
Y
ou may not have
yet sensed it. But
governments
everywhere are

tightening their belts.
To lower their ratio of

debt to gross domestic
product — and to do so
subtly — they’re pursuing
a policy of “financial repression.”

It’s not the first time they’ve
done so. Between 1945 and 1980,
for example, the U.S. succeeded
in cutting its debt-to-GDP ratio by
roughly 70 per cent.

But for retirees, the belt-tight-
ening is bad news. It means real
rates of return will be in the minus
column for decades to come.

Alertness is crucial

Indeed, investors now need to
be especially alert to the increase
in financial repression, given that
it transfers value from savers, in-
vestors and creditors to govern-
ment debtors.

In effect, retirees and others
who depend on cash flow will find
themselves losing purchasing
power with each passing year.

One method of financial re-
pression is to create negative real
interest rates by sinking them be-
low the inflation rate.

Consider bond rates. For 10-
year U.S. government bonds, the
interest rate is now below two per
cent; on Canada Savings Bonds,
rates average 1.6 per cent.

What’s wrong with
that, you might ask? In-
flation is now low, is it
not? After all, America’s
consumer price index is
reportedly hovering at
just two per cent.

But this number is
misleading, given that

changes made in the 1980s to
the way the CPI is calculated
likely underestimate the true
cost of maintaining a fixed stan-
dard of living.

Instead of using a fixed bas-
ket of goods to measure changes
in a fixed standard of living, to-
day’s formula uses substitution,
hedonic adjustments and geo-
metric weighting.

John Williams of www.shad-
owstats.com argues that if the CPI
were computed using the original
formula, the index would actually
be closer to 10 per cent — and
poised to go higher.

Most Americans likely believe
this, given what they now pay for
food, gas and home heating oil, as
well as medical care.

And although Mr. Williams
uses U.S. data, most countries in-
cluding Canada now calculate the
CPI in a similar way, thus likely
lowballing the inflation rate.

In Canada, this means some-
one buying Canada Savings bonds
is now probably losing 8.4 per cent
a year in purchasing power.

In 10 years, his principal will
be worth about 62 per cent less,

while  with his monthly income,
he’ll be able to buy only 38 per
cent of what he can buy today.

For retirees already struggling
to make ends meet, these calcula-
tions are truly frightening.

In 10 years, how will they cope
if they effectively have less than
half the money they have now?

Still, there’s a silver lining. Al-
though interest rate suppression
punishes savers and pensioners,
it rewards owners of gold bullion.

Because they think they need
income from bond interest or
stock dividends, most retired in-
vestors have given gold bullion
short shrift.

But the truth is that they
need cash flow. And cash flow
isn’t limited to dividends or in-
terest income.

It can also come from a steady
liquidation of their capital appre-
ciation, with a payback that can
be as good, or better, than that
from dividends or interest.

Prices up 12 per cent

As an example, let’s look at
gold. Over the past five years,
gold, in Canadian dollars, has ap-
preciated by 12 per cent.

If one’s gold holdings were
partly liquidated each month to
match the 1.6 per cent rate on
Canada Savings bonds, an in-
vestor would not only enjoy the
same cash flow, but would ben-
efit from a net appreciation of

10.4 per cent.
In effect, he would have suc-

ceeded in preserving his purchas-
ing power — even according to
Mr. Williams’ formula.

And although there’s no assur-
ance gold will restage its showing,
trends suggest the metal will like-
ly top its past performance.

In my upcoming book, $10,000
Gold – Why Gold’s Inevitable Rise
is the Investor’s Safe Haven (John
Wiley & Sons, Inc.), I discuss the
macro trends that will continue to
fuel a rise in gold prices.

Gold has moved in near lock-
step with the upward trajectory of
America’s debt — and will likely
do so for many years to come.

When I saw the devastating ef-
fect that financial repression was
having on my retirement-age
peers, I knew the problem would
have to be addressed.

So, I asked my colleagues here
at Bullion Management Group to
come up with a new investment
product, just as we did in 2002
when we introduced Canada’s
first RRSP-eligible mutual fund
for gold and silver bullion.

Launched in the fourth quarter
of 2012, the product — the BMG
Gold Advantage Return Bullion-
Fund — combines a fixed cash
flow with the wealth preservation
qualities that have historically
been associated with bullion.

The fund aims to provide a
convenient way of liquidating
part of the unit holders’ cash flow.
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It pays a fixed monthly cash
distribution of $0.07 a unit, rep-
resenting a superior rate of
cash flow (8.4 per cent annual-
ly as calculated on the opening
net asset value of $10 a unit)
compared to most bonds and
equity dividends.

Although the fund aims to pay
cash distributions from capital
gains, distributions are fixed and,
in certain circumstances, may re-
sult in a capital distribution.

Distributions themselves
don’t fluctuate and the fund al-
lows for daily redemptions.

Unlike many other precious
metals funds, our fund invests
only in class I units of BMG Gold

BullionFund which, in turn, holds
only physical gold bullion and not
gold proxies or derivatives.

This makes for a truly uncom-
promised bullion fund, one that
enables investors to benefit from
any increase in the price of gold.

Of course, governments will
keep talking about austerity, as
wel l  as  economic  recovery
through improved growth and
productivity.

But actions speak louder than
words. And governments world-
wide appear likely to want to con-
tinue to debase their currency by
keeping interest rates low, while
piling up ever more debt.

Investors who are unaware of

this may find it very difficult to
maintain their standard of living
using traditional fixed income
investments.

Clearly, the BMG Gold Advan-
tage Return BullionFund is an

idea whose time has now come.

Nick Barisheff is president and
chief executive officer of Bullion
Management Group of
Markham Ont.
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