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S&P500 at 987 on 31 July 2009

Year to Date Asset Class Returns

YTD Model
Symbol AssetClass Return Status
PCRIX Commaodities 198 IM
VGSIX  REIT 2.3 ouT
VEINX  S&P500 11.0 ouT
WVMEXK Money Market 06 IM
VBMFX Bond Index 36 ouT
VETSX  Intern'l Stocks 218 ouT
VISVX  5m Cap Value 12.2 ouT
VBISX  Short Term Bond 2.4 IM
GOLD Gold 9.8 IN

Last month | discussed when we could expect a
bottoming of asset prices for housing and stocks.
The research indicates that after a banking crisis
these asset classes take a long time to recover.
Scholarly research shows it’s not realistic to
assume a fast and sustainable recovery of
equities. My stock model signals that stocks are
richly priced at this time.

I’m going to address this month the valuation of
stocks, bonds, and gold. | will correlate my
observations with a recent Financial Times
article by Alan Greenspan discussing the near
term economic future. Greenspan gets a bad rap
from commentators and some of it is justified. |
don’t believe the man is evil or corrupt or always
wrong as some claim. He’s a highly intelligent
professorial type of guy but mistaken at times
like everyone. His errors had big consequences.
His commentary is useful to understand our
situation right now.

Greenspan believes a bottoming of home prices
is a key factor for economic recovery. Some
believe house prices have hit a bottom.
Historical data from past banking crisis’
indicates homes should bottom on average after
six years or in 2012. An early recovery is
possible though because there’s a lot of

variability in the historical data. Low interest
rates and increasing affordability would be the
major factors. Maybe the bottom is in but I'm
not yet convinced.

The experts say they see the beginnings of a
cyclical upturn for key world economies. Maybe
that’s true. I don’t see a bottom yet for stocks.

I’1l also discuss the idea of a dollar devaluation.
There won’t be a formal devaluation because
there is no formal currency pegging system.
They float against each other. There could be a
US debt default or, more likely, a new reserve
currency system where the dollar isn’t used for
commodity transactions and international
settlements. This sort of change would require
planning and cooperation among nations and
could be implemented if US deficits appear open
ended.

Stocks:

An expanding chorus of optimists believes the
stock market has turned the corner and is headed
back up to new highs. The TGR stock model
disagrees and sees increasing over-valuation.
I’ve stated for the last two months that the
economy would exit the formal recession by late
summer. This should not be confused with the
stock market entering a new bull phase.

US economic growth could be positive by the
year end quarter. Regardless of where GDP goes
next quarter, the real issue is picking the critical
turning points in asset classes.

I’ve sent alerts to subscribers indicating a change
of trend in commodity prices and recommended
adding USO and general commodity funds to
portfolios. So far, these themes are playing out
as | thought.


http://www.ft.com/cms/s/e1fbc4e6-6194-11de-9e03-00144feabdc0,dwp_uuid=73adc504-2ffa-11da-ba9f-00000e2511c8,print=yes.html
http://www.ft.com/cms/s/e1fbc4e6-6194-11de-9e03-00144feabdc0,dwp_uuid=73adc504-2ffa-11da-ba9f-00000e2511c8,print=yes.html
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My stock model has done very well over the last
decade. Stock prices though can and do move
contrary to my model at times due to investor
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optimism. | avoid these periods and make no
attempt to play momentum.

Greenspan believes the powerful forces of
deflation must be beaten back if the world
economy is to recover. | have no doubt the Fed
can beat back deflation in America but at what
price. Looking forward, debt and inflation
remain the big obstacles to a sustained rise in
stock prices. Let’s see what Alan Greenspan has
to say about the markets.

Greenspan: The rise in global stock prices
from early March to mid-June is arguably the
primary cause of the surprising positive turn in
t he economic envi
beginning of a prolonged economic recovery or
a false dawn? There are credible arguments on
both sides of the i

markets have rallied so far and so fast this year
that it is difficult to imagine they can proceed
further at anywhere near their recent pace. But
what if, after a correction, they proceeded
i nexorably higher?
in global equity prices would thus assist in the
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Greenspan believes rising stock prices are a
critical factor for escaping deflation and
resuming world growth. Therefore, it seems
prudent to evaluate stock prices and assess the
chances for stocks rising more near term.

There are some reasons why I’'m cautious on
stocks.

First, as | explained last month, after a banking
crisis, a nation’s GDP (economic activity)
usually craters after two years. From there it
continually improves.

Our present situation of economic recovery by
ete sumnder is therefgre quite inaymaltande
right on the timeline.

I the rest of the “reco@v’0 fbllgws thesqnermak k
pattern, the stock market won’t bottom on
average until 1.5 years after GDP. It takes a
while for earnings to improve. That would mean
a_stock market bottom around December 2010.

Is thare apyrewidensentqysapgort myebelief hat r y

stock prices are over-priced at this stage?

economy.
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The enthusiasm for stocks is based on touted
improvements in the less than accurate
“Operating Earnings” rather than looking at the
“Reported Earnings” used by accountants. The
spread between the two is huge. Operating
earnings adds back one-time charges and various
adjustments and “impairments” deemed non-
representative of a company’s “true” ability to
generate income. ‘“Reported Earnings” are
numbers firms give to the IRS - the ones they
dare not fake. Wall Street loves to quote
operating earnings and investors following this
pied piper will get what they deserve once again.

valuation of a stock or the general market. The
long term average is around 17. The blabber you
hear on CNBC about the PE ratio only being 14
is bunk. That low PE is based on Operating
Earnings estimates and not estimated Reported
Earnings. The real PE is closer to 28 for 2009
and 21 for 2010. (Caveat: Estimated forward
earnings are notoriously unreliable.)

According to Standard & Poors, the earnings
discrepancy gap historically closes downward
toward the Reported Earnings estimates. If the
gap closes like S&P suggests, then the stock
market is very richly priced right now.

$30.00 =
Eamings Estimated . .
beyondgMarch 2009 l Operating vs Reported Earnings
$25.00 e - ] ]
B Operating
Future earnings historically tend to come in
4 .. e B Reported
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In the chart you see the close relationship Greenspan: My hypothesis will be tested in the

between actual operating earnings and actual
reported earnings over time. There’s normally a
10% difference with operating numbers being a
bit higher.  On the left of the chart are the
estimated forward earnings from March 2009 to
December 2010. Estimated Operating Earnings
estimates are 75% higher than estimated
Reported Earnings. That’s not good.

