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S&P500 at 1115 on 31 December 2009

Year to Date Asset Class Returns

YTD Model
Symbol AssetClass Return Status
PCREX Commodities 431 ouTt
VGESEK  REIT 295 ouTt
VEINX  S&P500 264 ouTt
YMEXK Money Market 04 IN
VBMFEX Bond Index 59 ouTt
VETSX  Intern'l Stocks 36.6 ouTt
VISVX Sm Cap Value 30.3 ouTt
VBISX  Short Term Bond 2.0 IN
GOLD Gold 26.2 IN
Stocks

The US stock market remains over valued and
the TGR valuation and trend models remain out
of the S&P500. The market was given a huge
boost in March from the infusion of cash into the
bankrupt major US banks. The banks pushed
cash into buying treasuries and US equities.
This plan to “recapitalize the banks” was also
about saving the stock market and pension funds
from a complete meltdown. The miracle of fiat
digital money accomplished the needed task.

The earnings of the banking sector comprise
15% of the S&P500 and those bank earnings are
totally phony. These banks, virtually without
exception, are bankrupt. They’re able to report
profits because they don’t have to declare their
loan losses at market value. Most investors
disregard this little fact and prefer to focus on the
fictional operating earnings spewed to retail
investors.

| predicted earlier this year that the retail investor
would be the patsy in this game. The banks will
withdraw their capital as the small investor
moves back in. The next stock market decline
will leave the public holding the bag once again.

Bonds
There’s no good news here. US long interest
rates have nowhere to go but up. Even if I'm

~2~

wrong, there’s little room for them to fall and

produce a good risk adjusted capital gain. My
bond model remains out.

Gold

Another good year for bullion in 20009.

According to some sources, the gold market has
been manipulated down by the big banks and
governments. That may or may not be true but,
longer term, market forces will succeed in
driving gold higher. My gold model remains in
the market as 2009 closes and conditions are
actually improving for the metal. Few investors
will win in gold because they’re scared off by the
volatility and rush back into dollars after large
corrections.

Commodities

My model remains out of commodities at this
time. Deflationary forces retain the upper hand
despite swelling public deficits. My commodity
trend model could re-enter the market in a few
months.

Markets and Models

Many people confuse a timing model with a
trading model. It’s my belief that a market
timing model should have a long term focus and
be ancillary to construction of a balanced
portfolio. It should seldom trade and almost
always win and protect the investor from large
market declines. A trading model implies a
system that trades frequently on technical
indicators hoping to make winning trades.

I don’t see any sense investing unless there’s a
high probability of winning all the time. To
invest any other way is speculation. My models
will not necessarily participate in every market
move because key factors in the model act as
circuit breakers to indicate too much risk. Even
a successful trend model like mine cannot invest
on price action alone because it risks severe
whipsaws.



The Gleason Report

January 2010

My commodity trend model has captured 91% of
the gains of the market over the last 47 years
with 25% less risk. It had only one tiny losing
trade.

My trend stock model wins on 93% off all trades
over the last 47 years with 40% less risk. It had
one losing trade of 1%.

My stock market valuation model also wins on
93% of trades and had only one tiny loss over 30
years.

My gold model seldom trades but wins near all
the time. The gold market is volatile and during
the IN phase the investor must accept violent
price swings.

My bond model has made few trades over the
last 40 years but wins on all of them. It captures
periods of falling interest rates to produce capital
gains plus the interest income.

The buy and sell dates for these models are
posted on the web site.

The Year Ahead
If you listen to the government they’ll explain
how normalcy is returning to the economy and
economic growth will increase since the
recession is over.

As T’ve discussed before, the economy wants to
contract.  Enormous deflationary forces are
exerting implosive forces. The government is
responding with huge deficits and stimulus
programs. [ don’t see any return to spending
sanity for years. Joe Biden said, “If we stop
spending we’ll go bankrupt”. He’s telling you
the truth.

This month, Obama said that “we need to spend
our way out of this recession”. He’s telling you
exactly what they intend to do. They cannot and

will not stop spending because it would cause an
economic collapse.

Obama faces a massive number of Option Arm
loans that will start to default in 2010. This
default wave will be much larger than the
subprime problem. These loans are on higher
priced properties where buyers were allowed to
pay little down and enjoy a low initial interest
rate for the first five years. The accrued interest
is added back on and the loan rate resets after
that period to a higher rate. Most of these people
will default because they have little money in the
house and are underwater on the loans. The
failed loans will be taken over by the
government and this new pile of real estate will
depress home prices.

The stock market will hit choppy water later in
2010 as interest rates rise. [ don’t expect a steep
stock drop in early 2010 because the government
can’t afford to see the market fall. They’ll do
whatever it takes to keep prices up. However, if
earnings stall out in late 2010, we could see a big
problem.

Rising inflation pressures will push up long term
interest rates. It may have begun already. The
Economic Cycle Research Institute (ECRI)
publishes its Future Inflation Gauge (FIG) each
month. This indicator does a respectable job of
forecasting the trend (but not the level) in
inflation about nine months out from a trough
period. Inflation pressures are increasing.

The red line shows the FIG and the green line
shows CPl. The FIG has been predicting an
uptrend for inflation since late 2009. You can
see what happened to CPI as the FIG rose after
2002.

The data from the Bureau of Labor Statistics
(BLS) verifies the trend. Inflation is now at a
1.8% annual rate for the last twelve months. If
inflation were to continue at the recent .4%
monthly rate in 2010, that implies a 4.8% or


http://news.yahoo.com/s/ap/20091208/ap_on_bi_ge/us_obama_jobs
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predict the future numbers but higher inflation is
likely in 2010.

Higher inflation will put government bonds and
corporates under intense pressure. The stock
market is discounted by returns on other asset
classes. We should expect stocks to be severely
stressed if long treasury rates exceed 5%.

Long term bond rates are normally about 2%
higher than the inflation rate. Thus, if inflation
hits 5% by year-end 2010 that implies long rates
on treasuries could be over 6%. Mine is a
contrarian analysis with most expecting modest
inflation in the year ahead.

Chart 1. One-month percent change in CPI for All Urban Consumers (CPI-U), seasonally adjusted, Nov. 2008 - Nov. 2009

a little bit positive. That is consistent with earlier
moves in the FIG.

For the moment, you could say that we are in a
temporary sweet gp. But the problem is the
cycle keeps moving. It becomes very important
where the FIG goes from here. Does it start to
ramp up and gain and accelerate to the upside?
If so, then you have your answer as to what is the
bigger risk. Our forecast is cyclicalfor the next
couple of quarters. tannot tell you two years
from now whether inflation or deflation is the

bigger risk

This is the dilemma the Fed faces. If, either by
their actions or for some other reason, we have a
new recession
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bunching, with more
frequent recessions,
starts to allow
deflation to gain
traction.

On the other hand, if
the Fed says it is not
worried about
inflation at all and
will leave interest
rates low for an
extended per of time,m%G
or even if it does that
without saying so,
then you increase the
risk that the FIG will
surge up.

| find it difficult to Auc-08
figure out what the
Fed is going to do,
and | think even the
Fed doesnodt
okay admitting that
happen in 2011 or 2012, which lets us follow
cyclical indicators.

