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W

ith the global economy
in disarray, and central banks
around the world venturing into
uncharted territory, Euro Pacific
Capital’s Michael Finger sat down with two
leading lights of the hard currency movement
– Euro Pacific CEO Peter Schiff and Merk
Investments President and CIO Axel Merk
– to find out how American investors might
consider reducing risk and improving returns
in their portfolios.
Axel and Peter share the same “Austrian
School” approach to investing, which involves
looking for solid fundamentals and taking
government-supplied data with a grain of salt.
Both have a long track record of investing
in foreign markets, and neither is fond of
the long-term prospects for the US dollar.
Both gentlemen consider the US dollar to be
extremely vulnerable to significant declines
as a result of America’s unsustainable fiscal
imbalances.
To deal with these potential declines, both
encourage investors to consider a balanced
portfolio exposed to precious metals and key
“hard currencies” — those of creditor nations
with healthy long-term growth prospects and
an anti-inflationary stance.

As it happens, the currencies that Peter and
Axel find most attractive tend to fall into four
distinct regional categories: the Anglosphere,
the Nordic Bloc, Continental Europe, and East
Asia. However, within each region, subtle,
but notable, differences in opinion emerged
between the two. So, while both Axel and
Peter would potentially recommend any of
the currencies listed in this report, depending
on investor needs and circumstances, they
were asked to assign what they consider
the best of the best. In so doing, they shed
much light on the strange state of affairs that
currently governs how we earn, spend, and
trade. 

Euro Pacific Capital specializes in international investments. International investing may not be suitable for all investors. As with all investments,
an investor should carefully consider his investment objectives and risk tolerance as well as any fees and/or expenses associated with such an
investment before investing. The fluctuation of foreign currency exchange rates will impact your investment returns if measured in US Dollars.
To find out more and to see if this investment may be suitable for you, CLICK HERE.
You can also call one of our investment consultants directly. They can give you information and help you determine if these currencies meet
your particular investment objectives and risk tolerance. Call toll-free: 1-800-727-7922.
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Round 1: THE ANGLOSPHERE

Australian dollar, New Zealand dollar, Canadian dollar

verview: The Anglosphere consists of those countries where
English is the first language of a majority of the population. Generally,
these countries share the characteristics of stable governance,
rule of law, strong property rights, minimal corruption, abundant
natural resources, and relatively low or shrinking public debt. The
United States and United Kingdom are now among the weakest
members of this region, while Australia, Canada, and New Zealand
are among the strongest. Axel and Peter share an affinity for the
currencies of these strong members; however, each chose a
different top pick based on slightly different emphases.

Michael Finger (MF): What Do
You Like/Dislike about the
Anglosphere?
“One cannot discuss

Axel: the Anglosphere

currencies without first
understanding the global role of the US
dollar. The US government is in the process
of fighting market forces; in particular,
homeowners who would like to downsize –
which means foreclosures and bankruptcies.
Neither Congress nor the Federal Reserve
wants to let this happen, so they have been
spending and printing a lot of money.
The UK has many of the challenges that the
US is facing. The key difference is that the
depth of the market is much smaller and they
have fewer resources in Britain; as a result,
the pound (sterling) is quite vulnerable in our
view. Inflation is already running above 4%.
However, the Anglosphere currencies that
we’ve selected stand to benefit from a flow of
capital out of the US dollar (and the pound)
Send this report to a friend >

and into the sector where you have the
greatest monetary sensitivity – commodities.
Because of their exposure to commodities,
the Australian dollar – which, over the long
term, has had the highest correlation to
the price of gold of these currencies – New
Zealand dollar and Canadian dollar all
generally benefit from the Fed’s inflation. We
like all those currencies, with a few caveats.
In particular, we think Canada has been too
slow in raising rates. The key challenge the
Canadians have is that they have this huge
exposure to the US economy. Thus, the Bank
of Canada has been very reluctant to tighten
because they are so concerned about how a
stronger Loonie will disrupt existing trade.
What we’re concerned about in Australia is
that, frankly, everybody loves Australia. As
such, the currency is not cheap. Otherwise, we
like Australia.
The thing to pay attention to in New Zealand
is that the New Zealand dollar, of the major
currencies, is one of the most volatile.
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In fact, all of the Anglosphere currencies
chosen have quite some volatility, and while
we like them in the long run, investors have to
be aware of that. It’s just another argument in
favor of holding a basket of currencies in an
effort to mitigate the risk.”

I also like the Canadian dollar. Years ago,
Canada put in place some deep structural
changes to help deal with their problems
of deficits and big government. While it’s
certainly not a free-market utopia up there, I
think they’ve done a lot of good things, and I
think the Canadian dollar is going to rise.

“Well, I don’t like the UK.