The Price-per-share/Earnings-per-share ratio
(PE) is a metric used to judge the relative

~4 o~

year ahead. If shares fall back to their early
spring | ows or worse
shootso spotted in

TGR sees share prices as over-priced. |If
earnings do indeed move down towards
Reported Earnings, then share prices could
correct severely. For shares to move below the
March lows it would require a dollar crisis or a
rapid move up in commodity prices that chokes
off growth. Rising interest rates from inflation

recen
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would also be a factor. That would end the green the greater future challenge. If political

shoots of recovery.
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Standard & Poors cautions that consumer
spending is the key going forward. Higher
consumer spending is likely in the months ahead
as a rebound from widespread fear subsides.
There won’t be an end to stimulus or federal debt
expansion. The unavoidable consequence of
stimulus is inflation.

Greenspan: Stock prices, to be sure, are
affected by the usual economic gyrations. But,
as | noted in March, a significant driver of
stock prices is the innate human propensity to
Sswing bet ween
experience, such episodes are often not mere
forecasts of future business activity, but major
causes of it.

For the benevolent scenario above to play out,
the short-term dangers of deflation and longer-
term dangers of inflation have to be confronted
and removed. Excess capacity is temporarily
suppressing global prices. But | see inflation as

euphori a

~5~

pressures prevent central banks from reining in
their _inflated balance sheets in _a timely
manner, _statistical _analysis __suggests _the
emergence of inflation by 2012: earlier if
markets _anticipate _a prolonged period of
elevated money supply.

The real crisis comes if we can’t scale back the
stimulus due to political pressures from rising
unemployment. The stimulus and spending path
is extremely dangerous because it expands debt
and fiscal imbalances.

What does history show? As | discussed last
month, unemployment doesn’t improve after a
banking crisis for almost five years. That will
take us, on average, to late 2011 with an
historical unemployment rate surge to 11.4%.
That estimate is probably optimistic. Respected
analyst Meredith Whitney says it will rise to

13% or higher.

Congress will be under immense pressure to
continue spending money until then. But,
Greenspan already said that inflation will be a
problem by that date. Therefore, Obama must
end the stimulus now to prevent inflation but that
will kill the economy. He has no options —it’s a
trap with no way out.

It’s not just America. The world’s big
governments are all trying to sell debt.

Greenspan: Inflation is a special concern over
the next decade given the pending avalanche of
gowenmmdent debé adbaut to Be unloaded an world
financial _markets. The need to finance very
large fiscal deficits during the coming years
could lead to political pressure on central banks
to print money to buy much of the newly issued
debt . e . Thus,

before the restoration of full employment é

History shows that unemployment will rise for
two and a half more years and Congress will

welht er e
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likely spend until if falls. Greenspan says
interest rates will be rising by then. In other
words, we’ll have rising rates and rising
inflation. What does history portend for stocks
in that environment?

Greenspan: Fears of an eventual significant
pick-up in inflation may soon begin to be
factored into longer-term US government bond
yields, or interest rates. Should real long-term
interest rates become chronically elevated,
share prices, if history is any guide, will remain

suppressed.

So, if history is any guide, unemployment will
stay high until late 2011 and inflation is poised
to rise by then. Inflation will feed into rising
interest rates. If rates stay chronically high they
will choke off the stock market.  Since,
Greenspan believes rising share prices are
necessary to economic recovery, we have a
serious problem. Shares are already over-priced
(“euphoric” per Greenspan) and rising interest
rates will further discount them. The TGR Stock
Model shows stocks are dangerous at this point
and will become more dangerous if inflation
rises.

The market seems to believe that corporate
earnings will ramp up with the massive stimulus
spending like it did in 2003 as Bush’s spending
and wars boosted the economy. However, we
weren’t in a credit collapse at that time. The
Bush spending frenzy gave us the housing and
stock booms and made everyone feel rich thus
folks spent money. That isn’t going to happen
again. This time, the consumers are saving and
will continue saving until the job situation
improves.

The major reason I’m cautious is because my
stock market model is very negative on stocks
and has never been wrong at switching near the
cyclical market bottom or top. You may take my
market timing models with a grain of salt but

don’t dismiss the fraud of operating earnings and
the excellent research | detailed last month by
Reinhart and Rogoff showing a long recovery
required for stock prices after a banking crisis.
Don’t dismiss Greenspan’s commentary about
the critical linkage between stocks and interest
rates and inflation.

How Long Can Stock Prices Stay High?

Stock prices have a strong psychological factor.
Longer term, stock prices need earnings growth.
The economic recovery of late summer 2009 will
improve corporate earnings over time. Stock
prices though are far ahead of reality.

In the earnings chart earlier in this report, you
can see the expectation is for operating earnings
to continue their trajectory growth going forward
into 2010. Once the market sees that Operating
Earnings are too optimistic it will contract. This
may take until mid 2010. Thus 2009 could be an
up year for stocks.

A reasonable observer must conclude that the
dangers and stresses are likely to grow with
attempts to blow up another recovery bubble. We
mustn’t assume the Treasury will reduce
stimulus as part of their “exit strategy”.

Our leadership hasn’t been fiscally responsible
for 25 years. Bush recklessly expanded debt
from 5.5 to 11 trillion in eight years to assuage
the 2001 recession. Obama is doing the same
thing and the CBO says debt will grow to $22
trillion by 2019. That’s an under-estimate as my
analysis last month showed.

With no way out, the only bubble left is the
dollar. We won’t make it to 2019.

