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S&P500 at 1020 on 31 August 2009

Year to Date Asset Class Returns

YTD Model
Symbol AssetClass Return Status
PCREX Commodities 21.1 ouTt
VGESEK |, REIT 114 ouTt
VEINX |, S&P500 15.0 ouTt
YMEXK Money Market 04 IN
VBMFEX , Bond Index 46 ouTt
WVETSX | Intern'l Stocks 26.0 ouT
VISVX ,5Sm Cap Value 19.0 ouT
WVBISX |, Short Term Bond 3.2 IN
GOLD | Gold 95 IN

Market Summary

The stock market was up 3.3% over last month.
The Chinese market has stalled out falling 4.3%.
We’ll now enter a waiting period. The US
market has raced ahead of fundamentals and
earnings in a euphoria over predictions of an
economic recovery. Corporate earnings remain
silent with no advance. Perhaps it is just a
matter of time and then the optimism will be
justified and another advance can commence.

Or, maybe things aren’t quite as they seem. That
is the theme of this month’s newsletter. My
research of the past couple months has examined
the historical record of long recovery periods for
economies after a major banking crisis. An early
recovery would break the pattern. What could
account for that?

Commodity prices as measured by DBC are
down about 4% this month. | sent an alert to
subscribers on August 4™ advising selling DBC
and USO. We made 15% and 11% respectively
in less than three weeks on these trades. TI’ll
explain my reasoning in more detail in this
report.

Is This a Recovery?

The experts on business cycles say we’re exiting
the recession and moving into recovery. This is
based on the leading economic indicators (LEI)
of economic activity, which have historically
used data predictive of changing business
conditions.  These cycle models are indeed
accurate. The two major ones are put out by The
Conference Board and The Economic Cycle
Research Institute (ECRI).

The business cycle is said to be turning up when
the leading indicator growth rate stops declining
and starts improving for a few months. Below, |

have charts of the indicator’s direction from the
CB and ECRI..

Even earlier than The Conference Board, ECRI
called the end of the recession way back in April
2009. The chart below shows the WLI (weekly
leading index) year over year growth rate in the
indicator.

So, do these highly competent organizations
have it right?

What is the Composite Index of Leading
Indicators?
This index is used by the Conference Board to

predict the direction of the economy's
movements in the months to come. The
Conference Board index is made wup

of 10 economic components, whose changes
tend to precede changes in the overall economy —

the business cycle. These 10 components
include:
1. the average weekly hours worked by

manufacturing workers

2. the average number of initial applications for
unemployment insurance

3. the amount of manufacturers' new orders for
consumer goods and materials

4. the speed of delivery of new merchandise to
vendors from suppliers
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5. the amount of new orders for capital goods
unrelated to defense

6. the amount of new building permits for
residential buildings

7. the S&P 500 stock index

8. the inflation-adjusted monetary supply (M2)

9. the spread between long and short interest
rates

10. consumer sentiment (the consumer’s mood)

ECRI uses a proprietary methodology no doubt
similar to the CB, but apparently more timely.
For example, I’ve heard them say that they also
look at corporate profits among other things. In
either case, it’s the whole basket of indicators

The Economic Cycle Research Institute, a New
York-based independent forecasting group, said
its Weekly Leading Index rose to a 47-week high
of 123.9 in the week to Aug. 7 — Source:
ECRI

How The Fed Intends to Beat Deflation
Now, let’s step back a bit. Assume you’re the US
Treasury and the Federal Reserve.  Your
economy is spinning down the crapper and
you’re mega trillions in debt and your currency
is in trouble. Further declines in the economy
would terminate the military-industrial state and
kill the stock market. This is serious stuff and
requires the most extreme response possible to
save the economy and the
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that tells the story. ECRI says the leading index
is moving up at the fastest rate in 26 years. The
best since 1982. They say we’re on the cusp of a
move up in GDP that will exceed expectations.

A U.S. future economic growth gauge rose in the
latest week, as its yearly growth rate surged to a
26-year high, suggesting that recovery will
commence at the briskest pace in decades, a
research group said on Friday.

Greenspan  wrote: A
prolonged recovery in
global equity prices would
thus assist in the lifting of the deflationary
forces that still hover over the global economy.
a significant driver of stock prices is the
innate _human_propensity to swing between
euphoria and fear ... In_my experience, such
episodes are often not mere forecasts of future
business activity, but major causes of it.
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This was a very important article and | covered it
last month in detail. Greenspan is telling us in
his unique and obtuse manner what is going on
and what the consequences of failure are. Many
people spew vitriol
against Greenspan — |

WEEKLY INDEXES (GROWTH RA

“While we don't vouch for the integrity of
anyone outside of ECRI, which includes all of
Washington and Wall Street, we do believe in the
objectivity of our leading indexes. Two related
points may ease
some of your

listen to him. He is
saying that if you can
get stock prices to go
up, then you can break
the deflationary forces
and change the public
mood and thereby lift
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concerns about our
near-term, cyclical
outlook.

1. Pervasive: the rise
in  our leading
indexes is  being

Mo 05

the economy. Ag-E

Weekly Leading
Is there a way to make '
people believe things are getting better to prevent
a total collapse scenario? Is there a way to use
the powers of government and the money of the
Treasury to influence the statistics that construct
the leading indicators? Cook it just long enough
to stabilize things and stop the decline.  Then,
when things are stable, begin an “exit strategy”
to hide what you were doing. Pay off the dealer
in @ manner of speaking to keep things quiet. |
think that’s exactly what’s going on. I’'m not
saying their efforts are wrong considering what’s
at stake. I do think they’re gaming the system.
Wall Street watches the leading indicators
closely.

The Fed Targets the Leading Indicators
I posed the question to ECRI in an email.

On 8/5/09 | asked ECRI: My concern. | think
you guys are being played. .... Is it [the
recovery] real if the market money [cash going
into stocks] doesn't represent individuals making
decisions but is actually a cash funnel from the
Treasury?

I received a reply from Lakshman Achuthan at
ECRI.

Fek-08

May-03 smgos  driven by pervasive

Weekly Coincident increases in their

components,

meanings that lots of things away from credit,
money and stock prices are also moving up.