Peter: I haven’t ever been a fan
of the pound (sterling),
and even though they are taking some steps
in the right direction – more so than the US
– in addressing some of their problems, I
still think they’re doing it much too slowly.
So, I think that the pound will continue to
lose value relative to some of these other
currencies. I ultimately expect the pound to
rise against the dollar, but that’s not the best
way to take advantage of dollar weakness.
I like the other countries that we’re talking
about better: Canada, Australia, and New
Zealand. New Zealand and Australia have
recently had problems with natural disasters.
You’ve had the floods in Australia and the
earthquake in New Zealand, but I think
despite those things, their economies are
strong.
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I agree that Canadian rates are too low, and
it’s unfortunate that they’re reluctant to raise
them. They’re trying to keep their currency,
which has been above parity all year with the
US dollar – for the first time in generations
– from moving too much higher. That is a
foolish mistake that other countries have
made, and if the intervention gets out of
hand, the Canadian dollar could fall relative to
the Aussie and New Zealand dollar. But I think
that the Canadian outlook will evolve…they’ll
learn. Look at Switzerland, for example: they
have the strongest currency in the world right
now, and their exports are booming!
I also understand that Canada is close to
the US, and so their economy is going to be
affected by a big downturn here. However, I
expect a lot of that slack to be made up with
greater exports to Asia, China in particular.”
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MF: What Is Your Top Pick in the
Anglosphere?

Axel’s Pick: New Zealand Dollar
Peter’s Pick: Australian Dollar

New Zealand Dollar.

Axel: “The reason that New

Zealand is our choice is
firstly that due to the recent earthquake, their
interest rates have stayed artificially low, which
means there should be a lot of catching up to
be done. We like that a lot.
The other thing we really like about New
Zealand, which is also true about Australia, is
that its central bank is firmly embracing free
markets, and allowing the currency to move
upward in order to tame domestic inflationary
pressures.
In the long run, the Australian dollar has a
lot of potential, but for right now, the New
Zealand dollar might be more attractive.”
Australian Dollar. “In
Peter: the short-term, I agree
with Axel that the New
Zealand dollar may rise faster. The Reserve
Bank of New Zealand is going to have to
start raising rates. The political winds are
blowing in the right direction there – you’ve
got the National Party firmly in charge – but
you know that can change in a few years. The
NZ Labour Party, when they come to power,
has the potential to do some stupid things to
undermine progress. I think that conservative
forces have a better chance of holding on
for the long term in Australia than in New
Zealand. I like that kind of consistency.
Further, the balance of payments situation
in Australia is more favorable, and I expect

that they are going to benefit more from
rising commodity prices than New Zealand.
New Zealand is strong in agriculture, but the
Aussie dollar has much more exposure to raw
materials, mining, and energy. The trends that
I forecast in those commodities should bode
well for the balance of trade in Australia and
for its currency.
Plus, Australia already has higher interest rates
than New Zealand; so, you start off by getting
a higher return when you own the Aussie
dollar because you’re getting paid more.”

MF: Any Other Thoughts?
“Political risk is certainly

Axel: not unique to New

Zealand. It is something
we see everywhere. Australia recently, for
example, again opened a debate about
higher taxes on the mining industry and
ended up raising them somewhat. As
commodity prices go up, everybody wants
to have a bigger share of that pie, and that
will mitigate some of the potential of these
currencies.” 

Euro Pacific Capital specializes in international investments. International investing may not be suitable for all investors. As with all investments,
an investor should carefully consider his investment objectives and risk tolerance as well as any fees and/or expenses associated with such an
investment before investing. The fluctuation of foreign currency exchange rates will impact your investment returns if measured in US Dollars.
To find out more and to see if this investment may be suitable for you, CLICK HERE.
You can also call one of our investment consultants directly. They can give you information and help you determine if these currencies meet
your particular investment objectives and risk tolerance. Call toll-free: 1-800-727-7922.
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ROUND 2: THE NORDIC BLOC
Norwegian krone, Swedish krona

verview: The Nordic Bloc consists of those cultures
rooted in the Northern European region of Scandinavia,
but extends as far as Iceland to the west and Estonia to the
east. The region is characterized by large welfare states, but
also extremely clean and transparent markets. Some Nordic
countries have natural resources, while others mainly offer an attractive
place to do business. Peter and Axel both like the core currencies of this
region – the Swedish krona and the Norwegian krone.

MF: What Do You Like/Dislike about
the Nordic Bloc?
“I like the whole region of

Peter: Scandinavia for a number
of reasons. A big one
is that it’s a way to gain exposure to Europe
without being in the eurozone.
I also like the fact that Scandinavia
experienced a lot of socialism already, and
they’re already dealing with the adverse
consequences. I think the pendulum is
swinging now in the correct direction: from
more government to less government, from
central planning to market reforms. Though
the pendulum is swinging more slowly than I
would like to see ideally, it is swinging in that
direction nonetheless. And I think you want to
go with that trend.
I like both the Swedish krona and the
Norwegian krone, but I wouldn’t want to put
both of them in a five-currency portfolio for
purposes of diversification.”
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“As far as the pendulum

Axel: that Peter talked about

is concerned, we agree
with that, but we think it affects different
countries at different rates.
Sweden is firmly embracing free markets
these days. It might be the most free-market
economy in the Western world.
In Norway, however, our concern is that
because of all the oil money, the government
is not getting the right incentives to move
away from the welfare state.
As we have seen in the rest of Europe, it’s
really the pain that you’re getting from
overspending that encourages reform. And
there, Sweden is, in our view, far ahead of the
rest of the world. Sweden has decided that, by
all means, you have to allow market forces to
play out. It’s in the class of countries, together
with Australia and New Zealand, that are really
embracing that philosophy. New Zealand
says that it’s too small to intervene in the
markets, Australia says that a high exchange
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rate is good to contain inflationary pressures,
and Sweden is letting companies like Saab
go bankrupt — they’re not bailing out their
national champions. These are indications that
market forces are being allowed to play out.
One more background point on Sweden:
Sweden had a lot of exposure to Eastern
Europe at the height of the credit crunch of
‘08, and we were quite concerned about the
Swedish banking system. That has abated,
in particular as Estonia joined the eurozone.
With those issues off the table, we have been
firmly embracing Sweden.
The Swedish krona is less about exposure
to commodities and emerging markets than
Norway, and more about what’s specifically
going on in Sweden, especially vis-à-vis the
rest of Europe. Peter mentioned that investing
in the Scandinavian currencies avoids some of
the issues in the eurozone. As this crisis moves
to new phases, it’s important to remember
that these Scandinavian currencies are
historically more volatile than the Continental
currencies, but that can mean greater

appreciation when they are on an uptrend.”
MF: What Is Your Top Pick in the Nordic
Bloc?
Norwegian Krone.