Bonds:

My bond model is negative on long duration
fixed income. Why anyone would buy long
treasury bonds from a nation piling up trillions in
debt every year boggles the mind. Yes, I
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understand that long interest rates are well above
the short term inflation rate. We have to look
ahead. Interest rates are at a major cyclical low
and are headed back up. The capital losses in the
years ahead from rising rates will be devastating.
There will no safe haven in corporate debt.
When the yield curve steepens, all debt issues

period. So, he used money supply and I used
price inflation as measured by the CPl. He
arrived at a 2009 fair value price of $815 —
updated as of June 2009 — a price near identical
with mine. He cautions that gold is over-priced
but the fundamentals are very good.

will adjust. AUsing the average of 2008 and 2009's inflation
rates for the US dollar, and gold's inflation rate
for 2008 | come up with an approximate
average value for gold of $815 for 2009. Please

note that this is an estimate of the average value

Gold:

My gold model remains positive on bullion’s
direction. The price of gold is above fair value

which | estimate at $800.  However, the
underlying economic fundamentals are very
positive for gold.

I arrived at my estimate of gold by calculating a
fair value for bullion at several price points since
1971. 1 applied the Bureau of Labor Statistics
inflation figures to an adjusted base price for
gold and projected it forward with the inflation
rate. | arrived at a fair value price of about $800
at June 2009 — give or take $50.

Another analyst | respect, Mr. Paul Van Eeden,
did a projection like mine but based his on the
expansion of the money supply over the same

for the year, and not a yeand estimate. Paul
Van Eeden

| agree with his analysis. | believe | have an
advantage in that my gold model does not
attempt to place a fair value on gold — it is not
based on CPI or money supply. My Gold Model
shows the direction of gold. Historically, this is
the most important factor. Any future price
decline predicted by my model should be
evaluated relative to valuation to give an
indication of the severity of the decline. At this
time, gold is about 18% above fair value but the
trend is up. This is not a dangerous situation. If
the deficits aren’t controlled and inflation spikes

1 1,20000
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up as appears likely, then gold’s premium over
fair value will be closed quickly.

I don’t believe gold will move strongly above
$1000 any time soon because inflation is too
low. It could move for other reasons. Inflation
will likely be muted for maybe another year.

Can We Trust the Government Consumer
Price Index (CPI)?

Some people will question my use of CPI as an
accurate gauge of inflation. Others refuse to
believe any statistics the US government
publishes because the numbers run counter to
their personal belief system about the future. My
analysis shows the CPI calculations to be
reasonably accurate. | will acknowledge that
various CPI adjustments made by the Bureau of
Labor Statistics (BLS) may appear tortured but
overall their work isn’t bad. This follows my
belief that 90% of government workers act with
integrity doing their jobs. It’s the policies set at
the top that are wrong.

To verify the BLS inflation numbers, |1
conducted a highly sophisticated and complex
study. | contacted the Wrigley Chewing Gum
company and asked how prices have risen over
time on their five-stick pack of Spearmint gum. |
selected this product because it hasn’t changed in
fifty years. It’s made in America and has no
inherent advantage over its many competitors.

The price was $.05 per pack or 1 cent per stick
between 1962 until 1972. In 1972 it was raised
to 1.4 cents per stick. | started with a base year
of 1968. Let’s calculate forward the price per
stick using the CPI and Wrigley’s price
information.

According to BLS, prices have risen 6.2 times or
620% since 1968. Wrigley’s gum has gone up
700% over the same period. | could tweak this
by changing the base starting year but the facts
are clear. BLS isn’t lying about inflation relative

to chewing gum prices. There are however
significant lags between inflation and product
price adjustments. Sometimes Wrigley was
ahead of BLS and sometimes behind. Over forty
years it averaged out fairly close.

The Gleason Report
Wrigley Spearmint Gum Analysis
Price versus CPI Inflation

Date Actual Cost | CPl Adjusted
per Stick in | Cost per Stick
Cents from1968 base

of 1 cent

1972 1.40 1.20

1974 1.43 1.42

1978 2.14 1.87

1981 2.86 2.61

1986 3.57 3.15

1989 4.28 3.56

2004 5.00 5.43

2007 6.00 5.96

2009 7.00 6.20

Base price of 1 cent/stick in 1968
Source: Wrigley Consumer Affairs and BLS CPI
Calculator

This chart should also prove to you the dangers
of inflation. The $1 you found in granny’s old
sofa has lost 62% of its purchasing power. The
US government is in far worse shape today with
mega-trillion deficits ahead and crazy people
running congress. Now, explain to me again
how deflation is a problem for a government
with a printing press.

Deficits

All this leads into a discussion of the deficits.
Congress faces immense pressure to continue
spending stimulus money while unemployment
is rising. At the same time, inflation will be
rising. The government should immediately
reduce its budget deficits but that is deflationary.
The budgets can’t be cut. Thus, the official


http://data.bls.gov/cgi-bin/cpicalc.pl
http://data.bls.gov/cgi-bin/cpicalc.pl
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Obama budgets shows the deficit expanding to
$22 trillion by 2019. The Reinhard/Rogoff
historical analysis last month shows debt will
likely rise even faster that Obama projects.

Greenspan: The US is faced with the choice of
either paring back its budget deficits and
monetary base as soon as the current risks of
deflation dissipate, or setting the stage for a
potential upsurge in inflation. Even absent the
inflation threat, there is another potential
danger inherent in current US fiscal policy: a
major increase in the funding of the US
economy through

now turned to the rotten Chris Dodd and the
lobbyists to draft a new health plan. Just as |
said last month, we’ll all be thrown to the
vultures of Wall Street and looted

So, there’s your answer readers. We will have
inflation and rising rates unless government
deficits are cut back now and that won’t happen.
The Obama plan will only increase debt. There’s
no talk of holding down costs. Here’s the
problem per a senior Obama official stating why
they dare not stop spending.

publ i cVice Presdend Joe Biden lotd .peoplé attending

an AARP town hall meeting that unless the
Democratsupported health care plan becomes
law the nation will go bankrupt and that the only
way to avoid that fate is for the goverrmmnéo
spend more money.

However, for the best chance for worldwide
economic growth we must continue to rely on
private market forces to allocate capital and
other resources. The alternative of political
allocation of resources has been tried; and it
failed.

bankr

nWebOr e t

said.

going O go
What is Obama trying to do? Contrary to
Greenspan’s warnings, he’s using the fiscal crisis
to incite fear to slam through an ideological
agenda that will expand the deficits and

politicize the allocation of resources. You have

fAINow, people when | say that look at me and
say, 0 What are you tal
telling me we have to go spend money to keep
from bankrupt 260

K i

to figure a plan is rotten when it’s hard to get any
details — it’s all a big secret. He’s starting to
look as nutty as Bush.