-Source:
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This brings up an interesting speculation.
Considering the likelihood of rising inflation
later in 2010 and Obama’s stated intention to
spend whatever it takes to fight recession, should
the enterprising investor buy a reverse interest
rate ETF? An increase in the long bond from
3.5% to 6% would mean a huge capital gain.
The FIG and Obama’s own words plus the
massive real estate loan problems plus the
swelling  deficits certainly make fiscal
conservatism seem like an unlikely event in
2010.
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unemployment down. The numbers from BLS
are scary. The U3 number is at 10% and the U6
number is at 17%. U3 is general unemployment
and U6 includes those underemployed and those
who have quit looking for work.

Employment may improve a bit over the next
few quarters but the most they can expect is
perhaps a % to 1% drop per year in the
unemployed in 2010. What does all this imply?

e It could take ten years to lower
unemployment to the desired 5% level
from the current 10%. That assumes
strong economic growth and no future
recession. Both are unlikely scenarios.
To keep unemployment under control,
the government needs to juice the
economy and keep the Fed Funds rate

low.


http://www.businesscycle.com/news/press/1665?utm_source=feedburner&utm_medium=feed&utm_campaign=Feed%3A+EcriNews+%28ECRI+News%29&utm_content=My+Yahoo
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e Thus it’s not likely the FED will raise
interest rates more than a token amount
in 2010. It’s dual mandate is low
inflation and low unemployment and jobs
are the bigger political risk.

e This suggests that the Fed Funds rate will
likely be kept below the rising inflation
rate. That would mean negative interest
rates for a decade.

e 60% of government debt is now financed
short term — under one year. A rising Fed
Funds rate would cause interest costs on
the debt to soar. Thus, the government
has a strong incentive to keep short term
rates low even if inflation pushes up long
term rates.

e Can you think of a metal that does well
when owning paper currency means you
lose purchasing power due to negative
interest rates? Can you see why | believe
gold will remain in a bull market? Can
you see why long term interest rates may
advance strongly in 2010 and undermine
stock prices?

History Repeats

At critical junctures in political history, actions
are taken that influence the course of a nation’s
future. These politically driven actions have
economic consequences. America made two
serious policy errors over the last fifty years.
The first one directly led to endless trade deficits
and debt issuance. The second has yet to fully
manifest.

A nation loses strength when for a long time it
spends more than it takes in. When imports
exceed exports a nation runs a trade deficit.
Money piles up offshore. When cash can no
longer be redeemed for gold. the excess goes into
treasury bonds, banks, stocks, or speculations.

What happened in history to cause America to
pursue reckless finance? It started with a war
and a belief that it had to be won at any cost.

~6~

Sensing what lay ahead, in 1961 Dwight
Eisenhower gave his famous speech warning of
the military industrial complex.

ACri ses tohtieuedo beild rheeting
them, whether foreign or domestic, great or
small, there is a recurring temptation to feel that
some spectacular and costly action could
become the miraculous solution to all current
difficulties”

cSource:
http://coursesa.matrix.msu.edu/~hst306/documents
/indust.html

By early 1963 John Kennedy had decided a

Vietnam War was a mistake. He tried to get out

of it. In late 1963 JFK was murdered in Dallas.

Al have | ittle confidenc
cannot fully measure up to the magnitude of his
task, and lacks creative imagination and the
deeper Kkind of sensitiuvi
What is needed is afly not shrewdness or craft,

but what t he politician
humanity and a certain totality of self
forgetfulness and compassion, not just for
individuals but for man as a whole: a deeper

kind of dedication. Maybe Kennedy will break
through nto that someday by miracle. But such
people are before long marked out for

as s assi n-aTthimas Mearton, Catholic

Monk and Writer

The Warren Commission said Lee Oswald was
the angry lone gunman. LBJ took over the
government and rapidly expanded the Vietnam
War. This was a key turning point in American
history because it initiated a costly military
buildup and years of war. Many young men were
gradually sucked into the military machine,
myself included. At the same time, Johnson
started the War On Poverty with wild social
spending and future entitlements.

By 1971 the US trade deficit was in negative
territory due to war and social spending.


file:///C:/DWsites/TGR/documents/–Source:%20%20http:/coursesa.matrix.msu.edu/~hst306/documents/indust.html
file:///C:/DWsites/TGR/documents/–Source:%20%20http:/coursesa.matrix.msu.edu/~hst306/documents/indust.html
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Inflation was rising. At that time, the dollar was
convertible into gold on demand by foreign
governments. France demanded payment in gold
for its dollars. In 1971 Nixon closed the gold
window. From that day forward the dollar was

2% -
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0%

-1%
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@ -2% -+ JFK assassinated
£ in 1963. LBJ
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& Vietnam War crisis
e amid massive causes 911 attack
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simply paper and its value was only based on a
belief system. For the next thirty years America
ran trade deficits because it didn’t have to
redeem dollars for gold. When printing money
caused more inflation, we switched to issuing
debt. Side by side, the trade deficit and public
debt rose for thirty years.

Here we are in 2009. Again, we’re involved in
expensive wars and Congress is on a social
spending binge. America’s trade deficit hit 6% of
GDP within three years of George Bush taking
office — a dangerous percentage. By the time he
left office the national debt had doubled to $10.5
trillion. His policies soon resulted in the housing
debacle, the banking collapse and a national debt
headed to $25 trillion. Obama said he will spend
and spend to get out of recession and the
Congressional Budget Office says the national
debt will hit $20 trillion as early as 2015.

What will be the consequences for America of
war without end, increasing debt and reckless
spending. What happens to an economy stripped
of its manufacturing power? Almost certainly a
currency crisis.

In 1971
France, a loyal
American ally

with an

independent

streak, forced

America’s

hand and

Nixon closed

the gold

window. In

2003  France

refused to

Dollar falls as banks place troops
collapse and debt under us
explodes. command in

Iraq. France’s
actions in 1971
and in 2003
were a friendly warning of folly ahead.

It took only eight years from LBJ’s ascent for
Nixon to end the international gold standard.
Eight years from the start of the Iraq war will be
2011. I believe you’ll see important dollar
events before year-end 2010. I don’t see the
present move toward gold diminishing. It may be
the only life preserver available to the world
economy. If they don’t grab it, things will only
get worse.

I’ve concluded that Obama doesn’t really run the
US government. He can set domestic priorities
but the foreign agenda is out of his hands. We
will have huge deficits for many years and a
currency backed by nothing. Meanwhile, the
defense budget keeps going up and no one dares
suggest cuts for the military industrial complex
despite wars with a shifting focus. Obama said
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he would end the war and now he meekly goes had a recent peak in 2003. Wars are expensive
along with it. What or who is he so afraid of? and rough on currencies.
Instead Of “Change” we get Trade Weighted Exchange Index: Major Currencies (TWEXM)

Source: Board of Governors of the Federal Reserve Systemn

Obama’s health care plan. It will
turn into a high-cost, means-
testing, looting operation
pillaging the savings of the 10
elderly while the failed military
follies go unchecked.

