The Long Wave Analyst

‘An Opportunity and Strategic Investment Approach’

Volume 1, Issue 6

WRITTEN BY:
lan A. Gordon
Canaccord Capital
Suite 1200
595Burrard Street
Vancouver, BC
V7X 1J1

The Long Wave Andlyst is
an investment strategy
based upon historical
analysis and interpretation
of the*Kondrati eff
Cycl€’. Fax interpretation
available between
publications on significant
market
developments.

lan Gordon isalicensed
Registered Representative
and a Vice-President of
Canaccord Capital, a
Vancouver-based
brokerage firm. Hewas
educated at the Royal
Military Academy,
Sandhurst, UK., and hasa
B.A. (History) from The
University of Manitoba.

lan Gordon

December 1998—February 1999

Pinpointing our Position on the Kondratieff Wave

When Nikolai Kondratieff presented his study of the Long Wave Cycle he was concerned solely
with the apparent economic ebb and flow within capitalist countries. This approximate 60-year
cycle was based upon an economic expansion, which lasted roughly thirty years, and an economic
contraction, which lasted about another thirty years. Interestingly, the first phase of this contraction
is not synonymous with an economic downturn, but rather a period of disinflation coupled with an
era of robust speculation.Kondratieff emphasized that the long cycle was an international capitalist
phenomenon; that is, all capitalist countries would experience it starting and ending at
approximately the same time.

Asinflation raged during the 1970s, Kondratieff’s work received much attention from the economic
fraternity. Many of these economists failed to recognize where exactly the world was positioned on
the cycle. When their anticipated deflation failed to occur following the inflation peak,

Kondratieff’ swork fell out of favour. These economic experts failed to understand that the cycle
called for aperiod of disinflation following the inflationary peak. During this period of disinflation,
the world experiences a growing speculative orgy coupled with massive debt accumulation. Though
this stage of the cycleis commonly referred to as the Plateau Period, | prefer to call it the Autumn
period.

The Kondratieff Wave now attractslittle attention. That is a pity, becauseit isavery reliable
economic forecasting tool. Dr. Joseph Shumpeter, who undertook an extensive study of economic
cycles at Harvard University during the 1930s and authored the definitive book on Business Cycles
wrote, “ The Kondratieff Wave is the single most important tool in economic forecasting.”

Kondratieff never hypothesized that an investment cycle might be concurrent with the Long Cycle,
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but it is. Furthermore, because the Kondratieff Cycle is such a dependable economic
forecasting toal, it follows that it is a trustworthy investment guide. It can keep usin
appropriate investments during each season of the cycle, but also, and more importantly,
keep us out of those investments which are likely to underperform, or worse, seriously
undermine our wealth.

For those who refuse to be blinded by the current stock market hype and apparent
prosperity, the Kondratieff Wave provides a clear indication of what liesin store for usin
the very near future. Winter follows Autumn and, in the Kondratieff Wave, the Plateau
period always precedes deflation and depression (Winter).

The goal of this newsletter isto provide our readers with a clear roadmap of the
Kondratieff route. | am convinced that we are about to turn down aroad that is fraught
with the hazards of winter.

How can | be so sure of our position within the Kondratieff cycle? The evidenceis
overwhelming and | believe | have given many convincing examplesin previous issues.
Nevertheless, to understand the gravity of the situation, bear with me as| once again
present a summary of the main characteristics of each of the Long Wave seasons and why,
given this summary, | am convinced that the chill of Winter isupon us.

The Kondratieff Spring

(Present cycle dates: 1949-1966)

Many people think that it is only a matter of time before the economy sinks back into a
depression. From this delicate state of confidence the economy starts anew life and, very
slowly, confidence starts to build as more and more people become employed. Consumer
purchases are made with cash, because people are too frightened to borrow. Those banks
that have survived the winter have money to lend for capital expansion and the building of
factoriesto provide for agrowing demand by consumers. At thistime of the cycle,
consumers, corporations and governments are risk-adverse.

