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December, 2010                                                          One Hundred Fifty Sixth Issue 

 

The Last Bubble? 

Purpose 

  

The CJ Investment Newsletter deals with the 

entire spectrum of securities investing, 

including cash (money market funds), 

bonds, equities and options.  It will evaluate 

the overall investing environment and then 

discuss the relative allocations of these asset 

types, as well as strategies to implement 

within them.  Essentially, it reflects what 

I’m actually doing with my clients.   

 

These letters are not sent "cold."  Either I 

know you or someone you know gave me 

your name.  Yes, this letter is a sales tool. 

It communicates how I apply my investment 

strategies, so that you can decide, without 

any sales pressure, if my thinking is 

compatible with how you want your money 

invested.  If you’re not already a client, I 

would like to discuss your becoming a 

client.  Please call me for more information. 

 

However, that’s not its only purpose.  Even 

if you never become a client, if you want 

this information, I want you to have it – for 

a while, anyway.  My hope is that providing 

this information and teaching you what I 

think is important when investing may help 

you.  Please contact me if you have any 

questions or comments.  I'd love to hear 

your reaction to my letter. 

   

The CJ Growth Strategy (back page) has 

been an ongoing aggressive growth model 

portfolio since 1/98.  Its results continue to 

be tracked herein. 

 

 

Quick Look 

     Next 

             Market               Expected Move 

 

                                  
 

• The CJ Model sold some silver proxy 
positions.  Now what? 

• Being patient – “First, do no harm.” 

• Confusion in the marketplace – opinions 
all over the board. 

• The biggest problem: Debt. 

• Reaching for value in an economy that 
may begin deflating soon. 

 
Now What? 

 
Recently, I sold some silver proxy positions 
out of client accounts and the CJ Model for 
what I think are handsome profits.  It was 
one of the silver miners and one ETF.  My 
charts indicated we were close to or at a top 
and it was advantageous for tax purposes, so 
I pulled the trigger and realized those 

profits.  The question now is: What do I do 
with the proceeds from these profitable 
sales? 
 
As you know if you’re a client, you’re 
sitting in a lot of cash, earning overnight 
rates, which is virtually nothing these days.  
Selling those positions puts an even higher 
percentage of cash in accounts, at least 
temporarily.  Why are client accounts and 
the CJ Model in so much cash? 

 (Continued on page 2) 
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(Continued from page 1)  
The problem should be clear to my regular readers.  I’m 
very worried about a potential significant market 
downturn.  It’s been a consistent theme in these letters 
for many months.  Stocks, with high P/E ratios by 
historical standards, would clearly be hit hard in such an 
event. 
 
Bond yields here are extremely low due to the major 
easing efforts by the Fed’s attempts to stimulate the 
economy.  Any flight to quality there would reduce 
yields further.  More importantly, in a major downturn, 
the credit risk in bonds would increase dramatically, 
causing a loss in the market value of the bonds 
themselves, especially in the portfolios of mutual funds 
and ETF’s. 
 
Even sovereign debt, once considered bulletproof, is no 
longer safe.  Look at the news of the PIIGS (Portugal 
Italy Ireland Greece Spain) in the European Union.  The 
whole EU and the Euro could possibly collapse, and 
soon.  If Germany leaves the EU and the Euro, it almost 
certainly will collapse.  How do you think the rest of the 
world views US debt, given the government and Fed 
policies of the last 20+ years? 
 
While I’m not a doctor (I don’t even play one on TV), 
I try to apply part of the Hippocratic Oath in my own 
business: “First, do no harm.”  I don’t mind taking 
risks if the reward/risk ratio is favorable and the 
investment meets my risk standards, including my 
assessment of the overall market risk to be applied to 
the specific risk of any security.  In my professional 
opinion, market risk is very high due to the 
mismanagement of our government since (probably) 
before I was born in the early 1950’s.  Perhaps since 
Keynesian economics was adopted by the US 
government in the late 1930’s. 
 
Despite my ongoing and constant research, I’m not 
finding what I’m looking for – yet.  I’m still looking, 
though.  Still, I’d rather stay in a substantial amount of 
cash than jump into a market that shows many signs of 
turning down hard.  As always, time will tell if I’m 
right or wrong. 
 
Danger in stocks.  Danger in bonds.  “Danger, Will 
Robinson, danger!”  What about commodities?  Gold 
and silver? 
 

The Last Bubble? 

 
We’ve discussed the “flight to quality” behavior many 
times in the CJ Newsletter, especially in reference to 
investing in gold or gold proxies (mining stocks, 
ETF’s, etc.).  Essentially, as risk in the stock markets 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
is perceived to be greater in the future, stocks are 
generally sold.  Investments in other things perceived 
to be safer increase, driving down the price of stocks 
and (generally) increasing the price of (more or less in 
order of increasing perceived safety): foreign bonds, 
corporate bonds, sovereign bonds, US Treasuries, real 
estate, commodities and, finally, precious metals, 
especially gold and silver. 
 
In the early 2000’s the stock market bubble burst, 
damaging (up to today, I believe) investor confidence 
in the stock market.  The real estate market bubble, 
blown up by government and Fed policies, burst 
beginning in 2006, but carrying through the 2008 – 9 
market decline.  Obviously, debt issues by various 
parties involved would have the pall of increased credit 
risk fall upon them, forcing their principal values down 
and their yields up by market forces.  Even sovereign 
bonds from “first world” countries, including our own, 
have been considered or are being considered to be 
downgraded.  See above. 
 
