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Dear Global Investor,              January 29th, 2019 
 
 

RE: INTAC Investment Commentary 2018-YE 
 
 
HIGHLIGHTS: 
 
 After two stellar years in 2016 and 2017 where INTAC significantly outperformed all our listed indices, ETF’s, 

and all comparable funds, including the two most comparable leveraged gold and silver mining company ETF’s 
(NUGT & JNUG), INTAC has been able to maintain this outperformance since the start of the second half of 
the gold secular bull market (i.e. from December 31st, 2015 to December 31st, 2018) even after the inevitable 
consolidations of our top performing leveraged holdings occurred in 2018.  See table below: 

INTAC Performance Review:   
  % Chng (Dec 

31, 2015 - Dec 
31, 2018) 

2017 % Chng 
(Dec 30, 2016 – 
Dec 29, 2017) 

2016 % Chng 
(Dec 31, 2015 – 
Dec 30, 2016) Investment 

INTAC Investment Philosophy Aggressive 74.71% 32.07% 111.17% 
INTAC Investment Philosophy Balanced to Aggressive 46.78% 18.01% 79.97% 
INTAC Investment Philosophy Balanced 33.87% 11.08% 60.11% 
INTAC Investment Philosophy Cautious to Balanced 14.79% 6.11% 32.71% 
S&P 500 Index 22.65% 19.42% 9.54% 
Gold Bullion Spot Price 20.84% 13.17% 8.47% 
Global X Silver Miners ETF (SIL) 36.09% 1.65% 73.47% 
VanEck Vectors Gold Miners ETF (GDX) 53.72% 11.09% 52.48% 
VanEck Vectors Junior Gold Miners ETF (GDXJ) 57.31% 8.18% 64.24% 
Gold Bugs Index (HUI) 44.43% 5.48% 63.98% 
Direxion Daily Gold Miners Index Bull 3X (NUGT) -9.91% 3.73% 57.33% 
Direxion Daily Junior Gold Miners Index Bull 3X (JNUG) -25.85% -20.43% 79.71% 

 
 As forecasted, over the past several quarters in our INTAC Investment Commentaries (“IIC”), Gold / Silver & 

Precious Metals Mining Shares & Related Investments (“G&PM”) sold off in 2018.  This was principally a 
proportionate consolidation of the gains in 2016 and 2017 for many of the gold and silver mining shares.  Some 
of INTAC’s holdings (e.g. Junior gold & silver mining shares) that experienced massive gains in 2016 and 2017 
suffered larger pull backs during the consolidation of these gains in 2018.  Also, the Canadian Dollar (“CAD”), 
which INTAC has a meaningful exposure to, suffered a decline of about -4.5% from October 16th, 2018 to 
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December 31st, 2018 (i.e. INTAC’s 2018-Q4 statement period) when the oil price collapsed by about -35%.  In 
2019 the CAD has already gained back well over half of this decline.  See chart below: 
 

 
 

 The primary determinate in our performance relative to the leveraged (JNUG & NUGT) and unleveraged (GDX, 
GDXJ, & SIL) G&PM ETF’s is the timing of the application of leverage and deleverage.  Due to our mandated 
long bias in G&PM since 2004 INTAC may underperform during a G&PM down year and outperform during 
an up-year in G&PM relative to the unleveraged G&PM ETFs.  The principal reason for the underperformance, 
as of December 31st, 2018 of the INTAC accounts relative to the unleveraged G&PM ETF’s (GDX, GDXJ, and 
to a lesser extent SIL), was simply that our leveraged strategy did not have sufficient time, by December 31st, 
2018 to make back the whip saw drawdown, to advance past the unleveraged strategies; 
 

 Looking back, more than one year, to when the second half of the secular bull market in G&PM began, on 
approximately December 31st, 2015 (i.e. over a three-year horizon), INTAC has been very successfully with its 
leveraging and deleveraging G&PM strategy.  Even during this period of extreme whipsaw in the G&PM sector 
that saw other leveraged investors, in the G&PM sector, suffer significant cumulative declines, INTAC has 
been able to provide excellent absolute, relative, and risk adjusted returns; 
 

 Further, in 2018 (i.e. as was also the case in 2017 and 2106), INTAC’s often leveraged G&PM investment 
strategy was again able to significantly outperform the leveraged G&PM ETF’s (NUGT & JNUG).  As such 
INTAC has built massive outperformance to these ETF’s over the past three years (i.e. from December 31st, 
2015 to December 31st, 2018) and prior to the second leg up in the G&PM sector.  Specifically, an investment 
in JNUG would need to appreciate by 135.62% to catch up to the gains in the INTAC Aggressive Accounts.  
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See table below detailing the outperformance of all the INTAC Investment Philosophies relative to the 
leveraged G&PM ETF’s (NUGT & JNUG): 

INTAC Performance Review:    
  2018-Q4 

% Chng 
(Oct 16, 
2018 – Dec 
31, 2018) 

2018-YTD 
% Chng 
(Dec 29, 
2017 - Dec 
31, 2018) 

% Chng (Dec 31, 
2015 - Dec 31, 
2018) 

2017 % Chng 
(Dec 30, 2016 – 
Dec  29, 2017) 

2016 % Chng 
(Dec 31, 2015 – 
Dec  30, 2016) Investment 

INTAC Investment 
Philosophy 
Aggressive 

-7.23% -37.36% 74.71% 32.07% 111.17% 

INTAC Investment 
Philosophy Balanced 
to Aggressive 

-5.54% -30.89% 46.78% 18.01% 79.97% 

INTAC Investment 
Philosophy Balanced -4.14% -24.73% 33.87% 11.08% 60.11% 

INTAC Investment 
Philosophy Cautious to 
Balanced 

-3.02% -18.49% 14.79% 6.11% 32.71% 

Direxion Daily Gold 
Miners Index Bull 3X 
(NUGT) 

9.31% -44.79% -9.91% 3.73% 57.33% 

Direxion Daily Junior 
Gold Miners Index Bull 
3X (JNUG) 

-1.50% -48.14% -25.85% -20.43% 79.71% 

 
 Once G&PM have a sustained up-turn (i.e. which we believe will occur in 2019 and may have already started 

in late 2018) INTAC should again significantly outperform the unleveraged gold mining ETF’s as we did in 
2016 and 2017 and we predict this will be the case in 2019!  In fact, if you have been following our predictions, 
as laid out in our investment commentaries over the past three years (i.e. since the start of the second half of the 
secular G&PM bull market), we have predicted the pulse of the G&PM market and several other markets with 
an uncanny accuracy; 
 

 Here are some straight forward G&PM predictions for 2019, and on, that we should all take note of: 
 The 2nd major leg up in the second half of the G&PM secular bull market will commence in 2019; 
 There will be some meaningful volatility (e.g. both upside trending and downside trending volatility) 

in the G&PM sector in 2019; 
 Following the next major leg up in the G&PM sector, hedge funds, pension funds, and other generalist 

institutional investors will recognize that the second half of the secular G&PM bull market began at the 
end of 2015.  Once this recognition occurs the associated flow of funds into the G&PM sector should 
cause the acceleration phase of the second half of the secular G&PM bull market to commence that 
should provide numerous periods of explosive & cumulative gains over many years for those G&PM 
investors whom stayed the course in their long-term G&PM strategy; 

 The acceleration phase of the secular G&PM bull market should take off in 2020 and should last for at 
least three to ten years thereafter pro-offering stellar gains which ultimately should culminate in a mania 
blow-off top resulting in a generational wealth transfer; and 
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 Those G&PM investors whom did not throw in the towel by the end of 2015 or by the end of 2018
should be amply rewarded for staying the course with their long-term G&PM investment strategy;

 We predicted in 2018-Q1 that the second major leg up in the G&PM bull market may begin later in 2018-Q4
and into 2019 and we remained hopeful this would be the case during the G&PM takedown in August and
September 2018.  In fact, all 25 INTAC G&PM Indicators to Predict the Start of the Next Rally, that we
discussed at length in our 2018-Q2 IIC, were screaming buy during the August and September 2018 G&PM
sell off / spike down.  So far, our most recent predications remain right on target.  If the 2nd Major Leg Up in
the second half of the G&PM secular bull market commences in 2019, then INTAC’s G&PM strategy should
deliver absolutely-stellar gains for our investors over the coming several years;

 We expect to see one of two scenarios in 2019:

1) The Fed stays on course, possibly driving the economy into recession (less likely scenario).  This may
bring increased financial risks from highly-indebted governments and corporates; or

2) The Fed pauses or reverses its tightening cycle (more likely scenario).  This would likely bring U.S.
dollar weakness.

Both scenarios would be favorable for gold.  Gold and gold stocks enter the New Year with positive trends that 
were lacking for most of 2018.  In our opinion, it looks increasingly likely that gold may again test the $1,365 
level of resistance that has been in place now for five years.  If the markets are seeing enough systemic risks to 
move gold through this level, we believe it should be a very good year for investors in gold and gold stocks. 

 Ultimately, it will be when monetary policy makers globally reverse course for real and can no longer remove 
policy accommodation (i.e. resulting in little options left at their disposal for the degree of the inevitable 
reversal) and fiscal policy makers find themselves in a debt trap limiting their scope for fiscal stimulus, resulting 
in a loss of confidence in global policy makers more generally, that G&PM take off and don’t look back and 
the second half of the secular G&PM bull market embarks on the unstoppable acceleration phase of the advance 
(e.g. potentially from 2020 to 2024); and

 The responses of global policy makers and how their populous perceive these responses, during the next major 
market down turn / recession / bursting of the global credit bubble / GFC, will dictate the evolution of the 
Global Debt Supercycle Reset (“GDSR”) and this in turn will be the primary determinate of the timing and 
magnitude of the parabolic advance that culminates in a mania stage in the final innings of the G&PM secular 
bull market over the medium to long term (e.g. potentially from 2025 to 2030).
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CONTAINED IN THIS INVESTMENT COMMENTARY: 
 

- INTAC Performance Review: 
 

- Global Policy Makers – Global Credit Bubbles – The Inevitable Busts - & The Global Debt Supercycle 
Reset: 

 
- The U.S. Dollar Outlook: 

 
- Market Views for 2019: 

 
- General Equities in 2019: 

 
- Main Geopolitical Risk in 2019: 

 
- G&PM Market Views for 2019: 

 
- G&PM the 2nd Major Leg Up May be Breaking Out Now or Soon Should: 

 
- Hedging the Potential Short-Term Risks to G&PM from a Market Crash in General Equities: 

 
- Based on Historical Precedent the Bulk of G&PM Rally is Still to Come & What’s Next for Gold: 

 
- Long- and Short-Term G&PM Investment Considerations: 

 
- INTAC Chart Review – My extensive chart review pack will be sent as a separate PDF file. 