He wants Cap-n-Trade legislation so the
government can allocate energy investment with
tax penalties. Yes, we need to change our energy
sources. A simple tax on gasoline would do that
because liquid fuels is the long term issue. The
massive Cap-n-Trade legislation is a political
machination. This is a failed idea.

Health care costs must be cut but there is no will
in Congress to address cost containment. The
doctors, insurers, hospitals, drug firms, and
lawyers are taking too big a rake from the public.

Obama’s original health care plan has failed. He
may be president but he just learned that, without
grease, the wheels of Congress won’t turn. He’s

going
answer i S yes, t haoti'
Source: CNSNewscom

| like Joe Biden. The man has no guile and just
blurts things out. This is what he heard in some
White House meeting and he regurgitates it in
front of a camera. As I’ve stated, if the
government stops spending on the wars or
reduces the budget deficits, the economy will
rapidly contract. Under no circumstances can
spending and stimulus be reduced.

For the next four years we’re going back into the
1960s with Democratic tax and spend and with
total disregard for the budget. Inflation is ahead
and you better prepare for it.


http://www.usatoday.com/news/washington/2009-07-25-health-care_N.htm
http://www.usatoday.com/news/washington/2009-07-25-health-care_N.htm
http://www.usatoday.com/news/washington/2009-07-25-health-care_N.htm
http://www.cnsnews.com/public/Content/Article.aspx?rsrcid=51162
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The Post Empire Transition

The consumer wants to save and will never
spend like before. In addition, the economy
must eventually be allowed to contract to get
back into equilibrium. Contraction is inevitable
for three huge reasons. Aging demographics,
high oil/commodity prices, and debt reduction
are all contraction forces. The policy makers are
terrified of contraction because it means much
lower stock prices. Contraction would cause
more asset price deflation and subsequent further
failures in banking, commerce, pension funds
and insurance companies. How bad might it get?

The official figures of $22 trillion in debt by
2019 don’t take into account a recent Inspector
General report saying the government could be
on the bailout hook for up to $23 trillion more if
things go really bad.

iThe $23.7

end of our world-wide military presence and
possible social problems. We’re seeing a circle-
the-wagons mindset develop.

The Security State

Problems of this magnitude are generally
preceded by paranoia and a need for control.
This is the opposite of a dynamic, free, and
creative society.. The totalitarian Cyber-Stasi
nature of America’s NSA agency has initiated
massive new data centers to monitor emails,
phone calls, and web browser searches. This is
spying on Americans under the guise of
monitoring foreign bogeymen. The law says
NSA can’t capture communications within
America. Fact is, Internet and phone traffic
bounces off routers all over the globe and off
satellites. They’ll capture everything and worry
about the law later if ever cornered — and that’s
unlikely to happen. These installations are

t ri | | indudes e s tjammea Wwith datg stomage raral Imbnitoring gear

programs at the hypothetical maximum size and are such energy hogs, they require physical

envisioned when they weer e st a b | ilts h e hbcations réght on the main power grid.

was never likely that all these programs would

be O6maxed out 6 & SBourdeh e NAR@kyeMouhtaimnmowead affals confirm that

Politico their company has been in negotiations with the
National Security Agency about how best to fill

It’s unlikely everything will go bad but the the agency's energy needs at a massive computer

number will probably be somewhere in the center it plans to build at the Camp Williams

middle. military reservation.

In other words, in a debt ridden economy,
contraction leads to a massive residual debt
burden with no way to pay it off. If the economy
contracts, the dollar would soon collapse and
interest rates would soar to re-price the risk of a
US debt default. On the other path, if the
government keeps spending, we’ll have a dollar
crisis first and then an economic crisis. Either
way, the dollar is in trouble. Propping this thing
up with more and more spending is really dumb.
Let’s get it over with.

The NSA has been lookj for a place to build
the center since itnaxed out the power grid in
Baltimore State officials say a promise of
reliable power was key to the agency's choice of
Utah for a new data center, which might need
upward of 65 megawatts-- roughly the
equivalet electrical load of every home in Salt

Lake Cityo
-Source:The Salt Lake Tribune

In the last month it was revealed that NSA has
over 1000 operatives monitoring the major
media (see video) to limit any discussion of the
government’s role in the 9/11 New York attacks.

The leadership of America understands the
situation clearly and has for some time. Forces
within the State know it eventually means the
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"The constant scream of threats, the kind of
things you have to be aware about, the whole
notion of radicalization is something that didn't
loom as largea few months ago.

He noted, however, that tiBush administration
"left us an infrastructure that | think is very
good" and that national security officials are
constantly striving to put theoantry in a safer
positiord. -ABC News: Holder: Homegrown
terror threat increasing

I worked in information security for many years
doing penetration tests and security audits of
large computer networks. I’ve programmed
large networked databases. | worked with data
logs to investigate frauds. | can assure you, data
collection and automated detection can only
catch crimes that match a known past pattern.
Asymmetric threats, by definition, lack a pattern
and require hands-on human data handling.
That’s one reason for all that data. The real

guestion is what do they define as a threat.

If history is any guide, information of this nature
will be abused and turned against us. It can be
used to go after people to impugn character, to
crush political opponents, for political blackmail,
to monitor financial transactions, to build
support in Congress for extreme agendas, and
used against citizens as circumstantial evidence
in drummed up prosecutions. Congress has no
idea what they’ve unleashed. People are correct
to suspect it will be used against dissenters and
to monitor average Americans.

Eight years of Bush/Cheney, the Patriot Act, and
National Security Letters have shredded the Bill
of Rights into confetti. Will things be different
under Obama?

What’s an American radical? People who realize
the bankers and politicians have ruined us?
These government officials are afraid of
something happening within the American
consciousness.

It’s reasonable to assume that the US
government will expand its monitoring of
citizens.

Dollar Deposed

The US dollar is the world’s reserve currency.
After a century of leadership, it is no longer a
suitable framework for a changed world.