150 -

140

100)

120

110

100 -

In the councils of government
we must guard against the
acquisition  of  unwarranted
influence, whether sought ol
unsought’ by the mllltaFy 6?9?0 19I?5 IQIED IQIBS 19I9[J 19I95 2DIUD 2DI05 2[)'10
IndUStI'Ia| Comp|eX The pOtentla\ Shaded areas indicate US recessions.

f0r the disaStI’OUS I’ise Of 2009 research.stlouisfed.org

misplaced power exists and will persiét. We

must neer let the weight of this combination  More interesting is the chart of the dollar relative

endanger our liberties or democratic processes.  to Other Important Trading Partners (currencies
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- Dwight Eisenhower that don’t trade much outside of their own
borders). The dollar had risen against these
Eisenhower warned us years ago of what could weak currencies for decades until 2003. Now
happen. His warning was
pré)srz_“ent We now ha\g/e The Trade Weighted Ea.cchange Index: Other Important Trading Partners (TWEXCOMTH)
Patnot Ac‘t and a Shredd'ng Of Source: Board of Governors of the Federal Reserve System
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The Trade Deficit is now |2
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Below is the Trade Weighted Exchange Rate of We had something resembling a democracy until
the dollar relative to major currencies. The the neo-cons took control of the government.
currency has bounced around a lot. The dollar It’s now a hopeless situation. It will probably

end with a slow motion dollar decline followed

~8~
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by a jarring slump forced by foreign powers.
The military-industrial complex won’t yield until
they bankrupt all of us and they are left without
revenue or soldiers.

Obama is a Disappointing Leader

Obama is a tragic figure in the literal sense. He
didn’t cause the financial crisis directly but was
as clueless as all the rest as it developed. Now in
a position of command he simply chooses to
appease and pander to both the military-
industrial parasites and the banker blood suckers.

ObamaCare will end up being expensive for
anyone with savings. There are zero cost
containment provisions in the bill — that is, the
little we know about it. Somehow, they’re going
to insure everyone and your costs will go down.
Sounds like a lie to me. What they will do is
rake off the savings of the elderly through means
testing and social security offsets as a way to
sustain cash flow for the military. Need that gall
bladder operation? Spend down your money
grandpa and support our troops.

Obama is much less a liar than Bush, but he’s no
saint or even a Christian for that matter. The
biggest laugh I had all month was hearing the
story of Obama’s grandmother.

During the 2008 Presidential Campaign, there
were rumors Barack Obama was a Muslim.
Obama denie these rumors and claimed he was
a Christian. There was a strong attempt to
debunk the "Obama is a Muslim" rumor. During
this time period, AP ran a story supporting
Obama's claim to be a Christian and identifying

his Paternal Grandmother as a Christian.

Mecca, 25 Nov. (AKI} The grandmother of US
president Barack Obama has arrived in Saudi
Arabia for the 'Hajj' or Islamic pilgrimage to the

holy cities of Mecca and Medina, a Saudi daily

said on Wednesday

Source:
http://www.bluegrasspundit.com/2009/11/obama
s-christian-grandmother-has.html

Time to Unhook Your Wagon

The US government is on a path of financial
folly and there’s nothing you can do about it
through the political process. It’s time to take
individual action through resistance. That means
depriving the beast of money and throwing sand
into the gears.

The incestuous relationship of the defense,
pharmaceutical and other industries with
politicians means it will take hard times and a
citizen revolt to force them off the federal teat.
The politicians are dependent on corporate cash
flow to sustain their command and control over
power — a power needed for self aggrandizement
and not the public good.

The comfortable and insular world of the
politicians and the military is on its last legs.
They will resist all attempts to extract
themselves from their parasitic feeding on the
body public. It will end but not willingly or
through wise leadership. It will require a
wrenching or revolutionary turn of events to
force a separation.

Our government is pursuing policies domestic
and foreign that we can’t afford. Observe the
endless conflicts as exemplified by the
Afghanistan war. Be honest — you have no idea
what it’s about. They will expand the wars into
Iran and Pakistan unless Americans revolt. If we
don’t, then they’ll bankrupt us in their maniacal
pursuit of phantom enemies.


http://www.bluegrasspundit.com/2009/11/obamas-christian-grandmother-has.html
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Look at ObamaCare. It’s a secretive and vague
boondoggle that promises continued profit for
the AMA and the drug manufacturers. Why else
would they be such enthusiastic supporters of the

Arizona. These will be followed by many more
states and communities. The only way to
prevent thousands of local embers from going
dim is to pour on the federal monetary gasoline.

legislation? They believe a new entitlement That’s coming. On every level of government the
program will lock in another couple decades of icy force of Contraction will meet fiery
public grease. Expansion and the
’ result  will  be
These are last Uncontrolled Spending Leads to Default P steam.
gasp attempts by &
the military and _ "% — gross debt Gross debt Don’t expect
corporations  to 3 — public debt will hit $20T honesty or internal
milk the system 8 & b reform.  Charles
. o y 2015 .
for more profit. S Rangel writes the
Even AARP 5 nation’s tax laws
pushes this @ in Congress and
propaganda § Tim Geithner
because they sell g enforces tax
all  kinds  of - collections at
insurance 0 ; 1 ] ; ] , , Treasury. Both of
products  while 1940 1950 1960 1970 1980 1990 2000 2010 these guys didn’t
pretending they’re 120~ pay their taxes.
on your side. = i Debt as % of GDP ; What does that tell
Nobody is on your S 100 will hit 100% by " you? Even worse,
side except your - 80 2015 / neither was
: g [}
family and like- 2 assessed any
minded citizens. £ 60 j penalties on their
- tax  deficiency.
In the real world, 3 That’s unheard of.
the relentless © 204 Only the truly
inward force of a o arrogant with an
deflation 1940 1950 1960 1970 1980 1990 2000 2010 attitude of

contraction  and
the  unstoppable
outward force of
federal debt
expansion caused a financial rupture in 2007 and
the beginnings of systemic collapse. These forces
cannot be contained. Both forces will exert their
inertial energy until dissipated. The old systems
and relationships are doomed.

Big changes are required in the global financial
system and massive restructurings of federal and
state finances in America. Look around at the
collapsing state budgets of California and

"If we stop spending we'll go bankrupt!"
-Joe Biden 2009

entitlement would
publicly accept the
political gift of not
paying their
penalty. This speaks volumes about the attitudes
within Congress and the Obama administration.

It’s time to hunker down and wait things out
until the blast wave passes over. You must take
every measure to protect yourself from the
coming shock wave of the financial collapse.
That requires holding a mix of assets and hope
you survive. It also means extricating yourself
from the parasitic corporate and government

~10 ~
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marrow feeders by all means possible. What else
can a person do?

One symbolic action is to stop voting for
Republicans or Democrats and stop believing
that guys like Glen Beck or Obama have any
answers. [ find it useful to imagine it’s 1937 and
I’m a Jew trapped in Germany. Start thinking
smart because Kristallnacht is coming.

Forget about trying to make money in the
financial markets for a year. Hang on to what
you’ve got. Meanwhile, lower your living costs.
There are sensible actions we can take now.