 
- Concluding Remarks: 

 
 
INTAC Performance Review: 
 
After spending several months consolidating around the $1,200 per ounce level, we believe gold has embarked on 
a new positive trend supported by strong inflows to bullion exchange-traded products.  Early in December the gold 
price gained with other commodities when President Donald Trump and China’s President Xi Jinping 
communicated a pause in their trade conflict.  Gold then rose to six-month highs following the Federal Reserve’s 
decision to raise rates on December 19.  The stock market, crude oil, bonds, and President Trump all signaled that 
Fed Chairman Jerome Powell had made a grave mistake by indicating more rate increases to come in 2019.  We 
also believe that the Fed made a serious mistake, but we think the blame should be placed on Mr. Powell’s 
predecessors, who waited far too long to normalize monetary policy.  Now the Fed is tasked with normalizing rates 
late in the cycle, and it is rapidly running out of time.  
 
Since the stock market peaked on September 21, gold has outperformed West Texas Intermediate (WTI) crude oil 
by 42% and the NYSE Arca Gold Miners Index (GDMNTR) has outperformed the S&P 500 Index by 27%.  Markets 
are beginning to price in an end to the post-crisis’s expansion in 2019, while gold, the U.S. dollar, and U.S. 
Treasuries are all signaling a rise in global financial risks.  For the month of December, gold gained $59.95 (4.9%) 
to $1,282.45 per ounce.  Gold stocks trended higher with gold, in the month of December, as the GDMNTR 
advanced 10.8% and the MVIS Global Junior Gold Miners Index (MVGDXJTR) gained 13.1%. 
 



 
6 

 

Excluding December, it was a difficult year for gold and gold stocks.  The U.S. dollar was stronger than expected 
in 2018, which created a major headwind for gold.  The U.S. economy received a boost from the Trump tax cuts 
and deficit spending, resulting in strong growth, low unemployment, and an annual gain of 4% for the US Dollar 
Index (DXY).  Investors showed little interest in gold investments amid the booming economy and stock market 
highs.  Rising rates coupled with the strong U.S. dollar created problems for emerging markets debt, which 
culminated in a currency crisis in Turkey.  The U.S. dollar saw additional gains against many emerging markets 
currencies that are not included in the DXY.  Weak fundamentals caused the gold price to fall through technical 
support to its yearly low of $1,160 in August.  However, gold cut its losses late in the year, as market sentiment 
seemed to change to favor gold.  Gold ended 2018 with an annual loss of just $20 (1.6%). 
 
The lack of interest in gold for most of the year was magnified for gold stocks.  The GDMNTR fell 8.5% in 2018, 
while the MVGDXJTR declined 11.3%.  It was a particularly difficult year for junior companies, which we define 
as developers and those companies producing less than 300,000 ounces per year.  Most juniors failed to outperform 
the GDMNTR benchmark. Tax loss selling and liquidation of a large gold fund weighed on juniors in the fourth 
quarter.  The weak stock performance belies the fact that companies are doing well both operationally and 
financially.  This has resulted in valuations that are well below the long-term average.  Strong company 
fundamentals suggest that this value gap could close once investors take a more positive outlook for the gold price. 
 
Our active gold strategy performance did not meet our expectations in 2018, even though we had some strong 
winners.  However, we had a few junior and mid-tier companies in the portfolio that reported unanticipated 
operating or social problems that impacted performance.  As previously mentioned, our slightly early addition of 
leverage during the summer draw down and the year-end decline in the Canadian Dollar negatively impacted 
performance.  However, the good news is that all of these factors have turned around in 2019-YTD. 
 
Selling by a sizable mutual fund (as mentioned above) over the second half of 2018, which exited the G&PM sector, 
resulted in the excessive draw down and price fluctuations in the G&PM sector in the second half of 2018, which 
was driven by non-fundamental factors.  While periods of price volatility such as this can offer a longer-term 
opportunity for active managers to build positions in attractively valued companies, short-term underperformance 
occurred as some of our holdings were negatively impacted.  However, with its active investment strategy and focus 
on the smaller to mid-tier gold and silver producers, INTAC is well-placed to take advantage of a potential wave of 
consolidation in the G&PM sector. 
 
The portfolio remains focused on those companies with the highest quality assets, effective management teams and 
a demonstrable commitment to returns to shareholders.  We continue to operate a value-based investment approach 
and believe that INTAC is well-positioned to generate outperformance during a potential recovery in the gold sector. 
 
INTAC Performance Review: 

  2018-Q4 % 
Chng (Oct 16, 
2018 – Dec 
31, 2018) 

2018-YTD % 
Chng (Dec 
29, 2017 - 
Dec 31, 2018) 

% Chng (Dec 
31, 2015 - 
Dec 31, 2018) 

2017 % Chng 
(Dec 30, 2016 
– Dec 29, 
2017) 

2016 % Chng 
(Dec 31, 2015 
– Dec 30, 
2016) Investment 

INTAC Investment Philosophy 
Aggressive -7.23% -37.36% 74.71% 32.07% 111.17% 

INTAC Investment Philosophy 
Balanced to Aggressive -5.54% -30.89% 46.78% 18.01% 79.97% 

INTAC Investment Philosophy 
Balanced -4.14% -24.73% 33.87% 11.08% 60.11% 

INTAC Investment Philosophy 
Cautious to Balanced -3.02% -18.49% 14.79% 6.11% 32.71% 

S&P 500 Index -10.79% -6.24% 22.65% 19.42% 9.54% 
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Gold Bullion Spot Price 4.70% -1.57% 20.84% 13.17% 8.47% 
Global X Silver Miners ETF (SIL) -0.87% -22.82% 36.09% 1.65% 73.47% 
VanEck Vectors Gold Miners ETF 
(GDX) 5.50% -9.25% 53.72% 11.09% 52.48% 

VanEck Vectors Junior Gold Miners ETF 
(GDXJ) 1.61% -11.46% 57.31% 8.18% 64.24% 

Gold Bugs Index (HUI) 3.39% -16.50% 44.43% 5.48% 63.98% 
Direxion Daily Gold Miners Index Bull 
3X (NUGT) 9.31% -44.79% -9.91% 3.73% 57.33% 

Direxion Daily Junior Gold Miners Index 
Bull 3X (JNUG) -1.50% -48.14% -25.85% -20.43% 79.71% 

 
The above INTAC returns are for all client accounts including all fees and all expenses for all clients whom did not change their investment philosophy and/or client margin and/or contribute / redeem capital 
from their investment account during the period.  Investment returns may vary (i.e. higher or lower) from those listed above for clients whom made such changes / alterations over the period.  Returns are 
calculated by Mark Andrew Robinson (CFA and CEO & Compliance for INTAC) and verified annually by Deloitte & Touch. 

 
We are frustrated with the continued manipulations in the G&PM sector, having witnessed extremely large sell 
orders in the options and futures paper gold markets during very thin trading hours and at key technical levels, that 
are aimed at breaking G&PM rallies where possible, to prevent the fundamentals from effectively asserting 
themselves.  That said we still believe that ultimately the fundamentals will prevail and in the interim we are 
somewhat consoled with INTAC’s outperformance since 2016 relative to the leveraged mining ETF’s (i.e. NUGT 
and JNUG), unleveraged mining ETF’s (i.e. GDX and GDXJ), and our G&PM peer group.  We continue to remind 
investors that it will not be an easy road (i.e. investing against policy makers can be a very difficult strategy at times 
and this will likely remain the case until such time as policy makers let the GDSR occur or it is ultimately forced 
upon them by the global market players and policy makers ultimately lose control of the currently rigged system 
and related markets).  There will continue to be volatility and a whipsawing market in the G&PM sector (i.e. as 
there has been in 2017, 2016, and all years prior with both trending upside volatility and trending down side 
volatility). 
 
Our remaining intended investment time horizon, for our overweight – concentrated – often leveraged exposure to 
G&PM held in the INTAC Growth Portfolios, remains at least until the year-end 2020 to 2024 year-end.  We believe 
the second half of the secular G&PM bull market has most likely started and will advance on a more sustainable 
basis in 2019.  Further, we believe the G&PM sector will produce the greatest bull market ever by 2026-YE, driven 
by the fundaments presented at length in our prior correspondence and again herein. 
 
 
Global Policy Makers – Global Credit Bubbles – The Inevitable Busts - & The Global 
Debt Supercycle Reset: 
 
From the beginning of central banking through the 1930s, central banks held mainly gold, short-term commercial 
bills (backed by invoices on goods sold, not assets), and a few short-term government bonds.  Government bonds 
through the 1930s were sterling investments since government debt was kept low except in wartime, and even 
then, it would be paid off in real terms. 
 
Credit bubbles occurred not because of central banks but because private banks earned so much profit pyramiding 
their loans through the fractional reserve process.  When the inevitable bust came, asset prices plunged in terms 
of real money—gold— and in terms of government currency, which was backed by gold or instruments readily 
convertible into gold.   
 
This current global credit bubble is the result of the cumulative effects of the Global Debt Supercycle (“GDS”) 
that has been increasing the over-all magnitude of the credit bubbles at an exponential rate since the Greenspan era.  
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I have been researching extensively the GDS over the past 30 years.  I find the works of the Bank Credit Analyst 
(BCA), Capital Economics (CE), Ned Davis Research (NDR), John Hathaway of Tocqueville, Sprott Asset 
Management, Joe Foster of Van Eck, Myrmikan Research, Baker Steel Capital Managers, Doug Noland’s Credit 
Bubble Bulletin (CBB) (Doug was referred to me by my cousin John Embry - one of Canada’s leading experts in 
the gold and precious metals markets), among several others to be of value and we have included excepts from their 
commentary and research extensively herein. 
 