The Kondratieff Summer

(Present cycle dates: 1966-1980)

The main characteristic of Summer is the rapidly expanding rate of inflation, which endsin
a speculative blow-off. The peak of inflation in this Cycle occurred in 1980, when the
CRB Index reached 338 and Gold prices climbed above $850. Interest rates also peaked at
thistime. In 1980, long-term US Treasury yields were at 15% and Canadian short-term
rates were over 20%. This Summer peak was very similar to its predecessor of 1920.
Following that peak there was a bear market in stocks and a primary recession, similar to
the period between 1981 and 1982. “Bloated stocks, commodities, and inventories were
summarily excised in 1920 as super-inflation turned within months into the worst deflation
since the post-Civil War period. The violent reversal from boom and wild inflation into
recession and deflation would be repeated in 1981-1982.” *

The Kondratieff Autumn

(Present cycle dates: 1980-1998)

The recession and bear market at the end of the expansion or Summer phase of the cycle
pave the way for the Plateau period or Autumn phase of the cycle. Thereisagrowing
speculation in stocks, bonds and real estate, which invariably culminate in a stock market
crash. (Previous letters have indicated why Autumn is a period of such rampant
speculation.) So it was during the Autumn of the Roaring 20’ s when the stock market ran
from that bear market bottom in 1921 with the DJI at 64 pointsto a DJI high on September
391929 of 381 points; again of 595%. The crash that followed took the Dow Jones
Industrials down to 42 points by June 1932 for a90% loss. Therisein US stocks during
the current plateau period is unprecedented and significantly more speculative than the bull
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market of the 1920s. From the bear market bottom of 777 on August 12!, 1992, the Dow has
risen to an astonishing 9643 on January 8" of this year, for again of 1240%.

The Kondratieff Winter

(Present Cycle dates: 1999- )

Winter is the season of death. Its primary function is to wipe out the massive debt built into
the economy during the past three seasons and in particular the major debt accumulation that
occurs during the ‘feel-good’ times of Autumn. Debt is eliminated through bankruptcies and
foreclosures. Thisleadsto plant closures, high levels of unemployment, banking problems,
and rapidly falling prices.

Given the foregoing, it should be impossible to doubt where we are currently positioned in
the cycle. We can be confident that we are in the very late stages of Autumn. Why? Quite
simply, because the US stock market is at valuations never seen before and the breadth of the
market is already telling us that we have seen the high for US stocks. Excessive speculation
and stock market valuation is characteristic of the end of Autumn. We also know that the
onset of Winter isusually signaled by a stock market crash.

I do not see how Western Europe and North America can escape fromthe devastation of
Winter. Nor do | see the magician, Alan Greenspan, continuing to walk the tightrope,
maintaining his balance with interest rate cuts and excessive increases in the money supply.
Something hasto give, and that is likely to be consumer confidence. It gets more and more
difficult to maintain public confidence in anything as bogus as a stock market that is
overvalued asthat in the US. Read Charles Mackay’ s great classic, Extraordinary Popular
Delusions and the M adness of Crowds, to better understand the extremes of crowd
psychology and how excessive speculation is rationalized at the time as being justified by the
new circumstances. And so it istoday, as we are told by the experts that that the enormous
values of US stocks are appropriate given the ‘new era’.

“The New Era Economy”

In arecent article, published in the Wall Street Journal and later in the Financial Post, titled
“This market bubble won't burst,” Wayne Angell, aformer Federal Reserve governor and
now chief economist at Bear Stearns, argues for a continuation of the present bull market in
stocks and growth in the economy. “But the evidence that | see does not suggest a bubble;
rather, it indicates that we have at last arrived in a new-era economy, one which information
technologies and sound money fuel long-term, non-inflationary growth.” Before returning to
Mr. Angell’ sthesis, | present views of some prominent Americansjust prior to the onset of
the last Kondratieff winter.

?? “Theoutlook today is for the greatest era of commercial expansion in history.” Herbert Hoover,
President of the United Sates, 1929.

?? “Theindustrial condition of the United States is absolutely sound, and nothing can arrest the
upward movement of stock prices.” Charles E. Mitchell, Chairman, National City Bank. 1929.

?? Thisistruly a new era, in which formerly well established standards of value for securities no

longer retain their old significance.” Leonard P. Ayres, Vice-President, Cleveland Trust
Company, 1929

?? “Weareapparently finished and done with economic cycles as we have known them.” E.H.H.
Smmons, President, New York Stock Exchange. 1929.
?? “Thereis no reason why there should be any more panics.” M.G. Alexander. 1927.