The rapidly growing US debt bomb, financial
corruption and reckless spending means the

U.S. Homeland Security Secretary Janet world has a big problem. A US inflation or
Napolitano is expected to reveal on Wednesday deflation or another financial crisis will affect
the Obama administration's domestic policies to  everyone else. The urgent need is to construct a
prevent terrorist attacks, the Wall Street Journal firebreak between the American economy and
said on Tuesday. other economies. Some semblance of honesty
and order must prevail. You hear the concerns
In an interview, Napolitano said the new strategy  from Germany’s Merkel, China’s bankers, G8
is expected to rely largely omefining and leaders, Russia and India and you better believe
expanding initiatives launched under former they’re serious. A small core of America’s
President George W. Buskhe paper reported leadership realizes the dire situation.
on its websitei Source:Reuters

Large developing nations are gaining strength
and are butting heads with the constraints of
Western financial and monetary dominance. The
world needs a fresh approach to managing trade
and a new trade currency. It needs a new
economic model with fairness and incentives for

Attorney General Eric Holder says the American
people are becoming radicalized and pose a
threat to the State.
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broad participation. It needs a model that
encourages good financial policies.

The dollar reserve system can’t be fixed. It must
be discarded. America needs this to happen too.
We can’t fix our economy, reform our
institutions and worry about supporting the
dollar.

The world will eventually delink their currencies
from the dollar by creating a new reserve
currency mechanism. It’s already in planning. It
will be announced one day after the markets
close and perhaps on a Friday afternoon. When?
Probably at a point of calm where a temporary
stability has set in. From that point forward the
dollar will not be used by key nations for
commodity transactions or to settle international
accounts.

default on their debt in September 2009. This
makes some sense since the official deficits are
now so large that something must give very
soon.

They say this isn’t just an American economic
crisis. It is worldwide and precipitated by an
ongoing breakdown in trade flows causing
unemployment, bankruptcies and the demise of
the dollar system. It is not a crisis of liquidity
but a crisis of insolvency. We can see in the
chart below that world trade is plummeting.

The Leap2020 group consists of 40 independent
researchers. They’ve previously made public
pronouncements far ahead of time with specific
date ranges for each stage of the global economic
collapse. For example, in March 2008, they
predicted a systemic financial crisis beginning in
Sept/Oct 2008. Perfect timing.

World Trade Shrinks

«30%

‘91 0 | "

The US economy will mount a recovery by
September 2009. Sometime between then and
mid 2010 would be a good timeframe to
transition. They have to act before US inflation

Year-over-year change in total exports from 15 major exporters. Data are through February 2009, in U.S. dollars
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Their June 2009 “anticipation” warns of worse
ahead.

rises and starts pushing up the price of gold and
commodities. The intention isn’t to be punitive
towards America but to transition in an
atmosphere of relative calm. The window will
be open for a short time.

AAs anticipated by LEAP/E2020 as early as
October 2008¢ .the question of the US and UK

capacity to finance their unbridled public deficits

has become the central question of international
debates, thsl paving the way for these two

countries to default on their debt by the end of
this summer

Another possibility is being suggested by a
European think tank called Leap2020. They
say the United States and England will both
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At t his stage o f t he
process of development, contrary to the
dominant political and media stance today, the
LEAP/E2020 team does not forsee any
economic upsurge after summer 2q@8ér in the
following 12 months) (1). On the contrary,
because the origins of the crisis remain
unaddressedwe estimate that the summer 2009
will be marked by the converging of three very
destructive rogue waves

1. Wave of massive unemployment: Three
different dates of impact according to the
countries in America, Europe, Asia, the Middle
East and Africa

2. Wave of serial corporate bankruptcies:
companies, banks, housing, states, counties,
towns

3. Wave of terminal crisis for the US Dollar, US
T-Bond and British Pound, and the return of
inflationo

-Source: Leap2020 June 17, 2009

Could America and the UK default on their debt
by the end of summer?

Author John Rubino cites statements from two
sources that something big is brewing.

According to widelfollowed newsletter writers:
0 Some U Ssiese woddsvide are being

advised to purchase massive amounts of local
currencies; enough to last them a year. Some

gl obal systemic cri
TGR agrees that the dollar’s fate will be decided
suddenly but can’t pin a date on it. Leap2020’s
public statement is very bold. The facts do
support that change is ahead. It doesn’t make
sense to let the dollar slide gradually against
other currencies. This would cause speculations
and make the transition much more difficult.
I’ve advised subscribers to build a core position
in gold for a long time. I’m not saying to bet the
farm. Set aside a position you can
psychologically handle without worrying about
the price.

You can buy gold coins or bars through Kitco at
www.kitco.com.  You can buy GLD or IAU
with your retirement account. You can buy some
MERKX to hedge currencies or own some USO
or DBC. I can’t advise what percentage of your
assets to deploy because | know nothing about
you. Think it through, talk with a non-
commission financial advisor and then act.

For a retired person on a pension, it’s critical to
hedge the purchasing power of a fixed income
stream. Calculate how much you need each year
to live on in today’s dollars and own that much
in gold or invest it in a mix of short term foreign
inflation protected debt (the equivalent of
American TIPS). It’s just common sense and a
good financial advisor would see the logic of
that.

Gold will be a component of a new world reserve
unit. | can suggest how such a model would

embassies are being sent enormous amounts of work.

US cash to purchase currencies from those
govt s, qui etl y. But
there is a sense of sadness & foreboding that
060somet hingd is about

dated just that within 180 days, but could be

120150 days. o

-Source:
http://dollarcollapse.com/iNP/view.p8ID=102
and an article on GATA:

http://www.gata.org/node/7597

What would a future new trade unit look like?

t dGRhhasp gevased, a simpl&k mathadn for rae

international trade unit that might work. A basket
of perhaps six to ten currencies would make up
the trade unit. The percentage of each nation’s
currency in the basket would be based on a
formula possibly encompassing world trade
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volumes. | call this the GBTU — Gold Backed
Trade Unit.

The trade unit would have built-in protection
against any nation inflating its currency because
gold would substitute for a portion of the trade
unit. The GBTU system would strengthen, not
weaken, central banks. It would not require a
one-world currency system — an idea vigorously
opposed by many nations. The price of gold
would float on the open market — it would not be
fixed.

