
per day.

Can the news really be this bad across the whole 
world? Yes. Just consider these facts.

In Mexico, the once-mighty Cantarell field is 
dying an amazingly quick death. Its production has 
plummeted by one-third in just one year. Mexico will 
become a net oil importer by 2016 at the latest.

Venezuela is the fifth largest supplier of crude oil 
to the United States. But over the last 12 months, it 
has increased its petroleum imports by 150 percent. 
Hugo Chávez is ruining this formerly productive oil 
nation.

In the Middle East, the six largest producers 
(Saudi Arabia, Iran, Kuwait, Iraq, Qatar, and United 

Arab Emirates) are having troubles increasing (or, 
in some cases, maintaining) production. Meanwhile, 
their own domestic demand is growing. The net result 
to world markets: a loss of 862,000 barrels per day. 

In the Pacific, OPEC member Indonesia might 
withdraw from the oil cartel soon. Its production has 
fallen to less than half of its peak, and the country 
has been a net oil importer for some time.

Meanwhile, the Nigerian oil industry continues to 
struggle. Its production has been crippled by continu-
ous sabotage from guerrilla groups. The country also 
has chronic power shortages: in one recent incident 
in Port Harcourt, bill collectors from the utility com-
pany were chased away by a mob waving machetes.

Then there’s Russia. Despite the dangers posed by 
Vladimir Putin, we should be grateful to this country. 
It has single-handedly delayed a global oil shock for 
most of the last decade. (Over the last seven years, 80 
percent of non-OPEC production growth came from 
Russia.)

But the Russians can’t save us anymore. Their 
oil production fell again in April, which is the fourth 
month in a row. It’s now down more than 2 percent 
from its peak. This is not a temporary blip—even 
before it fell, it had flatlined for a while.

This isn’t a surprise. The years of strong growth 
were, ironically, the result of decades of neglect. Rus-
sia’s oil industry was wrecked under Communism, 
and over the last decade or so, oil companies were 
just resurrecting the existing infrastructure. But now 
the industry has been modernized, and the low-hang-
ing fruit is gone.

For the Russians to increase production further, 
they have to bring new fields online. This means new 
exploration and new infrastructure in very difficult, 
remote terrain. (Think: eastern Siberia and the Arc-
tic Circle.)

Even if this effort succeeds, it will take huge 
investments of money. More importantly, it will take 
years before we get any new oil. 

An executive at Lukoil recently said Russian pro-
duction will never top 10 million barrels per day (it’s 
currently at 9.7 million). Also, Alexei Miller (the head 
of Gazprom) just predicted oil will hit $250 “in the 
foreseeable future.”

The Russian oil miracle is over. And global petro-
leum markets are in trouble.

The only good news of any sort is coming from 
Brazil. The Brazilians just made another new oil dis-
covery offshore. 

How big is it? Nobody knows yet.
However, we do know some of the problems it will 

have. Just like the Tupi discovery two years ago, the 
oil is more than three miles down—buried deep under 
ocean water, earth, and a layer of salt. The Brazil-
ians admit it will pose a huge technological challenge 
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to extract.

Setting that aside for the moment, how long will 
it be before Brazilian oil can ease the world’s oil 
crunch? It takes years to develop a field, but here’s 
a hint of what we can expect. The Brazilians have 
announced plans to lease 40 more deep-water drilling 
vessels and semi-submersible oil platforms starting 
in the year 2017. 

So we have to wait nine years before these wells 
are drilled. And full-scale production will take a few 
years longer still.

Even the IEA Admits 
We’re in Serious Trouble

The International Energy Agency is the authori-
tative source of information for the world’s oil supply. 
However, until recently, its forecasts always had a 
serious flaw.

Until recently, the IEA has predicted demand, 
and then assumed supply would increase to meet 
it. For example, in one recent forecast, they said the 
world would use 116 Mbpd (million barrels per day) 
by 2030. Therefore, that’s what production would be.

They never seemed to ask whether or not these 
production levels were even possible.

However, that has changed. They just announced 
a new study, which actually investigated supply to 
see if it could meet these fantasy-land projections. 
The study’s authors were shocked to discover that oil 
companies might struggle to even reach 100 Mbpd in 
the next two decades.

As IEA chief economist Fatih Birol warned, “The 
oil investments required might be much, much higher 
than what people assume… This is a dangerous situ-
ation.”

Even though supply is reaching a plateau, the 
study showed demand will continue to rise. Obvi-
ously, this will create a shortfall—but how large will 
it be? According to this study, the deficit will be as 
high as 12.5 Mbpd by 2015—just seven years from 
now.

Now that oil has shattered its records, and now 
that even the famously optimistic IEA is warning of 
catastrophe, everybody else is jumping on the band-
wagon. Goldman Sachs just predicted oil as high as 
$200 per barrel by this October. 

Personally, I’m not willing to make such a specific 
prediction. But I will say this. 

I was right about $100 oil, when everybody else 
was wrong. And since then, the supply/demand fun-

damentals for oil have gotten worse instead of better.

Over the short term, oil will be volatile. We’ll 
probably see the price take some sharp tumbles 
down, along with sharp spikes back up. (In fact, the 
volatility in oil and other areas is one of the reasons 
I started my Gold & Energy Options Trader service. 
We’re up by 193 percent in just the last eight months 
alone.) 

But longer-term, unless demand takes a sharp 
fall, oil prices are going up further from here.

And that wraps up our discussion on oil. Before 
we close this issue, there’s just one more news item 
to discuss…

US Mint Admits to  
National Silver Shortage

Although it’s remaining tight-lipped about it, the 
US Mint has apparently run out of silver. 

The Mint is now rationing its US Silver Eagle 
coins. This has only happened once before, when 
investors were stampeding to buy coins in prepara-
tion for Y2K.

However, the Y2K rush was a temporary, artifi-
cial spike in demand. Today, there’s a real, secular 
shortage of silver. 

The Mint stopped taking orders back in March. 
Then, a little over a month ago, it also started limit-
ing the amount of coins buyers can purchase. Now it 
is “allocating coins on a weekly basis.”

Despite a barrage of demands from angry deal-
ers, US officials are refusing to explain their ration-
ing. Nevertheless, it seems clear what’s happening. 
Apparently, the Mint has run out of planchets (the 
metal blanks that are struck to form coins).

Why is there such a shortage? Because manufac-
turers are devouring the metal for more and more 
industrial uses. At the same time, investors are buy-
ing the coins with both hands, to profit from the dol-
lar’s fall. (Sales of Silver Eagle coins in 2008 are run-
ning about twice the levels of last year.)

I begged my readers to load up on silver back 
when Eagles were only eight bucks. Today, you’ll pay 
$20 or more—if you can find any at all. Even at these 
prices, I think silver coins are still a great investment. 
I expect silver will go higher from here.

Unfortunately, US Silver Eagles are getting hard 
to come by. Now that the markets are running out of 
silver, we’re seeing scams on eBay and other places 
where people are taking money for coins they don’t 
actually have. So make sure you go to a reputable 
dealer!