2. Very long history: our leading indexes have
lots of experience with the jungle variety
recession that pre-date the Great Depression,
including the 1907 financial market panic
associated with the 1907-08 recession. This was
the one where JP Morgan himself had to "shore
up" the credit markets.

The key insight we offer is with respect to
business cycle dynamics and when they kick in.
No assessment of policy, etc. To be clear, we are
not suggesting that the recovery will be
particularly long or durable -- just that it will
continue into the first half of next year.”

He didn’t directly answer my question and
doesn’t want to comment on policy. Ok. He says
the indicators are moving up and so will the
economy.

Why am | asking these questions? I’'m playing
the devil’s advocate here. My stock market
model says stocks are overvalued.  Look back
at the last stock market crash in 2001. As the
market went down in 2000, it took 2.4 years to
bottom. Earnings led the recovery - they started
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moving up in early 2003. This time the market
only took 1.5 years to recover from a steeper
decline.  Unlike 2003, this time there’s no
S&P500 revenue growth (yet) and real earnings
growth (Reported Earnings) is zilch. But, stocks
are going up. Bernanke says Wall Street is on
the mend. This makes me suspicious.

Consider the stakes. If you’re running a mega-
trillion consumer credit, tax and spend economy
and players are leaving the table because they’re
losing money and jobs, how can you get them
back in? The system must be stabilized or
constructive actions will have no effect. If you
rig the game with the intention of boosting
consumer confidence, you can move asset
markets.

It Has to be a Secret

Every rigged game has the inside players and a
“mark” — the guy they intend to cheat. Here’s
how Warren Buffett explains it.

"You know, when you go into a poker game, you
look around, there is always one patsy. If you
look around and you can't tell who the patsy is,
that's ‘cause it's you".

The inside players in this game are the big banks.
The dealer is the Fed. The mark, dear public, is
you.

Bloomberg news is suspicious. They filed a
Freedom of Information request for the Fed to
fess up on how they’re bailing out the financial
system, who is getting money and where it’s
going. They won in court.

The U.S. Federal Reserve asked a federal judge
not to enforce her order that it reveal the names
of the banks that have participated in its
emergency lending programs and the sums they
received, saying such disclosure would threaten
the companies and the economy.

The central bank filed its request on Wednesday,
two days after Chief Judge Loretta Preska of the
U.S. District Court in Manhattan ruled in favor
of Bloomberg News, which had sought
information under the federal Freedom of
Information Act.

It [the Fed] added that the public interest favors
a delay, citing a potential for "significant harms
that could befall not only private companies, but
the economy as a whole" if the information were
disclosed.

Underlying this case .... is a question of how
much the public has a right to know about how
the government is bailing out a financial system
in a crisis. — Source: Reuters 12/27/09

Hmmm. Telling the public how they’re bailing
out the financial system could cause big
problems for the entire economy. Why is that?

Could it be because things aren’t as they appear?
| think so. Let’s look again at the leading
indicators to see if there’s a way the Fed can
goose the numbers. Is there a way these insiders
can change consumer sentiment (component #10
of the LEI)? Is there a way to goose the S&P500
(#7)? Can interest rate spreads be influenced
(#9)?  Can manufacturer’s new orders be
influenced (#3)? Remember, all the components
of the leading indicators don’t have to go up to
say the recession is over — just a persuasive
number of them. If people believe it’s true, it
becomes true per Greenspan — at least for a
while. Is there evidence to support my devil’s
advocate position?

Top-notch writer Mike Whitney published an
article on August 4™ at CounterPunch.com called
Bernanke’s Shell Game.

In the article, he discusses research by the folks
at ZeroHedge.com that there is convincing
evidence that stock prices (a leading indicator
component) are being pushed up by the Fed


http://www.reuters.com/article/marketsNews/idINN2732083820090827?rpc=44
http://www.counterpunch.org/whitney08042009.html
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mainlining cash into equities. It’s government
money being funneled through the bailed out
banks. It’s a simple plan. Boost stocks and you
can boost consumer confidence and get people
spending again.

“revered professor Bernanke figured out a way
to circumvent Congress and dump more than a
trillion dollars into the stock market by
laundering the money through the big banks and
other failing financial institutions. As [Andy]
Kessler [a hedge fund manager] suggests,
Bernanke knew the liquidity would pop up in the
equities market, thus, building the equity position
of the banks so they wouldn't have to grovel to
Congress for another TARP-like bailout. ”

Is the money pushing up stocks coming from the
Fed and being channeled through the zombie
banking industry? Very little is coming out of
investor money market accounts.

"Most interesting is the correlation between
Money Market totals and the listed stock value
since the March lows: a $2.7 trillion move in
equities was accompanied by a less than $400
billion reduction in Money Market accounts!

“Where, may we ask, did the balance of $2.3
trillion in purchasing power come from? Why
the Federal Reserve of course, which directly
and indirectly subsidized U.S. banks (and foreign
ones through liquidity swaps) for roughly that
amount. Apparently these banks promptly went
on a buying spree to raise the all important
equity market, so that the U.S. consumer whose
net equity was almost negative on March 31,
could regain some semblance of confidence and
would go ahead and max out his credit card.
Alas, as one can see in the money multiplier and
velocity of money metrics, U.S. consumers
couldn't care less about leveraging themselves
anymore."

“So, the magical "Green Shoots™ stock market
rally was fueled by a mere $400 billion from the

~6~

money markets. The rest ($2.3 trillion) was
main-lined into the market via Bernanke's
quantitative easing (QE) program”

What about the LEI component for interest rate
spreads?

Per Whitney, U.S. lenders bailed out by the
government are returning the favor by stepping
up purchases of Treasuries, helping to temper a
rise in borrowing costs.

“Bank holdings of U.S. government securities
are up 15.6 per cent from a year ago, almost
double the average annual growth rate of about
8 per cent since the Federal Reserve began
tracking the data in 1973, according to the
Greenwich, Connecticut-based trading and
research firm MKM Partners LP.”

Are foreigners really such eager buyers of US
government debt? Per Whitney, Uncle Sam is
goosing the bond market just like he is the stock
market. “someone doesn't want you and me to
know when foreign demand drops off a cliff, so
they just bend-and-twist the definitions so they
meet the Fed's requirements.”

