#0910/10-1-09

The Plague of Dying Confidence

Confidenceisat the core of thefinancial world. Thisistrueinsmall circlesas
well asinlargeones. Theonly reasonyou arewilling to walk around with those
Federa Reserve notesinyour pocket isthat you are confident you can exchange
themfor productsand services. Youtrust your money to thebank becauseyou
are confident that you can get it back. You carry a checkbook for the same
reason. You are confident that you can usethispaper in exchange for goodsand
services. It’'sal about confidence.

| don’t believethat the public hasyet lost faith in our currency in their small,
. . | walk-around world of day-to-day economic activity. The public is losing
The n ext issuewill be | confidence inthefuture, however. They worry about their jobsand income.
published October 21. | Their trust inthe soundness of banks and our financia systemisnot asstrong as
L —— - it wasafew yearsback. Thereisagrowing concern about the health of money
market funds, asthere should be following the shakeup last year. Thisunease
should not beignored.
 How long can theillusion
of anew bull market last? All thewnhile, commercia banking issuffering fromaconfidence gap, and rightly
Page 2 | on. Banksaretrying to elevatethe equity side of their balance sheets. They can
. only do thisby curtailing lending and increasing fees, and they areinthe process
* These shenanigans are not | ot qoing both. However, making loansiswhat they arein businessto do, and
secret. lending isthegrease that lubricates economic growth. Consider that 9% of real
Page 3 | estateloanstill on the booksare delinquent, and thisnumber isgrowing.
Review of stocks. | have been forecasting that the price of those things you have no choicein
purchasing —essentialsand taxes, if you will —aregoing to continueto go up in
price, and non-essential itemsare goingto fall in price. | read that during the
fiscal year ending in July, spending on essentialswasup 0.6%. Spending on
non-essentials - those expensesthat for the most part were avoidable - was off
6.2%. Thearticlesaid thisisthelargest spread ever. | believeit isthe beginning
of atrend and that pricing will follow demand.
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What about confidencein U.S. Treasuries? TIC's(Treasury International
Capital) dataisdeteriorating. Foreignersreportedly werenet sellersof Treasuries
inJuly, yet therewas nary agtir inthepress. | told you previously that the Fed
has arranged with the Primary Dealersto repurchase huge chunksof the Treasury
auctionsfromthemto avoid being directly involved in the bidding, thus picking
up the dack and making the auctionslook successful. Thisscheme aso keeps
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longer terminterest ratesartificialy low. Thisisnot secret Suff. You cango to http:/Awww.treas.gov/tic/ and sudy the
numbers. What you will find will not bolster your confidence.

| do not think the deleveraging processisanywhere near over. The movement away from debt ismulti-faceted. Banks
arepullinginlending and aretrying to shed bad loans. Credit limitsare being lowered on al fronts. The consumer,
fearing thefuture, ispulling inhishorns. The process severely limitsAmerican economic growth potential.

Asweanticipated earlier thisyear, the stock market hasstaged aspectacular rally. Our optimismwaslimitedto a
move lasting until lateAugust. | wasalso pessimistic about the market’s prospectsin September. Nevertheless, the
Obamarally hascaught theimagination of investorswho are now thinking “new bull market.” Remember, thesewere
thesamefolkswho last Marchvowed they would sdll if the market improved by 40%. Theproblemisthat they will not
seethetopuntil after it haspassed. They will then put in sell orderséat the highs. Disappointment isall that thisstrategy
can offer. Once confidence inthe market dissolves, the bear will find new life.

How long can theillusion of a new bull market last? It hasalready lasted longer than | expected, but October
istraditionally avery bad month for stocks, even during good economic times. In previousletters, | have outlined the
technical weakness| see portrayed inMACD and RSI. Regardlessof the progressit made in September, the market
isstill overbought, negative divergencespersist, and MACD isset up to produce athird sell sgnal. Third sellsare not
unheard of, and they in no way invalidatethe previoustwo.