Save on Prescription Costs

Many Americans with chronic health problems
and a lack of insurance are being bled out by the
health care system. It’s time to act
independently.

Of course, it’s always best to work closely with a
medical professional. Self medication is not a
good idea. But, if a person is sensible and needs
lower prescription drug costs, there is a way to
do it.

Last month | visited Mexico with a pharmacist
friend of mine. He’d never been to Mexico and
wanted to check prices and the availability of
various drugs. It was informative. You can buy
almost anything except narcotics over the
counter and without a prescription. Some things
were dirt cheap like generic prednisone,
antibiotics, and much more. Others were no
bargain. So, | asked my friend what could a
person do who’s living in Kansas City and who
doesn’t want to pay the crazy American
markups. How can you avoid the hassles of US
Customs at the borders of Canada or Mexico.
His answer? Place a toll free call to India. More
on that in a bit.

Here’s how the drug system works in America.
Drug companies hold patents and for those drugs

you’ll have to pay retail prices — it’s not possible
to get a low price until they’re generic. Most
drugs though have a generic equivalent and that
opens the door to lower prices. Still, even
generics require a prescription in most cases.
That means going through a gatekeeper doctor
and then paying the retail price at a pharmacy.
An expired prescription requires another
expensive trip to the gatekeeper doctor.

In many other countries you can buy drugs over
the counter without an Rx. I’m not criticizing
the safety requirements of America’s tiered
medical system but just pointing out the obvious
— it’s very expensive for those without insurance
to get the drugs they need. It’s increasingly
expensive for the insured with so many people
putting a hand in your pocket.

The medical system in America is broken
because of corporate corruption, bribery and
laws designed to prevent competition. My
pharmacist buddy told me that within the US,
there is price fixing and collusion among the
retailers, drug manufacturers and the insurers. He
came to that conclusion after decades of
observing the FDA drug approval process and
the retail pricing of generics.

Here’s how the game works. Let’s take a
popular, off-patent drug like Prilosec (generic
name is omeprazole) used for acid reflux
(chronic heartburn). About 40% of the
population over age 50 suffers from GERD or a
milder form of excess stomach acid. This drug
went off patent over five years ago and is now
sold over-the-counter because it’s so safe. The
cost per pill in Mexico is .08¢ whereas at Wal-
Mart it’s .80¢. This drug should be as cheap as
aspirin. Why is it so expensive? Two reasons.

First, once a drug goes over-the-counter (non
prescription) insurance companies won’t pay for
the medication. Hence the consumer must pay
the full retail cost. If the drug company still
holds a valid patent, the consumer is screwed.
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But, why are some generic drugs like
omeprazole so expensive? Price fixing!

Drug manufacturers offer huge markups to the
retail chains to not purchase generics except
through a paid-off generic manufacturer — a co-
conspirator. They essentially collude on price
fixing agreements so both the manufacturer and
the retailer make a much greater markup than
any generic drug can offer. A cheap generic of
some drugs cannot be bought in America due to
this collusion.

The FDA ignores the repression of generics to
safeguard corporate profits. The agency is also a
revolving door from the public sector to industry.
The FDA defends its actions by claiming foreign
drugs aren’t safe and they must protect the
consumer. That’s pure BS. Many generics are
produced off-shore and imported.

The FDA leadership plays along with the drug
companies to get high-paid private sector jobs in
industry.  The same holds for members of
Congress who get campaign contributions from
the industry. Some later hire on as lobbyists or
their wives get appointed to the corporate boards.
These corrupt sons-of-bitches have rigged the
system in exchange for payoffs and campaign
contributions. But, I digress.

Another popular drug example is Imitrex for
migraines. It went off-patent a few years ago but
the introduction of generics was delayed by
lawsuits until recently. The retail price for the
uninsured is about $9 per pill. That’s for a
generic! If you have insurance you’ll pay your
co-pay price of maybe $20 for five pills. That’s
$4 for a pill that costs about .10¢ to manufacture.

Here’s the story on generic Imitrex. My
pharmacist source was able to view the Wal-
Mart wholesale cost of this drug on a printout he
wasn’t supposed to see. This data is never
revealed even to the professionals. Wal-Mart
records show a wholesale price of $16 for 9 pills

of generic Imitrex — that’s’$1.77 per pill. That
doesn’t mean Wal-Mart is actually paying that
price after discounts but indicates they’re paying
no more than that. Meanwhile, the retail price
hasn’t changed from $9/pill — it’s the same as
when Glaxo held the exclusive patent rights.

The retailer charges you a co-pay (perhaps $20)
and your insurance firm pays the rest. Your
insurance company pays the rigged costs and
jacks up your private insurance rates. What
holds for pharmaceuticals is also true of hospital
costs and diagnostic services. Then add in the
lawyer lobby suing everyone and that’s why
costs are going up 15% yearly.

Here’s the important fact to know about the
insurance industry. Insurers don’t care about the
cost as long as all other insurers are paying the
same amount. They operate on a cost plus
formula and make more money as costs increase.
Meanwhile, the retail industry gets kickbacks
from the drug distributers based on volume or
contractual agreements.

Who really gets screwed by this system?
Employers and the uninsured and increasingly
the over-charged insured customer paying ever
higher co-pays.

How to beat the system? My pharmacist friend
said to buy drugs from India. You don’t need a
prescription. That’s correct — no Rx is required.
If a drug is off-patent, the cost to produce a
generic is almost zero so these firms have very
low costs. In fact, even drugs on-patent are
cheap for India and other nations to produce.
They don’t recognize US drug patent laws and
their citizens therefore pay much lower prices
than Americans. However, they won’t export
patent drugs to America.
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A large India drug manufacturer is International
Drug Mart (www.internationaldrugmart.com)**.
If you look on their website for generic Imitrex
(sumatriptan) here’s what you’ll see.

Generic For Imitrex 100MG

QUANTITY PRICES MANUFACTURER
15 Pills 314013 Sun Pharma
30 Pills $254.79 Save 32548  Sun Pharma
45 Pills 3372.64 Save 347.76  Sun Pharma
60 Pills 3458.63 Save 310190 Sun Pharma

Don’t pay these $9/pill prices. Here’s the trick.
Call them on the phone (toll free: 1-866-419-
7475) and negotiate and you get the real price or
at least a much lower price. Sitting at the kitchen
table, my friend called India and negotiated the
price down from $9/pill to $4. Shipping was
$12. The test package arrived in ten days with
no Rx submitted and with the US customs label
affixed indicating it passed inspection (or was
ignored).

He probably over-paid even at that price. How
much should you offer on a drug? The average
US co-pay for an Rx is $20 to $40 depending on
the tier of the drug. As a starting bid, simply
offer the India pharmacy the co-pay amount plus
shipping. If the insurance co-pay is $30 for a 90
day supply of a generic and you have no
insurance, then offer $30 plus shipping. Be
willing to negotiate and expect a back and forth
call back process. Don’t sweat it. Remember,
their cost to make this stuff is very low — any
sale is a good sale.