Peter: “If I had to choose

between the two
Nordic currencies, I would give the nod to
the Norwegian krone. I think Norway is in
a better position as far as their balance of
trade, their interest rates are higher, they
have more exposure, again, to the oil market
– about which I’m very bullish. I’m also bullish
on fishing, and I think that the Norwegian
economy is poised to benefit from the rising
tides I think will lift all boats in Scandinavia.
The theme in Norway is its potential exports
to booming emerging markets, which I expect
to continue. You could argue for the Swedish
krona in a five-currency portfolio to mitigate
one’s exposure to energy via Australia or
Canada, but then Norway is not only energy. It
has many attributes going for it and it tends to
avoid some of the safe-haven speculation that

Sweden is, in our view, far ahead of the rest of the world...Sweden is letting companies like Saab go
bankrupt — they’re not bailing out their national champions. These are indications that market forces are
being allowed to play out. - Axel Merk
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other strong currencies receive, so I think it is
an all-around good currency to have.”

Axel’s Pick: Swedish Krona
Peter’s Pick: Norwegian Krone

Swedish Krona. “In early

Axel: ‘09, the Swiss National

Bank (SNB) intervened
heavily in the currency markets to try to peg
the Swiss franc to the euro. At the time, we
published an editorial in the Financial Times
to the effect that Norway may become the
new Switzerland, because there you had all
the positives that Peter was mentioning.
As of the beginning of this year, Norway
has a new Central Bank governor who has
on a couple of occasions indicated that the
monetary policy in Norway will be very much
dependent on the exchange rate. Whenever
central banks start targeting exchange rates
aggressively to try to manage their domestic
economies, that raises a flag with us.
As far as Norway’s resource richness is
concerned, we agree that’s positive. The good
news is that if you do believe that the financial
crisis will worsen, the Norwegians will
certainly have ample resources to address any
issues that may flare up. So, from that point of
view, if you’re very negative on the financial
system as a whole, Norway should do better.
But if you believe, like we do, that as we work
through this crisis, the global economy will
strengthen without the US, then the Swedish
krona may outperform.”
MF: Any Other Thoughts?

way intellectually toward a more laissez-faire
situation. They abolished the estate tax in
‘05, which is very noteworthy. But I also think
that what is happening in Sweden is going to
influence what happens in Norway, and I think
the trend is going to continue in that region.
They all drank the big government/nanny
state Kool-Aid, and they’ve all had problems.
I think they’re smarter now. But the difference
is that Norway starts from a stronger position.
Now, if Norway fails to reform, then that
means Sweden might overtake them.”
“One comment about

Axel: the Nordic Bloc is that in
2005, I remember many
of our investors urged us to buy the Icelandic
krona and, at the time, we very clearly
communicated that we’re not going to invest
in fashion currencies. Obviously nowadays
it’s not a fashion currency but a basket case,
which rather confirms our stance.” 

“I agree that Sweden,

Peter: with some of its reforms,
seems to be leading the
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ROUND #3: CONTINENTAL EUROPE
Swiss franc, Euro

verview: Continental Europe is a major
cradle of civilization which includes many
diverse nation-states that are often at odds
with one another. The region largely adopted
mixed economies, with high taxes, high
regulations, and low growth, in the wake of World War II.
The most significant monetary development in this region
over the past two decades has been the formation of a
widely adopted currency union in the form of the euro.
The euro contains the stronger economies of Europe’s
core along with the weaker members on the periphery.
This is known as “two-speed Europe” and presents a
major challenge to euro investors. Alternatives are few,
consisting mostly of Balkan or post-Soviet states. The
major exception is Switzerland, which has a strong history
of independence from its neighbors and internal stability.

MF: What Do You Like/Dislike about
Continental Europe?
“A couple of thoughts.

Axel: With regard to the

euro, I’d like to take a
step back here. Ben Bernanke, Chairman
of the Federal Reserve, has testified that
going off the gold standard during the Great
Depression helped the US recover faster than
those countries that held onto it longer. And,
indeed, if I take away your purchasing power,
you have a great incentive to work. What
people often overlook is that somebody is on
the other side of that trade.
If you fast forward to today, with the Federal
Reserve rapidly debasing the dollar, if the
eurozone doesn’t debase their own currency
to keep pace, then they’re going to end up
with a host of economic problems.
Still, they may decide to have slow growth
against the backdrop of a stronger currency.
Sometimes people think that you need to
have economic growth to have a strong
Send this report to a friend >