Let’skeepit ample. | havetwo broad market timing models- Palio and the Nasdagq Slow Tracker - which | refer to
intheselettersand inthe Tuesday and Thursday onlineupdates. The modelstrump opinioninal cases. Currently,
these two modelsare both postive. The Nasdag Slow Tracker will issue asdll if the Nasdag Compositefallsto 1,958.
That isabout 6% lower than wherewe are asthisletter goesto press.

It isnot simpleto forecast agiven Palio sall point. Themodel ismoredynamicthanthat. | cantell youthat of late,
certain dementsthat are desgned to hold the buy signad inplace arefaling away. That Smply meansit isgetting easer
for themodd to kick inwithasdl. Whenit does, | will announceit inthe online updates.

| want to interject athought about Palio and whipsaws. Sometimes, technical models of thisilk will go into abrief fit
and generate aseries of quick buysand sdllsin succession. | rather suspect that might happen because whipsawswill
often occur at major turning points. At major tops, themarket will go into adegath struggle between sellersand buyers.
Sdllers, being persgently stubbornintheir effortsto liquidate, battle buyersintoxicated by the previousraly and willing
to buy into the dightest weakness. Do not be fazed by whipsawsif they occur. They are actudly an added indication
that the end of therally isevolving and that the next decline will be more dynamic than usual.

The next downleg hasthe potentia to be abnormally savage. My work continuesto forecast new lowsinthe averages
- below those set last March - asthe next bear phase develops. Those expressing last spring that they would sdll if the
market rose 40% will likely hold through the coming weakness. 1t isnormal for the crowd to hold until the ultimate
bottom comesin the bear market. | don’'t seethat bottom occurring for sometime and, moreimportantly, not until
severedamageisonce againinflicted onthe average guy’sportfolio. Thenext bear legisnot going to build confidence
onthepart of businesses, or consumers, or investors.

Prepare now. Wait for thewhitesof their eyesbefore selling if you wish; but oncewe seethe Palio and Nasdag Slow
Tracker sdllskick in, the movewill be under way. | expect to see October weaknessinfect all asset classes, but not to
the extent wesaw last year. With gold holding up better than other asset classes during the 2008 sdlloff and recently
recovering to new, al-timehighs, globd investorslikely havelearned alesson. Likeme, they areanxiousto add to their
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positionsif themarket tanksagain. Furthermore, it should be
GOLD obviousthat the price of goldisaharbinger of fading confidence
| indl currenciesand in the global financial system.

Bondsareimportant asa guide. | amtill abond bear. As
confidencefdters, liquidity driesup; but you might not think so
looking at thebond market. Yields onTreasurieshave been
falling (principaly dueto direct Fed interventionintheauctions),
‘| andour Rydex bond trading programhasbeenlong. My mantra
isto trade themif you like, but do not put long term, fixed
incomemoney inbonds. CD’srequiresomeshopping, attention
‘| tofederd guarantees, and evauation of theissuer, but | believe
e e eeereeenee | they offer abetter avenuefor fixed incomemoney than bonds.

Thegovernment isattempting to rework the CPI figures. They areproposing that the automobile section of the CPI be
lowered by $4,500 fromthe“Cash for Clunkers’ program. | suspect they may also want to lower housing costsby the
$8,000first buyers programaswaell. Theresult isto artificially reducetheir official CPI result, whichwill savethema
tonin COLA adjustments, T1P payments, etc.

These shenanigans are not secret. They arefactually reported, but the public hasto dig to find thefacts. Thepublic
will likely not do that, but they sensethe inequity nonetheless. When asenior citizen getsno COLA increasein his
Socia Security payments, seeshissavingspaying virtualy nothing, and then getshistax bill and insurance premium, he
isnot fooled. Ontheother hand, professondsand foreigningtitutiond investorscertainly do dig into thenumbers. The
bottomlineisthat confidence suffers.

The IMF wantsto sell another 400tonesof gold. Thisisnot awisemove; but apparently, the Chinese are negotiating
to buy thelot. Why not? With their $2 trillionin reserves, they are obvioudly not fools. Inthefuture, the guy left
gtanding withthe gold (wedlth) will maketherules.