Martin Barns, formerly Chief Economist at BCA, whom wrote the monthly Bank Credit Analyst report for many 
years, now an Economic Advisor for BCA and known as the resident BCA bear..., correctly states, “the GDS can 
go on for longer than anyone might imagine possible”.  In fact, the GDS has been compounding since the U.S. 
completely severed the link between the dollar and gold in 1971.  Further global debt has been accelerating for close 
to 40 years now with the rate of assent accelerating further in 2000 during the Tech Wreck and then even further in 
2008 during the Housing Bubble Bust - Credit Bubble Burst - Great Recession - Global Financial Crisis.  When the 
GDS end game plays out no one knows... however, maybe the Chinees and/or U.S. Administrations think they 
know...  but the final determinate will be the global markets! 
 
However, it is a fact of certainty, that the GDS, that has created this current global credit bubble of epic portions, is 
ultimately unsustainable.  There are around $3.3 trillion of base money (down from $4.1 trillion three years ago) 
while total USD denominated global debt exceeds $90 trillion and the annual federal deficit is expected to reach 
around $1 trillion this year, around 5% of GDP.  There is no precedent for such a large peacetime deficit during the 
late stage of an economic expansion.  And, assuming current policies remain in place, the Congressional Budget 
Office (CBO) expects the deficit to rise rather than fall over the next few decades given the aging population’s 
impact on entitlement programs. 
 
There is no strong support for fiscal discipline in Congress.  Neither party has the stomach to tackle the problem of 
entitlements, those on the right want more spending on defense, while those on the left want more spending on 
social programs.  One should never be surprised that politicians prefer fiscal profligacy to austerity.  It is no fun and 
is injurious to re-election prospects to advocate spending cuts and tax increases.  When things start to get out of 
hand, the burden of imposing fiscal discipline falls on the markets.  
 
Currently, markets do not appear fazed by fiscal trends.  The 10-year Treasury bond yield remains below 3% and 
the gap between 30- and 10-year yields is low.  If markets are worried about government finances, that gap tends 
to widen as investors demand a fiscal premium to hold longer-duration bonds. 
 
Presumably, investor complacency about the grim fiscal picture reflects a list of other more important economic 
and financial concerns that are suppressing yields.  There will be a limit to this fiscal tolerance, but we just don’t 
know exactly where it is. 
 
In the US debt to GDP exceeds 100%, in the danger zone that has historically led most countries into a banana- 
republic-style sovereign-credit crisis, loss of currency value, and credit collapse.  The ratio has hovered near the 
100% level since 2013 without adverse consequences.  Over the past year, the dollar has been generally strong 
relative to other currencies.  However, we think that the risks are high that significant change is afoot; and if so, 
exposure to gold will prove timely. 
 
The magnitude of the debt relative to GDP – the productive resources of the US economy that underpin the 
creditworthiness of that debt – now stands at 105.7% (Q3, 2018), a level at which there is significant risk that it 
will begin to outgrow GDP.  The potential acceleration of debt relative to GDP would have inescapable 
consequences, the most important of which is the loss of value of the US dollar, the currency in which it is issued. 
 
Global Central Banks are Reversing Course: In tracking the aggregate size of the balance sheets of the world’s 
Big 4 central banks (U.S Fed, European Central Bank, ECB; Bank of Japan, BOJ; and People’s Bank of China, 
PBOC), we rely on the considered work of Andy Lees (Macro Strategy).  Andy maintains a proprietary formula 
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which tracks the daily U.S. dollar value of publicly reported updates in Big 4 balance sheet composition.  
Importantly, despite a US$1.219 trillion collective reduction in Big 4 balance sheets between 3/26/18 and 
12/24/18, the U.S. dollar value of the Big 4 balance sheets reversed on a dime (or command) on Christmas Eve 
and surged an eye-opening $428 billion during the three weeks ended 1/15/19. 
 
U.S. Dollar Value of Big 4 Central Bank Balance Sheets (1/31/18-1/15/19) 

 
Source: Bloomberg. Big 4 central banks: U.S Fed, ECB, BOJ and PBOC. 
 
While most of this climb was due to exchange-rate movements, the surging delta included $45 billion in asset 
purchases by the ECB (after officially terminating its QE program in early December), and $35 billion was in 
purchases from the BOJ (after remaining relatively stable for eight months). 
 
We cannot stress enough how one-dimensional global asset markets have become.  On 1/15/19, the Institute of 
International Finance (IIF) updated its longstanding study of global debt levels.  As of Q3 2018, the IIF estimates 
total global debt now stands at $244 trillion, or over 318% of global GDP.  With this much debt in the financial 
system, the only variables truly relevant for financial-asset valuations are the policies and behaviors of global 
central banks. 
 
It is that simple — reigning financial asset valuations are now completely dependent on sustained central bank 
liquidity.  For example, despite Chair Powell’s bravado, it is now patently clear that the Fed cannot raise fed funds 
past 2.5% and also reduce its balance sheet below $4.1 trillion, at the same time, without pressuring U.S. equity 
markets. 
 
Famed investor Ray Dalio recently predicted a 25% decline in the value of the US currency over the next few 
years.  Dalio did not specify against what the dollar would decline.  A fall of that magnitude against other leading 
currencies such as the euro, yen, and RMB would disrupt world trade and be highly contentious.  In our opinion 
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the only realistic possibility is gold.  A rise in gold translates to a fall in the value of the dollar and potentially 
most other FIAT currencies. 
 
Again, Martin Barns has noted over the past several years, politicians and pundits have forecast a debt crisis for 
years without its materializing.  We see the likelihood of the issue arising within the next few years from a 
combination of a recession, more fiscal stimulus, a fall in tax receipts, and a rise in interest rates that would drive 
the debt/GDP ratio higher with a suddenness that would alarm creditors, especially foreign governments, that until 
now have routinely purchased U.S. debt.  Already, several of these foreign creditors have begun selling U.S. debt 
(e.g. Russia) and other key foreign creditors (e.g. China) have slowed purchases. 
 
The dollar’s reserve status for international trade settlements makes the potential repercussions of such a collapse 
a matter of global significance.  National Security Advisor John Bolton stated on November 1, 2018, at an event 
hosted by the Alexander Hamilton Society, “It is a fact that when your national debt gets to the level that ours is, 
that constitutes an existential threat to the society, and that kind of threat ultimately has a national security 
consequence for it.”  In simple math, US debt is projected to grow at 5% p.a., assuming no recession over the next 
5 years (consensus forecast by Statista).  We do not believe that any credible economist would claim our economy 
could sustain that pace in real terms. 
 
A recession, or even a significant economic slowdown, would drive the pace of debt growth well in excess of 5%.  
Seventy percent of government spending is on automatic pilot due to untouchable entitlement programs.  Drastic 
tax increases will not erase the deficit; more likely, they would slow economic growth.  Interest on the debt adds to 
the seemingly irreversible growth of entitlements.  Even at ultra-low rates, FY 2019 interest payments are on pace 
to exceed the 2018 record by 25%.  Half of US debt matures within 3 years at a weighted average coupon of 1.83% 
(Strategas).  A 1% rise in interest rates would add $160 billion to the Federal deficit.  Even a small rise in interest 
rates would thus seem to have the potential to expose the fragility of US creditworthiness, as it would become 
increasingly obvious that the US is paying interest through debt issuance. 
 
If the dollar’s value cannot be maintained by an international short squeeze, the market will look instead to the 
Fed’s balance sheet, and the story there is dire.  Far from being backed by gold and short-term commercial invoices, 
the Fed holds mostly Treasury bonds and mortgage backed securities (the anomalous data point is 2008 when the 
Fed loaded up on foreign central bank dollar swaps). 
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Worse, the duration of the Fed’s bonds have steadily lengthened.  In 1972, for example, 31% of the Fed’s Treasury 
portfolio matured within 90 days and 2% matured after more than 10 years.  Currently 4% mature within 90 days 
and 28% mature in more than 10 years.  Rising rates are lethal to the value of the assets the Fed holds. 
 
In a debt-saturated economy, rising rates find tipping points: Apple is down 33% since October. Facebook is down 
34% since July, Goldman Sachs is down 35% since March (23% since November), the KBW bank index has 
dropped 15% since October. 
 
Beyond the stock market, debt ETFs are seeing massive outflows.  The high-yield bond market just had its first 
issuance in 40 days, the longest dry spell since 1995.  The lucky company needs the money to pay back its maturing 
debt.  The problem is that the new interest rate is 6.5% whereas the interest on the debt being replaced was 4.125%. 
 
Real estate is also softening, with the median price of a Manhattan apartment the lowest in three years; Seattle home 
prices have dropped 11% in six months; home sales in Southern California collapsed 7.5% in October, the third 
month of declines in a row.  Keep in mind that mortgage backed securities comprise 40% of the Fed’s assets. 
 
As Martin Barnes eluded to at the BCA conference held in Toronto this past year, the world may still be some 
distance from the next “Lehman moment”, but nearly a decade at zero rates most likely bred massive malinvestment 
that cannot withstand a rising interest rate environment.  We agree, with Myrmikan Research, that unless global 
policy markers start printing, and soon, and a lot, Lehman will come. 
 
Given the probability that rising rates have accelerated the onset of the next credit crisis, let us consider the effect 
on federal budget deficits.  The Keyensian theory of economic management holds that governments should run 
surpluses in good times so that they can run deficits to stimulate in bad times.  The last recorded instance of this 
actually occurring may be in the Book of Exodus, but that is the theory.  The reality is that (especially in a 
democracy) governments run deficits in good times and enormous deficits in bad: tax revenue shrinks at the same 
time that “automatic stabilizers” like welfare payments expand.  This is especially true in our progressive tax system 
whereby falling incomes reduce not just the income to be taxed but also the overall rate of taxation. 
 
The recession of 1990 never saw government revenues decline, but “automatic stabilizers” did boost spending by 
18% over two years, increasing the deficit by 47%.  The panic of 2000 saw government revenues fall by 13% over 
two years and spending jump by 15%, turning a surplus into a $500 billion-dollar deficit.  Military spending played 
a role, of course, as it did in 1991, but that’s just part of “stimulus,” and the deficit moderated only slightly afterward. 
The panic of 2008 saw government revenues decline 20% from the 2007 peak and spending increase by 25% in 
non-military stimulus, boosting the deficit from $500 billion to $1.5 trillion. 
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The latest surge in deficits beginning in July 2017 seems anomalous because the economy was still expanding.  It 
reflects a few things.  First, the chart above is not of the official deficit: it includes payroll taxes and social security 
payments.  As the baby boomer retirement wave accelerates, the deficit must rise—there is no “lock box.”  The 
chart also reflects the Republican spending spree—the GOP may talk tough about deficits when out of power but 
never fails to juice spending once back in power.  The last three data points (Q1–Q3 of 2018) also reflect the recent 
tax cut. 
 
