
 

 

 

 

 

 

 

 

 

 

 

 

 

    

Status of the TGR Timing Models 
 

                 Stock Models                 Commodities       10yr Tbond                 Gold 

                                                               
      

 Value:  OUT       Trend: OUT               Trend: OUT                     OUT                              IN 

 

 

 

 

 

 

 

 

 

 

 

 

 

This issue of the Gleason Report can be linked to at: www.gleasonreport.com/emails/2009-11-tgr.pdf 

 
IMPORTANT: The Gleason Report is a newsletter of general and regular circulation published by Southwest Ranch Financial, 

LLC (SWR).  SWR is not a registered investment advisor and does not provide personalized investment advice.  Investment 

ideas presented are the opinion of SWR and are for informational purposes only.  You shouldn’t act on anything without 

consulting with your investment advisor. Investing involves risk and the future performance of the market timing models 

cannot be guaranteed.  The publisher shall have no liability of whatever nature in respect of any claim, damages, loss or 

expense arising from any reliance by you on the contents of our web site, published material or an alert. 

© 2009 Southwest Ranch Financial, LLC 

The 

GLEASON  
REPORT 

Market Timing for Investors 

Identify Turning Points in Asset Classes 
 

    

    November 2009                                                          www.gleasonreport.com 

Inside This Issue  ……….. 

 

 Recession isn’t the real problem.  We’re in an extended banking crisis. 

 Political Corruption:  Sociopaths run the government. 

 The dollar will be a victim of the financial crisis.  Its changing role. 

 Are the leading indicators peaking?  Is another crash possible?  

 Grass roots trends 

 

 

http://www.gleasonreport.com/emails/2009-11-tgr.pdf


The Gleason Report                                                                                                                November 2009 

 

 

~ 2 ~ 
 

S&P500 at 1036 on 31 October 2009 

 

 
 

 

Stocks 

The TGR Value Model is out of the market and 

so is the Trend Model.  The Trend Model would 

qualify on price action but the risk circuit 

breakers have kept it out. 

 

Bonds 

With long bond rates this low it doesn’t make 

any sense to hold fixed income. 

 

Commodities 

The TGR Trend Model is out of commodities. 

 

Gold 

The TGR Gold model remains in gold.  Present 

economic conditions favor gold and I doubt the 

circumstances will change for quite a while.  

Gold is likely above its fair value and will be 

volatile.  

 

 

Recession Isn’t The Problem 

We can make it through the recession we’re now 

experiencing.  Recessions are normal business 

cycle events and they diminish as the excesses 

are wrung from the system.  We can get through 

the present systemic banking system collapse 

that has engulfed America.  It’s bad but nations 

have survived them in the past although they 

always come out as diminished economies on the 

other side.  Unfortunately, the banking crisis is 

global and America’s dominance is supported by 

reserve currency status and a mighty military. 

Both are destined to lose clout.   

 

A banking crisis always forces financial reforms.  

In this global crisis the reforms will be of a 

global nature.  The world  needs to move to a 

more stable financial system and away from 

dollar dominance.  This won’t happen suddenly 

and it will be jarring at times.   

 

A nation is much more than its debt levels and 

GDP.  It includes the culture and other latent 

resources that aren’t easily measured.  I doubt 

that America the nation will go bankrupt or 

collapse if the leadership is capable of acting 

intelligently.  For individuals within America, 

the crisis could be costly. 

 

It seems inevitable that the world will move 

away from our currency.  If that happens we 

won’t be able to afford to support a global 

military.  We’re in trouble and the happy talk of 

the waning recession doesn’t mean too much.  

Considering how much the security apparatus 

and military controls American foreign policy, 

we can’t rule out expanded aggression and more 

wars.  I’ll address that below. 

 

Here’s the real problem.  We owe $7.8 trillion to 

foreigners; that’s 8,000 billion dollars.  We owe 

another $4 trillion to Americans.  The foreigners 

know they’ll never be paid.  We can default on 

the debt, inflate it away or let them buy a lot of 

American assets.  We can’t tax it away.  Default 

is the least likely option.  Alan Greenspan has 

suggested many years of moderate inflation will 

do the trick.  Allowing foreign creditors to buy 

American firms, brand names and real estate is 

an option.  This would mean high paying 

management jobs move offshore rather than 

factory jobs.   
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The System Needs Fixing 

The US debt problem is bad and about to get 

much worse.  A recent report by the 

Congressional Budget Office (CBO) is stark.  

Debt is exploding. 

 

The Baseline Scenario in the chart is the least 

likely outcome.  Debt as a percentage of GDP is 

now at 100%.   The Alternative Scenario is the 

path 

we’re 

on.  

Debt 

is 

soaring much faster than they expected in their 

2007 report.  The Alternative Scenario doesn’t 

include the effect of likely higher interest rates.  

The Rogoff/Reinhart report I’ll reference later 

predicted this.   

 

After a financial crisis, public debt grows on 

average by 86% in only three years.  Bush 

doubled the debt to $10  trillion by 2008.  It will 

likely explode to $18 trillion by 2012 – much 

earlier than even the CBO’s pessimistic forecast.  

And 86% is the historical average after a crisis.  

This crisis is global and we’re at the epicenter.  It 

could be worse. 

 

ñUnder current law, the federal budget is on an 

unsustainable pathðmeaning that federal debt 

will continue to grow much faster than the 

economy over the long run. Although great 

uncertainty surrounds long term fiscal 

projections, rising costs for health care and the 

aging of the U.S. population will cause federal 

spending to increase rapidly under any plausible 

scenario for current law. Unless revenues 

increase just as rapidly, the rise in spending will 

produce growing budget deficits and 

accumulating debt. Keeping deficits and debt 

from reaching levels that would cause 

substantial harm to the economy would require 

increasing revenues significantly as a 

percentage of gross domestic product (GDP), 

decreasing projected spending sharply, or some 

combination of the two.ò  -Source:  CBO 2009 

Report 

 

Translated this means they have to increase taxes 

and cut benefits.  They’ll have to keep the social 

safety net for the very poor.  This means they 

will try to tax anyone with visible assets.  It’s 

why Obama’s health care plan includes a 

provision requiring the government to be 

electronically sent your brokerage and mutual 

fund financial statements.   Just as the Feds get 

information on your interest and capital gains, 

they’ll now get your total asset position too.  

Why?  So they can impose a wealth tax or refuse 

to pay your health care costs unless you spend 

down your assets.  Why else would they want 

this information? 

 

http://www.cbo.gov/ftpdocs/102xx/doc10297/06-25-LTBO.pdf
http://www.cbo.gov/ftpdocs/102xx/doc10297/06-25-LTBO.pdf


The Gleason Report                                                                                                                November 2009 

 

 

~ 4 ~ 
 

Another way to cut government costs is the slash 

the military.  That will be resisted to the very 

end.  Other than the military, Medicare and 

Social Security are the only big pots of spending 

available to be cut.  

 

The CBO report says spending must be cut 

immediately by over 8% this year to prevent a 

crisis.  Congress can’t do that because spending 

cuts would make a depression a certainty.  They 

must keep spending.  Will foreigners keep 

lending?  Will interest rates stay low?  Not 

likely. 

 

We are on the cusp of disaster.  Thus, my 

constant warnings to hedge the dollar. 

 

   

The Dollar’s Changing Role 

Many people are negative on the dollar.  So 

much so that a rebound appears likely.  

Contrarians have come forward recently and 

warned that dollar negativity is unwarranted and 

the widespread anti-dollar tone is wrong.  Others 

are more strident and suggest that dollar 

weakness is part of an American plan to 

reposition the US economy by undermining the 

global competition.  The Yankees are scheming 

to start a new growth surge that will amaze the 

world.   