Thegold correctionthat | have beenwarning you to expect seemsto be getting under way. Thereisaninteresting level
of support at $960 basis December, and | expect to seegold reach at least that far onthedown side. Intermsof time,
we used to make a seasonal trade each year, which was published in the Stock Trader’s Almanac
www.stocktradersalmanac.com. Theruleswerealittleimprecise. Youwould buy ASA at itslow in November and
sl it at itshigh during thefirst quarter. Theidentification of that low and high wasleft up to thetrader, but theASA
trade averaged an 88% gain. Theimportanceof thisisnot in precise buying and selling. Inthe past, gold stockshave
done extremely well during thistimeframe.

A possible scenario: Gold comesoff thismonthto the $960 level and bounces. There are somecyclica lowsdue
later thismonth. Then gold turnsback down and tests the October low during November before turning up and
advancing to new highsinthefirst quarter 2010.

Hereismy shopping list: Goldcorp (GG-NY SE-$40.37) isat thetop of my list. | get emailsfromtimetotimeasking
about thisstock and thet. | preach diverdfication for agood reason, but you don’t need too much diversification, and
one cannot follow every stock inthe market. You can make this easy on yourself. The core of your portfolio of
precious metal mining companies should be with Goldcorp. Buy GG at $34.50 or better. Second onmy list is
Kinross (KGC-NY SE-$21.70). Put buy ordersinto buy KGC at $18.10 or better. These are both adjustments
from previousbuy prices. Thereare other adjustmentson Page6 aswell.
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M arket Vectors(GDX-NY SE-$45.29) hasdone very well for us, but | amleaving its buy price at $35.00 for the
timebeing. The Spyder Gold Trust (GLD-NY SE-$98.85) hasalso donethejob we expected inmimicking the price
of bullioninthisraly, but it isnot perfect inthat regard. | amraising thebuy priceon GLD to $92.50. Remember, these
are not closed-end mutud funds. TheyareETF's. | amnot abig fanof ETF's, so go easy on these.

Thejuniorsare, asagroup, doing better, but only the very best are performing thusfar. Consequently, | amleaving
most of themonour lig withaholdrating. U.S. Gold Corp. (UXG-NY SE-$2.89) isalong timefavorite of mine
among thejuniors, and it hasbeen doing very well thisyear. | amraising the buy priceto $2.15.

Last month, | introduced Eldorado Gold (EGO-NY SE-$11.40) and recommended that you buy it at $9.00 or better.
Eldorado isaclassic case of comparative strength. There should be some minor support at $10.00, but | want to buy
thisat $9.00 or better. Remember that although EGO islooking very good technically, | still consider it inthejunior
category. You should mind therisk inherent outsidethe mgor producerslike Goldcorp.

Comparative strength and weaknessis agreat tool for you to employ. It isdescribed in our Handbook for the
Perplexed along with other smpletechnica methodsyou canuse. Thereal reason that comparative strength and
weaknessworksisthat it pointsto wherethe greatest confidence liesbetween two stocks, or between anindividual
issue and itssector, or between agiven sector and theoverall market. Oncetheinitial weakness setsinduring the next
bear leg, | believeyou will seegold, in particular, act comparatively strong relativeto the overall market as measured
by, say, the S& P 500.

Rubicon Minerals(RBY-NY SE-$4.16) isanother new recommendation | have had onthelist for awhile, and that
hasnot come off to my buy price. Let’shopewe see some market weakness set in so that are ableto pick some up
at $3.00 or better.

| think holding the balance of juniorson our list isagood ideaat thispoint. Confidence destroysliquidity, and junior
minersneed liquidity. | likethebusinessactivity for thoseonour list, but it isgoing to beabit of anunusual timefor
somethem. Nevertheless, oncethe crowd suffersthe disappointment ahead in the genera market and discoversgold,
thengold - and in particular, thejuniors- will find new life.

Don't overlook gold coinsin your investment strategy. The current gold correctionwill offer you agood opportunity
to pick up somebullion coins. | refer you back to the September monthly letter for details. A good buy point would
bewhen bullion hits$960. 1f you follow the onlineupdates, | will addressthisin moredetail asthe correction unfolds.

