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When Chris and I wrote our outlook for 2011, much of what we 
could anticipate happening during the year was based on what had 
happened in 1931 or eighty years before, which is a meaningful 
Gann anniversary. In his book, Economics and the Public Welfare, 
Benjamin Anderson characterized the year 1931 as ‘The Tragic 
Year.’  It was the beginning of the breakdown of the world monetary 
system with the highlight of that breakdown occurring in Septem-
ber 1931 when Britain was forced to abandon the gold exchange 
standard. It was for that reason that we projected “The collapse of 
the world monetary system will likely begin in 2011, just as it did in 
1931. The origins of the collapse will likely be in Europe, which is 
where it all started in 1931.” We think that was a pretty good call.

We went on to say, “At this time, it is clear that many European na-
tions are now facing a similar dilemma to that experienced by the 
European debtor nations in 1931. In this case, do they abandon the 
euro and save themselves or do they stay in the euro and allow the 
rich members to bail them out at great cost, not only in monetary 
terms, but also regarding their political independence?” To the end 
of 2011 the heavily indebted euro nations have selected the bail-
outs, but it has cost Italy and Greece their political independence, 
just as we suggested it might.

As for the stock market in 2011, we were very bearish. “For our part 
we couldn’t be more bearish. Certainly we are as bearish now as 
we were in November 2007 when we published ‘This Is It.’ Now, we 
are not saying the collapse in stock prices is imminent. The Fed is 
just making too much money available to the banks for that to hap-
pen, without some external catastrophic event, like the failure of 
the euro for instance.’ Regardless, we don’t see U.S. stock prices 

higher beyond April of this year.’ The actual 2011 high for the Dow 
was made a few days beyond the end of April at 12,876 points. But 
then we got the extreme bearishness on stocks wrong, because 
the Dow closed 2011 at 12,217.56 points, which was 640 points 
above the December 31, 2011 close. While the Dow was able to 
make a gain in 2011, the rest of the world didn’t fare as well. Almost 
$6.3 trillion (U.S.) was erased from global stock markets during the 
year and global stock market capitalization dropped by 12.1% to 
$45.7 trillion (U.S.).

In our Outlook for 2011, we reiterated the points that we had made 
about China in our ‘2010 Outlook’, which bear repeating one more 
time-“China today is very similar to the United States of the 1920s. 
Like the U.S. at that time, China’s industrial growth has been ex-
ceptional and exports have been aided by an undervalued cur-
rency. Today, China is the world’s largest creditor nation, as was 
the U.S. in the 1920s. Chinese corporate and consumer debt is 
unbridled, much like that of the United States in the 1920s. We 
believe that the calamitous experience of the 1930s will be China’s 
experience commencing in 2011; that is, an economic depression 
and a collapse of the banking system. Following her ‘baptism of 
fire’, China should emerge, as did United States, as the strongest 
financial, economic and political power in the world.” We have been 
wrong the past two years on betting on China’s collapse, but the 
cracks are definitely beginning to show.

To the end of 2010 the price of gold had traded higher every year 
since 2001 and we wrote that we expected that this record would 
be maintained in 2011. On that we were right, because the price 
of gold ended 2011 at $1,531 (U.S.) – basis the London PM fix – 



which was $125.50 (U.S.) higher than the 2010 close. Because we were bullish on the gold price for 2011 we were also bullish on gold 
stocks. We wrote “…We are bullish on gold stocks anticipating that they will be an attractive paper alternative to the actual ownership of 
the metal.” Well in that regard we were hopelessly wrong, at least when it came to the junior companies, which have been, since 2000, 
the cornerstone of our own portfolios.

We cannot understand why the junior companies fared so badly in 2011. It is not as if 2011 was 2008; there was plenty of money available 
for these companies to obtain financing. Before the end of the year Barkerville raised better than $18 million (CAD) at a higher price than 
the existing share price. Also, as we have made the point many times the companies that we follow and own are trading at ridiculously 
low prices compared to their gold in the ground assets and they are all growing those ounces in the ground.