‘... in a little-noticed switch on June 1, the
Treasury changed the way it accounts for
indirect bids, putting more buyers under that
umbrella and boosting the portion of recent
Treasury sales that the market perceived were
being bought by foreigners." ("Is foreign
Demand as Solid as it Looks, Min zeng)”

Cash-For-Clunkers and the coming Tax Dollars
for Energy Saving Appliances serve to boost
non-defense manufacturing another LEI
component. Consumer Sentiment is boosted by
positive news on stocks and car sales — another
LEI component. The government is active in the
housing market holding down interest rates and
keeping foreclosed inventory off the market.
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As Andy Kessler states in the WSJ: “Like it or
not, the stock market is bigger than the Federal
Reserve and the U.S. Treasury. The stock market
anticipates only future profits and prosperity, not
government-funded starter fluid. You can only
fool it for so long. Unless there are real
corporate profits from sustainable economic
growth, the stock market is not going to play
along. It's the ultimate Enforcer.”

EXACTAMO!N
profits?

Where are the corporate

Don’t Place a Bet if You Don’t Understand
the Game

From this point forward, the path of the real
economy all comes down to the consumer. | have
no doubt these machinations can make people
feel better. But, can the Fed’s starter fluid ignite
consumer spending and real corporate profits?

Look at the banking and stock market
manipulation engineered by the Fed/Treasury.
Heed business cycle expert Alan Greenspan’s
words on how to manufacture a public euphoria.
Consider my research showing corporate profits
as dismal. Ask yourself: Are the leading
indicator numbers honest and are the trackers of
leading indicator statistics being played by
Bernanke? It’s more than Bernanke. We are in
a world-wide coordinated spending splurge with
the goal of pushing up asset prices and
preventing deflation. The big bet is will the
spending jump start the consumer sector.

Listen to retail expert Howard Davidowitz
discuss the American consumer. He says
hundreds of thousands of retailers are going to
close up. "We are in the tank forever. As a
country we are out of control, we're in a death
spiral.” He can’t explain the stock market’s rise
because there’s no profits from the consumer
sector. He acknowledges that stocks have a life
of their own.

The consumer isn’t coming back to the old
spending levels.  Demographics alone will
explain that. The baby boomer age wave is
approaching 60 — they’re past their peak
spending years and broke. We will see a
rebound in deferred purchase spending and
especially with government incentives — tax
dollar giveaways.

Should We Believe the Business Cycle
Experts?

For the record, I'm a fan of ECRI and respect
their work. Much of the widespread euphoria
about the recovery is derived from their frequent
TV appearances on news shows and confident
assertions that a recovery is on the way.
Everyone else has piled on to the bandwagon not
wanting to appear a laggard. | also stated a few
months ago that GDP would turn up based on
my experience with ECRI.

There are notable exceptions to this marching
band. Some call it a phony recovery.

ECRI seems to be very confident of their
indicators and they aren’t predicting a recovery
beyond next summer — the limit their forward
indicators can forecast. I’'m not going to say their
indicators are wrong considering their exemplary
recent track record. The emphasis is on ‘recent’

Let’s separate fact from marketing hyperbole.
On TV and in their email to me, ECRI stated that
they have experience with “Jungle Style”
recessions going back to 1907 and including the
1930’s. They say this to imply that they have this
recession figured out.

Many people listen to these assertions and figure
that we’re on our way out of this recession and
good times are ahead. The stock market
certainly thinks that’s the case.


http://www.andykessler.com/andy_kessler/2009/07/wsj-the-bernanke-market.html
http://finance.yahoo.com/tech-ticker/article/312114/%22In-the-Tank-Forever%22-U.S.-Consumers-Retailers-in-a-%22Death-Spiral%22-Davidowitz-Says?tickers=dltr,fdo,ndn,kss,xrt,WMT,CVS&sec=topStories&pos=9&asset=&ccode=
http://finance.yahoo.com/tech-ticker/article/312114/%22In-the-Tank-Forever%22-U.S.-Consumers-Retailers-in-a-%22Death-Spiral%22-Davidowitz-Says?tickers=dltr,fdo,ndn,kss,xrt,WMT,CVS&sec=topStories&pos=9&asset=&ccode=
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My research shows that ECRI’s statement about
their previous recession experience should not be
accepted as accurate. They make it sound like
they’ve nailed every recession and recovery
since Teddy Roosevelt.

ECRI wasn’t founded until 1996. Geoffrey
Moore, the founder, started his real cycle work in
the 1940’s and 1950’s, well after the Depression,
while working for the government. Some of the
categories of economic activity currently tracked
by the CB and certainly by ECRI are recent and
didn’t exist back then. In addition, the data and
methods used in the 1950’s to model past
recessions are long obsolete compared to
methods in use today.

I questioned ECRI on this old data and was told,
“many of the data categories comprising the LEI
did exist prior to the early 1940s, even if they are
not available from the Fed’s website”. It’s very
possible ECRI uses some old raw data of
Moore’s to reconstruct past cycles.

Still, Moore’s older work is more accurately
described as back testing or extrapolation and not
direct experience and predictive. It wasn’t done
real time. After all, Moore was only fifteen
years old in 1929.

Robust, granular US government data only goes
back to the 1940s and more commonly the 1960s
according to the Federal Reserve website.
Moore did predict the 1990-91 recession while
working at the Center for International Business
Cycle Research at Columbia University. The
indicators he used became less reliable later in
the decade according to Moore’s obituary in the
New York Times.

ECRI acknowledges that methods have changed.
“it’s a mistake to think of ECRI’s leading
indexes as iterations of the LEI, which represents
the state of the art from half a century ago.
Neither are our leading indexes necessarily
reflective of the same data categories.”

That’s exactly my point. The data and the
methods have changed over time. Therefore,
we’re dealing with an evolutionary process and
there’s an error factor and you’ll never know
how much until after it happens.

It’s important to understand that business cycle
research is always evolving and never static.
The predictive techniques used in 2001 may not
work as well this time and may not work at all in
20 years. Therefore, we shouldn’t give ECRI the
mantle of final authority when discussing the
duration or intensity of the business cycle. We
must take their statements with the same polite
wariness as we would those of any other
respected professional.

I’m cautioning readers on these business cycle
predictions because we seem to be creating a
certainty about a recovery. We’re choosing to
ascribe infallibility to experts when the evidence
shows it isn’t justified.

This is an inference error of the same kind
market participants made with the stock and
housing market bubbles. We believe things
are true without direct knowledge.