Here’s a PBS story on drug imports that is quite
good:
http://www.pbs.org/newshour/bb/health/jan-
june04/import_03-09.htm

1 TGR has no relationship of any kind with International
Drug Mart.

Here’s a site with brand and generic drug names.
http://www.drugs.com/drug_information.html

Is Buying Pharmaceuticals from India Legal?
This grey market for pharmaceuticals has vague
laws. It appears to be technically illegal to
import pharmaceuticals but the law is not
enforced if it’s for personal use.

According to Department of Homeland Security
Appropriations Act, Section 535, Customs and
Border Patrolare not allowed to prevent people
from importing FDAapproved prescription
drugs [if you have an Rx and other guidelines
are met. How Customs could possibly know that
is probably why most orders pass through with
no problem]

Most online pharmacies worldwide will send
consumers a free replacement order if their
order is not received foany reason, including
customs seizure (some do require the customer
to submit a copy of the seizure letter they
received from customs, in order to prevent
fraudulent claims of neneceipt).

Enforcement of the laws listed in the previous
section can be ifficult (and in some cases
purposely lax), as evidenced by the many
profitable online pharmacies worldwide. Among
other reasons, strict drug law enforcement is
politically unpopular because many customers of
online pharmacies are seniors and the uninsured
who cannot afford to buy their prescription
drugs in the United States.

Any package containing prescription drugs may,

in principle, be seized by customs. The package
may be held and eventually returned to the

sender if the addressee does not respond and
provide proof that they are allowed to receive

these drugs (e.g., a valid prescription).

In practice, the number of packages containing
prescription drugs sent to United States on a
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daily basis far exceeds Customs' capabilities to Few people can afford to pay $1500 per month

inspect them DEA andFDA[13] generally do

not target consumers unless drugs are imported

in large quantities (suggesting intent

distribute) or represent a perceived danger to

public health (opiates, amphetamines).
Source:
http://en.wikipedia.org/wiki/Online_pharmacy

Read the article and decide for yourself.

Save on Hospital Costs

If you aren’t insured then hospital costs like an
Emergency Room visit can destroy your
finances. You’d be lucky to exit the ER in
America for less than $5,000. Insurance firms
never pay retail for these services but the
uninsured are charged full price.

A person with no money is judgment proof.
That means hospitals write off the bill because
seeking a court judgment for money due is a
waste of time. Illegal immigrants and the poor
are a huge cost factor in many states. Millions of
Americans will join this group in the decade
ahead. When dealing with America’s competent
but over-priced health care system, the key factor
for getting a lower price is to appear broke.

Retirement accounts are generally safe from bill
collectors as are homes in many states. If you
have cash in regular financial accounts, they will
find out by doing an asset search. Then they’ll
bankrupt you for payment. The best approach is
to negotiate. Tell the hospital you’re poor and
offer to make payments. This offer will always
be accepted. Then after a while, offer to settle
for 25% of the balance. Again, be prepared to
play hardball. Hospital managements don’t like
long term open balances and will negotiate. It
makes sense to have a lawyer or savvy relative
negotiate because you don’t want to say anything
that can be used against you. You should never
pay retail for hospital services.

out of pocket for insurance. If you have assets
and chronic health problems and no insurance,
then you need to plan ahead. You have to make
a decision before you get sick if you need to
protect savings to care for a spouse or a
dependent. Doctors and hospital staff are often
compassionate people but the business office
side is separate and has no mercy. Therefore,
prepare now for a strong bargaining position.
You’re dealing with an industry and a congress
that has rigged the game against you. Don’t play
by their rules. Don’t feed the system.

Hospital and prescription costs are a serious
concern for the uninsured but soon it will affect
everyone. In the last iteration of the health care
bill there was a provision that your financial
account balances would be sent to the
government. The only reason for this is to spy
on people for tax purposes and to do means
testing for health care payments.

It should be crystal clear where government data
spying on your finances is headed. | can
guarantee that the data collection rules Congress
has planned won’t be used for your benefit. This
is just another step along the road to serfdom.

Save on Heating Costs

If Peak Oil theory is correct as | believe then
petroleum prices will rise relentlessly in the
years ahead. How can you dramatically lower
your home heating costs? Buy a pellet stove!
These stoves burn compressed sawdust pellets
and operate at 80% efficiency. They are
computer board controlled and safe. You can
direct vent them through a wall like a clothes
dryer.

The heating cost is half that of propane or
electric at today’s prices. The pellets are
produced locally and won’t rise with the price of
oil Pellet stoves can save you a bundle.
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Comparison Calculator:
http://www.woodpelletinfo.com/calculator/

Save on Your Phone Bill
Sign up for Skype. Pay $30/year and you get
free long distance and local calls. For a few

Fuel Cost $ per MBTU Annual Fuel Costs’ dﬁ“ars mOI’g Skylpe; WI”t'gIV(IE er]JU a

Wood Pellets 250 | $/ton  18.37 918.50 phone number. - Ternational phone

_ rates are only .02¢ per minute! |

Firewood 250 $/cord 16.23 811.50 haven’t paid a long distance bill in

Coal 200 $/ton  10.00 500.00 years. You can buy a wireless Skype

Fuel Oil #2  [2.50 | $/gallon 22.39 1,119.50 phone for your home. Some people
j like Magiclack but 1 have no

Natural Gas |2.16 | $/ccf 26.21 1,310.50 experience with it.

Propane 2.5 %/gallon 34.27 1,713.50

Electric 14 $/kwh 41.02 2,051.00

I bought one this past month to use as auxiliary
heating. 1 live in rural Arizona in the high desert
and it gets into the 20s at night in the winter.
The online price for my Summer’s Heat stove at
Lowes was $1600. | went into the store and they
were selling them for $1,100. Apparently the
stores are closing out the heating season
products. | negotiated another $100 discount by
obtaining a Lowe’s credit card.

The federal government is offering through 2010
a 30% tax credit on energy saving devices. My
net cost for the stove will be 1,100 — 100 — 300 =
$700 + $200 for a vent kit. I’m a handy guy and
installed it myself in one day. | estimate a two
year payback. In a cold climate that could be
one year. Follow the installation and venting
instructions carefully.

Here’s a good article on pellet stoves.
http://www.oldhouseweb.com/how-to-
advice/how-to-choose-a-pellet-stove.shtml

A pellet stove produces a dancing flame as the
pellets burn and there is no smoke smell. They
can be placed within 6” of a wall or combustibles
(some building codes say 3”).

Save on Your Sales Tax Expense

Many states charge 5% or more in sales taxes. |
would never buy a new car in Arizona because
the sales tax is about 8% plus they base the
license tag fee on age of the car. A new car
costing $20k gets hit with $2,500 in additional
taxes and fees. There’s no sales tax on used cars
in Arizona if bought privately.

Although | could easily afford to buy a new
truck, | drive a fifteen year old Toyota pickup
that’s in nice shape. I buy big ticket things used
and save money and avoid sales taxes. You can
routinely get excellent values on Craig’s List.
Stop paying sales taxes and don’t feed the beast.