What about silver? It hashad avery nicerunhere. Bottomline, | prefer gold. Silver will participate. Sometimesit
performsbetter than gold and sometimesit will lag gold. A dash of slver inyour overdl investment schemeisfine. My
favoriteremains Silver Wheaton (SLW-NY SE-$12.59). It istimeto bring the downside buy price up to $9.90.

Crude il isbeginning to correct now, asit should. Along withtheoveral market, it isoverdueto come under pressure.
Thegood newsisthat weaknessin crudewill bring pricesback to wherewewill see some decent buysdevelop. | look
for crudeand the energy stocksto come off harder than gold inthisinitia correction, but crude should hold at $55.00-
$60.00 basisDecember as per arguments| have presented inpreviousletters. | am studying the energy marketsand
will have somebetter ideasfor you in next month’sletter once the correction processmaturesalittle.

At thispoint, | anmost interested inthe Canadian trustsand in our two newest recommendationsthat areto thegreen
side of the spectrum. Brookfield Renewable Resour ces (BRCUN-TSX-C$17.65) (formally Great L akesHydro)
backed off to C$17.00 last month, and | got all excited. It then promptly bounced right back to C$18.00. | amtill
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shooting for abuy at C$16.00 or better. All weneedisalittle
panic intheoveral market, and | think it can come off thet far in
sympathy. Keepyour openordersin.

The second green energy recommendation is American
Superconductor (AMSC-OTC-$33.54). | wrotethisupin
the August mid-monthly letter with abuy price of $23.00. Itis
backing off alittle and may find minor support at $30.00. My
adviceisto be patient with this one and shoot for purchases at
$23.00 or better. My intent with open buy ordersisto take
advantage of weaknessin October-November if possible.
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| believetheU.S. dollar will continueto fall. At some point (not
soon), it will be exchanged for anew dollar. The point is, you need to factor afalling dollar into your investment
srategy. Awesk dollar isgood for exports; but if businessisinthetank, it won't necessarily be profitableto follow this

strategy.

| have been anticipating ashort termtrading bouncein thedollar, and thiswould not be surprising givenacorrectionin
gold inOctober and November. Weak gold pricesand strength inthe dollar go hand in hand. | don't seeany major
intermediate movein either, however. Thekey point inthe dollar is79.93 basis the December U.S. Dollar Index
futures. That would trigger abuy inour Rydex dollar trading program, which you will find on Page 2 of the Tuesday and
Thursday updates.

Over thelong term, commoditieswill riseindollar termsasthe U.S. dollar fals. | am adding anew recommendation
toour list - ING Risk Managed Natural ResourcesFund (IRR-NY SE-$17.77). Thisisaclosed-end fund that
“investsin equity securitiesof companiesthat are primerily engaged inthe energy, natural resources, and basic materias
indugtries.” They hedgein down marketsand try to temper volatility. Thefund does sport an 8% premium over net
asset value, but it also paysaniceindicated dividend of 9.5%. With regard to comparative strength, take alook at the
chart. Thereisno reason, though, to chase strength. Buy IRR at $16.25 or better.

You should expect to seemoredidocationsin the marketsover the next 15 months. Each“financia episode’ will be
duetofurther erosoninconfidence. That, inturn, will creaste greater distrust. It isanasty spiral; and onceit begins, it
will takealong timetorepair. Remember, there canbe no real economic recovery without arestoration of faithinthe
Americanfinancial system, and that confidence hasto extend globally.

Our bigged threat going forward may be political. Bad policieslike protectionism, classhias (let’stax therich), aswing
toward overregulation of the financia industry, massive debt creation - anything that thwartsthe global free market
policies of the past 20 years- will prolong and deegpen the economic recession. Ligiudity dependsoninvestors, both
foreign and domestic, having confidence that our policy makerswill not makemistakes. Thisiscompounded by the
fact that Western politicianstend to follow American policy decisions. Thisisall aside fromthe huge debt bomb
heading our way from underfunded and overpromised entitlement programs, whichwill only invite morepolicy guffaws.
We face heavy headwinds.