currency, but look at Japan: lousy economic
growth for 20 years, yet a strong currency. The
more ineffective the Japanese government is,
the stronger the currency appears to become;
and the reason is that they have a current
account surplus. Having a current account
surplus means that the economy slows down,
consumers save more, and the currency gets
stronger.
The eurozone is not particularly sensitive to
changes in the economic growth forecast,
because its current account is roughly in
equilibrium. On the fiscal side, if you look at
the metrics as a whole, the budget deficit for
the eurozone is about half that of the US or
Japan.
What we like about the eurozone is that
there is a wonderful dialogue, as we call it,
between the bond market and the peripheral
economies. It’s the bond market that’s
imposing structure and reform on these
countries. Now, many criticize, rightfully,
those reforms as not being thorough
enough and not being implemented fast
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enough. But ultimately, it’s really an
internal problem of those peripheral
countries that they’re not doing it as
aggressively. The stronger countries –
Germany, in particular – are thriving in
this sort of environment.
Some investors dislike that there’s
no central treasury in the eurozone.
Well, there’s a positive and a negative
about having a central treasury. Such
an institution can address a crisis
much faster; but, conversely, a central
treasury will also spend money much
more easily.
Take the US: we don’t have the bond
market imposing reform and we have a
treasury that stuffed a trillion dollars into the
banking system. And so we’ve lost the will
to engage in reform, and we’re just pushing
many of these problems down the road. At
some point, the bond market will impose
reform if we don’t. The key difference at that
point will be the titanic current account deficit,
rendering the dollar far more vulnerable.
Also, regarding the euro versus the dollar,
many investors are not aware that when they
hold US money-market funds, they’re holding
huge exposure to the European banking
system – as much as 50% or higher in many
taxable money market funds – as these funds
are heavily invested in commercial paper,
denominated in US dollars, but issued by
European banks. So, one of the things we
have said is we’d rather hold German T-bills
outright than hold “cash” at no return and
potentially higher risk. (Editor’s note: For
most US investors, the “cash” portion of the
portfolio is held in a money-market fund.)
When we “hold the euro,” we’re talking about
holding northern European debt – we’ve
never touched any southern European debt.
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Still, we do believe that with all the negative
sentiment surrounding the euro, it may
continue to lag for quite awhile. We don’t
think there’s a silver bullet that will resolve all
the issues, and so these issues will continue to
be in the news and people’s minds for quite a
considerable period.
Taking all of this into account, we conclude
that the issues in the eurozone are very
serious, very real, but should primarily be
reflected in the spreads in the bond markets.
Over time, we expect the euro will prove itself
as the spreads widen for the countries that
continue to ail, but the euro gets stronger.
Now, we do expect there will be closer fiscal
integration, but what investors have to keep
in mind is that it’s really a carrot-and-stick
approach. What will happen in Europe is that
if a country mismanages its budget, it will
lose sovereign control over the budgeting
process. It’s a very theatrical process as it
plays out, but in many ways, that’s exactly
what should be happening.
With regard to the Swiss franc, we are a
bit concerned that the Swiss franc has
appreciationed too fast. On the fundamentals,
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we very much agree that a strong currency is
good for Switzerland, but some companies
are struggling. The pharmaceutical industry,
for example, has contemplated paying their
employees in euros because they can’t afford
paying them in Swiss francs any more. Of
course, the recently introduced ceiling of the
Swiss franc versus the euro may mitigate this
tension for the time being.”
“First of all, I think the

Peter: main problem that the
euro has is political. When
you put many different countries together
and you have all these politicians involved,
the moral hazards become enormous. Rather
than allowing Greece or Ireland to default,
they’re bailing them out – and by doing that, it
weakens the entire system. I think it basically
bakes in the cake budget deficits in all the
eurozone countries. There is no incentive for
any one country to act responsibly, because
it will later be asked to bail out the less
responsible members.
Ultimately, this could result in even more
printing of euros, and more people in
Europe looking for a safe haven. I think the
Swiss franc has been the go-to currency for
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Rather than allowing Greece or Ireland to
default, [the EU is] bailing them out – and
by doing that, it weakens the entire system...
There is no incentive for any one country to act
responsibly, because it will later be asked to bail
out the less responsible members. - Peter Schiff

most Europeans when they want to protect
themselves from a weakening euro, though in
light of the recent peg I’ll discuss in a minute,
they may choose precious metals or a safehaven currency in another region.
Still, I do not believe the euro is about to fall
apart. The negativity out there right now is
overdone. I do believe that the EU will put
a band-aid on the situation, that there will
be some kind of short-term solution that the
markets will embrace, the euro will rally – but,
ultimately, it won’t work.
I don’t think there is enough political will there
in the eurozone to do what’s right, which is
to allow countries to default – allow investors
and banks to lose money – so that market
disciplines rein in runaway government
spending. If the ECB could succeed in letting
people know that the euro is not going to be
printed, and that governments will default if
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they borrow too much, then the euro would
be the dominant currency in the world. But
so far, the way they’ve been handling the
problem shows me that politics is going to
rise above economics, and so the euro will
not be all that it could be – what it was initially
envisioned to be.

