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Inflation Versus Deflation

U.S. Dollar Index
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IstheU.S. dollar going to stay inthistrading rangeforever? If it does, gold will
The next issue will be Iikelysta;_/put aswel_l. MACD and RSl areneutra, but bot_h areturning downas
| writethis. | amgoing to defer to our Rydex Dollar Trading Program (Page 2,
online update) and merely say that itslast agnd wasasell. UntiltheU.S. Dollar
Index reaches81.17 or higher basis September, | will gick with anegative outlook.
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published August 5.

. and other technicals are | L0oking back to early June, thedollar bounced off anoversold low. It hasnot

hinting that the next major been ableto make much of that on the up sde- only aninitial burst and thena
gall withinatrading rangefor the past two months. Frankly, | would enjoy alast
ditchraly herebecauseit would push gold back some, and | would dearly like
toadd tomy gold postions Evenso, | think timeisrunning short, and the cycles

and other technicalsare hinting that the next mgjor movewill beupin gold.

move will be up in gold.
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* The basis of the deflation

argumentis that..... Most of our gold stockshave not hit their most recent downsidebuy prices, but

Page 2 | wewereableto buy Royal Gold (RGLD-OTC) at our price of $38.00 on July

8. For now, you should just hang onto what you have. | will updatethedownside
buy pricesagaininthe August letter if called for.

My fundamental reasonfor anegative outlook ontheU.S. dollar isaworld war
that | see developing. Thisoneis not acompetition between troops on the
battlefield, but rather acompetition between countriesfor financing. Thingsare
goingto heat up bigtime. All inal, thereisjust not enough money availableto
financeaworldwide bailout.

\\ : Do not underestimate the power of Bernanke's helicopters or the dollar’s
1 = - somewhat premier advantageintheworld. Thedollar will not always bethe
"\ \\ ‘“"‘n\‘ world'sreservecurrency ... but it isfor now. Wehavethe advantageinawar to
\ N~ << | borrow money. Nevertheless, theworld needsover $5 billionin new government
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financing over and abovethe demands of the private sector —corporations, individuds, etc. Thisisnew financing ontop
of what isaready being borrowed. 1t doesn't takeamathwhiz to seethat themoney isnot there unlesssomething changes
dragtically. My bet isthat the most startling changewill behigher interest rates.

Thereare moredeeveraging and economic problemsahead, and our government will respond with moredollars. If they
runout of lenders, the Fed will step inasthelender of last resort, whichistherr patriotic “duty.” 1t will al beinflationary in
theend. Thisbringsustoalook at theinflation versusdeflation argument.

Thebasisof the deflation argument isthat private debt is disappearing through default or deleveraging faster thanthe
government canreplaceit with public debt. Thejury isout onthisrace, | admit; but my money isonthegovernment. They
have the biggest hammer. However, thedirection of the prices of goods and servicesin the future will not be homogeneous.

Therearealot of thingsthat consumersdo not want or need and that they canill afford. The pricesof theseitemswill fall.
Housing-related items- bethat construction supplies (lumber, etc.) or furnishings- will not find much demand, and prices
will fal. Clothing (whichisin seriousover supply), expensiverestaurant meals, foreign automobilesthat are now built to
satisfactorily last 200,000 mileswithlittle problem, and “foo-foo” impulseitemslike ShamWow'swill al find few buyers.
Dollar storeswill become dime storesonceagain. Folkswill be more apt to buy used items, especially cars and other
durable, big ticket items. Unnecessary serviceswill suffer. Peoplewill cleantheir own housesand mow their own lawns.
Thevacation busnessand sateslike Montanathat rely ontourismwould be wiseto adjust their expectations.

Theretail industry has been designed to sell what folks do not need, and that is going to change. Excess, non-essential
inventory will St on the shelvesand collect dust until the 100,000 square foot box storesclose and anew retail visontakes
over. Frankly, | think that visonincludesamagjor shift to online commerce. Marginswill suffer someinthisstrategy, but
aurviva will beenhanced. WalMart needsto make afew adjustments, but they are closeto having it right. It remainsto
be seenif they can continueto grow their profits, however. They need to focuson survival.

Ontheother hand, thoseitemsthat we have no choice about using or hillswe have no choice about paying will grow more
expensive. Insurance costswill rise, hedlth care costswill rise, and education will be more expensive. Your taxesare not
going to fall. Increasingly scarce raw materials finding increasing demand elsewherein theworld are going to become
pricier, and energy costswill continueto increase. Thus, pricing isgoing to beamixed bag. What can be donewithout will
be sacrificed to pay for that which cannot be donewithout. 1nthemeantime, the dollar will continueto sink, alongwiththe
rest of thefiat currencies of theworld as nations viewithin aswirl of economic chaosto fund their rescue programs.

Chaosiswhy gold doeswell in deflationary timesaswell asininflationary times. | includegold asatangible asset (which
itis), but | tend to tossall tangiblesinto thecommodity” category. Gold isnot only acommodity—it isalso money. Gold
has been money for thousands of years. Astheglobe's economic and financing crisisevolves over the next few years,
savvy folks are going to begin escaping fiat currenciesand opt for real money. Paper will be shunned in deferenceto
tangibles. Dollarswill be the quintessential “paper” asset whilegoldis... well, thereisno other way to say it. Goldis
money. Gold, adependablestore of wedlth for timeimmortal, isawaysturnedto and hoarded when times get tough.

Government stimuluswill be absorbed and may provide temporary improvement, but thereisnothing out therethat | can
seethat canfuel asustained economic recovery. The Obamaraly seemsto have gotten sometraction againof late, and
both our Nasdag Slow Tracker model and Palio timing model are now positive, asreported ontheonlineupdates. The
Slow Tracker will turn negative if the Nasdag Compostefalsto 1,727 or lower. However, the Obamarally isnow on
borrowed timeand will lead to ahighinAugus. TheAugust highwill mark the culmination of the move off theMarch lows.
Thenext significant moveinthe averageswill be downto new lows. Use strengthto liquidate paper-related assets.

Where should you go with your money? Firgt, shunthe U.S. dollar, common stocks, and bonds. Buy what folks need
—energy. Asconfidencein“money” fades, gold will continueto do well. It doesvery well during timesof crisis, and there
aremore mishapsto face asthisyear wanes- tragediesin financiasin particular and in theeconomy in general.



