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Three Shaken AssumptionsThree Shaken Assumptions
� Mortgage Securitization as Wealth Creation 

� Globalization & the virtue of the China Price

� American Hegemony & the US Dollar as Global Reserve  
Currency 

Three ImplicationsThree Implications

� A rising real price for gold as investment demand 
responds to currency volatility

� Fragmentation of the Global Economy as environmenta l 
protectionism leads to geographically constrained 
economic zones

� Strategic Logic eclipses Economic Logic in the 
valuation of raw material assets as Security of Sup ply 
concerns escalate



The Rise & Fall of the 
American Dream: Mortgage 
securitization creates a Global 
Real Estate Bubble and a 
Consumption Boom by 
dissolving the traditional self-
regulating relationship between 
lender and borrower. The 
result: Game Over.
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market crash and in a setting of very low savings y ields the self-
sufficient retirement assumptions of the boomer gen eration have 
been shattered, with the future now hinging on the post-boomers 
for whom there is no clear future of economic produ ctivity.





Wealth & Power in the US Demographic FutureWealth & Power in the US Demographic Future

� Boomers born 1946-1964

� Will all be 65 & over by 2030

� Will be 20% of US population

� Minorities 18-64 will be 46% of 
population by 2030

� Retired boomers will control the 
most of real estate & equity wealth

� Medicare and social security 
entitlement burden falls on whom?

Beast of 
Burden 

Voting Bloc



Hollowing out the Hollowing out the 

Industrial Base:Industrial Base:
Unemployment still Unemployment still 
high, consumer high, consumer 
credit continues to credit continues to 
decline, what is decline, what is 
going to drive job going to drive job 
growth in the US?growth in the US?



The Chinese AnomalyThe Chinese Anomaly
� Hybrid central command economy with 

outsourced production 

� Cheap Labor – urbanization of 1 billion rural 
Chinese unleashed by the end of orthodox 
communism

� No Health & Safety for Workers

� No environmental emission controls

� No Unions to secure medical or pension 
benefits

� US Dollar Peg: the devil’s bargain of 
maintaining an undervalued renminbi by 
bankrolling the US trade deficit through the 
accumulation of US treasury debt

� FDI: foreign direct investment and technology 
transfer

CapitalismCapitalism ’’s s 
Mandate: Mandate: 
mobilize mobilize 

capital to the capital to the 
place with the place with the 

lowest cost lowest cost 
structurestructure
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What will Americans do that is of What will Americans do that is of 
value to the rest of the world?value to the rest of the world?

What will the Chinese do to keep What will the Chinese do to keep 
their economy growing?their economy growing?

In a New World Order where military power is impote nt, oneIn a New World Order where military power is impote nt, one --way trade in way trade in 
IOUs is no longer an option, climate change and oil  import depenIOUs is no longer an option, climate change and oil  import depen dency dency 
are equally undesirable, and the China Price remain s cheapest:are equally undesirable, and the China Price remain s cheapest:



ChinaChina ’’s Solution: Borrow a chapter from American Historys Solution: Borrow a chapter from American History
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“Eyes in the Sky”

“32 million surplus males”

Petro-Dollar Recycling?





Project for a New American CenturyProject for a New American Century

� Bush “elected” in 2000

� September 11 terror attack

� Neo-Cons push PNAC

� Permanent War on Terror

� Homeland Security

� Weapons of Mass Destruction

� My Way or the Highway

� Shock & Awe

� Intelligent Design

� Taliban surges in Pakistan



Source: New Scientist Feb 25, 2009

Transforming the Energy Foundation of the WorldTransforming the Energy Foundation of the World



NoSoMerica

UpForGrabs

AustralAsia

EurAsia

PostPost --Globalization Economic Zone FragmentationGlobalization Economic Zone Fragmentation



Gold Matters because it does not MatterGold Matters because it does not Matter
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Counterproductive Misconceptions about GoldCounterproductive Misconceptions about Gold
� Gold stocks benefit from a depression – deflation

� Gold stocks benefit from fiat currency debasement – inflation

� Gold is money – no, it is not an accounting system, its 
creation requires real inputs of energy

� Gold matters – not really, it has limited utility, b ut…









Commodity SpeculationCommodity Speculation

2 Types of Resource Sector Story Speculation Cycles2 Types of Resource Sector Story Speculation Cycles

Discovery SpeculationDiscovery Speculation

� Resource Estimates - Ounces & Pounds in the Ground

� Focused on development portion of exploration cycle : infill drilling, metallurgy, 
prefeasibility, feasibility/permitting, constructio n

� Vulnerable to geopolitical risk and  commodity pric e voltaility

� Valuation based on DCF Method & Peer Group Comparis on

� Financing Intensive – a more institutional and less retail audience

� 1976-1981 (oil, gold, copper), 2003-2008 (base meta ls), 2009+ (gold?)