The Fed know this and is using vast amounts of
money to influence the leading indicators
because people believe in them and this belief
system can be used to lift public confidence.
Indicators alone will lift the real economy.

Stock market models and business cycle theories
work until they don’t. Caveat Emptor and that
goes for The Gleason Report timing models too.

What’s Real Anymore?

We were played by the Bush administration into
fighting the Iraq oil war. It was based on lies.
We bought into TARP when Hank Paulson said
the world would end if he didn’t get his way.
The money went to Goldman Sachs and Wall
Street cronies. More lies. Obama tried to use
Paulson’s crisis playbook to ram through his


http://www.nytimes.com/2000/03/11/business/geoffrey-h-moore-86-dies-an-analyst-of-business-cycles.html
http://www.nytimes.com/2000/03/11/business/geoffrey-h-moore-86-dies-an-analyst-of-business-cycles.html
http://research.stlouisfed.org/fred2/categories/
http://www.nytimes.com/2000/03/11/business/geoffrey-h-moore-86-dies-an-analyst-of-business-cycles.html
http://www.nytimes.com/2000/03/11/business/geoffrey-h-moore-86-dies-an-analyst-of-business-cycles.html
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health care plan with its destructive wealth
redistribution schemes. More lies.

Now the Fed is likely pumping money into the
stock and bond markets to influence the leading
economic indicators and to boost consumer
confidence. | believe this data targeting reduces
the reliability of the data and the analysis
methods that use it for forecasting.

The Conference Board and ECRI dutifully move
up their tracking indexes and say things will get
better.

And they will get better as long as more debt and
spending rolls thru D.C. and into the markets.
Sure, Bernanke has held off a depression, but the
Fed’s policies might risk a depression later and a
currency crisis in the near future.

Debt levels are sky high by any measure we can
conceive. It’s not just America. Debt is huge in
Europe and Australia too. However, it takes
more and more debt to influence corporate
earnings and to keep the game going.

Ask yourself this question: Can a recession
caused by debt be cured with more debt? Here’s
the reality. The government is spending debt
dollars to replace the missing consumer dollars
that have vanished from the economy. Only a
buoyant recovery in jobs and wage growth will
boost retailing and it isn’t in the cards. Mr.
Davidowitz explains that quite clearly.

One day the debt induced prosperity will end.
Last month | said that day would happen when
the nomenklatura (the privileged insiders) decide
there was nothing more to ring out of the system.
Hank Paulson and Warren Buffett will know
when but not you. The banker insiders benefited
from the bailouts and giveaways.

Bernanke talks of the Fed having an exit plan.
By that he means extracting the Fed’s money

from the markets and settling up with the
Treasury and the taxpayers.

Let me expl ain
planZz to you.
confidence so the small investor
piles into the stock market.
Then gradually withdraw the
Fed money. The big banks are

recapitalized with pub lic
savings. Then the stock bubble
pops, the market goes down and
Joe & Jane America suffer huge
losses with no direct link back to

the banks or the Fed. Your
savings are the ymark Z You are
the pasty in this game.

Does this mean that stocks are doomed to fall
soon? Absolutely not. The real question is how
much more money will the Fed continue to put
into the market if earnings don’t come through.
Will the public pile in? If earnings do rise how
much and how long?

If the recovery falters, then expect more
economic stimulus plans and even higher deficits
and soaring inflation. This leads to the final
option. Destroy the dollar. Actually, it may be
the only option and the rest of this charade
simply buys them time. If the dollar goes way
down, there’s hope of turning around US exports
and improving the employment situation. Our
debt load would drop dramatically. Our standard
of living will decline and imports will be more
expensive, but we’ll be working and
manufacturing things again. Jobs are good news
for folks entering the work force but the dollar
scenario is very bad if you have any savings and
are retired.

Truth is, we can’t be sure of any end-game
theory. There’s no will in Congress to stop
spending. | quoted Joe Biden last month when

t he
Dr i
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he said that the US will go bankrupt if we stop
spending. Europe is in the same fix. The West
has a huge incentive to get rid of its public debt
via default or inflation.

Where To Park Money

Here’s a key fact to understand. The stock
market and the business cycle are not always
correlated. We are in an economic recovery
based on the leading indicators. It doesn’t matter

now moving back up indicating future deflation
is extremely unlikely.

As I stated last month, we’re unlikely to see a
big move up in inflation until 2011. This gives
us time.

For ECRI’s opinion on the inflation/deflation
debate watch this short CNN video clip. It is a
good lead-in to my discussion of inflation down
below. The interviewer is one of the best I've

30.0
——FIG Growth Rate Predicting Inflation
20.0
10.0 /\
Do A
00 T ¥ T — |"NV |HVI \I\'A T T LI -
Jar00 J7Z}!2 Janr03 VM Jan05 Jar06 M Jan097'
-10.0 /l
-20.0 - -
TheFuture Inflation Gauge leads the Consumer Price Index
by 912 months.The FI@rowth rate bottomed in Janua
-30.0 115009 and is moving up rapidly due to debt stimulous. |
Deflation has been defeated and the CPI will bottom in
-40.0 112009. No indications yet of severe inflation.
www.gleasonreport.com
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how we got a recovery for the indicators to move
up. Debt spending and central bank shenanigans
are doing their magic once again. More
specifically for investors, we are in the early
stages of a recovery from falling asset prices.
They’ve managed to break the back of deflation.

Inflation is running at a 3.4 annual rate as of July
2009 per the latest BLS report. What does the
future hold? In the chart below | show the
Future Inflation Gauge (FIG) from ECRI
compared to the consumer price index (CPI).
The FIG leads the CPI by about 9 months at this
point in the business cycle. The FIG was in a
steep decline since July of last year. The index is

seen and knows how to squeeze information out
of Lakshman Achuthan — frank statements are

usually reserved for their well heeled
subscribers. You get if free.
The Fed has funneled money into the

government controlled banks and pushed up
stock prices. This was a desperate and effective
measure. Stock prices though are way ahead of
earnings. The government will eventually need
to extract its money at some point from stocks
and distribute the equities to the ignorant masses
and the trend followers. Ducks for plucking.