 

Here’s what I think.  I don’t think America’s 

leadership had any inkling that the US banking 

system would collapse.  It’s not part of any grand 

plan.  Think about it.  We successfully expanded 

debt since the 1980s.  Clinton cut regulations on 

the banking industry.  In 2008 we had 

experienced eight years of the monumentally 

incompetent George W. Bush. His actions were 

supported by a corrupt congress that can’t say no 

to spending.  A fool like Bush comes along 

maybe once a century if you’re really unlucky 

but he had plenty of help.  These colossal 

failures of judgment exposed America’s flaws 

and have stripped away the aura of invincibility 

and competence.  This truly was an unexpected 

financial system collapse and it will have long 

term consequences. 

 

We need to look at history to see how nations 

extricate themselves from these unforeseen 

disasters.  On the positive side, the rest of the 

world trusted America to be successful and its 

preeminence seemed unassailable.  They weren’t 

positioned to take advantage of America’s 

mistakes. 

 

Now there’s a currency scramble.  Many talk of 

China moving into a role of world leader with 

the Yuan becoming a competitor to the dollar.  I 

have big doubts about that.  China lacks a 

trustworthy legal system or the internal 

management skills to take care of its own 

problems much less lead the world. 

 

The world is seeking a new equilibrium.  When 

you get a screw up of this magnitude things  

never go back to the way it was. One way or 

another the debt problems must be addressed by 

default, inflation or negotiation.  Europe and 

Japan have similar problems.  A worldwide 

adjustment process is in motion. What is most 

likely is a new world reserve currency system.  If 

America regains its crown it will take a long 

time. 

 

History shows that a banking crisis in an 

individual nation has effects that can last ten 

years.  This one is global and the effects could 

last a generation.   

 

 

Follow-up On My ECRI Comments 

Two months ago in the September Report I 

discussed ECRI and its leading economic 

indicators.  I warned that the government was 

rigging the indicators by targeting the 

components with focused stimulus.  I sent an 

email to ECRI and they responded.  I warned 

them they were being played by the government 

and the reputation of their firm could be 

adversely affected.  I still believe that’s true. 
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My report also questioned some statements 

ECRI makes about predicting recessions going 

back 80 years when they’ve only been around 

since 1996.  My point was that we need to 

distinguish between hype and legitimate 

research.  It’s not wise to accept the 

pronouncements of a for-profit firm as the final 

word on business cycles. We need to pay 

attention to other factors that may distort the 

data.   

 

A month after my report, Chris Puplava at 

FinancialSense expanded the story by breaking 

out specific indicator components being 

distorted. Then on October 13th Mish Shedlock 

ripped ECRI to pieces and showed how their 

recession/recovery warnings are not consistently 

timely or useful.  Finally Noble Laureate Paul 

Krugman piled on the story in the New York 

Times.  ECRI responded to Krugman and 

defended the quality of their work and said the 

criticism was misplaced. 

 

I think some of the criticism of ECRI was quite 

unfair but won’t go into the details.  I hope ECRI 

will be more careful with public statements in 

the future.  ECRI forecasts business cycles and 

not the stock market.  I stressed that the business 

cycle is not the investment cycle.  Some good 

points were made in this round-robin criticism 

but not the most important one. 

 

We must ask: Who does ECRI work for?  They 

frequently issue press releases and teaser 

forecasts to the public. And, their Weekly 

Leading Index and Future Inflation Gauge are 

useful and widely followed.  Their real work 

goes to institutional customers with deep 

pockets. Someone at their firm told me a yearly 

subscription costs over $20,000.  We hear them 

say how the economy is recovering.  Their 

paying customers hear the caveats and warnings.  

 

In some ways the ECRI weekly press releases 

play right into the hands of the Fed and 

politicians ostensibly running this country.  The 

Feds know how to pump up the indicators to 

influence the data and generate good press.  This 

complements the government’s market 

manipulation activities and lulls the public into 

believing things are improving.  Some things are 

improving but there’s good news and bad news 

for the Ship Of State!  “Attention Crew,  Good 

news!  Water is no longer pouring in the porthole 

windows.  Bad news, the ship won’t sink but will 

hit the rocks”.   

 

In the July Gleason Report I explained in detail 

how a banking system collapse is not a short 

term event that is over within 18 months.  The 

effects spread for years.  Most people, especially 

the financial press, don’t understand what is 

ahead.  We are facing not just a recession but a 

systemic banking crisis that has moved into a 

currency crisis.  This is exactly what happens in 

nearly all systemic collapses going back 

centuries.  It’s the rule, not the exception. 

 

If you only focus on the leading indicators and 

blips in the business cycle and not the larger 

financial crisis, you are going to ignore the 

consequences of what this crises portends for our 

economy and our currency.   

 

 

The Leading Indicators May Be Peaking 

It’s too early to be certain but I suspect the 

stimulus and good news will soon have their 

maximum effect.  The growth rate of the leading 

indicators is leveling off. 

 

 

Economic conditions will appear to improve for 

another six months.  These pops and drops in the 

economy are typical of a financial crisis.   

 

 

Will We Have Another Crash? 

Several people emailed me a link with Nouriel 

Roubini predicting a crash ahead.  He says the 

http://www.financialsense.com/Market/cpuplava/2009/0930.html
http://www.financialsense.com/Market/cpuplava/2009/0930.html
http://globaleconomicanalysis.blogspot.com/2009/10/look-at-ecris-recession-predicting.html
http://globaleconomicanalysis.blogspot.com/2009/10/look-at-ecris-recession-predicting.html
http://krugman.blogs.nytimes.com/2009/10/13/leading-indicators-and-the-shape-of-the-recovery/?apage=3
http://krugman.blogs.nytimes.com/2009/10/13/leading-indicators-and-the-shape-of-the-recovery/?apage=3
http://www.businesscycle.com/news/press/1591
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markets are pumped up with stimulus and 

overpriced.   

 

ñWell, there is a wall of liquidity chasing assets. 

That liquidity can chase those assets higher for 

the time being until the huge carry tradeðthe 

asset bubble and the wall of liquidityðcomes 

crashing down. You can still have all the risky 

assets going higher. Of course, the higher they 

go, the more they diverge from fundamentals, 

and the riskier the situation becomes. But 

eventually, if the recovery of the economy is 

going to be anemic, sub-par, below-trend and U-

shaped, there is going to be a correction. And 

therefore my view is to stay away from risky 

assets. Stay in liquid assets. I donôt know when 

the correction is going to occur, it could be a 

while longer, but eventually it will be a pretty 

ugly correction, across many different asset 

classes.ò  Source: Roubini story at 

IndexUniverse.com 

 

Is he right.  Without a doubt.   

 

Roubini goes on to say he doesn’t like gold.   

 

ñI donôt believe in gold. Gold can go up for only 

two reasons. [One is] inflation, and we are in a 

world where there are massive amounts of 

deflation because of a glut of capacity, and 

demand is weak, and thereôs slack in the labor 

markets with unemployment peeking above 10 

percent in all the advanced economies. So 

thereôs no inflation, and thereôs not going to be 

for the time being. 

 

The only other case in which gold can go higher 

with deflation is if you have Armageddon, if you 

have another depression. But weôve avoided that 

tail risk as well. So all the gold bugs who say 

gold is going to go to $1,500, $2,000, theyôre 

just speaking nonsense. Without inflation, or 

without a depression, thereôs nowhere for gold to 

go. Yeah, it can go above $1,000, but it canôt 

move up 20-30 percent unless we end up in a 

world of inflation or another depression. I donôt 

see either of those being likely for the time being. 

Maybe three or four years from now, yes. But not 

anytime soon.ò 

 

Adrian Douglas disagrees. 

From the most recent work of the Gold Anti-

Trust Action Committee there are strong 

indications that the London bullion market 

operates on a fractional-reserve basis. It would 

appear that at least 64,000 tonnes of gold have 

been sold via unallocated accounts against a 

maximum reserve of only 15,000 tonnes.  

 

The cataclysmic event in gold [huge price 

increase]could be triggered by an audit or 

simply by purchasers asking for delivery of their 

gold. 

 

Mr. Roubini, I couldn't expect you to know as 

much as GATA about the gold market because 

GATA has spent 10 years researching this 

opaque market and you have not. But as an 

economist I am sure that if what GATA says is 

right, then the future direction and magnitude of 

the gold price are not in doubt at all. 