Save on Art, Jewelry or Fine Furniture

Many excellent pieces of jewelry can be
purchased for little over the bullion value at
auctions. This requires the ability to calculate
the gold value from the karat rating and the
designated weight. Bid 10% over gold value and
you will win jewelry at auction. Many excellent
pieces of original art can be purchased for a
pittance.  This requires the ability to identify a
print from an original oil or watercolor. Artists
who’ve worked in the mediums can usually spot
an original quickly.
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I was at an estate auction last month and bought
a large oil painting. The auctioneer identified it
as a print or maybe an acrylic. She didn’t know
and was in a hurry. Her indifference was
understandable because it was the only item in
the house of high quality. Only one other person
bid on the painting and she was a bottom feeder
only interested in the frame believing it to be a
print. I didn’t know the artist at the time but
recognized the quality and knew it was an
original oil. The haystacks in the picture didn’t
look like any I'd ever seen in America so I
figured it was European.

Turns out, the artist was a German who died
forty years ago. The auction records showed the
painting (Silver Birches in an Alpine Meadow)
last sold twenty years ago for $900. | got it for
$65 and gave it to my mother as a holiday gift.

My rule of thumb at auctions is to never pay
more than half of retail.

Save by Collecting Money Due You

Billions of dollars go uncollected in state
unclaimed property accounts. All states have
laws that require companies to turn over utility

deposits and insurance proceeds to the
state if the designated owner or heir
hasn’t stepped forward within three to
five years.

How does so much money end up in
unclaimed property. People forget
about bank accounts, relatives die
without informing anyone of their
assets and companies don’t put much
effort into contacting people. For
example, if someone doesn’t pay the
rent on a safe deposit box the bank
must turn over the contents to the
state within a set number of years.
The bank will rarely make more than
a cursory effort to contact the owner.

This unclaimed property business is a racket.
California holds almost $6 billion in unclaimed
property. They’ve accelerated the handover
period to the state and sped up the looting of safe
deposit boxes from banks.

The state opens the box and sells off the contents
usually at auctions. The cash is used by the state
for their general fund although it remains
payable if an heir shows up. Very little of this
money is ever claimed. Since no interest is paid,
it’s a free loan for state government.

I was checking a free website called
MissingMoney.com which consolidates records
of unclaimed property for many states. | started
checking on the names of friends and family. |
have an older friend living on a small amount of
monthly income. She had a cousin that died four
years ago. He was poor with a variety of
problems. His family didn’t know he had
annuities originally funded by his mother. He
died without a will.

The clue that money was due was a
demutualization amount held by the state. These
are common. Many mutual insurance companies
switched to stock status years ago. Owners of
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insurance policies were given shares of stock as
part of the conversion.

I saw the amount was for $650. | called the state
and learned it was turned over in the 1980’s.
But, | had an idea. The demutualization money
was due the heirs of the policy originator but the
policy beneficiary could be someone else. If
there’s a demutualization then maybe there’s an
unpaid policy due a beneficiary.?

We called the insurance company and they
explained which side of the family would get the
$650. We then asked if there was an unpaid
insurance policy and they said yes. Now this is
interesting. We had to specifically ask them.
They didn’t volunteer the information despite
knowing my friend was a direct relative. They
were staring at the computer screen and said

nothing!

Once we were on the trail they cooperated and
we confirmed my friend was the next of kin to
the deceased first beneficiary.

This past month my friend received a check for
$20,000 with no taxes due since an annuity
settles on a stepped up tax basis.

The insurance company never made any effort to
contact the beneficiary beyond sending a letter to
the last known address. The insurance company
could have contacted the beneficiary by spending
a few bucks to hire a skip tracer or by doing the
work in-house. They didn’t lift a finger. The
firm meanwhile earned income on the money for
four years. After the fifth year they’d have to

Z Laws of inheritance vary by state. State unclaimed
property staff and insurance firms are experts on these
matters and will assist you for free. Unclaimed property
should be searched in the state where the property owner
resided and not where the insurance company or bank is
headquartered. Check the websites of all prior states of
residence and/or www.missingmoney.com. When speaking
with insurance companies, they generally won’t tell you
the amount payable until they receive the paperwork and
the required death certificates.

give the annuity balance to the state but could
keep the income. The state gets free money and
pays no interest. And that is why California and
other states hold billions in unclaimed property!

Summary

Let’s discus 2010. In 2008 the markets slumped.
In 2009 everything bounced up as central banks
pumped in money. In 2010 we’ll see a continued
economic recovery for the first half of the year.
The Fed will be under pressure to raise rates as
inflation pressures increase toward year end.
This will be risky business and the timing of rate
increases is uncertain.

I don’t see the US stock market performing well
with consumers in fear and holding too much
debt. On the other hand, that doesn’t mean it
can’t go higher short term. If rates rise due to
default fears or inflation, then stocks could be
absolutely hammered. | am not in the camp that
believes stock prices will rise with inflation.
Higher interest rates will severely discount
inflation induced earnings. A reverse interest
rate speculation using etf products like leveraged
TBT could be profitable but action is required
before rates move.

I’'m out of commodities and oil at this time.
Although I believe Peak QOil will move oil prices
much higher over the next few years, I'm not
ready to jump on quite yet.

I’ve been invested in MERKX for most of 2009.
This fund buys the currencies of countries with
better fiscal policies. This is a “lower dollar”
play. | think the commodity currencies will do
OK in 2010 but I'll stay flexible. None are
backed by anything except central bank
promises. A nation with big trade deficits and
fiscal deficits tends to have a weak currency and
that certainly describes America. The world
remains linked to the dollar and America is
ground zero for fiscal recklessness. 1 will
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continue to hedge the dollar. A major reason for
my position is China intends to further diversify
its foreign exchange holdings and that’s
supportive of commodity currencies.

Considering the pattern of political folly in the
US, the still unfolding financial disasters and
parabolic increase in federal debt, the idea of the
dollar as a safe haven seems implausible. I don’t
foresee a dollar collapse in 2010 because
inflation won’t be high enough and there will
continue to be a demand for dollars to pay down
debt. That picture could change later in the year
if the US economy is exposed as a Ponzi
Scheme.

A recent article by Sprott Asset Management
suggests that the buyers of government debt
securities are fictitious. ~ That implies the
government is buying its own debt through
various channels more so than we’ve been told .
If true, it means the US credit markets could
have problems in 2010. | believe the US equity
market is similarly rigged, but to a lesser extent.
Under no circumstances will 1 hold a large
percentage of my assets in dollars.

I am not optimistic on China’s stock market.
The major reason is the country is run by central
planners and is not a true market system. The
oligarchs give a growth directive and force the
banks to lend and spend so GDP goes up by the
required 8% yearly. They need that growth rate
to provide enough jobs for people swarming in
from the countryside. This is more crazy than
counting the fake earnings of America’s zombied
banks. An orderly world recovery requires a
balance between American and Chinese self
interest and the marriage will encounter stress.

China keeps a low currency peg to the dollar to
attract foreign exchange and then buys US bonds
with the proceeds. America needs that bond
inflow to keep up appearances and to fund its
military misadventures. This can’t go on much
longer. China and America are headed for

divorce court. America’s huge trade deficit with
China is wrecking our industrial base. Inflation
in China is soaring. Who will blink first?