~10 ~
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Bear in mind, a debt induced economic
expansion requires continuous spending to
prevent another collapse. It’s  virtually
guaranteed they won’t let deflation regain the
upper hand again. Therefore, they will print and
spend and Joe Biden is telling you straight up
that’s what they’ll do. “If we stop spending,
we’ll go bankrupt”. Believe him - Smiling Joe
speaks the truth.

Let’s examine our situation.

1. We can’t earn safe money on low risk
government debt like treasury bills and
money market funds. Interest rates
offered to us are near zero. Inflation is
low but will soon rise. Thus, you will
continue to lose money holding cash. In
a debt dependent economy the Fed must
keep the rate paid on safe money under
the rate of inflation for as long as
possible. Otherwise, money flows out of
stocks and bonds and into cash. Falling
stock prices feeds back into consumer
sentiment — a leading indicator. Inflation
is theft from savers and will go on for a
very long time. Money will flow into
assets other than cash to get a rate of
return and this process creates financial
bubbles.

2. Commodities do well in inflation. The
government, however, intends to attack
commodity ETF products limiting their
appeal to investors. This could force
more money into stocks and bonds for a
while.  Stocks will falter as inflation
approaches about 5%.  Only when
inflation goes over about 5% will money
stampede into gold and silver.

3. We can’t trust the value of stocks because
the government is in the market and the
real PE ratio is far too high. Continued
stimulus and distorted banking earnings
may be able to boost earnings high
enough to justify current stock prices.
This will be difficult with manufacturing
in decline and the consumer sector afraid

and hesitant to borrow. If earnings do
rise a lot, the government will gradually
withdraw its stimulus money back
through the zombied banks and sell the
stocks to the working class. This process
1s called “distribution” and was used
effectively to build great fortunes by the
banker robber barons a century ago.

4. Interest rates are manipulated by the
government. Corporate AAA rates are
influenced by the safe yield on
government rates. Thus even corporate
bonds might be over-priced at this time.

5. We know the government can’t reduce
the rate of spending. They can’t even
pass a health care bill to slow down the
government red ink. Corporate interests
control Congress and will crush any
actions that affect their bottom lines.
Any reduction in spending and debt will
cause the system to collapse. Under no
circumstances must this happen. The
only way out of a debt trap is inflation.

6. We can’t trust the dollar because they’ll
print it until no one accepts it.

Because of uncertainty, a logical path of action is
to hold dollar hedges and passive assets that
always retain value. The major asset classes that
fit that bill are precious metals, land, a mix of
foreign currencies and perhaps foreign TIPS.
There are other options but most are far too
arcane and hard to deal in.

Gold and land do well in inflation and people
always want them. Currencies are a dollar
hedge. I'm not saying these assets never go
down. Gold and land also can enter bubble blow
offs. But, we haven’t seen a bubble in gold since
1980. Income earning crop land has not been in
a bubble but the buyer must be very selective.
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A Second Opinion

Investors see a 50% rise in the S&P500 and
wonder if they’re missing out on a new bull
market. |think not. Let’s get a second opinion

This past week, Michael O’Higgins was
interviewed on the Financial Sense News Hour
with Jim Pupulva. | recommend you listen to the
August 21% interview. (the first half is with oil
expert Matt Simmons — also very good). Mr.
O’Higgins is one of the top rated investment
managers in America — he’s in the top 1%. He
actually originated the Dogs of the Dow theory.
He rarely makes public interviews but they are
always timely and at points of great change. |
like this guy so much | have a Google Alert set
up on him — he’s superb. I’ll summarize the
main points he makes.

e Major investment themes go in long
cycles

e The Dow/Gold ratio was at 1:1 in 1980
(Dow 800 and Gold 800) and will go
back to that level. It’s now at 10:1 and
headed to 5:1. The Dow is now 9500.
Gold will hit $1400 — that’s a certainty on

this path and  1paTH DJ AIG COPPER TTL RTRN SU

will be the @ of 27-Aug-2003

e The stock market went up from 1982 to
2000 and interest rates fell. The future
will be the 80s and 90s played in reverse.
Expect rising interest rates.

e The government has four options with its
debt. 1) Pay it back — impossible
2)Default — not an option 3)Grow out of
it — Nah! 4) Inflate — Yes. In addition
we’ll see rising taxes and attempts at
wealth confiscation.

e How O’Higgins is invested. He is Y4 in
gold stocks, ¥ in GLD/SLV and % in
TIPS. TIPS are safe and you’ll do ok but
he intends to exit them soon and move
into foreign currencies. The government
is corrupted and has a huge incentive to
understate the CPI inflation rate going
forward. Thus you’ll be underpaid on
your TIPS and Social Security and
anything else indexed to inflation.

e To track inflation without relying on CPI,
watch the CRB index for copper.

e Be careful. The government will try to
scare you out of cash and safe assets.

.. 36 [t
minimum  base |
for gold. 40 1

e Since 2001 30 b U

we’re in a 25 "',;"""n,h

year period
where the Dow
will track
between 7000-
14000 and will 10 |1
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1
ND?QE

1 1 1 1 1 1 1
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get cheaper e o -
relative to earnings all along the way.

e There will be no deflation. Massive
inflation is ahead. The rich fear asset
deflation and the government actually
works for Goldman Sachs not you. The
super rich put Obama and his Chicago
thugs into office. The future will be like
the Carter years but much worse.

The chart shows the price of copper (Source:
http://finance.yahoo.com/q/bc?s=JJC ). It
bottomed in late 2008. Refer back to the Future
Inflation Gauge chart. Deflation pressure
bottomed in late 2008 also. Commodity prices
are a key component of future inflation.
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I don’t know if Mr. O’Higgins reads The
Gleason Report but we’re of the same mind. His
analysis is based on logic and an understanding
of government policy and debt. His statement on
TIPS is exactly what I’ve been saying for the last
few months. Domestic TIPS are safe but I'm
concerned about a declining dollar. A foreign
TIPS fund is probably a better vehicle. The
dollar has the most to lose of all the world’s
currencies. Readers know I’ve recommended
MERKX as a foreign currency fund and it’s done
well year to date — up over 8%.

I get emails from people fearful of buying gold
or others who want ‘action’ and are eager to
chase the stock market.

There’s a rule of thumb that the gold to silver
price ratio should be about 16:1. That’s been the
case over long periods but isn’t a useful metric
for pricing silver in the short term. At present the
ratio is 65:1. It’s been higher in the past but not
by much.