That is the appraisal of our prognostications for the year 2011. Now let us turn to what we see happening in 2012. We don’t just pick these 
forecasts out of a hat. We use our knowledge of the Long Wave Cycle and make comparisons with previous winters, particularly the de-
pression of the 1930s. Not only that, but we also read extensively. We subscribe to a myriad of newsletters, mostly market oriented but we 
also read geo/political letters. Moreover, we read four daily newspapers, The National Post, The Globe and Mail, The Financial Times and 
the U.K. Telegraph. We have an Ipad subscription to the Wall Street Journal, which we also peruse. We surf the net. Frequently, we are 
alerted to great websites, by reading the comments following articles in the Telegraph. This is how we came to the blog, The Slog, which 
we think offers one of the best commentaries on the collapsing euro. We read all our guest writers and they are on our website because, 
we believe, they offer our subscribers useful insights.

From all of this, Chris and I sit down and determine what we think might be the most important developments that will likely transpire in 
the coming year.

Let us begin our outlook for 2012, by saying that 2012 could be a very dangerous year and we don’t just mean on the economic, financial 
and monetary front. We think that 2012 might also be a dangerous year politically and militarily.

Growing condemnation of Iran as a “threat to the security of Israel, the United States and the world ….And that’s why our policy has been 
absolutely clear: we are determined to prevent Iran from acquiring nuclear weapons….And that’s why….we have imposed the most com-
prehensive, the hardest-hitting sanctions that the Iranian regime has ever faced…And that’s why, rest assured, we will take no options off 
the table.” President Barack Obama in his address to the Union for Reform Judaism, Dec 16, 2011.

By the “no options off the table”, does the President merely mean a preemptive attack on Iran or does that attack also include the use of 
nuclear weapons?

In the event of a United States led attack on Iran, what would Russia and China do? We can’t imagine that either country would stand 
back and simply allow that to happen.

We are concerned, too about the direction that the U.S. appears to be taking with regard to civil liberties. I know that we don’t live in the 
country, but we like it enough that we spend two months a year in Scottsdale, Az. and we certainly like the American people, whom we 
have found to be outgoing and friendly. We have long admired the American spirit and confidence. In America, hard work and enterprise 
are rewarded and success is applauded.

However, we fear that government is eroding all that is so good about America and we have a real concern about the corrupt relation-
ship that exists between lobbyists and government. It seems to us, at least, that in America, money can buy government. What we find 
particularly distressing is the subversive political power of the major banks centered on Wall Street. We ask, “Why haven’t any of these 
leading bankers gone to jail?” After all, it is they who are directly responsible for the financial calamity that now encompasses the world. 
It is all very well that Raj Rajaratnam has been sentenced to 11 years in jail for insider trading. Even Bernie Madoff’s crime was nothing 
when compared to the blatant fraud perpetrated by the major banks. So why aren’t these bankers in jail? I guess in America it behooves 
you to have friends in high places, particularly those whose friendship you have purchased.

Volume 35      Issue 1 .  January 13, 2012



On December 31, 2011, President Obama signed into law ‘The National Defense Authorization Act.’ This act authorizes the arbitrary and 
indefinite military detention of American citizens. “The signing of NDAA (HR 1540) into law is tantamount to the militarization of law en-
forcement, the repeal of the Posse Comitatus Act and the Inauguration in 2012 of Police State USA.” Michel Chossudovsky. What puzzles 
us is why now? Why don’t the American people bitterly oppose it?

No man is an island,
Entire of itself.
A part of the main.
If a clod be washed away by the sea,
Europe is the less. As well as if a promontory were.
As well as if a manner of thine own
Or of thine friend’s were.
For each man’s death dimishes me,
For I am involved in mankind.
Therefore, send not to know
For whom the bell tolls,
It tolls for thee. 
John Donne

Possibly the answer to the question,“Why now?” is that the American establishment is as frightened about the future as we are, and wants 
to make sure that any dissent can be more than effectively handled.

What is it that we are so frightened about? Well apart from U.S. and Israeli sabre rattling over Iran, we think that this is the year that the 
world monetary system will collapse, bringing about an economic depression, certainly as bad as any depression thus far encountered. 

We simply cannot see that the euro will hold together during 2012 and its demise is likely sooner rather than later. We have been banging 
on and on about debt and how in a Long Wave winter the debt bubble always bursts. Since 2008, most Western governments have been 
desperately fighting the debt collapse. Much of that fight has been undertaken in an effort to stave off the total collapse of the banking 
system and that fight has entailed governments adding massively to their already gigantic debt loads.