-Source: GATA 

 

Commodity trader, Dennis Gartman, speaks on 

CNBC.  He sees gold becoming the world 

reserve currency.  However, he thinks the dollar 

is too low short term and gold is too high.   

file:///C:/DWsites/TGR/documents/Well,%20there%20is%20a%20wall%20of%20liquidity%20chasing%20assets.%20That%20liquidity%20can%20chase%20those%20assets%20higher%20for%20the%20time%20being%20until%20the%20huge%20carry%20trade—the%20asset%20bubble%20and%20the%20wall%20of%20liquidity—comes%20crashing%20down.%20You%20can%20still%20have%20all%20the%20risky%20assets%20going%20high
file:///C:/DWsites/TGR/documents/Well,%20there%20is%20a%20wall%20of%20liquidity%20chasing%20assets.%20That%20liquidity%20can%20chase%20those%20assets%20higher%20for%20the%20time%20being%20until%20the%20huge%20carry%20trade—the%20asset%20bubble%20and%20the%20wall%20of%20liquidity—comes%20crashing%20down.%20You%20can%20still%20have%20all%20the%20risky%20assets%20going%20high
http://www.gata.org/node/7933
http://www.cnbc.com/id/15840232?video=1305625667&play=1
http://www.cnbc.com/id/15840232?video=1305625667&play=1
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Is Roubini right?  I think he’s correct about 

coming market crashes. I think gold will be 

banged up too.  A bit longer term, the signature 

of a systemic banking crisis is an accompanying 

currency crisis.  Gold won’t continue to go up 

because of a severe business cycle recession.  

But gold will go up if a currency declines in 

value.  It will go much higher into crash territory 

if people panic out of currencies.  Across the 

world people have lost faith in fiat currencies 

and something must become the currency anchor 

to keep the global economic system afloat.  That 

can only be gold.   

 

Inflation in America will come later – perhaps in 

2011.  Inflation will go up because imported 

products soar in price as a currency declines – 

things like oil and gold and key materials and 

half the stuff sold at Wal-Mart.  The dollar has 

traded at a huge premium relative to others 

because it’s the reserve currency.  Those days are 

ending.  Gold is looking 

forward.  Yes, it may suffer a 

drop but I think the floor is $800 

– that’s perhaps pessimistic. 

 

In their book, This Time Is 

Different:  Eight Centuries of 

Financial Folly, the authors 

detail what actually happens in a 

systemic financial crisis.  Read 

my July report for a synopsis or 

buy this excellent book.  We are 

not in a simple recession.  We 

are only part way into a full 

blown, systemic financial crisis 

with a banking system collapse 

and the impending rejection of the dollar as the 

world reserve currency.  And that folks is a big 

deal.  It might not mean a depression but a dollar 

crisis is likely.   

 

My advice has been to plan for the systemic 

crisis and don’t focus only on the recession.    

 

My plan is to hold 

the bulk of my 

assets in gold and a 

mix of foreign 

currencies and some 

US dollar cash.  As 

opportunities arise 

in stocks and bonds, 

I’ll shift money 

from currencies to 

other assets.   
 

 

 

World Real Estate 

Real estate prices went too high in several well-

off countries.  It was a global event.  Crazy 

things happen when money is too easy.  Look at 

Dubai in the Arab Emirates.  They’ve built a 

fantastic city of the future with whimsical 

buildings and man-made islands in the ocean 

shaped like a world map.   

 

Brad Pitt spent millions for a house there.  Prices 

on these Dubai properties have since fallen by 

50%.  We could have guessed things were 

bubbled up when the untrained Pitt was selected 

http://www.amazon.com/This-Time-Different-Centuries-Financial/dp/0691142165/ref=sr_1_1?ie=UTF8&s=books&qid=1256511668&sr=8-1
http://www.amazon.com/This-Time-Different-Centuries-Financial/dp/0691142165/ref=sr_1_1?ie=UTF8&s=books&qid=1256511668&sr=8-1
http://www.amazon.com/This-Time-Different-Centuries-Financial/dp/0691142165/ref=sr_1_1?ie=UTF8&s=books&qid=1256511668&sr=8-1
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to be a designing architect for a Dubai hotel.  I 

kid you not. 

 

"Whilst acting is my career, architecture is my 

passion. Selecting this development as my first 

major construction project has been a simple 

decision," he said.  é.  "I'm really into 

architecture, structure and design. Give me 

anything and I'll design it. I'm a bit nutty with it." 

- Actor Brad Pitt    -Source:  UK Telegraph 

 

Whilst Bradley was playing architect, someone 

paying the bills on that hotel should have 

checked to see if he had any qualifications.    

 

Dubai is now looking to float over $6 billion in 

Islamic and conventional bonds to pay the bills.  

I hope they can sell the bonds because this eighth 

wonder of the world is going to look pretty dumb 

when they can’t afford to maintain the sea wall 

or dredge out the sand.  Oh-oh, Islam doesn’t 

permit the paying of interest.  Messing with the 

Quran won’t play well at home.  (In Islam, risk is 

asset based and the loan risk and the asset should 

be shared under a principle of fairness.) 

 

Downsides to Asset Classes 

The world has experienced a global banking 

crisis where every country in the world is off the 

gold standard and everyone uses fiat money.  

Many copied America’s central bank structure 

and encouraged rampant consumer spending and 

debt.   

 

I can make a logical case for just about any 

outcome in this environment over the next 

couple years.  Longer term, the dollar will 

diminish but most people will not escape the 

carnage and that includes gold owners.  How 

many people will have the stomach to stay in 

gold during the violent price swings? 

 

How the debt resolution develops depends on 

whether the world can work things out together.  

That’s asking a lot because they all want their 

currency lower than the next guy to maintain 

export levels.  Everyone can’t win.  Asset classes 

could be all over the place within a year. 

 

I believe gold has about 20% of downside at this 

time.  The upside is unknown.  I don’t know 

which will come first.  I’m much more 

concerned about US stocks.  They could fall 

30% due to over-valuation.  US long term bonds 

could fall 70% if rates rise.  The dollar could 

have a steep fall. 

 

The US is taking the lead to contain the damage.  

America doesn’t want a dollar collapse or a rapid 

inflation.  Nobody does.  But look at all the debt.   

 

The defining characteristics of a financial crisis 

are an 86% increase in public debt within three 

years, large declines in tax receipts at every level 

of government, falling real estate prices for six 

years and a 7% rise in unemployment peaking in 

five years.  We’ve got them all.  This isn’t a 

simple recession.  Experience says problems 

would normally persist to 2012 on average.  Bear 

in mind, these are averages for a national crisis 

and not one of international scope.  Therefore, 

let’s admit we’re in a financial crisis and not be 

too rigid on the dates and percentages.  I 

wouldn’t believe anyone who says they can 

accurately forecast the outcome. 

 

Here at home, most pension funds are 

underwater.  It’s only a matter of time before 

they renege on their health care promises and try 

to slash pension payouts. State laws will make 

cutting pension payouts very difficult but not 

health care promises. The federal government is 

on the hook for all the pensions and all the 

banks.  What about all the annuities sold by 

insurance firms – trillions of dollars. The 

commercial real estate market is a disaster.  The 

owners there can’t just walk away because non-

recourse laws don’t apply.  Who holds the 

mortgages on all that real estate?  Probably 

pension funds, REITS, insurance firms and 

private equity firms.  No one will bail these guys 

out.  

http://www.telegraph.co.uk/news/newstopics/celebritynews/2066592/Brad-Pitt-turns-architect-and-designs-Dubai-hotel.html
http://www.marketwatch.com/story/dubai-eyes-65-billion-of-new-debt-in-conventional-islamic-bonds-report-2009-10-25?siteid=yahoomy
http://www.marketwatch.com/story/dubai-eyes-65-billion-of-new-debt-in-conventional-islamic-bonds-report-2009-10-25?siteid=yahoomy
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In short, what are the odds of a planned, orderly 

debt management plan that lets the markets down 

slowly?  Before you answer, remember that 

there’s probably $100 Trillion in derivatives 

linked to all this over-leveraged garbage and 

nobody knows who’s holding it.   It simply 

strikes me as unlikely for the air to exit the 

balloon slowly. 