� No Resource Estimates – just geology & location

� Focused on early discovery part of exploration cycl e: grassroots, target 
generation & drilling, discovery delineation

� Speculation focused on grade and tonnage, repeatabi lity by area player or 
conceptually similar plays, commodity price irrelev ant

� Valuation based on Rational Speculation Model

� Financing comes from sophisticated investor & retai l audiences 

� 1982-2002 (Hemlo, Eskay Creek, Ekati, Voisey’s Bay, B usang, Veladero), 
2003-2008 (Fruta del Norte)



Approach #1: Develop existing ounces Approach #1: Develop existing ounces 

in the ground that a higher gold price in the ground that a higher gold price 

is putting into the money.is putting into the money.





450 million oz in the ground valued at $22 billion450 million oz in the ground valued at $22 billion



Approach #2: Explore Approach #2: Explore 

for new deposits using for new deposits using 

innovative exploration innovative exploration 

methods or creative methods or creative 

geological sleuthing.geological sleuthing.



Economic Economic vsvs Strategic LogicStrategic Logic
� Price discovery through futures commodity markets b ecomes chaotic

� Cost structure in so far that self-sufficiency with in a closed system has not 
been achieved becomes unpredictable

� Economic analysis involving discounted value of fut ure cash flows becomes 
pure guesswork

� Mine development focuses on large systems with swee t spots allowing for 
rapid capital cost payback

� The survivors will be those who have title to the m eans of production and 
security of supply with regard to the raw material inputs





Security of Supply for Critical Materials is becomi ng Security of Supply for Critical Materials is becomi ng 
an issue for Europe, Japan and the United States as  an issue for Europe, Japan and the United States as  
China moves to secure its own needs.China moves to secure its own needs.

Source: EC Commission – The Raw Materials Initiative





� TSXV listed resource exploration junior, 
244 M FD, closed at $0.89 on Jan 28, 2010

� Buyout value $217 million on closing, $369 
million at US $75/sh CLF today

� Owns 100% of Black Thor chromite
discovery and 40% of Big Daddy in 
northern Ontario

� 122 million tonne open-pittable footprint, 
grade range 27.8%, below South African 
standard of 40%+

� Estimated $1.5 billion capital cost

Cliffs Natural Resources IncCliffs Natural Resources Inc

FreewestFreewest Resources Canada IncResources Canada Inc

� NYSE listed producer of iron ore 
pellets and coking coal

� 2008 revenues of $3.6 billion

� Significant NA operations

� Supplies US steelmakers

� Market capitalization of $5 billion

� Bought Freewest’s chromite asset 
via takeover bid of 0.020106 CLF 
share for 1 FWR share



� Global reserve base “sufficient to meet 
conceivable demand for centuries”
(USGS)

� China lacks chromite resource

� US has 54% import reliance, rest comes 
from recycling

� No substitute for chromium in stainless 
steel production

� South Africa wants to restrict chromite
ore export, dominant producer of ferro
chrome, energy problems



Two Different Strategic Two Different Strategic 
approaches to nickelapproaches to nickel









Source: Mineral Resource Research Group

ItIt ’’s not the rare earth demand growth in the next 5 ye ars s not the rare earth demand growth in the next 5 ye ars 
that is the critical issue today, but the demand gr owth 5 that is the critical issue today, but the demand gr owth 5 
years and beyond when clean tech really scales up.years and beyond when clean tech really scales up.



$60 billion TREO in 
the ground, $2 billion 

market cap





And what happens to the worldAnd what happens to the world ’’s rare earth s rare earth 
supply if China does indeed crash and burn?supply if China does indeed crash and burn?

James James ChanosChanos : China is in a Bubble: China is in a Bubble



Thank YouThank You
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