We have written often of the world monetary collapse of the early 1930s. We know, that at that time, country after country was forced 
to abandon the monetary system, driven out by speculators. A similar speculation is manifesting itself at this time, when higher debt na-
tions are forced to pay higher interest rates to service their debts. Eventually, these very high rates of interest will make it impossible for 
these countries to continue to raise money. This will force them out of the euro monetary system. After the biggest debtor nations are 
bankrupted, speculators will turn their attention to-the lesser euro debtor nations and drive up their interest rates, which in turn will make 
it impossible for these countries to finance their debt. The question is whether the euro collapses when the few biggest debtor nations are 
forced out of the joint currency system or whether it survives until the lesser debtor nations are driven out by the speculators. Our guess is 
that the euro will collapse when the first countries are driven out. Countries like Germany, Holland and Finland will finally realize the futility 
of throwing good money after bad, trying to prop up the next dominoes to fall and will in turn abandon the single currency.

The financing needs between 2012 and 2013 for European governments and Euro zone banks are at least E2trillion that’s about $2.6 
trillion (U.S.). Italy will require E592 billion, Spain E334 billion, Belgium E109 billion, Greece E96 billion, Portugal E49 billion and Ireland 
E45 billion. That’s E1.2 trillion. European banks have about $665 billion (U.S.) debt coming due within the first six months of 2012 and 
during the same time frame there’s about E519 billion of Italian, French and German debt, which is maturing. 

“We don’t believe that the system will be able to supply the needed funds at current interest rates. It is our opinion that interest rates have 
to rise much higher to incorporate the increased credit risk which in turn would lower the ratings of the sovereign debt. This would lead to 
even higher interest rates and the vicious circle is complete.” Gijsbert Groenewegen.
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Once the euro dies, speculative attention will focus on other large debtor nations like the US and the United Kingdom. This will force up 
interest rates in these countries and make it difficult, if not impossible, for these countries to continue to borrow money from the credi-
tor nations, particularly China, which as we shall see, will likely be encountering major debt issues of its own. We just don’t see how the 
Federal Reserve and the Bank of England can become lenders of last resort, despite these two central banks having unlimited access to 
the printing press. 

Once the sovereign debt crisis begins to unravel it will be the catalyst to destroy the banking system, because the affected countries will 
not have the means to bail out the banks. Thus, the entire world credit system will collapse and we shudder to think of what that means, 
although we have a pretty good idea and have written about it in our ‘economic winter’ publication “The Death of Paper Money”, Volume 
29, Issue 1, July 28, 2011. 

Most of the pundits who we read are bullish for 2012. We believe that a lot of that bullishness is due to simply extrapolating the ongoing 
rise in stock prices since October 2011, when the Dow made a low of 11,105 points. Also, the apparent latest numbers suggest that the 
U.S. economy is advancing, but we are not convinced. (Shadow Statistics). The U.S. stock market will provide double-digit returns this 
year predicts Bob Doll, chief equity strategist at Black Rock Inc., the world’s biggest hedge fund manager.

“That outlook is predicated on his view that the U.S. economy will muddle through the challenges posed by Europe, and grow by 2 or 2.5 
per cent.”

‘”Part of our relatively bullish view is that the (U.S.) economy and earnings will continue to advance and the stock market therefore rec-
ognizes that, follows that if you will,’ Mr. Doll said in an interview.” The Globe and Mail, January 6, 2012.

In the upcoming monetary mayhem we don’t see how the stock markets can hold up. In fact, we are like we were at the onset of 2011, 
very bearish on the outlook for stock prices during 2012. Not only do we have fundamental reasons for being so bearish, but we are also 
receiving technical corroboration from some of the very best technicians, Elliott Wavers and financial astrologers that we follow. 

What we see is perhaps stocks will continue to meander higher into March, but then we anticipate that the Greek debt crisis will erupt and 
that will be the catalyst for stocks to resume their downward trend with a vengeance. After all, the Elliott Wavers who we follow, state cat-
egorically that the next leg down in stock prices is the 3rd. Wave down. This means that in the U.S. and Canada stock prices will collapse 
significantly below the March 2009 lows (Dow Jones-6,470 points, S & P 500-667, TSX-7,480). For their part the Elliott Wave International 
team (Robert Prechter) give a downside target of below 2,500 points on the Dow for this Wave 3 down. Of course, most of you will want 
to know how long will this down wave take to complete. Well, we have seen one Elliott wave projection that this Wave three bottom will 
be reached by November of this year. That portends a stock market crash of unparalleled ferocity.
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Dow Jones Industrial Average-Projected Wave (3) down

The monetary crisis and the outlook for stock prices in the coming year portend an economic disaster with major banking failures and 
other bankruptcies, rising unemployment and probably significant social unrest, which in turn will likely result in further government en-
croachment on civil liberties. 