No nation or company would be required to use
the trade unit to buy and sell internationally.
They would have the option to request or
contract for payment in the trade unit. Domestic
transactions would occur in the local currency.

Large nations with a currency in the GBTU
basket will substitute gold for their own currency
when making payments. This mechanism would
serve as an incentive to maintain a strong
currency so the substitution wouldn’t present a
problem. If gold is rising against their currency,
the substitution would be costly but not a trade
killer.

Thus, a nation like Russia might have the Ruble
in the basket at 8% of the total. Russia would
settle its accounts with trade basket currencies
plus 8% gold (The GBTU) instead of its own
currency. Other nations would have to buy some
Rubles along with other basket currencies to
settle trade accounts. For example, if China buys
oil from the Saudis, it would pay in trade units
consisting of Euro, Dollars, Rubles, etc plus gold
up to the basket allocation of the Yuan. This
would be no problem for China because it’s a net
exporter and would accumulate gold.

In America’s case, selling a lot of debt to other
governments to finance a large trade deficit
would mean paying out a lot of gold. That’s
because bonds sold overseas could be
denominated in the GBTU rather than dollars

and the dollar portion would be payable in gold.
This would provide an incentive to reduce debt
and would insure bond buyers against future
dollar inflation. Continued large trade deficits
would deplete a nation’s gold reserves and
reduce its world trade volumes. Thus the
Dollar’s percentage in the trade unit basket
would diminish due to bad domestic policies.

Smaller nations could accumulate gold reserves
during trade but wouldn’t have to pay any out.
To settle international accounts, a small nation
will buy the needed foreign exchange with its
domestic currency and foreign reserves. Thus
commodity producing nations like Nigeria and
Australia or those with well run economies (and
firms within those nations) could contract for
payment in the trade unit. Thus, when selling oil
to America or China, Nigeria wouldn’t
accumulate excessive amounts of Dollars or
Yuan. If they choose, they could demand
payment in the trade unit and gradually build
foreign reserves plus a gold reserve for selling
their petroleum or timber or uranium or services.

The Gold Backed Trade Unit would also put
political pressure on nations with poor monetary
policies. For example, if Exxon buys oil from
Venezuela, Venezuela may demand the trade
unit for payment. Thus Exxon’s bank would
transfer the funds in currencies plus gold (The
GBTU). A weak dollar would mean expensive
gold for Exxon and the transaction costs would
ripple through to Exxon’s gas station customers
in America. This would put political pressure on
the D.C. politicians to strengthen the dollar.

There are variations on this idea that would work
to promote stability and open trade. This simple
system would be a de facto gold standard but
wouldn’t require huge amounts of gold. All the
large nations would have to own some gold and
small ones wouldn’t.  However, the large
economies would benefit by having a currency in
great demand and would have an incentive to
maintain sound domestic monetary policies.

~14 ~



The Gleason Report

August 2009

Small nations would have an incentive to
develop their economies since they’d accumulate
a trade unit and gold — both useable anywhere.

Gold would be in great demand since it could
substitute for any currency. How high must gold
be priced to serve as a trade basket unit? There’s
evidence to suggest a number world leaders have
in mind.

fAWorld leaders
attending  the
Group of Eight b o
summitopening Y S A

Wednesday s> a =
(July 8, 2009) B ) : -
in Italy  will 2 =
each be
presented with
a gift from the
past and one
for the future.

Handmade books portraying works by
Neoclassical sculptor AntonioCanova, as vl
gold coins representing an imaginary future
world currency will be given to the participants
at the opening ahe threeday summit.

The coins, made by Belgian Luc Luyc
who designed one side ofthe Eul
coins, are called "eurodollars,” in a
symboliccall for a common currency to
unite Europe and the United States. /

They have a value of euro2,80
($3,900 and were produced by the
United Future World Currency, a
group pushing the idea of a globa$
currencyo )
-Source:Newsday.com

Adoption of a gold world currency coin is a long
ways off. But, could gold be priced at $4,000
under a new trade basket system? It would have
to be more than $1000. Change is coming and |

suspect the first stage of the transition could
happen suddenly.

Even if Russia's call for a global currency failed
to gain much traction at a G8 summit, President
Dmitry Medvedev took home a coin meant to
symbolize that the dream may onaydcome
true.

The Russian leader proudly displayed the coin,
which bears the
Z AR DN English  words
e e "United Future
e NS World
.\ Currency", to
journalists after
the summit
wrapped up in
the guakenit
Italian town of
L'Aquila.

Medvedev said that although the coin, which
resembled a euro and featured the image of five
leaves, was just a gift given to leaders it showed
that people were beginning to think seriously
about a new global currency.

“In all likelihood something similar
could appear and it could be held
in your hand and used as a means
of payment,” he told reporters.
| "This is the international currency."

Russia, along with China, has been
a vocal proponent of diversifying

the global currency system away
from the dollar, which has

dominated global finance and
commerce since the end of World
War 11

French President Nicolas Sarkozy at the summit
joined the band in favour of dumping the dollar
as the international currency of reference,
insisting that "we cannot stick with just one
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single currency." T Source:

http://www.breitbart.com/article.php?id=CNG.4
eb2c06b46ead2dece225df0a3ec3799.641&show

article=1

The Post Dollar Era

Patience is the key for a while longer. An
investor properly dollar hedged now would see a
large jump in their nominal wealth after a dollar
decline. A dollar adjustment will mean rising
prices on imported products.

Are international stocks a good buy now? |
suspect the world economy has a rough road
ahead. Europe has big fiscal and debt problems.
China and Japan will have to adjust to less
American imports. They’ll do it but their stock
markets will need time to adapt — that means
years. Canada has an export economy but most
of it goes to America. Europe is in very bad
shape and Russia is on a knife’s edge. China,
India and Brazil are recovering but won’t help
America’s recovery much.

With few exceptions, the world is in crisis and
somehow most think the US can pull them all
out. No it can’t. Asian economies can pull
themselves out and will have the opportunity if
they grasp it and reform the world monetary
system. This would be a boon for investors
everywhere.

