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HIGH & DRY!!! 

THE BIG PICTURE — I'd like to start this report by presenting a summary of what's 
been happening in the world since the turn of the new millennium. Despite overwhelming 
optimism, celebrations and mass-euphoria, global investors experienced a rude awakening 
when the tech-bubble burst in March 2000. Trillions of dollars went up in smoke and 
investors felt the pain across the face of this planet. 

What had gone wrong? Why did this happen? Both experts and novices were absolutely 
stunned. Over the next 21/2 years, world stock markets continued to plunge as investors were 
still dreaming of the highly publicised "technology revolution", the new internet age. What 
actually happened was that ridiculously overpriced, worthless stocks previously trading 
far away in outer-space had started to return to orbit. Smart, sophisticated investors had 
begun distributing their stock to the retail investing public. Whilst seasoned investors sold 
into strength, the public continued to buy the "dips". Each pathetic rally was labeled "the 
bottom", the start of a new bull-market. V-shaped recovery, U-shaped recovery, L-shaped 
recovery — over the coming months we heard it all. Financial institutions came up with 
every conceivable idea to keep the party going.  

At the same token, an observant Greenspan started dreading a Japanese-style scenario. 
Remember, Japan's bubble had burst 10 years ago and the land of the rising sun had not 
yet recovered. Greenie decided he had to tame the bear by aggressively lowering interest 
rates.  The idea was to flood the system with liquidity and easy money. So, over the next
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In summary, this fantasy game of ever-rising assets can continue as long as money is cheap 
and easily available. But what'll happen when money becomes scarce and expensive? Sure 
as night follows day, ridiculously expensive housing prices will come down to more reasonable 
levels. Asian property has already declined considerably since the 1997-crisis, so prices may 
not collapse over here but American and European property certainly looks ripe for pickings. 
After forming a major multi-year bottom, interest-rates have just started to rise and this could 
prove to be a fatal dagger in the heart of the economic recovery. You see, rising rates will 
put tremendous pressure on consumers who are up to their neck in debt. Homeowners may 
be forced to liquidate their stocks/bonds as they scramble to service their debt. It's impossible 
to predict how it'll all play out but the picture certainly doesn't look very pretty.

few months he cut short-term interest rates to a multi-decade low. Take a look at the chart 
provided on the previous page. You'll see that over a 3-year period, rates were slashed by 
5.5%. The writing was on the wall — The Fed had decided to take on the brute strength of 
the bear. 

As interest-rates continued to decline, both consumers and corporations started borrowing 
this cheap and easy money. After an initial shock, the public (once again) started pouring 
this borrowed money back into the stock market.  But wait — the biggest beneficiary was 
real estate, commonly known as housing. 

As interest rates continued to swan-dive, mortgages became cheaper and people around 
the world started to focus on buying property. Suddenly, everyone was speculating in real-
estate. American median home-price went up from US$163,500 in Jan ’00 to a whopping 
US$221,000 recorded recently. Whereas only 67,000 new homes sold in the US in Jan ’00, 
earlier this year the number mushroomed to a mind-numbing 121,000.  The verdict was 
out — America was in love with property.  Real-estate became a darling on the other side 
of the pond too. Home prices continued to soar in the UK, Australia and most of Europe. 
Well, until recently anyway.

In an effort to try and fight the bear, Greenie succeeded in building several bubbles. Debt 
spiraled out of control and the money supply headed sky-ward. Take a look at the chart 
presented here. You'll see that since Jan ’00, money supply surged from US$6.6 trillion to 
US$9.2 trillion, a "modest" increase of 40%.
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CURRENT SITUATION — Interest rates have been pulled down to a 46-year low and 
US money supply has surged by 40% over the past 4 years. Thanks to Bush, we've had 
massive tax cuts plus an inflationary/equally messy war. Despite all the monetary and fiscal 
help it could get, the US stock market has essentially gone nowhere. Take a look at the chart 
of the S&P 500 provided here. The first leg of this bear-market saw the S&P drop from 1,500 
to 775. During the ensuing bear-market rally which started in October ’02, the S&P only 
managed to recover half of its total losses. And the question you've got to ask yourself is if 
record-low interest rates, tax-cuts and an inflationary war couldn't even propel American 
stocks to new all-time highs then what will it take to achieve this feat? Here's a little secret 
- with the S&P selling at 22 times P/E and yielding a tiny 1.63%, the odds are heavily stacked 
against Mr. Stock Market.  Greenie has already used up all his ammunition and can only 
observe with his hands deep in his pockets. To put it simply, Greenie is left high and dry. 
Unless of course he takes Fed-governor Bernanke's advice seriously and starts dropping 
dollars from planes!

Over the short-term, the stock market can do absolutely anything. However, ultimately stock 
prices are determined by valuations, interest rates and investor sentiment. On all three counts, 
the risk is very high. Stocks are grossly overvalued, interest rates are beginning to rise and 
the public remains stubbornly bullish. This concoction looks like a recipe for disaster. Over 
the past few days, the stock market has been locked in a tight trading range, however our 
guess is that stocks are on the edge of toppling over. Rather than breaking out to new highs, 
over the coming months (we believe) stocks will decline to test the lows recorded in October 
2002.   

GOLD & DOLLAR — The US/HK dollar has been stronger in recent months and this has 
made currency speculators nervous. Our research suggests that the dollar is in a long-term 
bear-market and it'll start heading down again. But won't the dollar rise if interest rates were 
to go up? This is the question everyone seems to be asking. Most people don't realise that 
US dollar interest-rates are lower than most countries. Although the Fed recently raised rates 
by quarter percent, other nations have been raising their interest rates for some months now. 
So even if the Fed was to raise rates further, it'll only be playing "catch-up" as interest-rate 
advantage continues to benefit other countries. Moreover, the US faces massive deficits with
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its trade imbalance now more than 5% of its GDP. This level has always preceded sharp 
currency declines and should put further downward pressure together with a record-high 
budget deficit.  

A weakness in the dollar is bullish for major world currencies, metals and commodities. 
We continue to prefer the Euro as one of the most viable options. Those who continue to 
hold the bulk of their capital in dollar-denominated assets must diversify into foreign currencies 
without further delay.    

A renewed rise is underway in gold and silver. After a deep correction which ended in May, 
precious metals took time to back and fill but a solid base has been formed. The fall over 
the past few months took its toll on investors, while it confused many. The majority of new 
gold-lovers bailed out while some of the "true believers" are sitting with some losses. Some 
analysts are calling the end of the bull-market but in our opinion this was nothing more than 
a classic gut-wrenching correction in an ongoing bull-market. The steep decline did the job 
of transferring gold to strong hands. The next task will be for gold to close above $430/ounce. 
Once this has been achieved, the path will be clear for significantly higher prices ahead.

The gold bull-market is pretty much intact as can be seen from gold's 4-year chart provided 
below. Although the latest decline was severe, gold found support at the channel bottom 
and has risen ever since. In fact, all previous corrections in this bull-market found support 
at the channel bottom as shown by the arrows.

The fundamentals are in place for what could turn out to be a very long and rewarding bull-
market in gold. Inflation has begun to creep higher, geo-political risks are large, US dollar 
remains weak and the global money supply continues to surge. Add to this India and China's 
huge demand for raw materials and we have pretty compelling reasons to believe in the 
yellow metal. Last but not least — all the gold in the world is worth US$1.4 trillion, which 
is equivalent to the money currently being created in the US in a single year! Insanity indeed…