With such dire prospects, the outlook for the price of gold has to be very bullish. We know that the year 2011 was the tenth year in suc-
cession that the gold price has ended the year above the price of the preceding year end and we have no doubt that at the end of the 
year 2012, the price of gold will be higher than it was at the end of 2011. The question is how much higher? Well, it is always difficult to 
try and fix a price to one day, in this case December 31, 2012. However, we are going to try and extrapolate Alf Field’s Elliott Wave count.
 
You might recall that Alf Field wrote that once gold put in a price bottom, the price of gold would advance in Intermediate Wave 111 of 
Major Wave Three. Alf wrote that the price drop to $1,531 (U.S.) ($1,535 U.S. in the futures market) on September 26, 2011 might have 
been the bottom. However, he considered that this was a little shy of his expectations. After rallying higher from that low, the price cor-
rected once again to make a lower low at $1,524 (U.S.) in the futures market on December 28, 2011. That low price might have satisfied 
Alf Field’s projected corrective low. We are suggesting that it did. This means that the price of gold is now advancing in intermediate wave 
three of Wave Three, which Alf writes “Should be the largest and strongest wave in the entire gold bull market. The target for this wave 
should be around $4,500 (U.S.) with only two 13% corrections on the way.”
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This is our projected move to the $4,500 (U.S.) price target, which is now underway-Wave 1 up should take the price to $2,585 (U.S.). 
Corrective Wave 2, a 13% correction would drop the price to $2,250 (U.S.). From there Wave 3 up should take the price to $3,955 (U.S.). 
Corrective Wave 4 would see the price drop to $3,440 (U.S.). Wave 5 would then reach Alf Field’s target of $4,500 (U.S.). When that 
target is reached will be determined by the time that it takes each move to complete. In other words, if Wave 1 completes in six months, 
Wave 2 might take two months and so on. From our perspective, we think, given our doomsday outlook for the year that the price of gold 
will rise rapidly en route to Alf’s target.

Gold Price-Intermediate Wave111 of Major Wave Three. 

Our projection based on Alf Field’s work

With such a bullish outlook for the price of gold and such a bearish outlook for the general stock market, we must ask ourselves, what are 
the precious metals share prices going to do in 2012? The Major gold companies’ stock prices peaked in September 2011 and thereafter 
were down about 25% towards the end of the year. But the junior companies fared very poorly. The venture exchange peaked in the week 
of March 11, 2011 at 2,465 points and bottomed at 1,305 points during the first week of October 2011. That’s a 47% correction. We have 
to believe that gold share prices must ultimately reflect the price of gold. This means that we are bullish on the gold companies’ share 
price in the coming year. We have always believed that these share prices will divorce themselves from the overall stock market share 
price, much as they did after the crash of 1929. We will have more on this in the upcoming ‘Ian’s Investment Insights’, in the meantime 
we like the following companies:
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Barkerville*, Colibri*, Freegold Ventures*, Golden Goliath*, Northern Freegold*, PC Gold*, Temex*, Terraco*, Timmins Gold*, Al-

liance Mining*, San Gold,  and Agnico Eagle. *Ian owns shares in these companies.

Here in Canada, since about 70% of our exports flow to the United States, we expect the Canadian economy to be very negatively affect-
ed in our projected global economic disaster.  Moreover, new energy projects, such as TransCanada Corp.’s $7 billion (CAD) Keystone XL 
oil sands pipeline – with an intended route from northern Alberta to the southern U.S. – is being met with opposition from various American 
environmental groups.  U. S. President Barack Obama has until February 21st. to decide whether the project is in the national interest, 
despite TransCanada’s projection that 20,000 American jobs will be created.  Domestically, the Haisla Nation is already raising objections 
to the construction of Enbridge Inc.’s proposed $6.6 billion (CAD) Northern Gateway oil pipeline, with an intended route from Alberta to 
Kitimat, B.C.  Reflecting the high stakes, the Canadian federal government has issued a new warning that regulatory reviews for major 
energy projects should be accelerated and protected from interference by “radical environmental groups financed from the United States.”