The confidence was as misplaced then as Mr. Angell’ sistoday. Knowing that Mr Angell isa
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former Federal Reserve governor, it is easy to understand his belief that the Federal Reserve
undertakes a sound money policy. However, his blind faith in that institution belies the fact
that it isincreasing the money supply at an unprecedented rate: that is not ‘ sound money’.
Mr. Angell continues on histhesis of a Federal Reserve adopting a sound money policy
when hewrites: “In contrast, when rapid economic growth emanates from confidencein the
stability of money, less government regulation, and lower marginal tax rates on economic
gains, then faster growth actually helpsto reduce inflation because it results in more goods
to be chased by the same amount of money.”’ Rapid growth in Americais not the result of a
confidence in the stability of money; rather, it stems from excessive monetary expansion
being used to inflate pricesin the stock market. These high stock prices then translate into
misplaced consumer confidence and increased consumer demand for goods and services.
Reduced inflation in the US hasllittle to do with US monetary policy but rather a growing
worldwide deflation, which emanated out of Asia.

Mr. Angell fearsthat “bears may yet scare too many investors out of avery good market.”
But why should they? It is not the bears that will scare the bulls. There arein fact very few
bears anyway. Bullswill only be scared if they begin to appreciate the absolute absurdity of
values placed on US stocks. Mr. Angell anticipates a Dow Jones Industrial Averagein
excess of 22000: “ So far the bears have missed the 135% rise in the Dow Jones Industrial
Average over the past four years; they may yet missthe next 135% rise.” | think that Mr.
Angell will have to eat hiswords.

Can Europe and North America escape?

I think not, because all the symptoms indicative of the shift from Autumn to Winter are
present in their respective economies and stock markets. Since its economy isthe largest in
the world, | will examine the US position,

? ? An excessive debt bubble, which in total (government, corporate and consumer) is
more than $20,000,000,000.

? ? A stock market bubble evidenced by unprecedented values and multiples far higher
than thosein 1929.

? ? The bubblein the stock market is dwarfed by the massive exposure that US banks have
in the derivatives markets. For example, a10% - 12% lossin the derivative books at
J.P.Morgan and Chase Manhattan would wipe out their respective capital bases.

? ? A massive and continuing US balance of trade current account deficit which is financed
by foreign countries, principally Japan and China. Thisyear, it is anticipated that this
deficit will exceed $300 billion.

? ? A negative savings rate on the part of US consumers, which means that they must incur
more and more debt to keep the US economy going.

? ? Anilliquid international debt system, which requires more and more IMF intervention
to forestall national bankruptcies.

The End of the Bull Market

“Sooner or Later a Crash is Coming, and it may be Terrific’?

| have long maintained that the key to continuing American prosperity restson arising
stock market. What | question is how much further this market can go up. | think that the
stock market is teetering on the edge of acliff, and al that is required is something to push
it over the edge. What that something is | do not know, but it has usually been rising interest
rates. | do not think that it will be rising interest rates thistime, at least in the short-term
debt market, because Mr. Greenspan is obviously aware of the perilous state of the US stock
market. But the Federal Reserve Chairman has no control over US long-term interest rates
and much of this debt is owned by foreigners who can force the issue by selling their US
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bond holdings. Thiswould drive up long-term rates and create a crisis of confidencein the
US debt market, which would likely spill over into the US stock markets. Or it may come
asaresult of another currency devaluation. The recent drop in the Japanese Y en increases
the pressure on Chinato devalue to maintain its export competitiveness. Perhaps, the US
stock market will fall simply as aresult of its own excessive weight. Whatever the catalyst,
al thesignsarein place to indicate amassive top in US stocks. Donald Hoppe cited the
following as precursorsto atop in the stock market.

? Record-breaking trading volume.

? Heavy sales of mutual funds.

? Increase in margin loansto all time highs.

? Great public interest in speculation.

? Focus of public’s attention.

? Front-page news stories about market gains.

? Euphoric attitude towards speculation, with unrealistic expectations and predictions.
DJA sells at more than 20 times estimated earnings. (Currently selling at more than
30 times)

? Excessiveissues of new securities.