At some point my stock market model will go
positive on equities. The US and foreign stock
markets will show less correlation after the
revaluation and that’s a positive. 1 believe
there’s no need to rush in to buy stocks just to do
something. Be patient, protect your assets and
await the inevitable earthquake.

Summary

Many people will be drawn back into the US
stock market with assurances that a recovery is
ahead. Small investors were beaten up in 2001,

disemboweled in 2008, and in the year or two
ahead could face a firing squad. As the saying
goes, like moths to a flame.

TGR unequivocally states that we are not in a
new bull market for stocks. We are perhaps in
the early stages of an economic recovery and
corporate profits may improve. Some say house
prices may have made a bottom — we’ll see. I’ll
even accept that the GDP growth rate may show
a surprise bounce to the upside in the short term.
My specialty is timing asset prices and not
economic cycles.

Let’s talk stocks. The stock market has
anticipated greatly improved profits and is
looking at high estimated operating earnings and
not the much lower reported earnings — the more
likely eventuality. In 2003 my stock model
picked the market bottom and it was obvious to
me we’d make money. Long time subscribers
can verify that. I don’t see any indications or
reasons to buy stocks at this time.

Rising commodity prices are an area of
opportunity. As stated in my 15 July 2009 alert,
an economic recovery and resource depletion
could start pulling in tandem to lift prices.
However, if prices rise too fast they could stall
out global growth. Resource depletion is a big
headwind going forward.

In the broader context, we are in a global
insolvency crisis and a monetary crisis that
hasn’t abated. ~ The major economies have
pumped things up with mountains of new debt
and have coordinated their efforts to keep
interest rates low. America, China, Euroland —
all have a lot to lose from a debt implosion. So
they spend and hold their breath.

Yes, things will get better if nothing breaks and
nobody loses nerve. But, it’s sort of like Russian
roulette. How many times can they get away
with spinning the cylinders before it goes bang.
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In his new book, "The Age of the Unthinkable",
Johshua Ramo explains how nations experience
sudden and unforeseen transformation. He
explains it as building a pile of sand by adding
grains to the pile one by one. At some point, the
pile loses stability and a side of the pile collapses
in an avalanche. No mathematical formula can
calculate which grain will do it. He explains that
a nation like the old Soviet Union became
destabilized when the nomenklatura (“the list of
names”), the important people who benefit from
the system, lost interest in its continuation. (see
Time Magazine definition)

Ramo explains that Gorbachev's attempts at
reform caused the avalanche that destroyed the
Soviet system. (Interestingly, this is the same
explanation | provided for the Soviet Collapse in
June’s report).  Unexpectedly, Gorbachev’s
reform movement didn’t change the Soviet
system; it swept it away. Reform meant that the
power brokers and insiders had nothing left to
gain.

America and its alliances are at the same point as
the Soviet Union but few recognize it. We add
grain after grain of debt and the pile still hasn’t
collapsed but we know it will.

America’s banking system, the heart of
capitalism, has essentially failed. The political
system has failed. Both became a means to
deliver patronage money to insiders and
campaign contributors. We’re out of money to
give away. This creates a situation where the
American nomenklatura, the insiders and
political elites, will find it harder to profit.

Since the public has reduced spending and China
is balking at our debt, the government must find
a_way to feed Wall Street or the insiders will
unsettle the system.

America reassures China that we’ll get control of
the deficit and they nervously acquiesce once
again. Forced into a corner, Washington knows

that all they can do now is take away your capital
by skimming off a larger percentage in taxes and
fees. Taxes will increase on everyone; not just
the rich. They’ll take from the public and
businesses via taxes and reduced Medicare
benefits. They’ll deny help to those without
influence and wealth; Health care and Cap-n-
Trade will turn into a Wall Street/D.C.
partnership with mandates, fees and fines on the
public and small business.

They plan to suck out our remaining lifeblood
and feed it to the nomenklatura - the Wall
Street/Washington patronage system — the ones
who run the banks and Treasury and who pay for
Congressional political campaigns. I don’t see
any real reform occurring in the financial area or
in health care. The political system clearly has
no intention of correcting the imbalances.

I said last month that Obama’s health care plan
would become The Great Looting. It features no
cost containment and later we’ll get means
testing and cuts in services. A provision of the
Obama health care legislation is government
access to your account balances (per Steve Hyde
of hydeonhealthcare.com- see items #58 and
#195) — no doubt for means testing.

What grain of sand will start the avalanche?
International monetary reform, another wave of
bankruptcies, the failure of health care reform -
anything could start a rapid move away from the
dollar. The most likely candidate is exasperation
with US deficits. There’s a growing euphoria
with stocks and economic recovery but the debt
issue hasn’t been addressed. The forces of
contraction are powerful indeed.

In the meantime, everyday investors will
continue to follow the old metrics, charts, ratios,
leading indicators and rulebooks. Then, one day,
a grain of sand will hit the pile and it will all
change. When that happens you’ll hear the debt
avalanche and it will sweep away the old system
and a new one will replace it. Economic

~17 ~


http://www.time.com/time/magazine/article/0,9171,960302,00.html
http://www.time.com/time/magazine/article/0,9171,960302,00.html
http://www.financialsense.com/fsn/presentations/2009/0724.html
http://www.financialsense.com/fsn/presentations/2009/0724.html
http://www.financialsense.com/fsn/presentations/2009/0724.html
http://www.financialsense.com/fsn/presentations/2009/0724.html

The Gleason Report

August 2009

upheaval is usually accompanied by political
transformation.

Our nation will still exist but its form and
manner of expression will change. The same
people who run the show today will still be
around much like modern Russia where old
KGB’ers like Putin call the shots. Who knows -
perhaps an insider from the NSA or a crookster
Senator will take charge of America and keep
order.

The current rage on hard money sites is to debate
the probability of deflation versus inflation and
what assets to hold and when to transition. |
maintain that deflation is not an issue. Deflation
is only possible in the context of a viable
economic system where the money has future
value. That’s why deflation only happened in
America when we were on the gold standard.

I believe hedging the dollar to some extent is the
right thing to do. The same holds true for people
living in other countries. Don’t hold all your
wealth in Euros, etc. I wouldn’t take everything
out of dollars because there’s no certainty in this
world — just probabilities.

