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The Key Word For 2009:
UNSUSTAINABLE

Thereare processesat work inthemarketsthat are smply not sustainable. Let's
start withinterest ratesand bonds. Thelong Treasury hasbeen on atear since
October (aswe showed you inthe last letter), but thismove isfaltering. The
bloom seemsto be off thisflower.

Our bond trading mode has been long the 30-year Treasury and the associated
Rydex Bond Fund — see Page 2 of the onlineupdates. However, themodel has
just raised the sell point to 132-1/32 basisMarch. Thus, if the March contract
tradesat 132-1/32 or lower, wewill have an officia sell. We will then exchange
to the Rydex short bond fund, as detailed inthose updates. Thismay beavery
important sgna with implications beyond our bond trading program.

Chinaand Indiawill continue to modernize, regardless of therecessioninthe
U.S. and regardlessof therelated lowdownintheir economies. Chinawill not
be running their domestic account to amulti-trillion dollar deficit todo it, though.
They will useagood chunk of their foreign reservesto fund their economic agenda.
By spending their savings, they will not be buying asmany of our Treasuries The
change will beeasy for them after dmost being burned holding Freddieand Fannie
agency bonds (the Chinese held 40% of them), especialy considering the patry
yields being offered on our Treasuries.

The next issue will be
published February 4.

* The gold sector is develop-
ing an immunity to the bad

times.
WatchtheTIC (Treasury International Capita) flows- http://www.ustreas.gov/

tic. Weneed over $50 hillionamonthin net positive TI C flowsto maintain our
* ING Managed Resource Treasury auctions. | expect net TIC flowswill go negativethisyear dueto all
Fund (IRR - NYSE). those friendly lendersusing their money for other purposes. If no one showsup
Page 2 | a theauctions, the Fed may stepin and take up the dack in order to keep interest
ratesfromzooming off the chartsovernight, but the effect of their effortswill be
temporary a best. Monetizing the debt can have ashort term positive effect, but
it will only magnify theinevitable adjustment. All inall, thestrong bond market we
have seen sincefdl isunsustainable, and that meansyou should not expect interest
ratesto fal al that much further.
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;-ﬂ-:;f?-:‘ R Thebiggest fear | haveisthat aphone call will cost $1,000. You may suddenly
g 10 zi wake up to find that inflation has exploded uncontrollably due to too much
39 wj “stimulus’ and that your paper wedth, your buying power, hasbeen destroyed.

_ Buy gold. Gold continuesto improveinmy technical work. The picturestill
\ 3 ~ — | lookspostive. Bullion has corrected back to minor support at $800; andinthe
\ AN ~ event that it breaks below $800, we could see pricesdip to $775. That would
\\ S~ < | beanexcdlent buy. Regardless, gold should be moving higher again soon.
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The next key level is$900, where there has been overhead resistance. Oncethrough the $900 level, prices should move
smartly to $1,050 wherethe highswere established last July. Essentidly, any bulliongold bought under $900will proveto
be anastuteinvestment inthelonger run.

| havethe downside buy price onthe Spyder Gold Trust ETF (GLD-NY SE-$82.71) at $75.00. | amleaving it there;
and for those adding to positions, that iswhere| suggest you have your openorders. Goldisvolatile; but for those without
any positionin bullion gold, scaling down under $80.00 makes sense.

The mining shares are another matter. Their respective downside buy pricesarelisted in the online updatesand monthly
letters. Heed those pricesfor now, and stick with the mgjors. If | wereto pick two, they would be Kinross (KGC-
NY SE-$17.89) and Goldcorp (GG-NY SE-$26.36). They are buysat $12.50 and $22.50, respectively.

The gold sector isdeveloping animmunity to the bad times. On October 11, 2007, the popular averagestopped out. The
Dow hit 14,279 and the S& P 500 hit 1,576. To date, those averages are off 42% and 46%, respectively. Even after
suffering through the insane and mindless panic for cash, gold has appreciated by over 10% during the sametimeframe.

| think if deflation were acrediblethreat to our future, gold would be sdlling for $500 rather than $850, and milk would be
$1 agdlon. Goldisthetime-tested, go-to investment during uncertaintimes.

Thegold/XAU ratioisgtill over 7.00; and, in general, mining shares continueto becheap inrdationto gold. Theshareswill
remain very volatileand could comeunder sdling pressure during future panic liquidation days. 1 don't think the deleveraging
isanywherecloseto over, athoughthewors isbehind us. The secret isto use weaknessfor accumulation.

The profitability of gold since thetop of the stock market indicatesinits own right that the deflation argument ismoot and
that thebest betsare for aresurgencein commodities. Our work inthe energy sector isimproving, and so isthe technical
pictureintheoverdl commodity market. Keep your eyeon NG Managed Resource Fund (IRR-NY SE-$13.38) that
| wroteupinthelast letter. It isabuy at $12.20 with astop at $11.33.

Thedeclinein crudeoil pricesintheface of depleting production from mgor fieldsaswell asthe future supply destruction
being wrought by cheap energy prices- coupled with thelack of financing for continued exploration and development - all
but guarantees shortagesand higher pricesfor crude and itsderivative productsin thefuture. To me, itisasplainastheface
onagoat —crudeoil priceswill rise. Crudepricesat current levelsare not sustainable.

At theroot of much of thisisthe U.S. dollar which, inabasket of currencies, has beensinking dower thantherest. That
givesit theillusonof strength. It isonly inrelationto other currenciesthat you seethisstrength. Compared to gold money,
thedollar isworthlessthanit wasin October 2007 whenthe averagespeaked out. Thedollar iscloseto changing places
inthecurrency mix, whichwill bereflected inalower value of theU.S. Dollar Index. Thenew “strong” currencieswill most
likely bethose from commodity countrieslike Canada. Obvioudy, gold will beabeneficiary, aswell asother commodities
priced indollars.

Another unsustainabletrend | seeisinthe stock market averages. Therewill beamore complex playout here, and this
could help you immensely. My cyclical work ispointing to aretest of the November lows during the next four weeks. |
expect theNovember 2008 lowswill be broken. That isgoing to bring onalot of renewed pessmism. However, oncethe
February lows 2009 arein, the market looks likeit will be better into summer. The headwindsthat have been buffeting
pricessince November will abate, and we could seethe Dow moveto 11,000 and the S& Pto 1,200.

Thiswill be the most important bear market rally you will seefor sometime. | expect to see al equity asset classes
participate. 1t will be an opportunity to clean out theweak sisters and paper-based assets. That will not be easy because
by then, the new “ Obamabull market” will have been proclaimed, and the punditswill all be forecasting thebottominthe
recesson. Thebottomwill not come, and therally will beamassive bull trap. Forewarned isto be forearmed.