The scary question is what happens in the next credit crisis.  The current credit bubble is larger than in 2008 (which 
was larger than in 2000) but let us assume that the dynamics are the same as last time, that government revenue will 
decline by 20% and spending increase by 25%.  If we use the last data point, Q3 of 2018, as the current baseline, 
the next credit crisis will see deficits explode past $3 trillion—annually, at least for a couple of years.  If the past is 
any guide, deficits will then stabilize as the previous crisis’s extreme, or around $1.5 trillion per year.  Note that 
even $1.5 trillion deficits will not begin to fund the Democrat’s “Green New Deal” proposals. 
 
Exploding deficits have had no ill effect for decades, convincing many that the U.S. can forever run “deficits without 
tears,” as Jacques Rueff put it.  The reason why deficits have not mattered since the 1970s is displayed in the next 
chart: falling interest rates have made debt relatively easier to carry. 
 
Note the bend upwards in the total debt outstanding line around 2008 and that the tail end of the chart above is 
starting to curl higher.  Federal bonds have fixed interest rates, and the average maturity of the bonds held by the 
public is nearly 70 months (40% mature in under two years)—it takes a couple years for rising rates to feed into 
funding costs. 
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What happens when the higher rates start filtering through to new Treasury issuances to fund a growing debt burden?  
What happens in the next credit crisis when—if the deficit assumptions above prove to be accurate—a $5.7 trillion 
budget is supported by only $2.7 trillion in taxes?  Who is going to finance the balance? 
 
We accept that a fiscal-related bond/currency market crisis could be years away, and timing is everything!  
Nonetheless, the current lack of fiscal discipline does pose a threat to markets because it could limit the authorities’ 
room to enact stimulus in the next recession. 
 
Timing the next Global Financial Crises (“GFC”) and the inevitable end of the GDS is the hardest part... and it is 
possible that global policy makers may be able to put off the Global Debt Supercycle Reset (“GDSR”) in the next 
GFC for one more cycle (though probably not...).  Maybe the next GFC does not result in a centralized globally 
controlled new world order as some posture... but rather a very fragmented new world order (or disorder from a 
global perspective)... with separate continental military alliances / currencies / traded agreements / governing bodies 
& isolated intranets (i.e. instead of a global internet) and the balance of power globally becomes more diverse from 
that of a U.S. centric superpower world  (e.g. a few super powers of continental alliance) none of which are global 
but rather fragmented in nature.  No one knows for sure how the end of the Global Debt Supercycle will play out 
and what the associated global ramifications will be in terms of the new world order or disorder.  However, in the 
next GFC, even if global policy makers are able to put off the GDSR through further unorthodox policy responses 
(e.g. by capping interest rates, supporting the stock market, buying all bad debt and other mal-investments, 
instituting a basic income payment for all low-income persons (i.e. working or not), and/or dropping money from 
helicopters if need be (i.e. as “Helicopter Ben” famously suggested)) and/or if the GDSR turns out differently than 
any of us can imagine, any and all such transitions to the eventual outcome(s), that we can envisage and analyze, 
will very likely result in significant fiat currency devaluations and/or modifications and/or replacements relative to 
or by gold and in all scenarios should be extremely bullish for G&PM (i.e. over the transition periods). 
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The U.S. Dollar Outlook:  
 
And that is where America’s international position becomes so critical.  When the Europeans balked at supporting 
American deficits in the early 1960s, Kennedy told them: “The fact of the matter is the United States can balance 
its balance of payments any day it wants if it wishes to withdraw its support of our defense expenditures overseas 
and our foreign aid.”  In the context of the Cold War, it worked.  When they complained again in the 1970s, Nixon 
defaulted on America’s obligation under Bretton Woods to convert European dollars into gold.  Nixon’s Secretary 
of the Treasury famously told the Europeans: “The dollar is our currency, but it’s your problem.”  The 
Europeans disagreed, and the ensuing decade saw high inflation as foreigners fled the dollar. 
 
We agree with Ray Dalio that the U.S. dollar is going down longer term and quite significantly relative to gold 
for all the reasons discussed above and this time it will be more of a problem for China than the European’s but 
let’s not kid ourselves it will be a big problem for the entire world.  We suspect this is the reason China is massively 
accumulating gold. 
 
Also, on a tactical short-term horizon the U.S. dollar is likely to be weak for several reasons: 
 
First, the Fed and other central banks are becoming more dovish (e.g. discussing pausing on interest rate rises), as 
requested by Stanley Druckenmiller, in an effort to support general equity markets / the wealth effect to be able to 
continue to run down their balance sheets and raise rates, hopefully, a little later on (i.e. after pausing on interest 
rate raises for a quarter or two). 
 

The Fed’s rhetoric has shifted in a dovish direction very recently.  This should help soothe markets. 
 

 
The 

New 
Year 
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brought an avalanche of comments from FOMC members.  Chairman Powell, Vice Chairman Clarida, and 
seven regional presidents gave speeches, made appearances, or sat for interviews in the first two weeks of 
January, and New York Fed president Williams gave a long interview to CNBC two days after the 
December meeting. 
 
The overall thrust of the remarks has been to accentuate the FOMC’s commitment to go where the data 
lead.  Echoing the language in the December minutes, several speakers noted that the Fed can be “patient,” 
given that inflation shows no signs of breaking out. The impact has been to soothe markets, which seem to 
be acutely concerned that rate hikes might go too far. 
 
Jay Powell set the tone for the overall message in a public appearance on January 4th, when he said the Fed 
“was listening sensitively to the message the markets are sending.”  He underlined the data-dependency 
theme in an appearance last week, in which he said that, “we can be patient and flexible and wait and see 
what does evolve, and I think for the meantime, we’re waiting and watching.  You should anticipate that 
we’re going to be patient, watching, and waiting and seeing.” 
 
His FOMC colleagues took care to drive home the same talking points, noting that data dependency includes 
following sentiment surveys, talking with business contacts, and watching markets. 
 
By January 9, however, Fed Presidents Bullard, Evans and Rosengren (coincidentally, all 2019 FOMC 
voters) had weighed in against the necessity for further rate hikes.  
 
By 1/14/19, even Janet Yellen had surfaced to suggest, “It’s very possible we may have seen the last interest 
rate hike of this cycle.”  On 1/15/19, the Fed’s most ardent hawk (and final 2019 rotating FOMC voter), 
Kansas City Fed President Esther George, made it official, “It might be a good time to pause our interest 
rate normalization.” 
 
The speakers and the minutes also highlighted the discrepancy between robust 2018 growth of at least 3% 
and the much gloomier outlook implied by the financial markets’ dreadful fourth quarter. 
 
Bottom Line: BCA’s terminal fed funds rate estimate remains considerably higher than the money market’s 
(see chart above), but we expect the Fed will pause for a few meetings.  A pause may soothe markets and 
unwind the tightening of financial conditions that occurred in the fourth quarter, clearing the way for the 
Fed to resume its tightening campaign later in 2019. 

 
Second, the dollar - a momentum currency - is currently over-owned.  Both net speculative positions in the dollar 
and sentiment toward the DXY are near bullish extremes suggesting the recent deterioration in the dollar’s 
momentum could morph into a liquidation. 
 
Third, the increasing probability of a truce in Sino-U.S. trade relation should temporarily support assets levered to 
global growth, hurting the defensive U.S. dollar in the process.  Moreover, a consequence of the warm-up between 
Beijing and Washington has been a weakening USD/CNY. Historically, a strengthening RMB is associated with 
rebounding commodity currencies. 
 
Fourth, the highly mean-reverting Citi Economic Surprise Index is very stretched to the downside, suggesting scope 
for a reversal which would positively surprise beaten-down expectations. 
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Fifth, the BCA China Investment Strategy service’s Market-Based China Growth Indicator has rebounded.  This 
further reinforces the risk that global growth could positively surprise abysmal expectations. 
 
Sixth, recently gold prices have rebounded significantly, implying an improvement in the global liquidity backdrop.  
Since tightening global liquidity was a contributor to the deterioration in non-U.S. growth, rebounding gold prices 
also confirm that the slowdown in international economic activity may take a breather. 
 
Altogether, these six factors suggest that the corrective episode in the countercyclical dollar may deepen. 
 
However, in the medium term the U.S. dollar may strengthen as the Fed looks to increase rates again later in the 
year both to combat rising inflation and to build its dry powder for utilization in the next down turn (e.g. a major 
stock market sell-off followed by a recession). 
 
Because inflation has remained contained, the Fed feels comfortable adopting a more dovish policy stance in 
response to tighter financial conditions. 
 
Looking at its monthly changes, core CPI has increased by roughly 0.2% in each of the past three months.  This 
translates into an annualized rate of approximately 2.4%, in line with the Fed’s target.  The monthly changes also 
reveal that the year-over-year growth rate in core CPI will almost certainly decline next month when the strong 
0.35% print from January 2018 will create an unfavorable annual comparative. 
 
However, after next month, the base effect should turn supportive.  BCA’s Base Effects Indicator, which 
incorporates rates of change in core CPI ranging from one to 11 months, predicts that year-over-year core CPI 
inflation will rise over the next six months. 
 
The Manufacturing ISM may have been weak in December, but the U.S. continues to generate a healthy level of 
job growth, and wages continue to accelerate.  Down the road, this will be inflationary. 

https://analytics.bcaresearch.com/charts/bca.di_in_2019_01_16_004_c1
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Despite the recent deterioration in the ISM and higher credit costs, commercial and industrial loan growth continues 
to accelerate, with both the annual and the annualized quarterly growth rates of this series rising the most in more 
than two years. 
 

 
Inflationary pressures appear muted right now and will continue to do so until the end of February.  However, they 
are set to ramp up again as we head into March.  By June, it is quite likely that the Fed will feel pressured to lift 
interest rates as inflation once again approaches its target. 
 
Ironically the medium-term potential appreciation in the U.S. dollar due to rising interest rate differentials might be 
the cause of the demise of the U.S. dollar, especially in relation gold, in the longer term.  As U.S. dollar denominated 
debts begin to be pressured due to the higher costs of servicing these debts (i.e. both in consideration of higher 
interest rates and foreign exchange rates) and the contagion effects of various debt defaults spread globally it is very 
likely the massive global credit bubble begins to burst.  Global policy makers may or may not be able to kick the 
can down the road one more time to avoid the GDSR. 
 