 

 

How does the world get rid of all this debt? 

The only way out is choosing a means of default.  

America is the world’s premier debtor.  Will we 

default on our external and internal debt or 

inflate it way?  I suspect we’ll try to gradually 

inflate for 10-15 years.  We may be able to do it 

for seven – maybe.  What did the Soviet Union 

do after its collapse?  The State forgave all the 

debt.  Renters were given their apartments and 

became immediate home owners.  Might the US 

government do the same with the mortgages in 

America? With 20% unemployment, who’s 

going to complain? Washington is in the process 

of taking ownership of  a lot of debt.  

 

I sent out an alert this month discussing Robert 

Fisk’s article in The Independent predicting the 

demise of the dollar. 

 

In the most profound financial change in recent 

Middle East history, Gulf Arabs are planning ï 

along with China, Russia, Japan and France ï to 

end dollar dealings for oil, moving instead to a 

basket of currencies including the Japanese yen 

and Chinese yuan, the euro, gold and a new, 

unified currency planned for nations in the Gulf 

Co-operation Council, including Saudi Arabia, 

Abu Dhabi, Kuwait and Qatar. ï Source: The 

Independent 

 

According to Rogoff and Reinhart in their book 

“This Time Is Different”, nations historically 

inflate their way out of crisis.  I doubt it will be 

different this time.  As for the world pulling 

together to let the system adjust gradually – not 

likely. 

 

Japan and other nations recently held a pow-wow 

to discuss reducing trade with America and 

gaining financial independence.  

 

Asia-Pacific leaders called on Sunday for 

regional-wide free trade and other measures to 

reduce dependence on the United States and big 

Western markets as Asia leads the way out of the 

global economic downturn. 

 

Japanese Prime Minister Yukio Hatoyama urged 

Asian leaders to keep up fiscal and monetary 

stimulus measures even as their economies show 

mounting signs of recovery, saying there was "no 

room for complacency" and that the job market 

was still "dire." ï Source: Reuters 

 

Notice the emphasis on stimulus measures as the 

tactic until that glorious goal of financial 

independence is attained.  They’re all thinking 

that way from Spain to Singapore.  

 

Europe is panicked at the Euro rising to $1.50 on 

the dollar.  It’s killing their competiveness.  

What will they do?  Spend, perhaps, to lower the 

Euro? 

 

Cooperation sounds nice but in the end it will be 

every man for himself.  When the dust settles, 

the world monetary system will be changed.   

 

Bear in mind, we really don’t know how much 

money printing and debt has been expended to 

forestall the crisis.  According to Rogoff: 

 

ñThink of the implicit guarantees given to the 

massive mortgage lenders that ultimately added 

trillions of dollars in off balance sheet 

transactions engaged in by the Federal Reserve, 

and the implicit guarantees involved in taking 

bad assets off bank balance sheets, not to 

mention unfunded pension and medical 

liabilities.  Lack of transparency is endemic in 

http://www.independent.co.uk/news/business/news/the-demise-of-the-dollar-1798175.html
http://www.independent.co.uk/news/business/news/the-demise-of-the-dollar-1798175.html
http://news.yahoo.com/s/nm/20091025/ts_nm/us_asia_summit_11
http://www.kingworldnews.com/kingworldnews/G+_Articles/Entries/2009/10/21_Euro_at_$1.50_is_disaster_for_EuropeBy_Ambrose_Evans-Pritchard.html
http://www.kingworldnews.com/kingworldnews/G+_Articles/Entries/2009/10/21_Euro_at_$1.50_is_disaster_for_EuropeBy_Ambrose_Evans-Pritchard.html
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government debt, but the difficulty of finding 

basic historical data on central government debt 

is almost comical.ò ï Source: Preface of This 

Time Is Different 

 

In short, the debt situation in America is far 

worse than we’ve been told.  So, you can hold 

dollar bills and hope it all works out.  That’s 

risky.  Or, hold a mix of gold, currencies, and 

cash and hold your breath.   

 

I’m reasonably confident my gold model will 

warn you when to sell your gold.  I’m avoiding 

US stocks and bonds.  If you hold only dollar 

bills it’s  a big bet on no reform and business as 

usual.  It’s unfortunate that we’re in this position 

and, for many, at this late a point in their life.   

 

If you have assets and any level of 

wealth, you are a rare person.  That’s 

because 80% of Americans have only 

debt and no wealth.  Many more will 

join them. 

 

 

Corruption Got Us Into This Mess 

We can’t tax our way out of our debt 

problem.  They’ll try but will have to 

back off because taxpayers are 

stressed at the local level.  If 

Washington and the states try to 

directly raise taxes on the populace 

they’ll see a revolt.  That’s why 

Congress is trying to push through 

Cap-And-Trade and complex Health 

Care legislation.  Both provide a way 

to hide taxation and spending within 

mandatory programs.  There’s some 

good in both these ideas but it’s sensible to be 

suspicious of the real objectives. 

 

A wide swath of the public understands that 

political corruption and favors for Wall Street are 

directly responsible for our financial calamity.  

The core problem is the influence of big money 

on congressional races.  Special Interest Groups 

(SIGS) provide many opportunities for 

congressmen to live large.  This includes 

expensive vacations around the world at 

corporate properties to supposedly discuss 

business.  They get free meals at five star 

restaurants, free golf, and on and on.  The party 

leadership is enriched by business opportunities 

offered at huge discounts that virtually ensure a 

profit.   

 

The family members of Senators serve on 

corporate boards; essentially free money for 

doing almost nothing.  Their children are offered 

jobs far beyond their level of training or 

competence.  It’s near impossible to nail these 

guys on fraud and corruption because the deals 

are structured to avoid breaking the law.   

 

In exchange for cash equivalents and campaign 

contributions, lobbyists for the SIGS are allowed 

to write legislation that benefits their group.  

Why else would D.C. be loaded with so many 

lobbyists.   The political party leadership pushes 

the legislation through congress often as 

amendments to various bills.  These laws 
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generally go unnoticed by America’s passive and 

corrupt press - all owned by media 

conglomerates and staffed by curs and suck ups. 

 

It’s quite likely that US finances can’t be 

reformed at this point.  It’s too far gone and too 

much damage has been done.  Even cutting the 

rate of spending now would be a disaster.  The 

wars pump vast amounts of money into the 

economy and provide employment at defense 

firms.  Health care legislation will push 

government cash into the health services sector 

to make up for 

declining 

personal 

spending.  

Stimulus 

dollars push 

money into 

the auto 

industry, 

public works 

projects, and 

military installations.  A reduction in public 

spending means rising unemployment and social 

stress especially among the well-educated middle 

class.  

 

 

Psychology Pathology is Our Problem 

Most Americans like to believe their 

congressman is a good guy.  They aren’t.  About 

20% of congressmen are decent and altruistic 

people.  A large percent of congressmen have 

sociopath tendencies.  Think I’m being extreme? 

 

ñWhat doesn't go unnoticed is the fact that some 

of the character traits exhibited by serial killers 

or criminals may be observed in many within the 

political arena. While not exhibiting physical 

violence, many political leaders display varying 

degrees of anger, feigned outrage and other 

behaviors. They also lack what most consider a 

"shame" mechanism. Quite simply, most serial 

killers and many professional politicians must 

mimic what they believe, are appropriate 

responses to situations they face such as sadness, 

empathy, sympathy, and other human responses 

to outside stimuli.ò 

 

While many political leaders will deny the 

assessment regarding their similarities with 

serial killers and other career criminals, it is 

part of a psychopathic profile that may be used 

in assessing the behaviors of many officials and 

lawmakers at all levels of government. 

 ï Source: Examiner.com / Federal Bureau of 

Investigation's Behavioral Analysis Unit 

 

Sociopaths can be successful people. Dumb ones 

are in prison. You’ll meet the smarties in the 

business world and politics where they’ll smile 

and cheat you if they can get away with it.  In 

government affairs they wreak incredible 

damage.  For this reason, term limits and strict 

money controls are necessary to diminish the 

allure of politics for sociopaths.  If they become 

entrenched they will work at self gratification. 