Complex economic systems, like a growing pile
of sand, can continue longer than many believe
possible. Prepare. Have a plan of action and a
foot firmly planted on each side of the sand pile.

Q&A

Q. For my non retirement accounts | have
purchased some gold in a pool account at Kitco
and have taken delivery on about 40% of what |
purchased in the pool. | read you had suggested
KITCO as a source for gold but what do you
think of the pool accounts as opposed to actually
holding the bullion in coins? | keep the coins in
my safe deposit box in the bank. It seems having
the physical metal in coins is the safest way but

my hesitancy to take more delivery is the cost to
convert it to coins, shipping and handling is
about 7% and | would incur cost and delays if |
wanted to sell it back.

A. Kitco is a major gold refiner located in
Canada. It’s pool account is a great way to own
gold outside of the country. I've spoken with
Kitco about the account. Per Kitco, if things got
dicey in America, you could go to Montreal, sell
the gold pool account and take physical
possession at their gold store. You only pay the
fabrication mark-up for physical metal. Kitco
told me they would not obey any confiscation
orders from the US government because they are
a Canadian firm. | was told that their pools are
held in Hong Kong, NY and Montreal and there's
no way anyone could state the client held gold in
the US since the pool is a non-segregated
account. You may wish to confirm this with
them.

By the way, Kitco buys back both gold
bars/coins at very close to the spot price. There's
little advantage to owning coins over the loz
bars. The bars have only a 2.8% markup
whereas the coins are over 7%.

Q, | know in previous articles & posts you’ve
mentioned owning physical bullion and/or GLD
makes sense. I’ve read many articles on the web
warning against owning GLD and/or SLV (as
opposed to using these vehicles to simply
position trade) due to the possibility of delivery
failure by COMEX should this day eventually
arrive.

Overall, I’ve contemplated investing primarily in
oil (USO), natural gas (UNG) precious metals
(GLD, SLV, GDX and mining stocks) and
commodities in general (DBA & GSG) as a
hopeful hedge against the potential of a world-
wide currency revaluation. Was wondering if
you could share your thoughts on the above or
what you would view as an appropriate

~18 ~



The Gleason Report

August 2009

investment strategy to be adequately positioned
for this possibility? Also, specifically, how do
you think the ETFs and stocks mentioned or
associated with the above will/will not hold up in
the event of a major revaluation?

A. Those aware of the difficulties ahead have to
make very tough decisions.

If you look at the historical rate of inflation, it's
not hard to make the decision to invest in
traditional hedges like oil and gold. 1 have
confidence in GLD/SLV and don't think the
government will act punitively towards people
who own them. The various articles worrying if
the gold is really all there aren't justified by the
facts but | can't blame anyone for voicing
concern nonetheless. A mixed bag of dollar
hedges including currencies seems wise to me.

Logic shows that America with 5% of the
world's population and 25% of the world's
economy is an extreme outlier that's going to
readjust. The dollar will not be the reserve
currency in perhaps five years or much less. I'd
think gold stocks will do very well if gold
becomes part of the monetary base.

Q. Are you invested in commodity stocks or
commodity ETF products?

A. I’m invested in the ETF products. I believe
the stock market will correct and most stock
sectors will move with the index. At some point,
equities will be a very good value but not now.

Q. I wanted to ask you about your view of the
international part of the portfolios. | like VEU as
it is a one-in-all ex-US fund covering both
developed and emerging markets. There are
people who likes to slice-and-dice between
Europe, Asia, Japan, emerging markets, frontier
markets etc. but | think it's better to leave the
reallocation job to the market itself.

A. | don't think I'd fine tune international and
break out small cap or emerging markets. A
world ex-US should be good enough. I'm not

against breaking things out more but don't see it
as useful for what | do. Emerging markets can
be a speculative play for an adventurous
investor.

| don't weight International as high a % because
large US firms are already international. My
stock timing model works best with US indexes
and | intend to time the markets. The annual
return differences in Int'l vs US are often due to
currency valuations and not better/worse profits.
That said, it's ok for a buy/hold index investor to
allocate as a % of world totals.

Breaking things down too far becomes a
speculation on location and cap sizing. If an
investor has expertise in that area then it makes
sense.

Q. You suggested buying commodity ETFs
using a 100, 200, 300 day moving average to get
in. Is this useful for timing other asset classes?
A. Moving averages are not good timing
methods. | use them only for an asset class that
appears to have hit bottom. By buying in slowly
in thirds, | avoid the error of committing
everything when it might fall still more.

At this time, I'm out of all stock indexes. |
believe the stock market is at high risk.
Commodities may have hit bottom though. This
asset class is a hedge against the dollar which
will likely fall in the years ahead. The important
thing right now is to preserve capital and to
hedge against the dollar.

Q. You were blazing and on target on your
analysis of health care reform. I think the bottom
line is that the government is trying to cut an
escape hatch into the wall of Medicare they are
backed up against. Obama is creating the smoke
screen while the democratic Congress feverishly
drills and chips away out of sight. Obama needs
the crooked Senator Dodd to direct its
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construction. The fine print should be read
closely in the first draft. That is where the secret
door will be hidden. Could be that means testing
will linked into Social Security disbursements
and entitlements. This will kill two birds with
one stone. It is easier to take away something
not yet in our grasp than something already in
our pocket.

A Your cynicism on health care reform lights a
warm glow in my heart. There’s no way citizens
will end up with more with the government
trying to cut tens of trillions out of future
entitlements. Impossible. They haven’t got the
courage to level with the people. A person
would be foolish to believe any of it. There will
be means testing. As I’ve said before, what they
can’t see they can’t steal.

Best Regards,

Southwest Ranch Financial, LLC
(www.gleasonreport.com)

Tom Gleason, Manager & Researcher

Author of: How To Invest If You Can't Afford
To Lose (Free download on the website)

Tom Gleason has degrees in finance and
information systems. He's worked as a bullion
dealer, fraud investigator, real estate appraiser
and financial analyst.

Previous eletters for the past year can be viewed
on the TGR website.

To unsubscribe, send a blank email to:
newsletter-unsubscribe@gleasonreport.com

Privacy Policy: SWR never shares user
information or email addresses with anyone -
period. SWR does not accept advertising.
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