On the positive side, China doesn’t have a huge
debt problem like America and Europe. I’m not
convinced building an energy intensive
manufacturing and automobile economy makes
sense with oil in steep depletion. Weakness
elsewhere in the world could restrain oil prices
temporarily and buy China more time. If this
business plan falters, there will be a blowback
for China and for emerging market economies.

| continue to see political danger for the US
leadership as news of financial corruption is
exposed. A possible event is the US could suffer
a leadership crisis under a combination of
financial scandal and public awareness of official
malfeasance in 9/11. | know some disagree with
my position on this topic but I call it as | see it.
America’s financial problems have a political
origin.

| believe gold will be a safe asset in 2010 and
could deliver high year over year performance.
That’s a contrary call considering how many
have switched to dollar bullishness. Gold
negativity seems based on feeble logic like
moving averages and other zany indicators. 1 do
expect wild volatility in assets classes including
gold this next year. However, my gold model is
gaining strength — not weakening. Predictions of
gold plummeting into a prolonged bear market
are ridiculous.

| think high quality farm land is a safe
investment right now. Houses, raw land and
speculative properties could head lower as rates
rise. The peak in gold will likely occur before
the peak in long interest rates. That will be a
signal to move into real estate.

For 2010 T’1l take gold, cash and currencies in
flexible proportions unless | see a sure win in
another asset class.
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Recessions will become more frequent as the
business cycle shortens between peak and
trough. 1 agree with ECRI’s opinion that we’ll
see chronic high unemployment for the next
decade. This means weak wage growth and
supports my recommendations for cutting
personal expenses on health care and taxes.

ECRI also states that “Buy and Hold is Dead”
and will not work for investors. The
combination of shorter and more volatile
business cycles and sideways stock prices is
good news though for market timers.

Sadly, we don’t have true leader in the White
House. Obama intends to legalize millions of
illegal immigrants and give them health
insurance under his health care plan. They’ll pay
for it by taxing savers. The social spending
democrats are as misguided as the war
mongering Republicans. The wars will continue,
the spending will accelerate and the debt will
pile up. Something may pop in 2010.

If you’ve had enough of this foolishness, then
this is the year to disengage from feeding the
government beast and supporting the political
system. Hang on to what you’ve got and give
them as little as possible.

Q&A

Q. I've been reading your newsletters for about a
year. | also read your Black Swan / WTC
Thermite article. | was quite dismayed that an
otherwise reputable investment analyst would
print such unsubstantiated material without very
close scrutiny. 1 think you will want to read
some of the information on the following web
sites:  http://debunking911.com/ On the
Thermite matter in particular:
http://11-settembre.blogspot.com/2007/04/real-
world-tests-cut-through-steel.html

Apparently, these alternative perspectives appear
quite sensible. The Alex Jones stuff is pure BS.
I've written him off as a crackpot wanna-be
radio/TV talk show host who is trying to cash in
on made-up conspiracies so he can sell
advertizing on his crackpot radio shows.

Watch out for these Ilunatics. Just being
mentioned on the same page with any one of
them can harm one's reputation. Don't accept
information that hasn't been vetted by specialists
in that field. A college professor is not an expert
on building demolition and his opinion is merely
that: opinion. Hope you find a more accurate
picture of the 9/11 situation somewhere among
all this information.

A. As you may guess, | get emails like yours
occasionally.  I'm quite familiar with the
debunking911 site and I've seen the National
Geographic specials, etc.

One thing that strikes me as odd is that the
debunkers offer "solutions" that are pure
conjecture and not provable. For example, they
say that WTC 7 collapsed because a fuel line
ruptured and softened the steel supports on the
ground floor. There's absolutely no proof this is
true and the visual photos and film don't support
it in any way yet this bogus explanation isn't
challenged. On the National Geographic program
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some of the “specialists” were guys who looked
no older than 25. Who are these people? Their
“tests” were ludicrous. The demolition expert
was a contractor who worked for the
government.

The experts produced by the Debunkers are less
competent than the Truther conspiracy
proponents. At least the Truthers can point to
evidence of thermite and request an
investigation. The Debunkers just throw out
explanations to  dismiss  uncomfortable
information. As for Alex Jones, | agree he is
something of a windbag. That doesn't mean all
his guests are crazy - they're just people seeking
a forum and Jones is willing to provide air time.
It's not a good situation.

In 1963 Kennedy was assassinated and anyone
who disagreed with the Warren Commission was
labeled a conspiracy crackpot. The case was
solved they said. That didn't dissuade many
"non-expert” authors and researchers from
continuing to challenge the facts. For years,
"experts" shot down any and all attempts to
question the Warren Commission. A lot of the
claims were far-fetched but some discrepancies
stuck. In 1976 Congress reopened the
investigation and in 1979 published a report -
few are aware of that.

The United States House of Representatives
Select Committee on Assassinations ruled in
1979 that Oswald did not act alone. They stated,
based on acoustical evidence, that he was part of
a conspiracy and there was one other shooter.
Few people remember this piece of history but
it’s important. It means the Warren Commission
was wrong. The Select Committee’s papers
remain a secret but they did say the conspiracy
did not include the CIA, FBI, Cubans, Mobsters,
the Soviets or the Secret Service. They could not
say who was the likely co-conspirator. Today,
75% of Americans don't believe Oswald was the
lone assassin but it's too late to do anything

about it. Most of the players from 1963 are dead
and new facts are irretrievable.

I make this comparison because you'll never get
confirmation or cooperation from the political
class until their hand is forced. So, was it right
for Congress and officialdom to dismiss
opposing ideas forty-six years ago? | believe it
was right for them to vigorously defend the
government's position if they believed it was
accurate. It's also understandable that the press
and the public wanted to move past the event —
just like today. Nonetheless, the claim of
conspiracy was true then and is probably true
today.

The opposing evidence on 9/11 is much more
substantial and pervasive than the Kennedy
situation. John Farmer and other members of the
9/11 Commission now admit that the 9/11 report
is a fabrication from start to finish. Researchers
continue to collect evidence and compile
interviews and are working to gather the facts
while memories are still fresh. Is that wrong?
So, what is the truth? That's the real question
isn't it?

9/11 was a turning point in American financial
history as was November 1963 and | explain that
in this newsletter. You'll see the connection if
you and others read between the lines with an
open mind. What followed after 1963 was
fatally corrosive to our money and, this time,
perhaps the very survival of our Republic.

*hhkkkhkhkkkhkhkkkhhkkhhkkhhkkhkhkkhkhkkhkhkkhhkkhihkkiiikk

Q. What do you think of the Perth Mint
certificates? Seems like you mentioned them in
the past but could not find in past newsletters. If
you could point me to it if available | would
appreciate it.

| guess safety is my main concern. My family
has some coins but storage is a problem.
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A. | like the Perth Mint concept but have not
used them. My preference is for physical gold.
Perth's allocated storage is quasi-physical and off
shore. A step down in safety is GLD or Kitco's
unallocated account. | doubt Perth Mint will
provide  protection  against  government
confiscation in the unlikely event that happens.

*hkhhhhkhkkkhkhkhkhihrhhikhkhhkhkhkhrrihirihhhhihiiiix

Q. What do you think is the best way to invest in
the inevitable rise in oil prices? I've traded in
and out of USO, but with how things are aligning
throughout the world - perhaps it's time to start
building an investment position.