 

To attain and retain congressional office, a 

candidate must set aside normal standards of 

ethics and morality and work for the party 

leadership’s agendas.  The candidate will know 

that some legislation will be costly and wasteful 

and that certain officials will personally benefit.  

You have to turn a blind eye towards corruption 

to enhance your career.  A normal person would 

have too much guilt and emotional stress to 

survive in this environment but not a sociopath.  

They thrive.  America’s political system is a 

http://www.examiner.com/examiner/x-2684-Law-Enforcement-Examiner~y2009m6d12-Serial-killers-and-politicians-share-traits
http://www.examiner.com/examiner/x-2684-Law-Enforcement-Examiner~y2009m6d12-Serial-killers-and-politicians-share-traits
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winnowing process where the worst of the bunch 

vie to be senators and president.  

 

Bill Clinton had some traits of a classic 

sociopath.  His schmoozing speaking style and 

ingratiating fake kindness played well with 

feminists and the naïve.  The feminists ignored 

that he was a chronic sexual opportunist and 

accused rapist (per Juanita Broaddrick).  Away 

from the cameras, he reportedly erupted in rages. 

 

Sociopathic tendencies are a big positive in 

military leaders.  They do whatever you tell them 

with brutal efficiency because it brings career 

rewards.  They need to be held on a short leash 

and controlled by a rational leadership.  Look 

who we put in charge of the military in 2001.  

Sociopathic neocons controlled the White House 

under the Bush/Cheney regime. Look at the 

insane wars that benefited the Wall Street 

military-industrial complex while they killed a 

million Iraqis.  Dick Cheney’s Halliburton looted 

billions off the war.  I’ll bet not one person in a 

hundred can explain why we’re in Afghanistan.  

America’s worthless news media never asks 

why.  I’ve never heard a sane explanation from 

anyone in government. Hint: Think energy and 

pipelines. 

 

As for Iraq, you have to listen to this clip of 

former national security advisor Zbigniew 

Brzezinski testifying before the Senate this past 

month.  He tells senators that America’s policy 

in Iraq could well lead to failure and an 

expanded war with the Muslim world.  The 

trigger could be a staged terrorist attack in the 

US that gets blamed on Iran (i.e. another false 

flag event).  He understands the thinking process 

of the people running US policy.     

 

Observe the banking laws that were changed to 

allow the wild expansion of derivatives and 

securitization of real estate loans.  Insiders 

certainly warned congressmen and the White 

House of the consequences but hubris subverted 

good governance.  The PBS program Frontline 

documented how Rubin, Summers and 

Greenspan ignored warnings on the dangers of 

derivatives because of their arrogant and foolish 

beliefs  – another crack team in need of a 

psychological intervention.   

 

CFTC head Brooksley Born tried to warn 

Congress of the impending derivatives disaster.  

She intended to use her authority to require 

disclosure and regulation.  She saw it coming.  

Robert Rubin, Larry Summers, and Alan 

Greenspan sided with the bankers and humiliated 

her in front of Congress.  The rest is history.  

 

ñI walk into Brooksleyôs office one day; the 

blood has drained from her face,ò says Michael 

Greenberger, a former top official at the CFTC 

who worked closely with Born. ñSheôs hanging 

up the telephone; she says to me: óThat was 

Larry Summers. He says, ñYouôre going to cause 

the worst financial crisis since the end of World 

War II.òé [He says he has] 13 bankers in his 

office who informed him of this. Stop, right 

away. No more.ôò  -Source:  PBS Frontline ñThe 

Warningò View Program Here 

 

Rubin and Summers are back working for 

Obama.  

 

Politicians know the public doesn’t understand 

any of these policy and financial issues.  An 

honest elected official will confront those in 

power.  Our system doesn’t work because too 

many are bribed with freebies and campaign 

contributions.  Too many Goldman Sachs people 

and corporate boot lickers are in government. 

The public good is the last thing on their minds.   

 

You might think that rich people wouldn’t 

succumb as easily to temptations as a poor guy 

so maybe they’re better to have in Congress.  

Wrong.  A sociopath with money next wants 

power.  They crave the ability to control other 

people and receive ego rewards.  Congress is 

loaded with millionaires and they have sent us 

http://www.wnd.com/index.php?pageId=1313
http://revolutionarypolitics.com/?p=2837
http://revolutionarypolitics.com/?p=2837
http://revolutionarypolitics.com/?p=2837
http://revolutionarypolitics.com/?p=2837
http://video.pbs.org/video/1302794657/
http://video.pbs.org/video/1302794657/
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into a financial and moral death spiral. Business 

acumen counts for little in Congress. 

 

Peter Schiff is running for Senate in Connecticut.  

One of the Republican primary opponents also 

hoping to unseat Chris Dodd is Linda McMahon.  

She is the wife of Vince McMahon of World 

Wrestling Entertainment.  McMahon intends to 

spend many millions to gain the Senate seat.  

This big money scenario is now typical of 

American political races. Schiff wants to be 

Senator so he can bring good fiscal management 

to D.C.  The public has heard that before and 

D.C. isn’t interested. McMahon 

understands reality TV and the 

American psyche.  Good luck, 

Peter.   

 

The singular point to be 

understood is that voting 

Republican or Democrat 

nowadays is a waste of time.  

You’re better off voting for the 

Green Party or Louis Farrakhan 

thus sending a message they’ll 

understand.  Showing respect and 

deference to a politician means 

being played for a fool. These 

people need to see anger and 

disrespect - it's what a thug 

understands and what keeps them 

in check. 

 

 

Political Trends 

The American people are figuring out that their 

federal leadership is inept and corrupt. The 

public’s money is being used to fund unpopular 

wars and to enact legislation that subverts the 

authority of the states.  The Bill of Rights is 

confetti.  

 

The simmering public anger will limit future 

strategies available to D.C.   Look at the trends 

developing. 

 

There’s a Firearms Freedom Act (FFA) 

movement spreading to keep the federal 

government out of legislating controls over 

state gun laws.  The FFA movement has 

grown rapidly.   

 

In the second major front in the war over gun 

rights that has developed in just days, a lawsuit 

has been filed against U.S. Attorney General 

Eric Holder seeking a court order that the 

federal government stay out of the way of 

Montana's management of its own firearms. - 

Source: World Net Daily 

 

 

 

States Rebel Against Washington’s Wars 

The Bring the Guard Home movement brings 

state-based opposition to the 

Cheney/Bush/Obama/Biden war now 

meandering through Afghanistan. 

 

Bring the Guard Home is a national movement 

of state campaigns to end the unlawful overseas 

deployment of the National Guard, their website 

states.  

 

http://www.wnd.com/index.php?fa=PAGE.view&pageId=111759
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State campaigns are active in Alaska, California, 

Florida, Illinois, Maine, Maryland, 

Massachusetts, Minnesota, New Hampshire, 

New Jersey, New Mexico, New York, Vermont, 

Virginia, Ohio, Oregon, Pennsylvania, Rhode 

Island, South Carolina, Texas, Washington, 

Washington state and Wisconsin. New states are 

joining all the time, they say.  ï Source: The Hill 

 

 

Law Enforcement and Military Personnel 

Plan to Oppose Martial Law Directives 

Launched in March é, Oath Keepers bills itself 

as a nonpartisan group of current and retired 

law enforcement and military personnel who vow 

to fulfill their oaths to the Constitution. 

 

ñMore specifically, the group's members, which 

number in the thousands, pledge to disobey 

orders they deem unlawful, including directives 

to disarm the American people and to blockade 

American cities. By refusing the latter order, the 

Oath Keepers hope to prevent cities from 

becoming "giant concentration campsé ñ -

Source: Review Journal 

 

 

State of Tennessee Enlists Other States to 

Rebel Against Washington 

Stay out of our business 

movement spreads among the 

states. 