Silver is primarily an industrial metal with an
additional value as a monetary metal. Few
nations though use silver coins anymore and its
use in photography is in decline. Gold is mostly
a monetary metal with a significant additional
use for jewelry.

So, what’s changed? Before I get into the

Many can’t get off the  +aox[] ' '
fence on gold and so sit
in cash. Others think ‘2%
they’ll get rich with

GLO a3 of Z1-Aug-2009
: 7 r

+| GLD

’_//\A\v sLy

moving averages, the [ [ ‘UW
idiotic Elliott Wave and V M W

other  terrible timing  _zaz| i
methods.

Understand this: Cash  _sq

1
WO

will only lose purchasing

1 L 1 L 1 L 1
Janig Marog Mayod Julog

power. Stocks discount rising inflation. As John
Templeton said: “Inflation is hell on equities”.
Once inflation heats up, stocks will stall out.
You better not wait too long to protect your
assets. You know I’'m not a gold nut or a fanatic
— I’m just trying to warn you of what lies ahead
and offer options.

I invest exactly like | recommend in this
newsletter.  The only thing that makes me
nervous is my dollar allocation. My allocation
ideas may not be right for you so think it over
and get some good advice from someone you
trust. You have to make the decision.

Buy Silver Rather Than Commodities

Readers know that I’ve been ambivalent towards
silver and have preferred gold for the last few
years.

catalysts | see ahead, first, let me state that the
fundamentals for silver are not bad.

The world has recently valued gold more than
silver because of dollar fears. Wealthy people
prefer gold to silver because it’s compact and
easier to store a high dollar amount in physical
bullion.

Five factors indicate a shift back in the direction
of the 16:1 ratio. Even if it doesn’t get all the
way back, the huge spread between the two
metals means there’s opportunity waiting.

1. Regulatory Changes: The Commodity
Futures Trading Commission (CFTC) is
going to reign in  “commodity
speculation” by placing limits on the
large commodity ETF products. This
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will very likely reduce the attractiveness
of these investment vehicles. —Source:
MarketWatch This regulatory change has
been rumored for some months. | exited
the commodity markets this month.
Market manipulation along with a rapid
run up in price was the major reason |
sold but these regulatory changes were
another factor. It’s just as well we get
out. These are derivative products and
don’t own real commodities. I’d much
rather hold the real thing. Money is
likely to move out of these derivative
ETFs but people will still need a
commodity destination. SLV($14.50) and
SIVR ($14.76) hold real silver.

Rising Inflation. Gold and silver are in
major bull markets and will remain there
due to dollar weakness and future
inflation.  Real returns on cash are
negative. As discussed elsewhere in this
report, talk of deflation is not reality and
a misdirection. There’s a huge difference
between short term changes in asset
prices and real deflation and this ain’t
deflation, folks.

China moves into silver. On August 21%,
China allowed it’s people to invest in
silver. Silver ownership was previously
forbidden. The people are now not only
allowed but encouraged to invest in

something, it causes giant ripples across
the world”. - Source: InvestorCentric
Reversion to the Mean. Over long
periods, asset returns tend to balance out.
If it holds true again, the huge spread
between silver and gold will close. Last
month | presented my case that gold is
fairly valued at around $800. Let’s say
the gold/silver ratio closes to only 30:1.
With gold at $800 (fair value), that means
silver could rise to $26 — about twice the
present price of $14.

Depletion: “According to the last report

from the US Geological Survey, the

known gold reserves worldwide were
42,000 metric tons and a reserve base of
90,000 tons. For silver, the world
reserves were 270,000 tons with a
reserve base of 570,000 tons. This gives
us a gold-silver reserve ratio of 6.43 and
a reserve base ratio of 6.33. On a
related subject, world production of gold
as stated a few years ago was 2,450 tons
and for silver it was 20,300 tons giving
another ratio of 8.29. If the production
ratio is higher than the geological
reserves ratios, that means silver is being
pulled out of the ground faster than
gold!” — Source: SeekingAlpha Unlike
gold, silver gets used up in industrial
processes whereas little of the mined gold

silver. The investments of millions of is ever lost.

Chinese won’t

alone push up OBC as of 21-fug-2003
silver but it Y20%[ ] ' ' ' ] ' ,\M ' '
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We face a very difficult investment environment
in the decades ahead. There will be fewer
opportunities for the small investor to make large
gains in these whipsaw markets. In order to win
it’s a good idea to identify huge divergences
likely to close. With silver, we have an asset
likely to close its divergence with gold. | intend
to sell some of my GLD and IAU and reallocate
the money into SLV.

Is silver a replacement for DBC and various
commodity ETF products? No and it can move
contrary to them. Over the last year DBC is still
down a lot whereas silver is about even. It’s
status as a precious metal kept the price much
stronger than a mere commodity. The major
advantage to silver over DBC is SLV owns real
silver in a vault. It’s not a derivative.

There are stories on the Internet that GLD and
SLV may not have the metals in vaults. Some
ask how do we know it’s really there. | guess
there is a remote possibility of massive fraud but
I don’t believe it. Besides, if you have an IRA
it’s very difficult to own physical gold or silver.
GLD, IAU, SLV and SIVR are metals in a vault
but not in your hand. You have to

Obama’s managerial leadership hasn’t been
good. Rather than trust his instincts on health
care, he listened to his Chicago crime school
advisors led by his Chief-of-Staff Rahm
Emanuel. They convinced him to use the Hank
Paulsen/George Bush approach and define health
care reform as an emergency and ram it through
in the dead of night. Sort of like the idiotic
Global War on Terror, the evil Patriot Act and
later Paulsen’s TARP plan.

Obama’s health care plan had no cost
containment provisions and it was loaded with
wealth transfer schemes and giveaways. It was
stupid. They figured, we’ll pass this thing
tonight and do the dirty details later.
Surprisingly, even the American public weren’t
dumb enough to be fooled three times in a row.

Obama had a golden opportunity and messed it
up. A single payer health care plan with cost
controls on litigation, hospital charges, excess
medical procedures and sensible end of life
guidelines would have helped every working
American. American’s don’t really understand

decide if that’s good enough.