Axel’s Pick: Euro
Peter’s Pick: Swiss Franc

Meanwhile, look at Switzerland: its taxes are
relatively low, its regulations are few, and it
has a long history of stability and prosperity.
It was the last country to abandon the gold
standard, and it might be the first country to
re-embrace it.
In fact, a strong franc is very much in
Switzerland’s interests, since banking
and financial services are a large part of
its economy. People deposit money in
Switzerland because the Swiss franc is sound,
not because it’s weak. Switzerland has much
lower unemployment than the eurozone even
though – well, I’d say because – they have a
strong currency, and they have good export
growth. Finally, they barely have a budget
deficit at all. They have sound fiscal policy.
Unfortunately, Swiss bankers and politicians
are increasingly susceptible to the Keynesian
Kool-Aid. Despite the fact that their economy
has soared along with their currency, the
Swiss National Bank just announced that it
will peg the franc to the euro, and will buy
“unlimited quantities” of euros to keep the
common currency valued at least 1.20 francs.
This is absurd.
The Swiss declined to join the eurozone
because they did not want to outsource their
monetary policy. This latest move subverts
that intention and exposes Swiss citizens
directly to bankrupt Greeks and Portuguese.
As the cost to maintain the peg increases – as
I’m sure it will – I believe that the Swiss will
once again re-assert their independence.”
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MF: What Is Your Top Pick in Continental
Europe?
Euro. “Because

Axel: everybody in the world
now appears to hate the
euro, we have taken a bullish stance in the
medium- to long-term.
		
We like the Swiss franc in the long run as
well. Having said that, the Swiss franc has
experienced dramatic appreciation. For
the time being, the Swiss National Bank’s
aggressive policy has sharply reduced, but
not eliminated, investors’ appetite to use
the Swiss franc as a safe haven. We have
been arguing for years that there may not
be such a thing anymore as a safe asset and
that investors may want to take a diversified
approach to something as mundane as
cash. We agree there are many issues in
the eurozone, but the euro may still fulfill
an important role in a diversified basket of
currencies.”
Swiss Franc. “Over a

Peter: five-year time horizon, I
am still more confident
about the Swiss franc than the euro. But
I agree with Axel that given the fact that
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the SNB has forcefully capped the franc’s
appreciation, I would expect the euro to
recapture some of its lost ground in the nearterm. But, ultimately, over a longer-term time
horizon, I think the Swiss franc will gain further
against the euro as the Swiss cut themselves
free of the sinking currency union. Given that
it’s so hard to time these things, I’m sticking
with the franc.”

His inflationary predilections are only kept in
check by the level of domestic uproar. And
so one has to evaluate these things as time
moves on.” 

MF: Any Other Thoughts?
“Axel makes a great case

Peter: for why you should favor

the euro over the US
dollar and I agree. If it were a choice between
euros and dollars, I’d take euros every day. I’d
say, in a beauty contest, you know the dollar
is considerably less attractive than the euro,
but the argument is: should investors hold
the euro vs. the Swiss franc? To me, the Swiss
franc is clearly the belle of this ball. Over a
five-year time horizon, I think the Swiss franc
will do better.”
“As I have indicated, we

Axel: recommend a managed
basket of currencies
for most investors, and the reason for active
management is because circumstances may
change. A lot can happen in five years.
In Switzerland, yes, we like the fiscal policies;
but remember, the head of the Swiss National
Bank is Philipp Hildebrand – the man who
intervened to suppress the franc two years
ago and is now responsible for doing it again.
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investment before investing. The fluctuation of foreign currency exchange rates will impact your investment returns if measured in US Dollars.
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ROUND #4: East Asia

Singapore dollar, Chinese Renminbi
verview: East Asia has been the world’s major
growth region for the past several decades. After
World War II, the territories that fell under American
influence experienced capitalist booms, while Soviet
influence yielded stagnation. China, the cultural
heart of the region, divorced itself from Soviet communism and,
subsequently, from its own home-grown Maoist communism.
It has since embarked on a period of market liberalization
unprecedented in human history for its scale and speed.
Though East Asia is considered by some
commentators to be the most laissezfaire economic area in the world, the
governments have poor record on civil
liberties and legal systems can be corrupt
and unreliable. East Asia has been called the
new Wild West, and certainly there are many
opportunities to strike it rich.

MF: What Do You Like/Dislike about
East Asia?
“East Asia is my favorite

Peter: region of the world. I

think that’s where you’re
going to see the most dynamic economic
growth and the most opportunity.
Take Singapore. I just love Singapore as
an economy – it has minimal government
interference, low taxes, and low regulation.
For example, Singapore is one of the
only countries in the world that doesn’t
have a minimum wage – which, as far as
I’m concerned, is one of the stupidest
price controls ever devised. Almost every
other country in the world has adopted it.
Singapore hasn’t, and their unemployment
rate is around 2%! One of the reasons that
they basically have no unemployment in
Singapore is because they don’t punish
employers, and they don’t interfere with the
labor market the way all these other countries
do.
Send this report to a friend >

Singapore has a huge trade surplus on a per
capita basis, they have a high savings rate,
and they’re very much exposed to the growth
in China – which should tremendously benefit
its economy and its currency.
I also think the Singapore dollar is a safehaven currency. Axel talked about the Swiss
franc as a safe haven, and sometimes the yen.
I think the Singapore dollar is, in fact, a safe
haven currency, and I think its appeal on that
front will grow over time.
One major problem across Asia, and in
particular with China, is that you’re seeing all
these countries suppressing their currencies
in order to gain advantage over other Asian
countries in exports to the United States. The
governments all feel that a weaker currency
boosts exports and creates employment. I
think that is a very backward way of thinking,
and ultimately will be completely discredited.
As countries begin to see the foolishness of
this endeavor, then I think Asian currencies
will become more free floating.
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Right now, I know the Singapore dollar is
trending up. If the Chinese renminbi floats, I
believe it is set to go way up – which I think
will drive the Singapore dollar way up too.
From my vantage point, I expect most East
Asian currencies are set to rise in US dollar
terms the minute China stops fixing the RMB/
USD exchange rate.”
“We couldn’t agree more