That leaves commodities and a special subset, precious 
metals, especially gold and silver.  There is one other 
factor involved with gold and silver that make them 
(especially gold) unique.  To huge amounts of people 
worldwide, gold (and to a lesser extent, silver) IS 
money.  This has been true throughout recorded 

(Continued on page 3)

           Recommended Viewing 

A friend of mine sent me a link to a wonderful and 
hilarious video on YouTube.  Here’s the link: 
http://www.youtube.com/watch?v=PTUY16CkS-k 
It’s an animated video with two cartoon animals 
talking about Fed and government policies.  
Whoever wrote the script is a clear-thinking person 
with a great sense of humor. 
 
You can also find the video by going to YouTube 
and search for “quantitative easing explained.”  At 
least for today, this video is the top hit – over 
3,200,000 hits since 11/11/10.  Beware, though – 
there are lots of “responses,” some of which use the 
same animation characters and program 
(xtranormal).  Most are condescending, boorish 
responses lacking the charm of the original.  A 
conspiracy theorist might suppose that at least 
some of them were done by the government itself.  
One early “responder” was accused by a viewer of 
working for the Fed.  He/she denied it. 
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(Continued from page 2) 
human history.  They are probably the final refuge as 
an investor looks for safety – rightly or wrongly.  
Therefore, gold and silver do not act strictly as 
commodities. 
 
There is a great deal of confusion about the markets 
right now.  There are both positive and negative 
economic signs coming from the US economy.  The 
unemployment rate is between 9.5 – 10% and the 
functional unemployment rate is between 17 – 20%.  
The recession (or, at least, its effects), although 
declared over by the NBER, seems to be stubbornly 
holding on. 
 
When investors are confused, they opt for safety.  
Commodities, gold and silver anyone?  I’ve missed 
some of it; I admit it.  We made handsome profits 
through gold proxies as gold moved from below 
$300/oz (2001 – 2) – when I first started investing in it 
– through $950/oz or so some months back.  I stayed 
in our silver proxies until last month (although we 
have sold in the past and locked down some profits), 
mostly due to my charts and my belief that silver was 
still undervalued compared to gold.  It still is, but my 
charts indicated the party was likely coming to an end.  
So we sold most of the remaining positions. 
 
In addition to my chart work, the form of economics I 
believe in (Austrian) would predict a deflationary 
recession to occur under these conditions.  Keynesians 
and post-Keynesian thinkers think they have much 
more control over the economy than they actually do – 
I guess they just don’t let the facts get in the way of 
their conclusions.  When depressions (“recessions”) 
occur, they blame capitalism or Wall Street; anything 
but the manipulative policies they used that created the 
problems in the first place.  The trade cycle and its 
causes has been discussed at length in past CJ 

Newsletters, one article of which was one of the (now 
12) articles of mine the Kansas City Star has 
published. 
 
The idea of this terrifies the Fed.  Why?  Deflation is 
the reduction of size of the money supply in economic 
terms.  This requires the presence of a central bank or 
some other authority that issues fiat money – money 
not backed by tangible wealth.  In a healthy capitalist 
economy with no such authority “managing” the 
money supply, the natural course of things is deflation.  
In a capitalist economy, businesses compete for 
customers.  One of the most potent ways to 
outcompete your opponent is to provide a substantially 
similar product at a lower cost.  Prices consistently 
decline.  This was the actual situation in the US before 

the advent of the Fed in 1913. 

 
So, why does the Fed fear deflation so much?  Two 
reasons: 

• Their tools do not work effectively in a 
deflationary economy. 

• Debt.  The huge amount of debt the consumer and 
the government have racked up as both the 
government and many of the citizens have 
borrowed from the future to finance today’s 
expenditures. 

 
Why is debt such a problem?  In a deflationary period, 
when debts are paid off with dollars worth more than 
they were when the loans were made, the debt 
becomes even more burdensome.  Sometimes it 
becomes unpayable.  This causes losses to the 
economy and also reduces the money supply, making 
money dearer and, consequently, prices of goods and 
services to drop. 

 
Even retirement of debt reduces the money supply 
though the money multiplier process.  In a deflationary 
period, only money becomes more valuable; even gold 
and silver lose value relative to the currency.  Only if 
the viability of a currency is in question would the 
prices of gold, silver and other commodities increase 
during an otherwise deflationary period.  Sadly, if this 
is the situation the US is facing, there is a lot more to 
worry about than the value of investments.  The very 
viability of the economy and the society itself comes 
into play.  In the ensuing chaos, pretty much anything 
could happen.  Let’s pray our government hasn’t 
actually brought this about. 
 
This brings us back to why I’m so cautious.  Going 
back to the assumption that our society is not coming 
to an end, we should be in a deflationary period, 
making all things – especially investments – subject to 
“devaluation” as the currency becomes more valuable.  
Coupled with my chart work, which indicates even 
gold and silver to be at or close to tops, it’s doubly 
hard to find investments that meet my reward/risk 
standards.  Yes, the recent run has made me sheepish, 
but I’m not willing to make a major mistake in such a 
dangerous market.  We may play the commodities in 
the short-term and I’m continuing to look for sound, 
income producing securities now.  But, I’m under no 
illusion that all the imbalances created by bad 
government policies – from both parties – have been 
rectified. 
 
If we have truly turned a corner and the economy 
begins to expand,  I’ll be happy to reassess 
investments in that gentler, more optimistic light.  I 
can be patient; I’m in no hurry to be the first lemming 
off the cliff. 


