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THE BATTLE ROYALE…

US ELECTIONS — The race is on, things are heating up as the world’s biggest throne 
goes up for grabs. The whole world anxiously waits as “Chief & Challenger” fight it out 
tooth and nail. Who will win and how will it all play out?  These are the questions on every 
investor’s mind. In this issue, we’ll take a closer look at what Bush or Kerry’s win could 
mean for the various markets. 

At present, it looks as if the White House’s resident may win the elections. If this were to 
happen, he’ll probably intensify the “War on Terror” and you can expect monstrous spending 
and earth-shattering deficits. This will be extremely negative for the US dollar and bullish 
for foreign currencies, gold/metals, commodities and natural resources. Moreover, a seemingly 
endless “War on Terror” will be hugely profitable for American defence stocks. We thought 
about this one for a long time but decided to give this “opportunity” a miss on ethical 
grounds.

A Kerry win will come in as a bit of a surprise and markets may head south in earnest.  
After all, he wants to curtail the ballooning deficits, raise taxes and increase spending on 
healthcare. These are his intentions anyway but the reality may turn out to be quite different. 
Our guess is that Kerry would be forced to continue massive spending in Iraq and along 
with all the above measures he’s proposing, deficits may actually worsen. So regardless of 
who wins, the end result will be pretty much the same — oceans of liquidity, raging monetary 
inflation, rising interest rates, skydiving dollar, rocketing oil, surging commodities and 
shining metals. 

CURRENT SITUATION — Let’s start with the “hottest” item around, otherwise known 
as oil. Crude is red-hot as it continues to climb to record-highs. Last month I had opined 
that we felt that oil was testing its support around the $40-level and was likely to rise over 
the coming weeks. This turned out as planned and you can see this action from the chart 
provided on the following page. Oil is in a multi-year bull-market, which will end up killing 
your desire to own a big, fat SUV. The upcoming gigantic rise we foresee will make the 
majestic 1970’s bull-market look like a little blip.  

I have read several reports from analysts who claim that OPEC will not allow oil to stay 
at such high levels, that surging oil is a temporary thing. Now, let’s just forget all the politics, 
deceptions and OPEC blah blah for just a minute. The truth is that oil is just another
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commodity, which spews out of this planet. The bigger truth is that whilst oil doesn’t spew 
out of every country, each person on this planet relies on this gooey liquid. So there you 
have it – concentration of power in the hands of a select few (OPEC) commonly known 
as a monopoly, whose prime objective is to reap fat profits. So do you really think that 
OPEC is losing its sleep over record-high oil? Despite what they may say in the popular 
media, OPEC must be quite happy raking in the cash.

Remember, India and China have just woken up after a long slumber and both giants are 
pretty thirsty. Automobile demand in China is growing as fast as its native bamboo and 
this will require an endless supply of oil over the coming years. Compare this with our 
world, which is pumping oil close to full-capacity and we can see how $100-oil may not 
be an outrageous fantasy. 

Take a look at the chart provided here. On a short-term basis, there is no question that oil 
is now overbought and due for a breather. This can be seen from the high RSI reading (top 
of the chart) and an over-extended MACD (bottom of the chart). Moreover the 200-day 
moving average is at $39, which is roughly 33% below the price of oil. Normally, this would 
call for a correction but during bull-markets an item can stay overbought for long periods 
of time. You can expect oil to either correct or consolidate before the next major up-leg in 
this ongoing bull-market gets underway. 

LITTLE MYSTERIES  — Global money supply continues to surge, Commodities Research 
Bureau (CRB) Index is at a 23-year high, oil is above $50/barrel, platinum is at a multi-
year high and real-estate is booming.  Despite all of the above, central bankers continue to 
remind us that it is deflation, which poses a problem instead of inflation! How ridiculous 
is this?

So far, they’ve done a fabulous job of deceiving people by heavily “adjusting” their bogus 
Consumer Price Index (CPI) figures. So, while the establishment cranks up the money 
supply, it continues to use deflation and phoney calculations as a smokescreen to “pull wool
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METALS & DOLLAR — Foreign currencies and metals spent the best part of this year 
in correction mode. No doubt this deep, multi-month correction caused a few palpitations 
in investors’ hearts. In the last report, I stated that we felt that metals would bottom out over 
the coming weeks. Looks like the markets obliged as metals shot up over the past couple 
of weeks. It looks like the correction is now over and both foreign currencies and metals 
will explode higher over the coming months. 

As far as gold is concerned, we are now entering the seasonally strong (Oct-Dec) part of 
the year. In each of the past 2 years, gold had its best run in the last quarter and we may 
be heading towards the same conclusion in 2004.

Looking at the chart provided on the next page, gold is still churning between the double 
top of $430 and the correction low recorded in May. But, at the end of September gold 
managed to break out of its symmetrical triangle pattern — a bullish development.  The 
first target for gold is to better its January and April double-top recorded at $430. Once 
this is achieved, gold will be off to the races…Minimum target for gold’s next up-leg stands 
at $470-480 per ounce.

over our eyes”.  If the public hasn’t even paid attention to record-high asset and commodity 
prices, what will it take for people to realise that rampant inflation is THE problem staring 
us straight in our face.

At present, another mystery is that while oil is at a record-high, the Dow Jones Transportation 
Average (DJTA) has refused to budge. With oil soaring above $50/barrel, you would’ve 
thought that transport companies in the US would really be feeling the pressure. “No, not 
me” says the defiant DJTA. Provided below is the 1-year chart of the DJTA and you can 
see that despite expensive oil, transport stocks have done really well. Really bizarre, but 
just goes to show that the market can do anything over the short-term.
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Every investor must take a position in metals and commodities. This’ll turn out to be your 
only protection from raging inflation, which will become evident over the months ahead. 

EQUITIES — Frankly, we don’t like stocks in Europe or in the US as their economic future 
looks bleak. However, we do like certain economies in Asia and believe significant returns 
will be made in this region over the years ahead. Over the short-term though, all world 
economies rely on the US consumption, so expect a choppy ride if the American economy 
slips into recession.  Anyhow, we advocate limited exposure to China, India and Japan.  
Our recommended Chinese equity fund has produced a return of 244% over the past 4 years. 
This fund invests in undervalued companies and sells at 11 times earnings while providing 
a yield of 4%. 

Asian stocks sell at vastly undervalued levels while the economies continue to grow at a 
phenomenal pace. Laggard Asia will provide economic leadership over the coming decades 
and fortunes will be made by those who exercise patience.  

To end this report, let’s go through some facts —

•	 China imports raw materials, whereas the US imports consumer goods. 
•	 China has the biggest trade surplus, whereas the US faces the highest trade deficit.
•	 China is the second largest creditor nation, whereas the US is the biggest debtor nation. 
•	 China has a high savings-rate, whereas the US relies on credit. 

You can take your pick but our allegiance lies with the Middle Kingdom.

Please feel free to contact us should you wish to meet with one of our qualified advisers. 
Alternatively, for more information please visit us on www.bridge-water.com