Obviously, the timing on the end of the GDS is the hardest part... and policy makers may be able to put off the 
GDSR in the next GFC for one more cycle (though probably not...).  However, in the next GFC, even if global 
policy makers are able to put off the GDSR through further unorthodox policy responses (e.g. by capping interest 
rates, supporting the stock market, buying all bad debt and other mal-investments, instituting a basic income 
payment for all low-income persons (i.e. working or not), and/or dropping money from helicopters if need be (i.e. 
as “Helicopter Ben” famously suggested)), any and all such outcomes that we can envisage and analyze result in 
significant fiat currency devaluations relative to gold.  So, when Martin Barns of BCA advises that “one should 
maintain a conservative portfolio bias with higher-than-normal levels of cash” we would add that a good portion of 
that “FIAT cash” should be held in gold especially if one of the longer-term issues Martin is concerned with is a 
potential credit crisis. 
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The evolution of the GDSR will be the primary determinate of the timing and magnitude of the parabolic 
and mania stages of G&PM secular bull market (i.e. over the medium to long term). 
 
 
Market Views for 2019:  
 
Over the short term, 2019 looks like it is beginning with a synchronized global contraction theme.  Manufacturing 
results in China, as measured by the Purchasing Managers’ Index (PMI) from both the official Chinese National 
Bureau of Statistics and Caixin/Markit, a private survey, slipped into contraction territory in December.  Japan and 
Germany logged negative GDP growth in the third quarter.  According to a Duke University survey, as reported by 
Gluskin Sheff, 49% of U.S. chief financial officers believe the economy will begin a recession in 2019 and 82% are 
expecting a recession in the next two years.  Parts of the U.S. Treasury yield curve have slightly inverted, which 
has not happened since 2008. 
 
During the post-crisis bull market, the S&P 500 has endured four corrections of 15% to 20%, with the first three 
occurring in 2010, 2011, and 2015/16.  The current correction is the fourth in this cycle and appears to be the most 
ominous forecast for the economy because it coincides with steep selloffs in crude oil and other commodities, along 
with a rally in U.S. Treasuries and widening corporate spreads.  After a tax cut-induced surge, corporate profits are 
set to decline, which may foreshadow a fall in the largest single source of demand for U.S. stocks.  Goldman Sachs 
reported in October that U.S. corporations were on track to repurchase over $770 billion of their own stock in 2018. 
 
It is widely believed that there is a 12-month lag for central bank policies to take effect.  That means that the 
economy will feel the full impact of the Fed’s 2018 rate hikes and $30 billion of monthly quantitative tightening 
(QT) in 2019.  In addition, the Fed is set to raise rates further and has increased QT to $50 billion per month. 
 
 We expect to see one of two scenarios in 2019 play out that will dictate the direction of most all markets: 

1) The Fed stays on course, possibly driving the economy into recession (less likely scenario).  This may 
bring increased financial risks from highly-indebted governments and corporates.  This scenario is 
extremely bearish for the global credit bubble, general equities, and the everything bubble, and 
massively bullish for G&PM (i.e. over the medium to long term); or 

http://www.themacrotourist.com/img/posts/05/20180725-jpmorgan.jpg
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2) The Fed pauses or reverses its tightening cycle (more likely scenario).  This would likely bring U.S. 
dollar weakness and be bullish for the global credit bubble, general equities, and the everything bubble, 
in the very short term... but such a pause will likely signal a recession followed by the first Fed interest 
rate cut in approximately six months followed by the inevitable adjustments that must occur over the 
medium to long term... and this will be massively bullish for G&PM in the short and long term; 

 
 In regards to scenario #2 above it may be that the most recent 20% general equity market sell off was enough 

to spoke the Fed into fully reversing course on policy (e.g. reversing course on interest rate hikes and/or their 
balance sheet run down) in which case the U.S. dollar will continue to head down significantly over time and 
general equities will rally and G&PM will rally massively; 

 
 Alternatively, in regards to scenario #2 above, the Fed may only partially reverse course with forward guidance 

in regards to a pause on interest rate increases or by talking the market up or the Fed may proceed with a 
reduction in the amount of their quantitative tightening (“QT”) by a reduction in the amount of QT, or ending 
QT early, or a complete reversal of QT, driving up markets depending on the degree of the “partial reversal”, 
which would also drive the G&PM sector up.  The Fed’s hope is that later they will be able to sneak in one or 
possibly two more rate hikes (i.e. which they desperately want to do to assist them, later, in combating the next 
market down turn / recession).  It is likely that if the Fed is given the opportunity to raise rates, later, that this 
will then cause another major general equity market sell-off... albeit, from a higher base than the December 
24th, 2018 low.  During this later scenario, policy makers may need to resort to another take down of the G&PM 
markets (i.e. through their member banks during an illiquid period (e.g. in the summer months when Bay 
Streeters are at their Muskoka cottages)) as part of their policy / market manipulations work prior to raising 
rates another one or two times (i.e. depending on what the markets will permit them to do) as it is extremely 
probable that G&PM will absolutely explode upwards once the Fed is forced, by the bursting of the global 
credit bubble which causes the bursting of the “everything bubble”, to actually reverse course on policy.  Don’t 
trust what the Fed says as this is often used as a tool to later do the opposite. 

 
 However, possibly the markets may not give the Fed the opportunity to raise rates after a pause, maybe the 

consensus is misreading the significance of the Fed’s evolving pause in rate hikes.  On the surface, suspension 
of further tightening might equate to a back-in-the-pool signal, right?  However, likely it doesn’t.  The history 
of Fed pauses during the past three decades has been to signal significant economic slowdown.  At least in 
1989, 2000 and 2007, the first Fed pause signaled imminent recession.  Indeed, as shown in the figure below, 
since 1986, the length of time between first Fed pause and first Fed ease has averaged roughly six months. 
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General Equities in 2019:  
 
We believe, general equities are eventually heading towards a very sever bear market that could last 3 to 5 years.  
As previously advised, Stan Druckenmiller (who averaged 30% returns for 10 years before retiring in 2010) shares 
this point of view in this clip (this is a highly recommended Bloomberg interview of Stan Druckenmiller, that is a 
different interview than the Real Vision interview we shared with you in our past investment commentary).  The 
financial media define a bear market as a 20% fall from the previous high, in our opinion a superficial and 
misleading characterization.  The real essence of a bear market is the shift in investor psychology from optimism 
to deep pessimism.  Optimism is displaced by the unshakable belief that financial assets offer no upside, reinforced 
by repeated disappointment over a long period of time.  A brief drop of 20% in general equities followed by an 
aggressive buy the dip mentality is insufficient to do this. 
 
According to a recent Financial Times article (1/5/19), stock analysts are the most bullish in eight years, 
notwithstanding the severe price declines of the 4th quarter.  The 1970’s bear market was a protracted grind that 
destroyed investor confidence.  Towards the end of the multi-year bear market in 1980, Lee Cooperman, then 
director of research at Goldman Sachs, declared that bonds were “certificates of guaranteed confiscation.”  Stocks 
made no headway from 1966 to 1983, an almost 17-year-long sideways chop.  There has been no protracted bear 
market since the 1970’s.  Few investors today appreciate the true nature of a bear cycle because they have never 
seen one. 
 

https://youtu.be/HFAzZttioEk
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A bear market of even lesser magnitude will, we believe, cause investors to turn to gold and other strategies to 
offset poor performance generated by mainstream strategies. 
 
However, timing a sustainable down turn in general equities will be key.  General equities may continue to rally 
during this current recovery phase into the first half of 2019 possibly longer prior to the onset of a major decline 
that develops into a sever bear market. 
 
The BCA geopolitical strategists argue that President Trump wants to avoid the next presidential election taking 
place in the middle of a recession.  All incumbents who have failed to be re-elected since World War Two have 
seen a recession shortly before, or during, the election campaign. 
 

 
 
President Trump does not care about stock prices any more than previous presidents.  What matters to him is to 
avoid a protracted equity bear market, which might trigger a recession, endangering his chances of re-election. 
 
Accordingly, we expect him over the coming weeks to move to reduce the risk of a bear market and recession. 
 
We expect that the government shutdown will be resolved in January.  A compromise will emerge, even if it falls 
short of President Trump’s demands.  Ultimately, Trump needs Democrats to cooperate with the White House and 
the Republican Senate to push through infrastructure spending to avert a fiscal cliff in 2020. 
 
Trade negotiations are likely to result in a truce.  The BCA Geopolitical Strategy Team assigns a probability of 45-
50% that the current trade negotiations produce an outright deal, and 25% that the deadline is extended with no 
further tariffs. 
 
Attacks on the Fed will cease - at least up to the 2020 election, or until recession hits.  But with the Fed already 
signaling that it won’t be dogmatic about rate hikes, reasons to go after the central bank will recede. 
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The SPX is off to a feisty start in 2019 and has already moved above the levels that prevailed mid-December, just 
prior to that fateful Fed meeting. 
 

 
What is different now is that the bond market has priced out Fed hikes for 2019 and the 10-year U.S. Treasury yield 
is roughly 15bps below its mid-December print.  This is fertile ground for additional equity gains.  Importantly, 
while almost everyone is expecting at least some sort of retest of the Christmas Eve lows, there are high odds that 
the SPX just continues to grind higher. What if the retest already occurred last December, when stocks failed to 
hold the 10% drawdown mark and plunged another 9%?  2016 may offer a close parallel.  The chart shows the 
profile of the option-adjusted spread on high-yield bonds and of the SPX, both aligned with their 2016 troughs.  As 
a reminder back then the Fed paused for a year allowing the stock market to vault to fresh all-time highs before 
lifting rates again in December 2016. 
 