 

ȰWe send greetings from 
the Tennessee General 
Assembly.  On June 23, 
2009, House Joint 
Resolution 108, the State 
Sovereignty Resolution, 
was signed by Governor 
Phil Bredesenȱ.   
 

The Resolution created a 

committee which has as its 

charge to: 

 

ǓCommunicate the resolution to the legislatures 

of the several states, 

ǓAssure them that this State continues in the 

same esteem of their friendship, 

ǓCall for a joint working group between the 

states to enumerate the abuses of authority by 

the federal government, and 

ǓSeek repeal of the assumption of powers and the 

imposed mandates.  

-Source: Taxing Tennessee 

 

 

States Forced to Release Criminals 

Every state in America will have to cut services 

or raise taxes due to falling revenues.  My home 

state of Arizona has a budget deficit of $2 billion 

dollars and is talking about closing prisons and 

releasing 25% of the felons onto the street.  This 

trend will spread to every state.   

 

America now has 2.5 million people in the 

prison system.  The incarcerated percentage is 

the largest of any nation and nominally more 

than China with three times the population.  We 

incarcerate one million people each year and 

25% is for possession of cannabis. 

 

http://thehill.com/blogs/pundits-blog/foreign-policy/59943-the-bring-the-guard-home-movement
http://www.lvrj.com/news/oath-keepers-pledges-to-prevent-dictatorship-in-united-states-64690232.html
http://taxingtennessee.blogspot.com/2009/10/tennessee-state-sovereignty-committee.html
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America has used borrowed money to provide 

thirty years of economic growth.  Part of this 

phony wealth was used to safeguard the public. 

The Federal budget deficit started skyrocketing 

in 1981 at the exact time as we started locking up 

petty drug offenders (see charts).  When we lose 

the ability to borrow from foreigners the criminal 

justice system will also unravel. 

 

Our prison systems are jammed.  The War On 

Drugs and mandatory incarceration laws have 

resulted in throwing millions of young people 

into prison where they learn criminal skills.  

Once tagged with a felony, the chance of decent 

employment and reform go 

out the window for most.  

Now they’ll be released 

back into society in an era 

of no jobs.  That’s a trend 

that won’t be reversed.  We 

can’t afford to lock people 

away any more at an annual 

cost of $30k per person.  A 

more sensible approach is 

mandating outpatient 

treatment that gets at the 

issue for each person. 

 

Rising prison costs and a 

changing public attitude 

towards drug incarcerations and reduced money 

for law enforcement will have consequences. 

 

More than 4 in 10 Americans -- 44% -- believe 

the use of marijuana should be made legal, while 

barely half say it should not. Support for 

legalization is up from 36% in 2005 and now far 

exceeds the 31% found at the start of the decade.   

-Source:  Gallup Poll 

 

On the west coast the 

percentage favoring 

legalization is now 58%. 

-Source:  Zogby Poll 

 

 

The Public Attitude 

The public doesn’t trust the 

Obama administration to 

protect them.  They also fear 

unpopular gun control laws. 

 

Americans Buy Enough 

Guns in 3 Months to Outfit 

the Entire Chinese and 

Indian Army.  You also bought 1,529,635,000 

rounds of ammunition in just the month of 

December 2008. Yeah that is right, that is 

Billion with a ñBò.   

Source:  AmmoLand 

http://www.gallup.com/poll/123728/U.S.-Support-Legalizing-Marijuana-Reaches-New-High.aspx
http://norml.org/index.cfm?Group_ID=7806
http://www.ammoland.com/2009/04/22/usa-buys-enough-guns-in-3-months-to-outfit-the-entire-chinese-and-indian-army/
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The evolving trends and the consequences of 

higher unemployment means the government 

doesn’t dare stop spending.  And, if they raise 

taxes anger will only grow.  So, they’ll tax the 

rich for now and rest of use when that isn’t 

enough. 

  

Financially, we’re over a barrel. Like Joe Biden 

said, “If we stop spending, we’ll go bankrupt”.  

They know the debt ball is rolling backwards and 

will crush us.  Therefore, America will not 

attempt to cut costs or pay down debt to restrain 

public spending.  We will inflate away the debt 

because the other choice is a political and social 

chaos.  The inevitability of this scenario 

confirms that America will follow the 800 year 

pattern of previous systemic collapses and 

financial folly documented by Rogoff & 

Reinhart in their book.   

 

 

Summary 

A lot of the angst and complaints about the Fed 

and the economy are meaningless noise.  In that 

cacophony I include worries of bank defaults, 

excess money supply, government loan 

guarantees and so forth.  In a nutshell, here’s 

what’s going on.  Bad debts are being sponged 

up by the private banking sector and transferred 

to the government.  The government takes on the 

debt and gives the banks free money.  None of 

these institutions will ever pay back anything 

because it’s all electronic keystrokes with money 

created out of thin air.  Same goes for bad loans 

and derivatives shuffled across national borders.  

It all gets erased and replenished with the banks 

continuing to do what they do.  It doesn’t matter 

how much or who because it doesn’t need to 

balance or follow any rule of accounting.  

 

Even without the need to match debits to credits, 

it will take years to discover all the derivatives 

and to settle up the bad real estate loans.  

Commercial real estate is a huge problem area.  

America has too many banks, too many houses, 

and is vastly over retailed. Watch out! 

I believe America's financial leaders have done a 

masterful job of containing the collapse so far.  

They've been able to maintain confidence in the 

system.  These efforts will prove futile as the 

global need for a new equilibrium forces change.  

 

Domestically, they’re concerned about pumping 

too much money into the private sector (helping 

the little guy) because that money gets spent and 

boosts inflation.  While governments are playing 

this shell game, the public must be led to believe 

paper money will always be rare stuff so they 

won’t dump it.   

 

What’s true of government debt is not true for 

the individual.  They won’t give you back your 

repossessed car or the value of your stock 

portfolio.   

 

The folks at ZeroHedge.com have published 

another excellent expose on government market 

rigging and how the Feds are juicing stocks.  The 

capital markets are rigged by government 

intervention in bonds and stocks with the 

objective of boosting public confidence.  Neither 

bonds or stocks are selling at valuations based on 

anything rational. The leading indicators are 

rigged too with directed stimulus.   

 

The real game will play out in the bond market 

once some order is established.  “Systemic 

banking crisis” is another phrase for economic 

collapse.  These events are followed by an 

enormous increases in public debt – exactly 

what’s occurring in America.  In addition, a 

financial crisis is normally followed by a 

currency crisis because the surging debt levels 

scare people who buy sovereign debt.   

 

Creditors increasingly won’t loan money to 

America for any term greater than one year (now 

40% of new debt).  When the Fed starts raising 

rates, the increase in short term rates will cause 

the public debt to grow even faster.  

 

http://www.zerohedge.com/article/overview-feds-intervention-equity-markets-primary-dealer-credit-facility
http://www.zerohedge.com/article/overview-feds-intervention-equity-markets-primary-dealer-credit-facility
http://www.zerohedge.com/article/overview-feds-intervention-equity-markets-primary-dealer-credit-facility
http://www.zerohedge.com/article/overview-feds-intervention-equity-markets-primary-dealer-credit-facility
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They can fix things at the bank level but on the 

street people want real money.  The Fed is 

holding short term rates at zero and that means 

real rates are now negative.  Money will only 

stay in the dollar if it gets a real rate of return.  

That means short term rates must be above the 

inflation rate or the dollar will be weak.  The 

trouble will come when inflation goes up 

because creditors won’t even lend for a year 

unless paid a higher rate of return.  Trouble is 

ahead after 2010.  

 

The real economy for the working man means 

jobs.  If people don’t spend money, corporate 

profits can’t grow.  The only honest cure is real 

economic growth but history shows that 

unemployment stays elevated for six years after a 

financial crisis. Thus we should expect a slow 

profits recovery.  

 

As for emerging markets, I don’t see how they 

come out a winner in all this.  They are export 

dependent as is China and it will take years to 

develop strong consumer economies.  I don’t 

know what is going on in China but I don’t 

believe the numbers.  How can their economy 

grow at a high rate when their biggest customers 

are having such troubles.  It doesn’t add up.  