Axel: about the openness of

Singapore. When we
launched an Asian product, within about
two weeks, we got a call from the Singapore
government to encourage us to open
up an office in Singapore, offering us all
kinds of incentives to that end. What other
government in the world is actively scouting
out for opportunities to attract business like
that? London and New York certainly don’t
do it these days. We are generally positive on
the Singapore dollar as well. The one cautious
note on Singapore is that the monetary
authority there has a mandate to manage
the exchange rate. While that may be very
appropriate for a small, trade-based country,
it might present a hazard if one is afraid of
the competitive devaluations that Peter has
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mentioned.
On the positive side, Singapore was one
of the first countries in Asia to say that it is
going to allow its currency to appreciate to
combat domestic inflationary pressures. And
that’s really our theme for Asia, East Asia in
particular: policy makers in these regions
need to allow their currencies to appreciate
because of domestic inflationary pressures.
The ability of an economy to produce goods
and services at what we call the “the higher
end of the value chain” is the principal
enabler of a stronger currency. Out of
Europe, for example, you have very few lowend consumer goods being exported and the
EU engages in less competitive devaluation.
In Asia, if you look at Vietnam, for example,
the country is only competing on price and
has thus engaged in fierce competitive
devaluation. So, as far as Asia is concerned,
the higher up a country is on the value chain,
the more we favor it.
In particular, we like China because they
have been embracing their advancement up
the value chain. China has allowed weaker
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industries, like the toy industry, to fail.
Meanwhile, as the US has been outsourcing
ever more complex processes to stay
competitive, China has become the prime
place that can absorb those industries. As a
result, China now has a lot of pricing power.
Think about how amazingly competitive
a company has to be to thrive in China’s
domestic market and the US export market.

already selling more to Europeans than
Americans. If they were told that they could
unleash all this potential by servicing their
domestic market, I believe they would get
substantial growth down the road.

Zooming out a bit, the single best thing that
could happen to global stability is if the Asian
countries were to develop their domestic
fixed-income markets. Right now, one of
So, China has been taking all the right steps to
the reasons they have these pegs and this
get ready for a more freely floating exchange
dependency on the US is that much of their
rate. If you take a five-year horizon, we very
financing is done through the US dollar.
much believe that they’re going to get there.
If they were to foster domestic markets,
In the short run, of course, the currency has
which means loosening up on capital flow
this quasi-peg. While it is appreciating this
restrictions and other measures, then they
year, it is very tightly managed.
could gain complete independence and
market vibrancy. The only challenge
is that it takes years to build that
When [Merk] launched an Asian product, we got a call from
trust. That is where the emphasis
the Singapore government to encourage us to open up an
office...What other government in the world is actively scouting should be for these policy makers,
out for opportunities to attract business like that? - Axel Merk
and that’s one of the reasons we like
China; China has been one of these
countries that’s been developing
If China were to have a ‘hard landing’
their domestic renminbi bond market, and
after its current boom, as some analysts
also a Hong Kong-based one.
are predicting, then domestic inflationary
pressures would abate, and the willingness of
I agree with Peter that the time horizon really
the Chinese government to allow its currency
depends on the politics, and neither Peter
to appreciate would also abate.
nor I know exactly how this will play out. But
at least we’ve touched on the sorts of things
To avoid this, we believe that they should
we’re looking out for.”
be moving aggressively toward a stronger
domestic economy, building up their middle
MF: What Is Your Top Pick in East
class; but this should not be accomplished
Asia?
the way American policy makers would like,
by giving them credit cards, but by giving
Singapore Dollar.
their middle class a vision. We sometimes
Peter: “Given the current
half-jokingly say that China needs a Ronald
outlook – the ‘known
Reagan to give them a vision and unleash
knowns’ as Rumsfeld would say – I like the
their dramatic potential. In reality, they
Singapore dollar.
don’t need a Ronald Reagan, as they have a
powerful propaganda machine with which
I like the Chinese renminbi a lot too... as soon
they can do the same. The Chinese currently
as the Chinese government allows it to rise.
believe that the most important factor in their
Whether it’s going to happen this year, next
growth is the US market, even though they’re
Send this report to a friend >
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year, or three years from now, I don’t know
for sure. I think it’s probably going to happen
within the next five years, and Axel may very
well be right that the renminbi will outperform
the Singapore dollar during that term.

Axel’s Pick: Chinese Renminbi
Peter’s Pick: Singapore Dollar

But until that happens, I think the Singapore
dollar will outperform. I didn’t want to make
the assumption that China would pull the
trigger, and I like the Singapore dollar on its
own merits.”
Chinese Renminbi.

Axel: “The key thing to

remember when you’re
contrasting the Western currencies with Asian
currencies, and Singapore is included in
this, is that the values of Asian currencies are
directly managed by their governments. So,
you’re embracing the political risk that these
governments might not allow their currencies
to appreciate even if the fundamentals are
strong.

outperform in that scenario. Because of this
dramatic upside potential, I have included it
in my five top choices. Though, as always, I
recommend a diversified, managed basket of
currencies for most investors.” 