Bottom Line: BCA’s view remains that the U.S. will avoid a recession in 2019 and now that the Fed is on hold, 
more gains are in store for the SPX over the coming months.  We agree that further gains are in store for general 
equities, at least in the first half of 2019, but we are not as optimistic as BCA and believe the retracement rally will 
become more volatile and may end abruptly in the second half of 2019.  In fact, Bashar AL-Rehany, the CEO of 
BCA and a director of Euromoney Institutional Investor PLC (“EII”), advised me this past autumn that EII owns 
both BCA and Ned Davis Research Inc. (“NDR”) and NDR’s forecasts are turning more bearish by the month 
especially the Global Recession Probability Model which is forecasting a high probability of a recession.  BCA and 
NDR have the same parent company but different views just like within BCA Martin Barns (i.e. whom I hold in 
high regard) is much more pessimistic than most of the other BCA strategists (e.g. Peter Berezin).  I like this non-
group thinking and encourage it at INTAC as it is a very heathy culture that encourages independent thinking and 
diverse ways of looking at the world.  However, interestingly, at INTAC, we have all independently come to the 
same conclusions with respect to our long-term bullish investment thesis for G&PM.  

https://analytics.bcaresearch.com/charts/bca.di_in_2019_01_22_002_c1
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NDR - Weight-of-the-Evidence - Too Early to Go Bargain Hunting in General Equities: 
 
Wild market swings, inverted yield curves, widening credit spreads, slowing global growth, contracting monetary 
policy, and global trade wars are not the stuff of which healthy markets are made.  It is now a battle between the 
“buy the dip” and “run and hide” crowds. 
 
Studying the history of market corrections may help provide an understanding of where markets may go from here.  
First, severe market corrections in the S&P 500 Index (15% or more) are uncommon. Since 1928, they have 
occurred only 0.5% of the time. The S&P 500 Index is currently in a severe market correction.  As of January 7, it 
was down approximately 13.6% from its peak on September 20.  So far, at its worst point, the maximum drawdown 
has been 19.36%.  Historically, on average, severe corrections turn into bear markets (20% or more) 58% of the 
time, last 191 days, and investors lost 28.2% of their wealth.  If history is any guidepost, there may be more pain 
to come. 
 
Anatomy of a Correction: Putting Q4 in Perspective 
Declines in the S&P 500 Index (1/3/1928 to 1/2/2019) 

  
Dip 
(5% decline 
or more) 

Moderate 
Correction 
(10% decline or 
more) 

Severe 
Correction 
(15% decline or 
more) 

Bear Market 
(20% decline 
or more) 

Number of 
Occurrences 308 97 43 25 

Mean Number of 
Occurrences Per 
Year 

3.4 1.1 0.5 0.3 

Mean Number of 
Days 36 101 191 299 

Mean Decline (%) 10.9 19.4 28.2 35.7 
Chances of Decline 
Moving to Next 
Stage (%)* 

31 44 58 N/A 

* = e.g. The chance of a 10% decline turning into a 15% decline, etc. N/A = Not 
Applicable. 
 
Source: Ned Davis Research. Data as of January 2, 2019. 

The markets fear a global recession.  Specifically, a global recession that the world may be ill-equipped to fight 
given the governments limited monetary and fiscal stimulus options.  Hence, the intense scrutiny over every data-
point (PMIs, corporate earnings and guidance, etc.) and potential catalyst (monetary missteps, trade war, etc.) that 
confirms, denies, or exacerbates this fear. Ned Davis Research has a GDP-weighted Global Recession Probability 
Model that incorporates both the level and trend of data from the Organization for Economic Co-operation and 
Development (OECD) Composite Leading Indicators.  A score above 70 indicates a high recession risk and a score 
below 30 indicates a low recession risk.  The score right now is above 90. Not an encouraging sign! 
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The Market Fears a Recession (and It Should)  
NDR Global Recession Probability Model (1987 to 2018) 

 

Source: Ned Davis Research. Data as of December 31, 2018. 

For us, following the data provides clarity.  It allows us to remain grounded when others may not: no emotion, no 
subjectivity.  Right now, our data points to lower stock prices.  The Fund reduced risk in the fourth quarter.  
Unfortunately, not enough.  Leading into December, extreme investor sentiment seemingly created a buying 
opportunity that did not materialize.  The intensity of the selloff increased, leading us to further reduce exposure.  
Bear markets, as we all know, are full of ferocious swings.  The realized volatility of the market, as calculated by 
20-day rolling standard deviation, is around 30.  This is approximately double its long-term average.  Yet another 
ominous sign.  At this point, we believe it is too early to go bargain hunting. 

NDR Indicator Summary, January 2019 

  Macro/Fundamental,  Technical,  Overall 
Stocks, Bonds, or Cash       
Stocks (vs. Bonds) Neutral Neutral Bearish 
Bonds (vs. Cash) Bullish Bullish Bullish 
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Global Regional Equity       
U.S. Neutral Neutral Neutral 
Canada Neutral Bearish Bearish 
U.K. Bearish Neutral Bearish 
Europe ex. U.K. Bearish Bullish Neutral 
Japan Bearish Neutral Bearish 
Pacific ex. Japan Bearish Neutral Bearish 
Emerging Markets Bearish Bullish Neutral 
  
U.S. Cap & Style       
Large-Cap Bullish Bullish Bullish 
Small-Cap Bearish Bearish Bearish 
Growth Bullish Bullish Bullish 
Value Bearish Bearish Bearish 

 

Asset Class Positioning vs. Neutral Allocation, January 2019 

 

The neutral allocation, which is provided by Ned Davis Research, Inc., represents the starting point of the Fund’s 
model absent an alternative recommendation once the model takes into consideration the indicators that yield the 
global tactical allocation model. These are not recommendations to buy or sell any security. 
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Elliott Wave International Is Even More Bearish Advising That the Recovery Rally in General Equities Is 
Coming to An End Sooner Rather than Later: 
 

 
The DJIA carried to 25,109.60 intraday, as prices rallied from a slightly larger triangle pattern (see text, p.49) that 
started at the 24,750.20 high on January 18.  While there are options on how to label the subwaves of the advance 
from the December 26 low, the entire rise appears to be 7 waves, which is a countertrend move.  Today’s high might 
complete wave c (circle) of this a-b-c rally, but with a NYSE a/d ratio of 3.67:1, it’s possible that today’s high is 
wave (iii) of c (circle), per the Alt. line on the above chart.  Closing the gap from yesterday’s close and today’s 
open, which is at 24,579.90, would indicate that the rally pattern is complete.  It should lead to follow-through 
selling pressure and still lower price levels.  The equivalent gap in the S&P 500 is 2640.00. 
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The NASDAQ 100 index confirmed the move in the S&P and Dow by rising to a new recovery high.  Yesterday’s 
6613.42 low is wave b (circle), which traced out a flat pattern from the 6816.23 high on January 18.  Short term, 
the index may have a few more subdivisions ahead prior to the end of wave c (circle).  Similar to the Dow and S&P, 
closing the gap at 6632.79 from the end of yesterday’s session and the beginning of today’s trading would indicate 
that the rally structure was complete. 
 

 
Capital Economics Is Also Somewhat Bearish on General Equity Markets: 
 
• The market’s slump has, however, taken place sooner than we had anticipated. Indeed, at one point on 
Boxing Day, the S&P 500 had fallen to 2,347, 20.2% less than its peak in late September. Despite recovering a fair 
bit, it is still well below that high. 
 
• It is unusual for the S&P 500 to decline by more than 20% from its peak, which is the usual definition of a 
bear market.  Indeed, it has only happened eight other times in the past fifty years. (See Chart 1 and Table 1 below.)  
It is even rarer for the index to fall by so much in the absence of a US recession.  This has only occurred twice 
before in the last half century: around “Black Monday” in 1987 and during the Ruble crisis in 1998. 
 
• It is therefore tempting to think that the worst is now over for the S&P 500.  After all, the economy is still 
faring well despite the recent outsized fall in the ISM manufacturing index, which was the biggest in any month 
since October 2008.  Nonetheless, we wouldn’t be surprised if the S&P 500 continued to falter. 
 
• Admittedly, the S&P 500 is very unlikely to fall by as much again as it has already.  Only three times in the 
past fifty years has the peak-to-trough fall in the index exceeded 40%.  The first and third times were around a deep 
recession (in 1973/74 and in 2007/09), which we are not anticipating, while the second was after the dot com bubble 
burst in 2000, when the market was extremely overvalued.  But there are three reasons why we think that the index 
might fall further. 
 
• First, we wouldn’t rule out a shallow recession, even if our forecast “only” implies a slowdown in GDP 
growth from 2.9% in 2018 to 2.2% in 2019 and 1.2% in 2020.  Just one brief recession in the last half century, in 
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1980, has come and gone without a bear market.  (See Chart 1 again.)  We also expect growth to ease more in the 
rest of the world, where S&P 500 firms make many of their sales.  The risk this poses was evident this week, when 
Apple Inc.’s share price slid amid warnings about weak demand in China. 
 
• Second, the margins of S&P 500 firms are likely to be squeezed by rising wages at home as well as higher 
non-labour costs in general if, as seems possible, the US/China trade truce doesn’t last.  What’s more, if margins 
do fall, investors will probably expect to pay a lower price for earnings. (See the third reason.) 
 
• Third, the valuation of the S&P 500 is quite stretched, at least based on Shiller’s cyclically-adjusted 
price/earnings ratio (CAPE).  While the CAPE is well below its level before the dot com bubble burst, it is much 
higher than it was before the onset of most bear markets in the past fifty years. (See Table 1 again.) 

 
INTAC concludes that the markets may rally for a while longer.  The S&P is up over 300 points off its lows and 
rising thanks to dovish speak from the Fed.  So why the need for the Fed to talk about tapering or ending the balance 
sheet reduction program as it recently floated in the Wall Street Journal?  We believe there are two possible reasons.  
The first is that they want to raise interest rates another couple of times and knew that they couldn’t do that and 
reduce the balance sheet at the same time without risking another sell-off in stocks or rising bond yields.  The second 
is that this is just more dovish “talk” to push stocks higher.  When it comes to the Fed, the saying “Actions speak 
louder than words” are especially true. 
 
Assuming the Fed is going to announce the premature end of its balance sheet reduction program at its FOMC 
meeting on Wednesday January 30th, 2019 than this will be extremely positive for stocks, bonds, and precious 
metals, and a disaster for the dollar, at least in the short-term. 
 
But at the risk of raining on the parade, a lot of optimism is now priced in.  The risk is that the markets are 
disappointed by what the Fed does.  For example, what if the Fed does announce that the balance sheet program 
will continue but it will no longer be on autopilot, meaning they could end it at any time?  Or that it will end, but 
not until the end of the year and/or at a higher level — even if markets are satisfied with the news on the balance 
sheet program but the Fed restates its intention to increase interest rates at least another couple of times?  Our point 
is that we need to wait and see what they announce.  We and BCA and CE and GPT’s are all extremely doubtful 
that the Fed is done raising interest rates.  The risk now is that we do get negatively divergent higher highs going 
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forward in stocks, bonds, and precious metals and then down we go again on disappointment later when the Fed 
changes their rhetoric and/or begin raising rates again. 
 