A. I'm going to get into oil when my commaodity
model signals a broad uptrend and will use USO.
Could be within a few months. This one will
ride for a long time. Qil prices are headed up on
a year over year basis. The rate of oil depletion
exceeds the rate of discovery. That's an equation
I can understand. The CFTC may limit positions
of the oil ETFs and that may affect our choices.

*hhkkkhkhkkkhkhkkkhhkkkhhkkkhkhkkhhkkhhkkhkhkkhhkkhhiikkiiikk

Q. In the news letter you mention TIPS. A quick
question regarding TIPS. You say a sensible
allocation should be OK. What would you
consider sensible? Would you say that the bond
allocation in safety portfolio 30% is OK ? In
other words the bonds would be in TIP instead of
the total bond market.

A. I'm not a financial advisor, so | can't address
your personal situation. The allocations in a
portfolio need to be adjusted for the individual.

In general, a 30% allocation to bonds is
reasonable. Older investors will hold a higher
%. TIPS are a good choice for someone
concerned about inflation. | recently read that
the UK pension system moved much of their
bonds holdings to TIPS - not a big vote of
confidence for their government but probably the

right thing for workers. | personally would own
TIPS rather than fixed rate bonds based on my
opinion of our government's options with our
massive debt.

k*hkkkhkhkkkhkhkkkhkhkhkkhkhkkkhkkhkkhkhkkhikkhkkikkhkikkhihkkikiikik

Q. Your advice to hold only low duration short-
term bond funds makes sense because of historic
low rates that have nowhere to move but up.
However today | read where an advisor is saying
not to move everything to short-term but to keep
diversified in short, mid, long-term and hi-yield
because we don't know how rate increases will
take place
http://www.ndir.com/DH/articles/05102003.shtm
I. Along the same line | also read that if you
hold bond funds as part of a long-term asset
allocation, intermediate- or even long-term
bonds or bond funds are appropriate. If rates rise,
the short-term decline in principal can eventually
be offset by the higher yields earned on
reinvested income. A rule of thumb is that if
your time horizon is longer than a bond's
duration, you stand to benefit from rising rates if
you reinvest the income

https://global.vanguard.com/international/hAme
EN/research/risingratesEN.html.

Can you please clarify what | see as conflicting
advice? Also, is a foreign bond fund with
duration of 5.69 years not good to have at this
time?

A. Most financial advisors recommend laddering
bonds to include a wide range of durations. As
some mature, you add new ones of the same
duration so you pick up the prevailing rates of
return. This does indeed make sense for a bond
investor with a set time horizon. Bonds are
usually held as part of a broad balanced portfolio
with other asset classes. Vanguard is also
correct.
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If you were to buy a 5.69 year duration treasury
today vyielding 2.4% that'snot badin a 1%
inflation world. If you hold for the full duration,
you'll get the principal and the contracted yield.
But, what if inflation is 5% in 3 years? Your
3.4% bond is losing purchasing power until you
replace it with a new one with a higher vyield.
Maybe then inflation falls and you do very well.
Inflation is the big risk factor for bonds and
expectations move bond yields.

TIPS (vipsx or TIP) are attempts to get inflation
adjusted yield. They only pay 1% over inflation
right now and | wouldn't buy them myself. I'd
want at least 2%.
http://research.stlouisfed.org/fred2/data/DF1110.t
xt

A broad bond fund like vbmfx holds a wide
range of durations and does the work for you.

As for rpibx, it holds foreign bonds so it's a bit
like a currency fund. The falling dollar has
boosted the fund's returns in dollar terms. It's
actual yield is only around 2.4% per Yahoo
http://finance.yahoo.com/q/pr?s=RPIBX If the
dollar rises strongly, you'll still get the coupon
but the bond's value will be lower if you sell.

| do know that bonds are inversely correlated
with gold. Gold is zooming and is sometimes a
harbinger of future inflation. My model is out of
bonds. | personally don't own any long term
bonds at this time. [I'll buy US bonds when rates
are much higher and my bond model says to
buy. | then get the higher yield and hopefully a
rising bond value - if rates fall. Bonds have
done ok over the last3 vyears - 6.3% on
average. Gold has done 18.4%.

I'm not an investment advisor so all the above
are observations and not advice. I'm also not a
bond pro. For you, it all depends on your age
and income needs and risk tolerance - all factors
I can't advise on. That's why | suggest questions
like this go to an investment advisor who

can assess your situation and help with a
portfolio.

*hkkkhkkkkhkhkkkhkhkhkkhkhkkkhkhkkhkhkkhkikkhkikkhkikkhihkikiikik

Q. Tom, I've stayed invested in AGG (aggregate
bonds) and IEF (medium-term treasuries) for
years now, and they consistently trend upward,
providing steady if modest gains which, in recent
years, have outpaced both stocks and cash. So
I'm curious what the risk concerns are in your
model, since you've been out of bonds for a long
time. They don't seem risky.

A. | generally like aggregate bond funds like
vbmfx and similar funds. They have mixed
durations and the risk is not high. 1 don't own
any bonds at this time and will buy when the
yields are much higher than now. Bond returns
have not kept pace with the falling dollar thus
masking a loss of purchasing power. Gold and
bonds have inverse correlation so I've been in
gold.

Inflation pressures are increasing. That often
portends rising bond yields. The rise is being
suppressed by gov't bond market intervention.

A mix of assets is usually the best approach.
Using a balanced portfolio, one can change the
allocation to the asset classes based on timing
signals or just ignore timing and rebalance the
mix each year.

kkhkhkhkkhhhhkhkhkkkhkhkhkhhhhkhkhkkhkhhhiihhihkkhhiix

Q. Recently Pimco started to offer a new etf
STPZ which is a 1-5 Year U.S. TIPS Index
Fund , | was wondering if you have any opinion
on this fund or would you favor it over the
iShares Barclays TIPS Bond etf. My crystal ball
is cloudy so | was wondering if | could use
yours.

A. 1 don’t have an opinion on STPZ but the
concept sounds valid.
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*hhkkkhkhkkkikhkhkkhkhkhkkhkhkkkikhhkkhkhkkhkihkkhkihkkhkhkiihkkiiikk

Q. | was wondering whether your new stock
trend model would have fired a buy signal earlier
this year when market rallied from the March
lows and then perhaps a sell signal around this
time.

A. No, it would not have bought. It would have
sold the SP500 above 1400 at the end of 2007.
Out since then. You can view the buy/sell dates
on the web site. My trend model will not buy
every rally. It only buys when the chances of
losing are very low. Historically, it wins on over
90% of trades.

*hhkkkhkhkhkkhkhkhkkhkhkkkikhkkkihkkikhkkikhkkihkhhkkikhhkkiihkkiiikkx

Q. This is a new ETF 1Q CPI Inflation Hedged
ETF (CPI). 1 would be interested in your
opinion

A. | couldn't find much info on this CPI product.
IndexIQ offers a hedge fund strategy via ETFs.
An example is
http://finance.yahoo.com/q/bc?s=QAl

This idea looks promising but they 1Q products
are new.

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.
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