? ? Sharp breaks quickly recovered.

? ? Widespread delusion about the future.

? ? Price advances turn exponential (stock prices appear to be going straight

...aCrashis up).
? ? Warnings about speculation will be ignored. Those who warn of such

Coming, and it danger’swill be ridiculed or accusgd o_f “sabotaging the recovery.” gWayne

Angell’ swarning about bears scaring investors out of the market).

NN N ) ) ) N
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may be Terrific Wall Street in 1929

|

Thefollowing extract from 101 Years on Wall Street gives adramatic picture of Wall
Street in 1929 and provides us with avalid comparison to Wall Street of 1999. —

“ Sensitive to the public’s enormous appetite for stocks, Wall Street expanded its bill of
fare, cooking up nearly $12 billion in new shares for sale. Well over $2.3 hillion of that
wasin investment trust paper (mutual funds). Hundreds of funds were promoted, many of
them highly leveraged.

This*“ professional management” would be the last great sales cliché of the 1920s. By the
record, it worked only aslong as the market kept going up. United Founders, a flagship of
one group, with assets of over $300 million, saw its stock fall from $75 to 75 cents during
the next few years.

By the end of the summer, stock prices, margin debt, and speculative fever were all at
record levels, aswere price-earnings ratios. Banks a cozy part of pools, and investment
underwritings, were seen asthe best “ play” on the great securities boom, since brokerage
firms were not publicly owned. National City was valued at over 100 times earnings, and
ratios of 50X were common for the money-center banks.

Despite the lofty level of stocks, there was a good feeling about the “ new era” . Carswere
mor e affordable. A radio in every room seemed probable. TV was rumored to be just
around the corner. Commercial transportation was coming of age and movies were
talking.

The good feeling started to end shortly after September 3 when the 1921-1929 bull market
had crested at Dow 381.17. A panic arrived in October and the collapse of prices over the
next few weeks remains awesome. Morgan’s $240 million banking pool was drained.
Aurburn Auto careened from 514 to 120. Alcoa from 540 to 180. Advance Rumely, a
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former pool favorite that had peaked at 105 in May, traded down to 7. Wright Aero, 299 in
February, plummeted to 60.........

The bearish convulsions had not been sparked by any specific bad business news. Rather,
the financial pressremained full of splendid earnings reports, extra dividends, stock splits,
and glowing forecasts. The Dow earnings for the year would be $19.94 versus $15.76 in
1928 and the composite dividend would be up 45 percent fromthe previous year ......

The agony of the 1929 panic ended November 13 with the Dow at 199. What lay ahead,
after a deceitful recovery into April, was wor se — a depthless world depression.” 4

Wall Street in 1999

There are two very important indications that US stocks have already made their highsin
this bull market. The first is that the breadth of the market made its highsin April of last
year. Even when the Dow Jones Industrials and the S & P subsequently made new highsin
July last year and January of this year, market breadth was nowhere near where it had been
in April 1998. Thisisavery serious divergence, suggesting the formation of a massive top
in stocks. The only other time that breadth failed dramatically to confirm anew stock
market high wasin 1928.

The second divergence pertains to the non-confirmation of the Dow Jones Industrial peaks
made in July 1998 and January 1999 by the Dow Jones Transportation Average, which last
confirmed aDJl highin April of last year. This divergence is attributable to the venerable
Dow theory developed by Charles Dow in the early 1900s which states that anew highin
one of the two averages, the Industrials or the Transports, must be confirmed by the other.
A non-confirmation indicates a coming change in direction for the overall stock market.

As obscene as the values for stocks were in 1929, the values seen today are without

precedent. | repeat my warning to readers. Stock prices are vulnerable to a substantial
decline.