GPT’s has been saying for some time that WHEN THE FED ACTUALLY REVERSES POLICY, THAT WOULD 
SIGNAL THE LOW IN GOLD AND SILVER AND THAT THEY WOULD BOTH SOAR FROM THAT POINT 
FORWARD.  GPT’s has been advising, for some time, to wait and see if the Fed is truly planning to reverse policy 
or this is just another attempt to push stocks higher to enable them to raise interest rates one or two more times. 
 
If the latter, then we will likely get a deeper pullback following higher highs in gold and silver, but in all of our 
opinions, we would use that potential pullback to buy G&PM very aggressively.  The one key takeaway from the 
balloon the Fed floated in the Wall Street Journal on January 25th, 2019 with headline “Fed Officials Weigh 
Earlier-Than-Expected End to Bond Portfolio Runoff” is that the Fed is planning to reverse policy when 
stocks fall.  It’s inevitable now.  The only question that remains is whether it is the next FOMC meeting on January 
30th, 2019 or further down the road.  Our guess is the latter, but as we have been saying for some time, once the 
Fed reverses course, G&PM will soar! 
 
For further detailed market commentary please see separate attachments to follow: “Bubbles and Hot Potatoes - 
John P. Hussman - December 2018”, “Questions We Hear a Lot - John P. Hussman – January 2019”, “Doug 
Noland’s - Credit Bubble Bulletin – Powell Federal Reserve Lowers ‘Fed Put’ Strike Price”, and “Real Vision - 
Central Bank Liquidity The Next Crisis Catalyst – Transcript” for further consideration of current market dynamics.  
Please note that these additional market related commentaries are by no means required reading and are only 
provided for those investors interested in furthering their understanding of current market dynamics. 
 
 
Geopolitical Risk in 2019:  
 
BCA - A military conflict between China and Taiwan could become the black-swan event of 2019.  
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BCA Research has long argued that the primary source of structural geopolitical risk facing global investors resides 
in Asia, and involves the U.S., China, and other neighbors caught in the mix. 
 
As a result, our geopolitical team has examined China-Taiwan tensions for several years now.  At this moment, 
they are concerned that a unique confluence of political developments in Beijing, Washington, and Taipei has 
reduced the constraints facing policymakers.  This could produce a diplomatic or military incident that increases 
tensions. 
 
Since the 2016 election, Taiwan’s pro-independence Democratic Progressive Party (DPP) has been in control of 
both the presidency and the legislature (see chart).  This represents the first time in history that the DPP has 
controlled both seats of power. 
 
These political victories in Taipei have reduced domestic political constraints facing Taiwan’s leadership.  As a 
result, President Tsai has angered Beijing by seeking stronger relations with the U.S. and refusing to endorse the 
1992 Consensus, which holds that there is only “One China”, albeit with two interpretations. 
 
Meanwhile in China, President Xi Jinping has removed term limits on his rule and has placed more and more 
emphasis on the reunification with Taiwan.  More broadly, President Xi has also consolidated power and pursued 
a more aggressive foreign policy strategy throughout his term, including in the South China Sea.  This is particularly 
important since Chinese dominance in the South China Sea would create greater naval control that would allow 
China to threaten Taiwan’s supply security. 
 
Across the Pacific, President Trump called the One China Policy into question at the outset of his term in office 
(only later reaffirming it).  Trump has also increased strategic pressure on China in various ways; including on trade 
and on freedom of navigation operations, which includes the Taiwan Strait. 
 
Bottom Line: Political dynamics in Taiwan, China, and the U.S. suggest that there is greater-than-usual likelihood 
that hostile incidents can occur, which could then initiate a vicious cycle of tensions.  Investors should keep a close 
eye on the China-Taiwan relationship as a potential source of geopolitical risk in 2019. 
 
 
G&PM Market Views for 2019: 
 
During six recessions since the 1970s, gold increased on average 20.8%. 

 
 
Source: Incrementum AG, Deutsche Bank. 
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Since 2000, gold has outperformed bonds and equities despite a substantial drawdown from 2011: 
 

 
Source: Bloomberg 
 
Why 2000?  Because, in our view, 2000 marked the dawn of radical monetary practice by world central banks. 
 
Gold and silver mining equities outperform in an up cycle for precious metals.  From 2000-2011, gold rose 443%, 
while the HUI Index (NYSE Arca Gold Bugs Index) rose 633%. 
 
Price to sales ratios are at the low end of a ten-year range making precious metals equities exceptionally cheap and 
therefore highly leveraged to improved precious metals prices as the chart below shows. 
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Source: Meridian Macro Research LLC 
 
Investing 101 teaches that low price-to-sales ratios maximize and amplify exposure to improved business 
conditions.  In the case of precious-metals miners, improved business conditions equate to rising metals prices. 
 
Many factors could lead to higher precious-metals prices, including (but not limited to) a fundamental change in 
investor psychology due to a bear market in general equities; loss of confidence in public policy; sweeping political 
change; possible loss of the dollar’s status as the world’s principal reserve currency; favorable supply-and- demand 
factors; and unwelcome geopolitical developments.  However, these factors are speculative, debatable, hard to 
predict, uncertain as to timing, and might require analysis too esoteric for most to bother to tackle.  That is not the 
case for the relationship between US debt and GDP (i.e. refer to the section above “Global Policy Makers – Global 
Credit Bubbles – The Inevitable Bust - & The Global Debt Supercycle Reset”). 
 
Here we have an easy-to-understand, highly visible metric that in our opinion makes the likelihood of much higher 
gold prices seem inescapable! 
 
INTAC remains long gold and precious metals! 
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BCA Remains Long Gold (i.e. as does INTAC): 
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Capital Economics Upgrades Gold & Silver: 
 
• December was a strong month for the price of gold, as global economic growth concerns weighed heavily 
on equity markets. Investors flocked into safe-haven assets, with a surge in gold ETF holdings (19). At the same 
time, investors moved back into a net-long position in the futures market (20). 
 
• What’s more, 10-year US government bond yields slumped, reducing the opportunity cost of holding gold 
and supporting the price (21). Meanwhile, the price of silver soared last month, significantly outperforming 
industrial metals (22) despite weak US coin sales (23), which were at an 11-year low last year. 
 
• We think that slower global economic growth will prompt further falls in equity markets and lead to even 
higher gold and silver prices in 2019. We suspect that silver will outperform gold as we consider it to be a leveraged 
form of gold, and the gold/silver price ratio (24) should fall to more sustainable levels. 
 

 
 
BakerSteel - A fundamental shift is underway in global financial markets.  2018 was defined by an increase 
in financial market risk, highlighted by heightened volatility in equity markets and growing pessimism 
among investors as the decade long US equity bull market shows signs of fading.  As the era of low volatility, 
steady equity market returns and bullish sentiment draws to an end, gold and gold equities appear poised 
for recovery, backed by a range of supportive macroeconomic drivers and rising demand from investors 
facing an uncertain economic outlook and seeking protection from tumultuous equity market conditions. 
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Themes for the gold sector in 2019: 
1. Rising financial market risk presents a significant driver of gold demand; 
2. Real interest rates are likely to remain low as the US rate hike cycle slows and inflationary pressures 

remain; 
3. Expanding debt levels are a growing concern for policymakers and investors; 
4. The outlook for the US dollar appears weaker; 
5. Gold equities are undervalued relative to broader markets and compared to historic valuations; 
6. Reforms within the gold mining sector are making gold equities more investible than for some time; and 
7. Geopolitical tension shows no sign of abating. 

 
An additional report “Baker Steel Capital Managers – Recovery Amid Rising Risks – January 2019” will be sent 
that covers the above themes in detail. 
 
INTAC believes G&PM have either started their 2nd major leg up or will do so soon (e.g. after one last pull back).  
In either case once the gold price breaks out above the neck line resistance at $1,360/$1,380, in the huge inverse 
head and shoulders pattern that has developed over a massive six-year base building process, the upside for G&PM 
is enormous. 
 
 
G&PM the 2nd Major Leg Up May be Breaking Out Now or Soon Should:  
 
The gold stocks’ young 2nd up leg is really starting to grow, it’s on a trajectory to become major, and most investors 
have fled this market, and those few investors still holding some investments have lost faith and are in disbelief of 
the developing rally.  The fundamentals discussed at length above certainly justify the mounting gold-stock buying 
and this may accelerate with earnings set to surge on higher gold prices in coming quarters. 
 
This updated chart from Zeal LLC shows why and reveals that the gold stocks are now enjoying their longest and 
best-foundational up leg in years.  And it will grow a lot larger as gold rallies.  The question is will it be now or 
after another Fed shake out.  This will depend on the actual course of action the Fed takes not just what they say. 
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Three major upper resistance zones have converged for GDX at around $21.  This was strong lower support for the 
gold miners’ stocks in a major consolidation basing trend that lasted for 21.5 months.  It only failed in early August 
when gold was pounded by that extreme record futures short selling.  Once they break, old support levels often 
become new resistance zones.  Traders are wary to buy aggressively before they are overcome. 
 
GDX $21 is also where the downward-sloping upper resistance line from gold stocks’ descending-triangle technical 
pattern has ended up.  That connected the lower GDX highs that have vexed this sector since September 2017.  The 
final and most-important resistance zone near GDX $20.50 is its key 200-day moving average.  This essential line 
is usually the most-widely-watched by all the technically-oriented traders. 
 
Market history has long shown 200dmas often prove the key dividing line between bull and bear markets.  When 
prices surge back above their 200dmas after long periods underneath them, traders usually flood back in driving 
exploding upside momentum.  200dma upside breakouts often herald new bull markets or powerful up legs within 
existing bulls.  So GDX powering back over its 200dma will be a major gold-stock buy signal (e.g. likely this time 
or possibly the next).  See updated chart for GDX below with the upward trending channel, that may just carry on 
or may accelerate upwards, and the next chart that provides for one last potential pull back (of varying degree): 
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Despite GDX’s mounting popularity as the leading gold-stock benchmark, this ETF is relatively new with a May 
2006 birth.  The previous secular gold-stock bull ran for 10.8 years, extending from November 2000 to September 
2011.  During that long span the classic HUI NYSE Arca Gold BUGS Index skyrocketed an astounding 1664.4% 
higher!  The world’s most-hated sector today multiplied investors’ wealth by nearly 18x. 
 