Before piling into Chinese stocks, I’d wait for 

the markets to have a Wile Coyote Moment and 

buy after the adjustment.  

 

Are America’s economic numbers honest?  

They’re distorted by stimulus and intervention 

but I don’t think they’re purposely fudged by the 

statisticians - for now. 

 

After things are rebalanced at the bank level, the 

world financial system will move away from the 

dollar.  In a future world of resource constraints 

this is a big positive for all of us.  Gold will be at 

the core of a new system in some way.  This will 

end America's advantages but serve to restrain 

consumption excesses and better allocate 

resources.   

 

Hyperinflation in the US will only happen if 

things get out of control and that is a possibility.  

High inflation commonly occurs after a financial 

crisis.  It hits quickly and unexpectedly.    

 

The world knows it needs something better than 

the dollar standard.  It will take some years to 

make the switch.  The demand for dollars is 

going to decline.  Therefore, it makes sense to 

hold some money in other currencies and gold as 

a hedge.   Most of the people will be fooled most 

of the time by the politicians. Money can sniff 

out bullshit and won’t be fooled for long.   

 

The Fed and Treasury can manage our internal 

finances given enough time.  The international 

scope of events is beyond their powers.  

 

As the financial crisis drags on, it’s timely to ask 

how it was allowed to grow and engulf us and 

then onto the rest of the world.  What is it within 

the nature of our political system that prevented 

adjustments to the ballooning debt and the 

culture of lobbyists and bribery?  What caused a 

former Peace Crop volunteer, Senator Chris 

Dodd, to let his wife serve on corporate boards 

and let bankers have their way? Why did Bill 

Clinton ignore his duty and allow Wall Street to 

change long standing rules meant to protect the 

people?  In a previous Congress, former leader 

Tom DeLay’s abusive leadership style throttled 

dissent and helped enable the destructive wars 

and spending of George Bush.   

 

Is the problem with Congress sociopathic 

indifference or simple greed? They see their 

colleagues enabling others to steal from the 

public purse and it must instill anger, resentment 

and eventually a need to get even before getting 

out.  Without internal reform, Congress will 

destroy America.  A State’s Rights movement 

that takes back the powers stolen by Congress is 

our best chance at reform.  Let the people speak, 

loud and raw. 
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A nation’s status diminishes for a long time after 

a financial crisis.  The experience of eight 

hundred years of financial folly teaches us it 

won’t be different this time.  We can use our 

logic and the lessons of history to position 

ourselves for the probable and hope we’re right.  

We must acknowledge that events could quickly 

move from the improbable to the impossible 

without ever stopping at the probable.   

 

 

Q&A 

 

Q. You currently recommend holding physical 

gold.  I have heard others question that wisdom, 

but assume there caution is only for those who 

hold too great a percentage of their resources 

in gold.  Their rationale is that if things do get 

worse and inflation returns, how does one 

convert gold into a mechanism to buy simple 

things like gas, milk and bread???  

 

A.  I don't think things will get that desperate.  

Even if it did, you'd have a worse problem with 

dollar bills than gold.  People would beg you to 

swap gold for dollars.  Such a situation would be 

short lived.  Own a % in gold you can tolerate 

and that's probably good enough. 

 

 

*************************** 

 

Q.  It is always a joy reading your reports at the 

beginning of every month. I just finished reading 

your October report and I have a question from 

an international prospective. I currently reside in 

Saudi Arabia and as you know, the Saudi Riyal 

is pegged to the US dollar. Since I have been 

reading about the coming currency collapse, and 

feeling the initial effects through lower margins 

in my field of work (we distribute European 

manufactured medical equipment), I have come 

to ask for your views on such a topic. Saudi 

Arabia is regarded as a strategic ally to the 

United States due to its large oil reserves. In 

return for the oil, the US provides the Saudi 

government with military protection (through 

military bases and intelligence). Such a 

relationship between both countries would mean 

that Saudi Arabia would most probably be 

against de-pegging its currency during the 

coming currency crisis and during times of high 

inflation, as to not lose the backing of the 

strongest military in the world. (This last point is 

only an assumption I make) 

 

I am currently buying gold and trying to 

diversify my holdings through holding a number 

of currencies. But the main question of this 

whole e-mail remains: My father is nearing 

retirement and I have been attempting to 

convince him that a Dollar Crisis is coming since 

he holds a significant portion of his savings in 

both US dollars and Saudi Riyals. However he is 

not willing to accept that idea.  

 

A.  It is difficult to make a choice on currencies.  

Problems in the dollar will impact other 

currencies too.  That is why I hold a currency 

fund (merkx).   

  

If the US was any other country, its currency 

would already have collapsed because of the debt 

and spending mismanagement.  The dollar hasn't 

collapsed because other currencies are pegged to 

the dollar and there isn't another currency from a 

huge economy that is reliable.   It appears very 

likely the world will have to find a new system 

to peg to.  I think such a system will include gold 

backing.  Therefore, gold will have to rise in 

value. 

  

Individuals have friendships; nations have 

interests.  I have no doubt the US and Saudi 

governments will continue to have a strong bond 

due to mutual self interest.  However, individuals 

need to consider other factors.  I can’t give 

personal advice and I’d never put everything into 

gold.  I do know that someone closer to 65 and 

living in a prosperous country such as yours will 

likely have a long life span.  It makes sense to 

hedge and not bet everything on one outcome.  
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*************************** 

 

Q.  I noticed that Merk has a new fund - Merk 

Absolute Return Currency Fund (MABFX) 

http://www.merkfund.com/fund/mabf/ .   Do 

have any opinion on this as compared to The 

Merk Hard Currency Fund?   

 

A. I'm aware of the new fund but have no 

opinion yet.  MABFX uses several fundamental 

and technical criteria to try and beat the market.  

It’s too early to make a comparison with 

MERKX.  I have doubts about currency timing 

but we’ll see. 

 

*************************** 

Q.  Thank you for the new Trend Indicators you 

have developed and publish about stocks and 

commodities.  My question is about the Gold 

Indicator vis a vis swing trading the GLD etf.  

Firstly, I'm not sure whether the Gold indicator is 

meant for holding a core position of gold bullion, 

or is meant as a trading signal. 

  

If I did have a core holding of bullion (say 10%), 

would swing trading the GLD etf, using the 

50day 200day SMA approach described in your 

2003 paper, be appropriate; or is the Gold 

indicator you publish meant for trading? 

 

A.  A core gold position is not for trading but for 

long term hold.  My gold timing model is for 

trading gold and generally is in or out of the 

market for over a year at a time.  It's not a short 

term trading indicator.  Moving average methods 

don't work well enough for gold to suit me.  I 

like to win on 90% of trades and that means not 

using moving averages.  On the other hand, a 

MA system will soundly beat a buy and hold 

strategy in gold but about half the trades have 

losses.  I guess it depends on your risk tolerance. 

 

*************************** 

 

Q.  Quick question on your stock trend model.  I 

am curious why you think it has not gotten back 

in the market this year.  I view this year's Fed / 

government induced flood of money into the 

market, and subsequent market rise, similar to 

the 2003 market rise which, in my opinion, was 

also induced by the government probably due to 

the start of the Iraq war. Your trend model got in 

almost at the exactly at start of that rise - April 

2003.   Missing out on all of the rise this year has 

been a killer for me mentally and I am glad you 

have announced this trend model but am 

mystified as to why this model has also been out 

of the market and is still out this year.  Also, 

even with the moving average systems have 

signaled to enter the market. 

 

A.  My valuation stock model isn’t even close to 

buying.  In 2003 I saw a turnaround in corporate 

profits.  That’s not happing this time.  Profits 

growth is weak.  The PE ratio is much too high 

and there’s a huge spread between Operating and 

Reported earnings. There’s only two reasons 

stocks would rise with weak earnings.  One, 

investors are buying stocks because interest rates 

are at zero and there’s no good alternative 

investment.  That’s a dumb reason to buy stocks.  

