#0612M/12-20-06

SOME THOUGHTS ON 2007

Hereisaninteresting happenstance. Sincelast summer, thestock market has
been rising, dbeit with dight conviction. Thiswould portend adecent economy
for 2007 sincethe stock market isaleading indicator of the economy.

Thebond market hasalso beenrising. Normally, when bondsrise and interest
ratesfdl, it isbecause bond tradersanticipatethe Fed will lower interest ratesin
regponseto aweak economy. Clearly, something isamiss.

The mistakesomeinvestorsmakeisto try and coupleeventstoo tightly. | have
found that it isalways better to follow and analyze each market independently
based on their respective price action. Regardiess of the U.S. economy in

2007, my work pointsto higher precious metalsand energy prices.
2007

Publishing Schedule
January through April

Here' swhat isgoing to move gold higher next year: Regardless of the
economy, the Fedisgoing to be motivated to pressuretheU.S. dollar lower.
Mind you, they want adecent and orderly lynching - not acollapse. Therefore,

January 3 wewill see waves of weakness and strength on the way fromacurrent dollar
January 25 index of about 83.70to at least 60.00 (if not 40.00) longer term. A lower dollar
means higher inflation, and inflationisbullish for gold.

February 22

A chegper dollar isnot dl bad. 1t will improve unemployment inthe manufacturing
sector and can dleviate some of our trade debt burdens. | think the Democrats
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March 8 intheir new position of power will be on board with aweaker dollar policy.
March 22

_ Themining industry will continue to consolidete through mergersand acquisitions
April 5 Those more efficient operationswith cash will ingest their competitors. The
April 26 M&A activity donetdlsusweareonly inthe second phase of thiscommodity

L, —— - | bull market (thelongest phase) and that the best istill ahead of us. 1t dsotells
usthat investingin junior mining operationsthat may be acquisitiontargetsisa
great speculativestrategy. Thosethat are not acquired will risewiththerest.

TheFed isin atough spot. If they raiseratesto fight inflation and defend the
dollar, they will acceleratethe housing dump. Sinceso much of thelast economic
boomwasdueto over stimulation of the housing sector, an uncontrolled collgpse
would serioudy disrupt the American financid system.

The Fed's 2007 goal will be to keep the White Housein Republican control
and help them win back the Congress. That means a maximum number of
votersemployed. If that takesalower dollar and higher inflation, so beit.
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Dollar vs. Gold Oreruleiscast instone- asthedollar fals, goldrises. Asgold

| rises itismoreattractiveto investors, including central banks.

= | Investorsloveto buy rising prices, and Central banks cannot

just liquidateall of their dollars. They can and will, however,
hedgether dollar reserveswith gold.

U.S. Dollar Index

There are many other reasonsto expect higher gold pricesin
2007. JohnHussmanisasuccessful gold investor and mutual
fund manager. Hefound that: 1) whentherateof inflation has
been higher than six months earlier, 2) Treasury bond yields
have been lower than six months earlier, 3) the NAPM
Purchasing Manager’s I ndex has been below 50; and, 4) the
gold/XAU ratio (Smplicity) hasbeen above 4.0, the XAU has
soared 123.63% annudized.

In November, the NAPM reading fell fromaprevious 51.2t0 49.5. Thegold/XAU ratio hasbeenremarkably steady at
about 4.30. T-bond yieldsarelower than sx monthsago. Theclosecal hereisinthe November reading for the CPI. 1t
was 201.7 compared with a201.9 reading six monthsago. Thus, officially, the modd isnot bullish quite yet, being shy a
go-ahead fromthe CPI. Wewill keep aclose eyeonthis, but theimplicationsare very bullish for goldin 2007.

What to buy? Wehave beenwarning that because the dollar became so oversold during late November, it would bounce
to somedegree and that thiswould pull gold downinthe process. Gold should drift to about $610 basisApril gold. |
expect to seethemining sharescome off alittlebit aso. The X AU should visit 135.00. Heed thedownside buy priceson
the buy-and-hold list (see Page 3 of the Tuesday and Thursday updatesand Page 6 of the monthly letter).

My shopping ligt includes Yamana (AUY-AMEX-$12.18), U.S. Gold Corporation (UXG-AMEX-$5.34), and Everton
Resources (EVR-TSX-C$1.48). Shoot for someYamanaat $11.00 or less, U.S. Gold at $5.00 or better, and Everton
at C$1.30. Notethat Evertonisin Canadiandollars. The U.S. dollar equivalent to C$1.30 isabout $1.13 at today’s
converson. Incidentally, U.S. Gold wasjust lised ontheAMEX withthe symbol UXG

Energy should haveagresat year in2007. A weaker dollar, of course, isbullishfor crude (just asit isfor gold), but thereare
additiond factorsthat will drive crude and natura gas higher next year that | will take upinthe January letter. |1 amlooking
for new energy investmentswith income, and | will have some new ideasfor you next month onthese. 1nthe meantime,
stay with our recommendationsinthelast letter.

The stock market has continued to trudge higher since June; but each day when | look a my charts, the pictureisbearish.
The averagesare overbought, underlying indicatorsare breaking down, negative divergences persist, and theraly since
summer islonginthetooth without evenaminor correction. | have aguesson the resolution betweenthe bullish economic
outlook that thisrally is painting and the bearish outlook we are seeing forecast in the bond market - they are both wrong.

John Hussman (mentioned above) recently reported that the S& Pissdling a 18 times*“freshrecord earnings” Thisishigh
historically. Hegoesonto say that investor’sattention hasbeen distracted from other value measures. Price/revenue,
price/dividend, and price/book ratiosare dl double their historical normsdue to wide and unsustainable profit margins.

The stock market will peak somewhere soon - perhapsin January-February 2007. However, asurprisetrigger event
could tipthe market at anytime. Risk levelsarevery high. | havethe same sensation looking over my technical work as
| had in December 1999. Thetechnical work looks bearish, and the market looksbullishto thepublic. That isabad
combination. Asalast word, wetill do not haveabuy sgnd to report in our best/worst Sx month program. For now, we
will gtick withour Rydex short funds.