By all means, the Singapore government
is going to be far more flexible than most
of the other ones, but, still, the liquidity
isn’t quite there. That will keep Singapore
from being a global safe haven, but on the
margin I perfectly agree with Peter. Within
Asia, it certainly is a safe haven, and as other
currencies are depreciating, the Singapore
dollar should only increase in status; but it’s
not at the level of the Swiss franc, for example,
at this stage.
Meanwhile, as described earlier, we do
believe that China is on course for a floating
renminbi, and we both agree it should
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ROUND #5: WILD CARD
verview: Every currency listed in
this report is considered stronger than
the US dollar by both Axel and Peter.
Yet, some seem more predictable than
others. The Wild Card is the currency
that each would put in his top five, even with a major
X-factor to be resolved over the next five years.

MF: Which Currency Did You Choose
for a Wild Card?
Canadian Dollar. “Our

Axel: hope and expectation is
that the Canadians will
finally embrace the notion that they have to
look after their own interests. However, they
are well-integrated with the US both politically
and economically, so it will be harder for them
to follow their own path than it will be for
Australia and New Zealand.
If they do, there is much potential in Canada
for sustained growth. They have natural
resources and fair governance. Immigration
has produced many ties between Canada and
East Asia. Yes, there is much potential if they
can successfully untangle themselves from the
United States.”
Chinese Renminbi.
Peter: “At any time, I think
the Chinese can come
to their senses and abandon their foolish
monetary policy, let the currency rise to
wherever the market wants to send it, and
rather than see a crash, I believe they’ll see a
boom like never before.
The easiest way to empower the middle class
and the poor in China is to allow the value
of the renminbi to rise so that their wages
have more purchasing power, basic material
costs come down, and living standards rise.
Send this report to a friend >

Then, the Chinese won’t have to worry about
exporting – they’ll simply consume their own
production.
People keep saying that the Chinese can’t
afford their own products. They can! We’re
the ones that can’t afford them. We borrow
the money to buy Chinese goods from
the Chinese. All they have to do is stop
supporting the dollar, i.e. giving us money,
and the seesaw will flip from the American
consumer to the Chinese consumer. The
government doesn’t have to design it, they
just have to let it happen naturally.
There will be certain companies that fail in
that environment, but their resources, their
capital, and their labor will be liquidated and
redirected toward domestic consumption and
toward exports to other countries that can
afford to pay. That’s how markets work.
So, I think to the extent that China acts sooner
rather than later, the gains in the renminbi
over the next five years could be substantial.
Also, I should note that the Hong Kong dollar
may become an even better way to invest
in this trend. While it is currently pegged to
the US dollar, the Hong Kong government
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might well decide that pegging to a floating
renminbi is a better bet. Since Hong Kong
is a more developed market with stable
property rights and high economic freedom,
a renminbi-linked Hong Kong dollar may
become the currency of choice for global
investors in the next five years.”

MF: Any Final Thoughts?
“We will be publishing

Axel: a white paper on the

Chinese leadership
transition where we’ll dive into some of the
issues Peter mentioned. I’d like to emphasize
that we publish a lot to try to go into detail
on general themes such as those discussed
today. As a firm, we try to communicate as
actively as we can, and as we see the situation
evolving.”
“As Axel has said, look,

Peter: this is a report, so in

the interest of time, we’re each picking five
currencies for the next five years, but the
beauty of actually investing is that you don’t
have to make a five-year commitment and
you don’t have to stick to five currencies. I
could hold the opinion that the New Zealand
dollar in the short-run is going to gain against
the Aussie dollar and then pull back, or I
can anticipate that the Swiss will peg their
currency as they have, halting the franc’s
climb. We have the ability, as fund managers,
to alter our portfolios to try to take advantage
of some of these shorter-term trends.
I do recommend buy-and-hold for retail
investors building portfolios of individual
stocks and bonds, but that’s because
someone who is not a full-time investing
professional is at a grave disadvantage trying
to move in and out of the market. If you want
that kind of optimization, consider a managed
fund.” 
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Peter Schiff’s and Axel Merk’s
Five Favorite Currencies for the Next Five Years

AXEL MERK

PETER SCHIFF

ROUND 1:
Anglosphere
Australian Dollar

New Zealand Dollar

ROUND 2:
Nordic Bloc
Norwegian Krone

Swedish Krona
ROUND 3:
Continental
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Swiss Franc

Euro
ROUND 4:
East Asia

Singapore Dollar

Chinese Renminbi

ROUND 5:
Wild Card
Chinese Renminbi
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These comments are being exclusively released to clients and subscribers of Euro Pacific Capital and Merk Funds
by express permission of Peter Schiff and Axel Merk respectively.
 To find out more about Merk Funds, please visit www.merkfunds.com or call 1-866-MERK-FUND.
 To find out more about Euro Pacific Capital, please visit www.europac.net or call 1-800-727-7922.

About Euro Pacific Capital

Founded in 1997 and headquartered in Westport, Connecticut, Euro Pacific Capital, Inc. is a
full-service, registered broker/dealer specializing in foreign markets and securities. Euro Pacific
Capital is among the few US brokerage firms making direct purchases of foreign shares, on foreign
exchanges. Through their Euro Pacific brokers, our clients receive advice about foreign securities
that may simply not be offered by discount brokerage firms.
Euro Pacific Capital has grown to include six regional branches – Westport, CT; New York, NY; Palm
Beach, FL; Scottsdale, AZ, Newport Beach, CA; and Los Angeles, CA – more than fifty investment
consultants, a team of analysts, and three divisions – Retail Brokerage, Wealth Management and
Capital Markets.