Two, investors expect foreign money to buy US 

companies as part of a sovereign debt deal to 

repatriate all those offshore dollars.  That’s 

speculative and possible. My opinion: There’s 

evidence the government is pushing money into 

stocks through the zombied banks to maintain 

investor confidence in the markets. Retail 

investors are chasing returns and are egged on by 

careless money managers.    

 

As for my Trend Stock Model, it would buy 

based on the price action but the safety circuit 

breakers nix the buy. It’s amazing the circuit 

breakers have held back for so many months but 

that’s the reason. This market is very unusual.  It 

will all make sense in hindsight when the facts 

are revealed but I have to deal with it real-time. 

 

*************************** 
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Q.  Any thoughts on the Australian dollar 

(FXA)?  The current interest rate is 2.45%.  Is it 

more overvalued than gold?   

 

A.  I don’t have an opinion on the Aussie dollar.  

Gold is pricing in a multitude of factors.  I'd 

rather own gold than US dollars over the next 

five years - even at $1040/oz.  I’d prefer gold 

over Aussie dollars too. 

 

 

*************************** 

Q.  Even the folks at Merrill are telling me they 

see gold going to $1600 - $2000 and then you 

have Peter Schiff saying $5000 is in the cards. 

Confusing to a non-professional to see Au and 

stocks moving higher together. 

 

A. If someone bought gold at 1000/oz today, 

they won’t regret it in five years. They may 

regret it in five months though.  I have no idea 

where the price will be next year.  Predictions of 

$5000 gold are just guesses and assume a world 

financial calamity. If governments hold things 

together with a dollar status quo, I think $2000 

gold in ten years is believable. That would be a 

7% annual rate of return and right in line with 

Alan Greenspan’s expectations for higher 

inflation rates for the next ten years.  If nations 

switch to a gold backed reserve currency it could 

move up faster and higher to $3,500 (a guess).  

Looking out more than a year, I’d caution that 

price predictions are no more than conjecture. 

 

What could dash the move in gold?  If the Fed 

raises interest rates a lot in a short time, money 

will flow into cash.  Of course, it would flow out 

of stocks too.  I don’t think a big rate jump will 

happen but will watch for it nonetheless. 

 

The tandem move up in stocks and gold isn’t 

relevant in the short term.  There is no strong 

negative or positive correlation between these 

asset classes.  Some people (not me) expect 

deflation.  That would be bad for corporate 

earnings and stocks.  Some predict high 

inflation.  That’s very bad for stocks because 

stocks do poorly with high interest rates.  One of 

these two asset classes will hit head winds.  

History shows that rates rise after a financial 

crisis due to massive debt and currency 

problems.  I’ll go with history and my models. 

 

*************************** 

 

Q.  With all the warnings on the Internet lately 

about the U.S. Government reigning in and 

restricting commodity ETFs, I was wondering 

what might be a safe alternative.  I was surprised 

to find that the bearish dollar ETF (UDN) 

correlates very closely to the commodity fund 

PRPFX, as well as pretty closely to MERKX.  

Maybe it would be a decent proxy for 

commodities? 

 

A.  UDN has a short history but is tracking 

merkx closely at this time.  That’s because the 

dollar is weak.  Commodity prices and individual 

currencies aren’t well correlated.  Other factors 

like interest rates are also a factor.  I suspect 

commodities will do ok in the years ahead and 

especially oil.  That’s based on forecasts of 

declining maximum world oil output. If oil 

becomes linked to gold, well, that can’t hurt 

bullion.  

 

The CFTC is making it harder to deal in 

commodity index funds.  I don’t know where 

this is headed but it can’t be good for retail 

investors.  My strategy is to own commodities, 

stocks, and bonds when valuations or trends are 

good.  I own currencies and gold in place of cash 

medium term as a defensive position against the 

dollar and not as a proxy for commodities. 

.   

 

*************************** 

Q.  I read this response to an article today and 

would love to hear your thoughts.  Do you think 

his reasoning on inflation/deflation is logical? 
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[The linked story is about a Mr. Roth who kept a 

real time journal during the Depression.  

Interesting story!!  It illustrates the real time 

confusion of someone living through a rare 

financial event ï like all of us today.  The article 

by Rosenberg is excellent too.  The post by 

commentator Derryl is well thought out.  ï tg] 

 

"…I also found it interesting how all the 'experts' 

during the Depression kept expecting Roosevelt's 

policies to be inflationary. Nocera writes, "He 

(Roth) can't get outside of his mental framework 

and see--as we can today--that Roosevelt's 

programs are the only things keeping the 

economy alive." Nocera is being generous about 

our ability to see outside our mental framework. 

Most of the economists and 'experts' are 

expecting inflation today just as during Roth's 

Depression. They think government deficit 

spending "must" be inflationary.  

 

There was no Quantitative Easing during the 

Depression but today the same experts think all 

that increase to the 'monetary base' "must" 

generate inflation, soon, or pretty soon anyway. 

Rosenberg doesn't think so, and neither do a lot 

of SA writers and readers, for the very good 

reason that the forces capable of generating 

inflation are crippled or dying.  

 

http://seekingalpha.com/instablog/98115-john-

lounsbury/32328-depression-then-and-now 

 

A.  Derryl’s analysis is logical but this isn't the 

1930's.  The dollar could be exchanged for gold 

domestically until 1933 and internationally until 

1971.   Devaluing the dollar against gold in '33 

allowed America to spend its way out of the 

Depression.  Depegging in 1971 was offset by 

the creation of the Petrodollar and gave the 

world a reason to hold greenbacks even without 

gold backing.  They needed dollars to buy oil. 

     

The real problem now is the dollar has no gold 

backing and nations intend to move away from it 

for oil trades. 

 

I ignore all this deflation talk and distracting 

discussions about monetary expansion and 

fractional reserve and banks hoarding cash – it’s 

a short term sideshow. How much of this stuff is 

based on real data that you can trust – I have no 

idea.  It just gives me headache.   

  

The dollar is backed by nothing now and of most 

our debt is owed to pissed off foreigners. It’s 

totally different from the environment of 1931 – 

not even close.  The US must dissipate the debt 

load both international and domestic or spend the 

next two generations moving down to the level 

of Bangladesh.  It's an Alice in Wonderland 

fantasy to believe we'll obey some ridiculous and 

outmoded banking traditions and pound salt for 

25 years to pay penance for our excesses and 

sins.  We'd have a revolution in the USA.   

  

Inflation to me means money buys less every 

year.   Inflation will come not from excess 

money supply but from a declining dollar.  In 

other words, our living standard will decline 

because the dollar will have to compete for stuff 

everyone else in the world wants.   The price of 

creamed corn can drop in Chicago - who cares.  

We'll see rising import prices and cost increases 

on scarce commodities like oil.      

 

This financial crisis will provoke change.  The 

world needs a new monetary system.  The 

present one of central banks, fractional reserve 

lending, fiat dollar money and street vendors in 

Russia hoarding greenbacks is the walking dead.  

The future will be a world of resource 

constraints.   

 

The US will face a crossroads very soon.   Either 

spend away the foreign debt or allow creditors to 

buy our land and assets or work out a deal for a 

mix of the two.  All the other nations are guilty 

of the same actions as America.  They have 

benefited from the fiat money system too but the 

US at an order of magnitude more than anyone.  

Our reserve currency privilege is why blue jeans 



The Gleason Report                                                                                                                November 2009 

 

 

~ 22 ~ 
 

cost twice as much in England as America  

(Rustler jeans cost $10.74 at Wal-Mart – what’s 

the price in London?).  Our currency advantage 

is going away and we've got at most a few years 

to decide on the debt dissipation strategy.   

 

America must get out of its bind quickly before 

we lose our educational and technological and 

cultural advantages.  The world is still shell-

shocked and this buys time.   

 

Believing the deflation story means accepting the 

idea that the dollar's purchasing power will 

increase against other currencies and gold and oil 

while other nations dump it. I've positioned 

myself for the 21st century because I know this 

isn't 1931. 

 

*************************** 

 

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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