Misplaced Confidence

Boast not thyself of tomorrow, for thou knowest [T retias rerermatias tarvice Terar ]
not what a day may bring forth. °

What makes North Americans and Europeans so
blasé with respect to the economic devastation that
isall around them? Do they really believe that they
can somehow escape from stock market crashes
that have affected so many other countries and the
resulting economic disasters that have afflicted so
many people? Do they believe, like so many
Americans— displaying extraordinary temerity
even for Americans, that the impoverished
American consumer can buy the remainder of the
world out of its depression? Does the US stock
market have unlimited upside in spite of values

that are already at levels never seenin the past? ” T Ty

Will foreigners continue to respect the US dollar APALER L o : ' ﬁ"’
) ot ; EQUAL-WEIGHTED ALL STOCKS M.Y.S.E

when the country’ s printing presses print new papemmsﬁnm-" L. :

1960s? And what about the enormous debt bubble that must be kept afloat in America?
Perhaps they are blasé because they do not want to be bothered with such

Source: The Notley Information Service
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Alas, regardless of

their doom,
Thelittle
victims play;
No sense have

they of illsto come,

Nor care beyond
today.

Yet ah! Why should
they know their fate,
Since sorrow never

comes too late,

And happiness too

swiftly flies?
Thought would
destroy their
paradise.
No more: where
ignoranceisbliss,

petty trifles while they reap the benefits of a stock market that reaches for the sky. We are
reminded once again of Thomas Grey’s, On adistant prospect of Eton College (see inset).
The vast mgjority of people are unaware of what might lie in store for them when the
Winter stage of the Kondratieff cycle hits— most have never even heard of Kondratieff.
They have been lulled into afalse sense of security by market pundits, economists,
politicians, and the like, who postul ate ever-increasing weal th.

How isit possible for the economy to move into arapid decline from such strength as
Winter overtakes Autumn? The strength of the economy in the waning days of Autumnis
amost entirely attributable to ‘ feel-good’ consumers buoyed by paper gainsin the stock
market. When the market breaks, asit invariably does, consumers stop their spending and
the economy slumps. This happened in 1929 and will likely be the case thistime.

For those who do not understand the impending economic change and who are heavily
invested in the stock market, the changeislikely to prove devastating. Just like the
last Winter which started in 1929 and the current Winter which has already started in
Asia, Russiaand Latin America, our Winter islikely to be signaled by acrash in the
stock market. The most dramatic change in the Kondratieff seasons always occurs at
the onset of Winter because the transition from wealth to penury occurs within such a
short period of time. There seems little doubt that the first snow of winter has already
fallen and it is only a matter of time before we are confronted by theicy blast of a
mind-numbing blizzard.

The Credit Bubble

“The causes of all panics, crashes and depressions can be summed up in only
four words: the misuse of credit.”

Obviously, the industrial world could not survive without credit. Problems start when
credit is expanded beyond the point where it has any relationship to real wealth. “The
final years of the long wave Autumn are characterized, not only by areckless
expansion of fiat credit, but by awidespread delusion that thereis no limit to the
availability of such credit.””

The most obvious recent example of unsustainable credit expansion is Japan. By 1989
Japanese banks were lending enormous amounts of money on all kinds of
questionable investments and the Japanese were borrowing in record amounts in order
to finance these speculations. The principal problem facing the Japanese was that they
viewed most foreign assets, and in particular US real estate, as being vastly
undervalued in comparison to their own real estate values. They failed to understand

———( | V23S JApanese values that had become hugely overvalued due to the enormous

expansion of credit. When the Japanese central bank began to raise interest ratesin an
attempt to contain the excessive speculation, the credit bubble burst and the Japanese
Winter began, signaled as usual by a stock market crash, which started in March 1990.

In America, the huge explosion of credit is fostering unparalleled speculation in the stock
market, causing the prices of equity investments to appreciate far beyond reasonable
values. Encouraged by the large paper gainsin the markets and easy credit, consumers are
living way beyond their means and have depleted their savings. Corporations have
borrowed heavily and recklessly, principally to buy other companies at enormously
inflated values. In 1998, the global value of mergers was arecord $2.4 trillion. Even
municipalities have taken advantage of the public’ sinsatiable demand for securities by
financing such questionable projects as sports stadiums. Banks have expanded their loan
portfolios and have become |ess and |ess concerned with the quality of loans on their
books. Furthermore, many of these banks have become caught up in the mania of
speculation and are heavily engaged not only in the stock market but also, and more
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frighteningly, in the derivatives markets as well.