Canadian household debt is at a record high level.  In its annual Housing Observer report, Canada Mortgage and Housing Corp. warned: 
“It is important that Canadian consumers and stakeholders continue to be vigilant in monitoring both the magnitude, as well as the com-
position of household debt … Household financial vulnerability remains a serious issue which merits close attention going forward.”  In ad-
dition, the Canadian housing market is reaching an all-time high level for prices.  Just this week, Gordon Nixon, Chief Executive Officer of 
the Royal Bank of Canada warned that a softer Canadian housing market is a concern in 2012, with particular focus on the condo markets 
in Toronto and Vancouver, where capacity is significantly overbuilt: “When you look at markets like Toronto and Vancouver, there is a level 
of caution from a risk perspective that is higher today, than it would have been a few years ago.”  U.S. economic forecaster Harry Dent 
predicts: “I think housing in Vancouver and Victoria could decline by 60 or 70%, while Toronto is more like 50%.”  At Longwave Analytics, 
we believe Mr. Dent could be somewhat optimistic, as we perceive a decline of 80 to 90% is possible.  

Adding to our concerns about the outlook for China’s economy in 2012 are mounting municipal debt levels resulting from declining land 
auctions.  According to Centaline, a real estate company, nearly 900 land auctions failed in China during 2011 – about triple the number 
in 2010 – exacerbating the woes of debt laden local governments which depend on land auctions as a crucial revenue source.  Accord-
ing to the China Index Academy (a property research group), in 2011 government revenues from land sales declined by 13% in 130 of 
China’s major cities to 1.9 trillion yuan ($300 billion (U.S.).  Centaline noted that one third of the failed auctions occurred in November and 
December alone.  Huang Yu, Vice President of the China Index Academy, recently informed the state media “the national land market 
is entering a deep freeze.”  Interestingly, Chinese stocks recently closed at their lowest level in nearly three years, as worries about the 
property sector and tight liquidity conditions impacted investor sentiment.  The Shanghai Composite is threatening the 2,000 point mark, 
while the Shenzhen Composite is nearing the 800 point level.  

The severe global economic downturn in 2012 – which we are forecasting – will definitely have a very negative impact in the realm of 
international trade.  Indeed, with estimates already emanating from the Federal Statistics Office that “the German economy contracted 
by roughly 1% on an annualized basis in the 4th. quarter of 2011,” and China’s Commerce Minister Chen Deming recently reporting the 
nation’s “trade surplus declined to 163 billion (U.S.) in 2011from 183 billion (U.S.) in 2010,signs are appearing that international trade is 
beginning to slow down.  Certainly, with continuing economic contraction in the euro zone, China’s exports could decline markedly.  In 
addition, resource-based economies such as Canada and Australia will feel the impact, while the United States remains vulnerable to 
adopting more protectionist trade policies.  Also, we wouldn’t be surprised to witness the U.S. Federal Reserve spring into action with yet 
another round of purchasing fixed income securities (quantitative easing) in an attempt to forestall the inevitable economic contraction.  
Moreover, Japan’s economy, stagnant for the last two decades and having endured a massive earthquake and tsunami almost a year ago, 
can expect more economic headwinds.

2012 is an election year in the United States and we would be remiss in not putting in our two cents with regard to the outcome, particu-
larly with regard to the Presidential election. From our perspective, we don’t feel that the current crop of Republican hopefuls has much 
of chance of beating President Obama, unless things are as disasterous as we envisage. What’s to choose between any of them and the 
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current President, as we see it they are pretty well all cut from the same cloth, except that is, for Ron Paul. However, we just don’t see him 
getting the Republican nomination. He’s is far too radical for the statist establishment. Anyway, if things get as bad as we think they will, 
we wonder whether there will even be an election. George Bush first trotted out the idea of cancelling the election, because of the poor 
state of the economy. Recently Governor Bev Purdue (D-N.C.) suggested suspending the Congressional elections, to allow Congress to 
focus on economic recovery and not re-election. We sincerely hope that this is not the case, but after President Obama signed into law 
the National Defense Authorization Act, we must, unfortunately, believe that the government is capable of anything, which includes the 
declaration of martial law and along with it the destruction of civil liberty.

All of us at the Longwave Group wish you health, wealth and happiness during 2012, and we sincerely hope events will not turn out as 
badly as we have forecast.

Written By: Ian Gordon & Christopher Funston

Ian A. Gordon, The Long Wave Analyst, www.longwavegroup.com
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”Those who cannot remember the past are condemned to repeat it”. Santayana
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