N W I MiNk I'vE

The Tragedy of Obama

Some people believe Obama is a
Marxist or Socialist or conversely is
out to destroy American capitalism. 1
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don’t believe any of that. He does
believe in the power of big
government to help people and to
force change. That’s my perception.

He became president only through the
financial support of very big money
on Wall Street. He was more
convincing than the angry John
McCain who also had to carry the

legacy of the reckless and feckless u
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the health care issues but do know that the
burgeoning debt load and stagnant wages mean
they’re in big trouble. Yes, the health care
companies initially rigged the health care
protests but it’s bigger than that.

The government needs to cut the growth rate of
medical costs. Obama should have been honest
at the front end and defined the severity of the
fiscal problem and offered a couple of solutions
and not compromised on the core issues. It
really comes down to a lack of integrity and poor
management skills by the administration.

To fix health care we need buy in. You get that
with honesty and shared need. People don't trust
the Obama plan and you can't blame them. Raul
Emanuel's physician brother, Ezekiel, and a
cadre of “humanist” scientists are driving this.
They consider humans as mere evolutionary
protoplasm. Obama needs to be honest and to
stop hiding his intentions.

On the other side, we’re hearing a lot of
propaganda about how bad health care is in other
countries. It’s not true. Consider these facts
about the UK.

Healthcare compared US vs UK
Health spending as a share of GDP

US 16%

UK 8.4%

Public spending on healthcare (% of total
spending on healthcare)

US 45%

UK 82%

Health spending per head

US $7,290

UK $2,992

Practicing physicians (per 1,000 people)
usa4

UK 2.5

Nurses (per 1,000 people)

US 10.6

UK 10.0

Acute care hospital beds (per 1,000 people)
us 2.7

UK 2.6

Life expectancy:

us 78

UK 80

Infant mortality (per 1,000 live births)

US 6.7

UK 4.8

I don’t blame people for getting in the face of
politicians and calling them out on their lies.

That’s no excuse for people in Arizona showing
up at Obama’s speaking location with holstered
guns and one extremist carrying an assault rifle.
It may be legal but this is stupid. It speaks
volumes that the guy wasn’t hustled away by the
Secret Service. Instead the act was excused as
“excising his right to gun ownership”.

Beware the Security State

I think most protestors act appropriately but need
to be careful. Making threats against politicians
by email and expressing violent rage in public
isn’t wise and could be used as evidence against
you at a later date. Police and security agencies
identify people at protests. They’ll get your auto
license number in the parking lot. Most
electronic communications are monitored and
saved on government servers courtesy of the
Patriot Act. Yes, they are!!
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This isn’t supposition, it’s reality. The
surveillance capabilities are expanding at a rapid
rate. The government has “fusion centers” for
collecting electronic communications and
merging it with information from tipsters. Last
month | discussed the new NSA data centers
being built that use electrical power equivalent to
an entire city to operate. The NSA is for
surveillance within the United States and this
isn’t a matter to be taken lightly. You have to ask
yourself why this is being done.

I’'m not predicting a police state. The
government is not evil but it is paranoid. Once
your name gets in a file it’s easy to add more
data. For both personal safety and privacy, move
with awareness of your surroundings. Begin to
act consciously and be aware of what
information can be gathered about you.

Energy Wars Click Up Another Notch

The United States is fighting oil wars in
Afghanistan and Iraq and may now be opening a
new front. Where? Venezuela if you can
believe it.

The plan is to move US troops to seven military
bases in Columbia at points nearest to
Venezuela. Per Hillary Clinton, these troops are
there for drug interdiction. —Source: Raw Story
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I’m not sure where to file this story. Should it be
under C for Columbia or C for “crazy as hell”.

Hugo Chavez next door is very worried.

The U.S. military bases target the Orinoco oil
strip, one of the largest oil reserves in the world,
he said. "We feel threatened,” Chavez said. "It is
like your known enemy is in your neighbor's
house, well armed and crazy.” "The Yankees do
not have friends, they have interests," he added.
Chavez also said Colombia is a failed country,
where drug trafficking activities have prevailed
at all social levels. — Source: ChinaView News

Now, what do Iraq, Iran, Afghanistan and
Venezuela all have in common? They are all
major oil producers (Afghanistan is a thruway
for energy pipelines). The US dollar may be on
the ropes and we’re neck deep in debt but we
control many of the major areas of oil
production. Some oil areas have been taken by
force and we have a protectorate relationship
with the others like Saudi and Kuwait.

China has taken bold steps to lock up oil
contracts including with Venezuela and natural
resources with other countries in South America.
The energy wars are heating up. This is high
stakes politics. It starts to make sense of why the
Chinese government wants its citizens to buy
silver and get rid of dollars. In the event things
get hotter China doesn’t want its people locked
into greenbacks as a Yuan hedge.

Could China be planning to make a dollar move?
Research by Leap2020 says China will try to
escape the dollar trap by late summer 2009.

LEAP/E2020 believes that the next stage of the
crisis will result from a Chinese dream. Indeed,
what on earth can China be dreaming of, caught
— if we listen to Washington — in the “dollar
trap” of its USD 1,400-billion worth of USD-
denominated assets? If we believe US leaders
and their scores of media experts, China is only
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dreaming of remaining a prisoner, and even
intensifying the severity of its prison conditions
by always buying more US Treasuries and
Dollars.

In fact, everyone knows what prisoners dream of.
They dream of escaping of course, of getting
away from prison. Therefore, LEAP/E2020 has
no doubt that Beijing is constantly striving to
find the means of disposing, as quickly as
possible, of the mountain of « toxic » assets
which US T-Bonds and Dollars have become,
keeping the wealth of 1,300 billion Chinese
citizens prisoner.  — Source: Global Europe
Anticipation Bulletin

Think Independently

President Obama frequently warns Americans
now of higher unemployment ahead and
challenging deficits and other problems. He
wants to level with the people but can’t. His
core honesty knows Bernanke and the bankers
actions will cost the public dearly but without
them he’s powerless to control a financial system
that’s out of control.

I’ve seen some actions to restrain the military-
industrial complex. That’s a step in the right
direction. Wall Street runs Congress and defense
contractors run foreign policy. They want more
spending and bigger deficits and higher taxes but
only on the working public.

There is an 80% probability that your
congressman is both corrupt and indifferent to
the financial security of American citizens. It’s
unlikely our economic future will have a happy
ending unless we each take defensive action.