It is enough to understand the vulnerability of the banking system in a severe downturnin
the economy — in particular, a banking system that has a huge amount of questionable loans
on the books including loans offshore or is heavily invested in speculative markets like
derivatives or even the stock market itself. One has only to reflect upon the recent Japanese
experience. In 1989, the ten largest banks in the world were all Japanese, but now only one
Japanese bank enjoys this distinction. Japanese banks are carrying the equivaent of more
than atrillion dollars in non-performing loans on their books— a huge black hole that the
Japanese government is trying to rectify. Many Western banks are in asimilar position to
their Japanese counterparts of 1989, and a bear market in stocks would likely put enormous
pressure on their loan portfolios. The International Monetary Fund has so far effectively
bailed them out of their non-performing foreign loans. But the IMF is not a bottomless pit
and further currency problems such asin Latin Americaor in Asiaagain, will severely
strain the IMF' s resources.

Following the 1929 New Y ork stock market crash the US banking system all but failed.
Between 1929 and 1932, more than 6000 banks in the US failed, including almost 1000
Federal Reserve Member banks. In 1933 alone, another 4000 banks, including 2734
Federal Reserve members, went bankrupt. This effectively shut down the United States
banking system and destroyed more than US $9 billion of depositors' money.

Money Going Home

In May 1929, Ramsey Macdonald won the British general election for the Labour Party,
and in so doing replaced the Conservative Government of Stanley Baldwin. This
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precipitated the move of large sums of British investment income out of London and
across the Atlantic to New Y ork. This, coupled with funds from elsewhere in Europe, made
Wall Street, in the words of aLondon weekly newspaper, ‘the financial capital of the
world.” But behind the scenesin London forces were at work that would soon have the
effect of reversing thislarge outflow of fundsto America.




The Long Wave Analyst (Volume 2, Issue 1)

Thisreversal came about as aresult of the failure of a British financier named Clarence
Hatry. This disaster shook not only the London Stock Exchange, but other European
bourses as well, effectively reversing the flow of European fundsto America. Today,
history isrepeating itself with adifferent player and under different circumstances.

The present-day Wall Street party-pooper is Japan. For most of the past ten years Japan
has been sending money abroad through portfolio flows and direct foreign investment.
This has supported high valuations in western markets and indirectly has helped fund the
US trade deficit.

This money is now returning home. Japanese net purchases of US securities, which
includes bonds and equities, fell from US $54 billion in 1996 and US $35 hillion in 1997
and to only US $0.6 billion in the first three quarters of 1998. Over thislatter period,
Japanese turned net sellers of US equitiesto the tune of US $3 billion.

Any further interest rate cuts and increases in the already inordinately high money supply

figuresin order to support a sagging stock market would lead to increased US dollar sales

and a subsequent increase in interest rates at the long end of the curve. Furthermore, this

would no doubt open the floodgates not only to foreign sales of US equitiesbut alsoto US
Treasuries aswell.

The net effect of the Japanese repatriation of assetsisarising Yen. Since last
summer, the Y en has strengthened from nearly Y 150 to Y 120 against the US

The present- dollar. The problem has been compounded by the unwinding of the so-called
day Wall Street  Yen carriage trade, where investors borrowed in cheap Y en to buy overseas
party-pooper is  assets. The strengthening Yen could prove disastrous for an already ailing

Japan.

Japanese economy. On the other hand, aweak dollar reduces the attraction of US
assets, making it more difficult for the United States to finance its rapidly
growing current account deficit.

Go leave the fire ashes, what survives is gold.

Bob Boaz, agood friend who manages funds for the University Avenue Funds group,
recently wrote an article titled Gold Does not Make Cents to promote the Financial Forum.
In spite of my admiration for Bob’s work and his undoubted ability as an economist, | have
taken exception to hisfindings. | present Bob’s main arguments for a $250 gold price and
mine for what | believe to be agold price in excess of $400 before the end of 1999.

Our readers can draw their own conclusions. | am confident that gold will replace paper as
atrue store of value — and that this psychological change will dramatically contribute to
significantly higher gold prices.