Current stock pricing hasignored theserisks, and we should be onthe alert for arepricing period oncethe current
political climateisbetter recognized. Thebear market in Socksisnot over, the demiseof thedollar isstill inprogress,
and the bull in commoditiesis getting its second wind ... yet opportunitieslie ahead. Thefirst of those will beto
accumulate gold during the next several weeks. The second will beto preparefor new opportunitiesin crude oil.
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Recommended Stocks For Buy And Hold

Note You can get quotes on Canadian stocks in Canadian dollars by using the symbols we have lised at www.bigchartscom. Thus, if you want
aquotefor Peyto Ener gy, gotowww.bigcharts.com and typein CA:PEY UN. You can approximatethepricein U.S.dollar sby multiplyingtheCanadian
dollar quoteby .936. You should buy at or below the posted downsidebuy price. Thedownsidebuy pricedoes not imply that thislevel will necessarily
be reached, but that this is the maximum price we recommend that you pay for the issue. Changes since our last posting are in bold letters.

Company Symbol Exchange Initia Recom. Price Downside Div Target-T Web Site
Date and Price 9/30/09  Buy Price  9/30/09 Stop-S

Uus. $
Agnico-Eagle AEM NY SE 1/10/2007 36.00 67.85 55.00 0.27% agnico-eagle.com
Alliance Res ARLP oTC 9/29/2004 2798 36.26 HOLD 8.22% S=$30.75 arlp.com
Amer. Supercond. AMSC OoTC Buy at $23.00 3354 23.00 n/a amsc.com
Apache Corp APA NY SE 3/5/2007 68.00 91.83 70.00 0.65% apachecorp.com
Baker Hughes BHI NY SE 2/5/2008 64.63 9/11/2009 Sold at $37.00 bakerhughes.com
Baytex Energy BTE NYSE 5/18/2004 9.00 22.04 15.00 6.09% www.baytex.ab.ca
Blackrock BGR NYSE 8/3/2005 2599 2258 17.50 7.17% blackrock.com
CurrShrs. Eruo ETF  FXE NYSE 8/22/2008 14857 146.23 HOLD 0.02% S=$138.31 currencyshares.com
Enerplus Res. ERF NY SE 11/20/2008  19.00 22.89 HOLD 8.75% S=$19.50 enerplus.com
Gabelli Glb. Gld. GGN NY SE-Alt 1/3/2006 2210 1548 13.10 10.85% gabelli.com
Goldcorp GG NY SE 7/24/2008 40.00 40.37 34.50 0.45% goldcorp.com
IRR Rsk Mg Nat Res IRR NY SE Buy at $16.25 17.77 16.25 9.57% ingfunds.com
Kinross Gold (1) KGC NYSE 6/6/2002 2.39 21.70 18.10 0.46% kinross.com
Kinross Gold KGC NYSE 1/4/2007 11.00 21.70 18.10 0.46% kinross.com
Mkt. Vectors, ETF ~ GDX NY SE-Alt 9/11/2006 37.00 4529 35.00 na n/a
Pimco Com. Fund (2) PCRAX 3/2/2005 1189 7.37 6.50 6.31% pimcofunds.com
Royal Gold RGLD NYSE 7/8/2009 38.00 45.60 HOLD 0.70% S=$38.03  royalgold.com
Schlumberger SB NYSE 1/18/2008 75.00 59.60 50.00 1.41% slb.com
Silver Standard SSRI oTC 1/4/2007 30.00 21.36 18.20 n/a S=$11.60 silverstandard.com
Silver Wheaton SLW NYSE 3/10/2006 8.40 12.59 9.90 n/a silverwheaton.com
Spdr Gold Trust GLD NYSE 9/11/2006 5885 98.85 92.50 na n/a
Transocean (4) RIG NY SE 1/4/2007 75.00 8553 60.00 na deepwater.com
Yamana AUY NYSE 4/14/2005 290 10.71 8.50 0.37% yamana.com
Valero VLO NYSE 4/26/2005 36.63 9/17/2009 Sold at $20.00 vaero.com