Summary

Common sense tells us that you can’t solve a
debt problem with more debt. That’s exactly
what the government is doing. The end result

will be a currency crisis and inflation. People
need to think in terms of five years and imagine
how our fiscal mismanagement and government
corruption will play out and plan accordingly.

The rise in stocks was initially funded with
Federal Reserve seed money. Probably over a
trillion taxpayer dollars. The leading indicators
were targeted to boost public confidence and to
pull the economy up from a deflationary spiral.
It may work in the short term and a case is made
by some that it was necessary. Small investors
are getting back into stocks while insider sales
are at a record high. Retail sales remain terrible.

The US government is advancing troops into
Columbia near Venezuela’s oil fields. This is a
continuation of the ongoing oil wars and
confirmation of Peak Oil. Huge energy price
increases are ahead.

We must be wary of high profile experts like
Warren Buffett and the business cycle experts.

Buffett was on CNBC recently talking up stocks.
He made huge losing bets in CitiGroup and
Wells Fargo in the steep market crash. His
support of the government’s giveaways to his
banking interests reflect self interest. These
firms likely would have gone broke if not for
government bailouts. The Oracle of Omaha
would look like the Uh-Oh of Omaha if not for
taxpayer money shoveled into his banks.

The leading indicators dutifully report the
business cycle regardless of how the data is
pumped and modified. The business cycle isn’t
the investment cycle.

The government must spend to prevent a fallback
into deflation and will do so for a long time.
Inflation lies ahead. Expect various stimulus
plans and take advantage of them if it makes
sense for you. The whole world is in the same
boat so this trend can go on and on. The longer it
continues without a currency crisis the better the
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chances for eventually pushing inflation into
wages and dissipating consumer debt loads. One
must not assume that governments cannot
successfully inflate or that we’ll experience a
world economic collapse. We don’t know the
outcome with certainty but the effects will
appear soon enough.

Commodity prices are a harbinger of inflation.
Oil and core commodity prices have advanced
powerfully and will pose a threat to the recovery.
Commodity ETF products could be throttled by
government regulation and thus limit this
inflation hedge strategy for investors. Since the
future holds inflation and currency problems, the
best commodity to hold may be silver because
it’s both a commodity and a monetary metal.

Safe dollar investments are non-existent.
Negative interest rates make holding cash a
losing investment. TIPS protect against inflation
but not against a declining dollar — down about
10% year to date. The wise investor will hold
some dollar hedges until better opportunities
become available.

The dollar has the most to lose. A change to the
dollar’s reserve currency status could occur at
any time. There can’t be a dollar devaluation per
se because all currencies are fiat and they float
against each other. A new monetary system will
require a linkage to gold and silver so relative
currency valuations could be established.

I don’t see hyperinflation or even rapid inflation
near term. By 2011 inflation will appear in the
CPI statistics. Gold is above fair value but the
wind is at its back. If the dollar remains intact,
inflation will likely run at 5-8% annually for the
next 15 years. Like the coming restrictions on
commodities, expect to see roadblocks to gold
investments including 1099 reporting and
imputed taxes on paper gains. They’ll make it
costly to preserve your capital as they attempt to
funnel your money into financial assets sold by
the banks and brokerage firms.

Corporate profits don’t justify stock prices but
such is the nature of speculative money flows. If
profits don’t come through, stocks will slump
hard and leave small investors holding the bag
after the Fed exits. The S&P500 dividend yield
is only about 2%. On the positive side,
successful corporations have huge cash balances
that can be used in the future.

Reflation Revelation. The world economic
system is riding along an apocalyptic path with
the US leading on the Black Horse of Famine.
Many will lose everything and be reduced to
poverty as the chaos of money destruction is sent
out upon the earth. This isn’t really an economic
recovery — it’s an attempt to recover from
deflation. Commodity costs, currency risk and
government controls will make investing
difficult in traditional asset classes. To escape,
mount the horse called Reflation and give it the
spurs.

Q&A

Q. TI've received several questions about my
book. People want to purchase a bound copy.

A. 1no longer sell a printed copy. The book is
available free on the website for download and is
formatted for a standard printer page. The data
is getting out of date — it needs to be updated. It
became too much work to manage the printing
and ordering and shipping. Selling it on Amazon
is also a big hassle.

Q. To fix healthcare, couldn’t the government
just put everyone on Medicare? The government
could manage the costs and just charge us the
actual cost.

A. Your idea makes good sense but you’re
assuming that health care is the only objective.
It’s not. The government has a huge future
liability of over $45T (in today’s dollars) for
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future Medicare costs. They want to extract
money via means testing and cost shifting; i.e.
wealth redistribution and hidden taxation.

Q. Gold tested the 50 day moving average,
which comes just below $942 today and a break
would signal a test on the late July lows and
100 day moving average near $927.50. Is gold
going lower?

A. I don’t believe moving average systems can
forecast anything. MA systems and technical
analysis are sure ways to lose money — my
opinion. That includes using Fibonacci numbers,
Elliott Wave, Dow Theory and on and on.

Q. Do you still remain positive on MERKX, and
would you suggest averaging in over a period of
a month or so?

A. | have little faith long term in any fiat
currency but some have a lot less problems than
the dollar. I think MERKX is a good dollar
hedge for a portion of a portfolio. If you believe
like I do that the dollar will lose reserve currency
status in one to five years then a mix of other
currencies is a good bet. I’'m personally 25%
invested in it. [ can’t time the buy and sell
points.  When | make a decision on an
investment | buy all at once.

Q. The SPDR DB International Government
Inflation-Protected Bond ETF holds foreign
TIPS The symbol is WIP. Do you have any
opinion on this fund. You mentioned foreign
short term tips in the past and | was wondering
if this fits.

A. | prefer foreign TIP funds to US domestic
ones. My major concern is the purchasing power
of the dollar. WIP is a good way to hold an
inflation indexed bond fund and get the benefit
of foreign currencies. This is useful if you
believe the dollar will decline. WIP also offers
some protection on foreign inflation. It yields
3% and is up 14% year to date. MERKX, a
foreign currency fund, is up about 9% year to
date. The major gains and losses of the WIP
fund will come from currency fluctuations.

Another option is to hold WIP and a US TIPS
fund.

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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