Last Minute Notes

Dow Jones Industrial Index

Although the Dow has surged to new highs, | believe the elation this has brought investors
will be short-lived. There are numerous divergences such as non-confirmation by the
Transport Index and Market Breadth, and even the MACDI shown on the chart. The days
of thisBull Market are numbered and | suspect that by the next cycle bottom, duein late
July 1999, the Dow Jones Industrial Average will be considerably lower than the 7400 low
of last October. How does 5200 sound?
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5200 is based on the 48% decline experienced by the Nikkei in 1990 and the two-month
crash of the Dow Jones Industrial s between September and November 1929.

30-Year Treasury Bond Yidds (US)

Interest rates on the Long Bonds are rising as foreigners begin to liquidate their US Bond

GOLD DOESNOT MAKE CENTS

THE LONG WAVE ANALYST

Since the US dollar is no
longer backed by gold as it was
intheearly 30's, the panic
buying that we saw then is
unlikely to be repeated.

Why was there panic buying if the US dollar was backed
by gold? In the early 1930s, anyone could hoard dollars
knowing they were instantly convertibleinto gold.
Today the only thing backing the dollar is debt. It makes
far more sense to buy gold today as a hedge against
banking failure and dollar depreciation.

Gold no longer retains a
monetary role in the world.

If thisistrue, why are North Americans buying gold
coins (Eagles and Maple Leafs) at arecord level?“We
are now seeing the re-monetization of gold and silver
coinsin preparation for the de-monetization of
electronic promises to pay. Garynorth.com/y2k/detail -
cfm/3834

Central banks are selling their
gold reserves and, specifically,
the IMF is going to be selling
itsgold.

European banks have stopped their selling. What we
would like to know iswho bought all the gold that was
sold. Asfor IMF selling— we see thisas atypical
smokescreen to talk down the value of gold— Germany
has refused to give permission for the IMF to sell any
gold.

Thereislittle historical
evidence of gold demonstrating
safe haven statusin times of
deflation.

I have shown that James Davidson and Lord Rees-Mogg
have evidence that in five previous deflations gold rose
an average of 8% in real terms above the price it had
achieved in the inflationary peak prior to the onset of
deflation. This would translate to $2000/0z. for gold
during the coming Kondratieff Winter.

During the 1930s deflation and the earlier 1870s
deflation, the gold price was fixed by the ‘gold
standard’. However, at least during the 1930s deflation,
there was a huge appetite for gold, which Bob
acknowledges when he refers to the panic buying for
gold in the 1930s.

In fact, not only was there panic buying for the physical
metal itself, but there was a huge move to own gold
stocks even though the gold price itself was fixed. By
purchasing gold shares, investors were buying ‘gold in
the ground’.

The supply of gold far exceeds
demand.

Thelatest figures are as follows: The supply/demand
deficit is 1600 tonnes (4130 tonnes of demand versus
2529 tonnes of mine supply).

holdings. This selling could turn into a panic and these foreign holders have alot of bonds
to sell ($500 billion approximately). The 6% yield offers some resistance to the devel oping
upside move. 6.6% is another resistance point.

| believe that rates will move beyond 7% sometime this year. Rates could move
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substantially above 7% in the event that foregin selling of US bonds turnsto panic.

XAU Gold and Silver Index

If the MACDI hasfailed to confirm the
new high on the Dow, so too hasit failed
to confirm the XAU low of last August.
Thisisabullish non-confirmation, which
gives us confidence to project a new bull
market for gold stocks which should
commence shortly. 60 on the XAU has
held three times and offers considerable
support to an eventual lift off in prices,
which must initially overcome 75 and 80
before hitting more meaningful resistance
at 90.

If 90 is overcome, it would confirm the

Crosted v TradeStshon by Umags Resesrch @199 bull market for gold equities and suggest
amoveto at least 110. Sometime this year, | believe that this Index will make an attempt

on the old highs just above 150.
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If you can keep
your head when Phix Gold & Silvar Mining-Weekly 030356 Ce62420 +1460 [1e0
all around you |
Arelosing theirs oAl L 14t
and blaming it N T
on you; \ Ay A
If you can trust N f) o
yourself when all N .
men doubt you, \ | . 80
But make WY e, AV
allowance for
their doubting .
too;

If you can wait
and not betired
of waiting,
Or being lied
about, don’t deal
inlies,

Or being hated
don’t give way to
hating,

And yet don’t
look too good,
nor talk too
wise.®
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