Canadian Dollars
Altius Minerals CAIALS TSX 8/9/2007 1788 594 HOLD n/a altiusminerals.com
ARC Energy CA:AET.UN TSX 9/8/2008 2585 20.20 HOLD 5.94% arcresources.com
Crescent Point En. CA:CPG TSX 9/16/2008 3020 36.20 28.00 7.62% crescentpointenergy.com
Brookfld Ren Res (6) CA:BRC.UN TSX 12/17/2008 1599 17.65 16.00 7.08% greatlakeshydro.com
Peyto Energy CAPEY.UN TSX 7/18/2003 8.75 10.69 HOLD 13.47% peyto.com
Silvercorp Metals CA:SVM TSX 1/21/2008 8.00 5.10 HOLD 1.57% silvercorp.ca

(1) On 2/27/07 Kinross acquired by exchange for Bema originally purchased at $1.06 on 6/6/02

(2) PCRAX paid a distribution of $2.08931 on Dec 08, 2008 thus reducing our purchase price by this amount.

(3) Ship Finance Intl. was acquired as a spinoff from Frontline 3/6/07

(4) Transocean merged with Global Santa Fe on 11/27/07 receiving .6996 shares in the new Transocean plus $33.03 in cash.
(6) Great Lakes Hyro Income Fund is now named Brookfield Renewable Resources Fund

Buy And Hold Junior Gold & Silver Stocks - The Option Alternative

Company Symbol Exchange Initial Recom. Price Downside  Div Target-T Web Site
Date and Price 9/30/09  Buy Price Stop-S

Uus. $
Coeur d Alene (5) CDE NY SE 9/2/2003 3190 20.50 HOLD na coeur.com
Eldorado Gold EGO NYSE-AIt Buy at $9.00 11.40 9.00 na eldoradogold.com
Endeavor Silver EXK NY SE-Alt  7/26/2007  4.60 2.80 HOLD na edrsilver.com
Great Basin Gold GBG NYSE-Alt 12/21/2007 2.45 153 HOLD na greatbasingold.com
Nova Gold NG NYSE-Alt 2/29/2008 1150 5.12 3.00 na novagold.com
Rubicon Minerals RBY NYSE-AIt Buy at $3.00 4.16 3.00 na rubiconminerals.com
Taseko Mines TGB NYSE-Alt  7/24/2006  2.40 2.66 HOLD na tasekomines.com
US Gold Corp UXG NYSE-Alt 9/9/2005 1.70 2.89 215 n/a usgold.com

Canadian Dollars
Everton Res. CAEEVR TSX 1/4/2007 1.30 0.17 HOLD na evertonresources.com
Golden Valley CA:Gzz TSX 2/20/2007  0.50 0.43 HOLD na goldenvalleymines.com
Laramide Res. CA:LAM TSX 3/16/2006  5.20 1.27 HOLD na laramide.com
Mega Uranium CA:MGA TSX 5/1/2007 6.75 1.16 HOLD na megauranium.com
UTS Energy CA:UTS TSX 5/15/2006  6.50 1.73 HOLD n/a uts.ca
Minera Andes CA:MAI TSX 9/11/2006  1.20 0.68 HOLD na minandes.com

(5) On 5/27/09 Coeur d’Alene had a 10 for 1 reverse split. All prices have been adjusted accordingly.

C$ Denotes Canadian dollar. Quotes for Canadian stocks can be obtained on the U.S. OTC Bulletin Board (pink sheets) with the following symbols. 1
want to caution you, however, that OTCBB quotes are not dways current. They can be aday or more old at times. 'Y ou should take the quote in Canadian
dollars (as described above) times .91 to see if the OTC quote looks correct. Y ou can access these OTCBB quotes by using www.barchart.com.
Peyto Energy-PEYUF  LaramideLMRXF UTS Energy-UEYCF  Minera Andes - MNEAF

Target-T A pricein thiscolumn preceded by “T” representsthe price at which you should liquidate the position and take profits. Stop-S A
pricein thiscolumn preceded by “ S” representsthe price at which you should place a sell/stop. Do not short on thetarget price or the stop price.
There will not always be a target or stop price listed. For a further definition of a sell/stop, see the Welcome Letter.
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