About Merk Funds

Merk Investments, with approximately $800 million in assets under management, is the largest
mutual fund company that focuses predominantly on currencies. The Merk Funds are a suite of
transparent no-load currency mutual funds that do not typically employ leverage, consisting of: the
Merk Hard Currency FundSM (MERKX), the Merk Asian Currency Fund® (MEAFX), the Merk Absolute
Return Currency Fund® (MABFX) and the Merk Currency Enhanced US Equity FundSM (MUSFX). The
Merk Funds provide investors with the opportunity to add managed currency exposure to their
portfolios, which may provide valuable diversification benefits.
As with any mutual fund product, there is no guarantee that the fund will achieve its goals. Investment return and
principal value will vary and shares may be worth more or less at redemption than at original purchase; the Fund is
not a substitute for a money market fund. Investors should consider the investment objectives, risks and charges and
expenses of Merk Funds carefully before investing. The prospectuses contain this and other information about Merk
Funds. To obtain a prospectus, please download it from the Fund’s website www.merkfunds.com or call (866) MERK
FUND. The prospectus should be read carefully before investing.
Since the Merk Hard Currency FundSM , the Merk Asian Currency Fund®, and the Merk Absolute Return Currency
Fund® primarily invest in foreign currencies, changes in currency exchange rates will affect the value of what the Funds
own and the price of the Funds’ shares. Investing in foreign instruments bears a greater risk than investing in domestic
instruments for reasons such as volatility of currency exchange rates and, in some cases, limited geographic focus,
political and economic instability, and relatively illiquid markets. The Funds are subject to interest rate risk which is the
risk that debt securities in the Funds’ portfolios will decline in value because of increases in market interest rates. The
Funds may also invest in derivative securities which can be volatile and involve various types and degrees of risk.
The Merk Currency Enhanced US Equity FundSM may invest in exchange traded funds (“ETFs”). Like stocks, ETFs are
subject to fluctuations in market value, may trade at prices above or below net asset value and are subject to direct, as
well as indirect fees and expenses. The Fund also invests in foreign currencies, as such, changes in currency exchange
rates will affect the value of what the Fund owns and the price of the Fund’s shares. Investing in foreign instruments
bears a greater risk than investing in domestic instruments for reasons such as volatility of currency exchange rates
and, in some cases, limited geographic focus and political and economic instability. The Fund may invest in derivative
securities which can be volatile and involve various types and degrees of risk.
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Biographies
Peter Schiff

Peter Schiff is Chief Executive Officer and Chief Global Strategist of Euro Pacific
Capital. He is one of the few non-biased investment advisors (not committed
solely to the short side of the market) to have correctly called the current bear
market before it began and to have positioned his clients accordingly. As a result
of his accurate forecasts on the US stock market, economy, real estate, mortgage
meltdown, credit crunch, subprime debacle, commodities, gold and the dollar,
he is becoming increasingly more renowned.

Peter has been quoted in many of the nation’s leading newspapers, including The Wall Street
Journal, Barron’s, Investor’s Business Daily, The Financial Times, The New York Times, and The
Los Angeles Times and appears regularly on CNBC, CNN, Fox News, Fox Business Network, and
Bloomberg TV. Peter is also the host of his daily radio program, The Peter Schiff Show. As an
author, he has written four bestselling books, including his latest: “Crash Proof 2.0: How to Profit
from the Economic Collapse” and “How an Economy Grows and Why It Crashes.”

Axel Merk

Axel Merk is the President and CIO of Merk Investments, and manager of the
Merk Funds. He is a pioneer in the use of strategic currency investing to seek
diversification. Axel Merk is a sought after speaker and author on topics ranging
from the economy, gold and currencies to sustainable wealth and personal
finance, as well as a regular guest and contributor to the business media around
the world.

Mr. Merk manages the Merk Hard and Asian Currency Funds and co-manages the
Merk Absolute Return Currency Fund and the Merk Currency Enhanced US Equity Fund. He holds a
B.A. in Economics (magna cum laude) and a M.Sc. in Computer Science from Brown University.
As with any mutual fund product, there is no guarantee that the fund will achieve its goals. Investment return and
principal value will vary and shares may be worth more or less at redemption than at original purchase; the Fund is
not a substitute for a money market fund. Investors should consider the investment objectives, risks and charges and
expenses of Merk Funds carefully before investing. The prospectuses contain this and other information about Merk
Funds. To obtain a prospectus, please download it from the Fund’s website www.merkfunds.com or call (866) MERK
FUND. The prospectus should be read carefully before investing.
Since the Fund primarily invests in foreign currencies, changes in currency exchange rates will affect the value of what
the Fund owns and the price of the Fund’s shares. Investing in foreign instruments bears a greater risk than investing in
domestic instruments for reasons such as volatility of currency exchange rates and, in some cases, limited geographic
focus, political and economic instability, and relatively illiquid markets. The Fund is subject to interest rate risk which
is the risk that debt securities in the Fund’s portfolio will decline in value because of increases in market interest rates.
The Fund may also invest in derivative securities which can be volatile and involve various types and degrees of risk.
For a more complete discussion of these and other Fund risks please refer to the Fund’s prospectus.
Euro Pacific Capital and Merk Funds are not affiliated companies.
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