That was driven by a parallel 638.2% secular gold bull, which the major gold stocks of the HUI leveraged by 2.6x.  
The individual up leg cycles within that mammoth gold-stock bull show up legs in this sector tend to be very large.  
Excluding the epic mean-reversion rebound out of late 2008’s first-in-a-century stock-market panic, the HUI 
enjoyed 11 normal up legs.  Their average gain was a staggering 80.7% over 7.9 months! 
 
That last secular gold-stock bull offered traders 11 separate opportunities over 11 years to almost double their 
capital!  So, while GDX’s monster 151% up leg in H1’16 was definitely on the huge side, the last bull’s 81% 
average up legs weren’t tremendously behind.  When investment capital returns to gold stocks in a material way, 
their upside is massive.  Today’s young GDX up leg could easily grow to 80%+ later this year. 
 
Even a full-on doubling is fairly conservative considering how low gold stocks were hammered in early September’s 
cascading forced capitulation.  GDX bottomed at $17.19 on September 11th, which was a deep 2.6-year low.  A 
100% gain from there would merely carry it to $34.38.  That would be a new high for this gold-stock bull, as GDX 
last peaked at $31.28 in early August 2016.  But GDX $34 is still relatively low. 
 
Back in September 2011 as that last secular gold-stock bull crested, GDX peaked at $63.47 on close.  It averaged 
$52.61 in the three full calendar years of 2010, 2011, and 2012.  Gold-stock levels have been much higher on 
balance in the past.  So, seeing GDX double from its recent lows in this young up leg isn’t a stretch at all.  And 
major gold-stock up legs aren’t just a technical-buying-fueling-bullish-sentiment thing. 
 

 
 

http://www.zealllc.com/2016/gsbmkbtl.htm
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They are also supported by fundamentals.  Gold-mining costs are essentially fixed during mine-planning stages.  
That’s when geologists and engineers decide which gold ore to mine, how to dig to it, and how to process that ore 
to extract the gold.  Once hundreds of millions of dollars are spent to build the mines and mills, the mining costs 
generally don’t fluctuate much.  Real-world data abundantly confirms this truth. 
 
Every quarter our fund managers wade through the latest financial and operational reports of all the gold miners 
and average all-in sustaining costs for producing an ounce of gold averages from $800 to $900 an ounce over the 
past several quarters.  So, the major gold miners’ costs for producing gold don’t change much regardless of what 
the gold price is doing.  Thus, higher gold prices feed directly through to bottom lines in amplified fashion.  Gold 
stocks’ earnings surge during gold up legs, fundamentally justifying monster gold-stock gains. 
 
In Q3’18 plenty of major gold miners actually reported that they expected AISCs to retreat in Q4’18 as production 
recovered out of various temporary setbacks.  So, we expect to see lower average AISCs among the top gold miners 
in their upcoming Q4 results.  But let’s conservatively assume that Q3’18’s $877 average AISCs hold into Q4.  
Higher prevailing gold prices in Q4 portend bigger gold-mining profits. 
 
The average gold price climbed 1.4% quarter-on-quarter in Q4 near $1228.  That implies the major gold miners of 
GDX were earning $351 per ounce at $877 average AISCs.  In Q3 the lower average $1211 gold price drove profits 
of $334 per ounce.  So, gold-mining earnings are likely to climb by at least 5.1% QoQ in Q4’18 results.  That is 
3.6x upside leverage to gold, so outsized gold-stock gains are expected in a gold price up leg. 
 
No one knows what gold will average in Q1’19, but in the first half of January 2019 the gold price has averaged 
$1289, but I bet it’s going to be much higher than Q4’s $1228.  The price at the time of writing is $1312 and trending 
up.  Gold thrives during stock-market, bond market, and often currency market volatility as investors remember 
diversifying their stock & bond -heavy portfolios with alternative investments. 
 
But let’s assume gold does nothing on balance in Q1, and merely averages $1280 when the dust settles.  That is still 
4.3% higher sequentially from Q4.  At $1280 gold prices and $877 AISCs, gold-mining profits in Q1 would run 
$403 per ounce.  That is another 14.8% higher than Q4’s projected level, implying 3.4x earnings leverage to the 
gold price.  As long as gold gradually climbs on balance, the gold stocks deserve to soar. 
 
Because their profits surge much faster than gold, so do gold-stock prices.  Gold stocks again tend to outperform 
gold by at least 2x to 3x during major up legs and some companies provide far greater leverage than this.  So, if 
gold rallies 30%, GDX will usually power up 60% to 90%.  The major gold miners’ stocks remain wildly 
undervalued relative to prevailing gold prices.  Back in mid-October when GDX was just clawing back out of the 
$18s, I made that fundamental case in depth in my past commentary. 
 
But while GDX is a fine sector investment vehicle with a lot to like, it’s not without its problems.  In Q3’18 for 
example, the top 34 GDX gold miners saw their overall gold production retreat 2.9% year-over-year.  The world’s 
4 largest gold miners Newmont, Barrick, AngloGold, and Kinross suffered annual production drops of 2.0%, 7.6%, 
14.6%, and 10.4% in Q3.  Goldcorp’s production plunged an anomalously-extreme 20.5% YoY! 
 
These five major gold miners alone accounted for over 30% of GDX’s total weighting.  Other gold miners among 
its top components are also struggling with production.  While GDX has to own the biggest gold miners no matter 
how they are faring, their underperformance really drags down GDX’s upside.  The biggest and fastest gold-stock 
price gains accrue in smaller mid-tier gold miners growing their production. 
 
So instead of buying GDX, far better gains are highly probable from handpicking fundamentally-superior GDX and 
GDXJ component (and better yet soon to be component) stocks to own.  These include mid-tier gold miners lower 
in GDX’s rankings that are still growing their production organically, or through new mine builds that recently 

http://www.zealllc.com/2018/gmq318fn.htm
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came online or will soon be live as well as select silver miners.  With plenty of great gold miners in this sector, 
investors and speculators have no need to hold laggards. 
 
With GDX now enjoying a major upside breakout, massive new investment buying maybe coming.  And the best 
gains by far will be won in smaller mid-tier and junior gold and silver miners with superior fundamentals.  While 
GDX itself will power dramatically higher despite the deadweight in its holdings, the better gold and silver miners 
will generate much-greater wealth creation.  Finding and owning these better smaller mid-tier and junior gold & 
silver mining stocks is essential and this is exactly what the world’s best G&PM Fund Managers, whom we 
allocative capital, do best. 
 
INTAC will focus on the pending shift in Fed policy, as the historical data shows, this is when the massive up legs 
in G&PM usually begin in a sustained way.  Going back 65 years, we count 13 times when the Fed went from rate 
hikes to rate cuts.  The average gain in gold stocks during 11 of those periods was 172%.  The moves higher began 
an average and median of three to four months after the last hike.  When it’s clear the Fed is shifting policy, that is 
when we want to switch to an old turkey buy and hold leveraged G&PM strategy vs. playing the G&PM trading 
range (e,g, currently in the up-trending channel).  It’s not clear that Fed policy has really shifted just yet so there’s 
no need to continue to hold aggressive leveraged long G&PM positions as we meet the upper trend channel on 
G&PM.  There will be plenty of time for further massive gains in cheap G&PM investments that will at least triple 
and quadruple once the Fed is cutting rates and the second half of the G&PM bull market is confirmed.  In the 
meantime, playing the G&PM trading range in the up-trending channel via leveraging and deleveraging with a net 
long bias will suffice.  Recall that many juniors began huge moves months after the epic sector lows in January 
2016, October 2008, May 2005 and November 2000 and so if this rally continues and the Fed does reverse course 
in six months from now than numerous opportunities will remain.  Hopefully, we will know a lot more later today 
during the Fed press conference.  Fortunately, INTAC was fully invested with leverage for most of this recent rally 
(i.e. January 2019 has been an excellent month for INTAC) and so INTAC won’t keep maximum risk on until we 
have more clarity from the Fed and even then, we will put more emphases on what the Fed does vs. what they say. 
 
This commentary was completed on January 29th, 2019 and into the early a.m. of the 30th , however, this paragraph 
has been added following the FED  Monetary Policy Press Release and Press Conference (i.e. at 6:37 pm EST on 
January 30th, 2019): I can confirm that Jerome Powel was very convincing that the FED is on hold in regards to 
raising interest rates and that the FED will stop the balance sheet run down / quantitative tightening (QT) sooner 
than previously thought with a higher level of holdings on the FED’s balance sheet (i.e. with the level and 
composition yet to be determined).  This FED rhetoric (i.e. even though there are no real actions yet) is a material 
change in FED monetary policy and the question now is how much of this is priced into the markets?  Please see 
separate PDF attachments: “FED Monetary Policy Meeting PR 19-01-30”, “FED Statement Regarding Balance 
Sheet Normalization 19-01-30”, and “FED Stmnt on Long-Run Goals & Monetary Policy Strategy 19-01-29”. 
 
We believe the FED’s objective is to get the equity markets up so that later (e.g. after some positive developments 
on; a working and functioning U.S. government, U.S.-China Trade negotiations, NAFTA, BREXIT, etc.) the FED 
can tout the strong U.S. economy, less financial and international risks, while noting the somewhat less muted 
inflation environment as the reasons they raise in interest rates, at least once possibly twice (i.e. as many times as 
the market will allow then to) further down the road. 
 
 
Hedging the Potential Short-Term Risks to G&PM from a Market Crash in General 
Equities: 
 
We discussed this hedging strategy in our 2018-Q1 investment commentary, on April 28th, 2018 and a few times 
since.  Specifically, that we were considering hedging, our G&PM holdings, in the event of these holdings initially 
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getting dragged down in a general stock market crash, by potentially shorting select equity indices/ETF’s later in 
2018 (or possibly into 2019). 
 
Our levels for putting these shorts on were not quite reached prior to the 2018-Q4 sell off.  We are still looking to 
short select overvalued and fundamentally exposed sectors of the general equities markets both as a relative value 
trade to G&PM and to hedge a temporary drawdown in G&PM holdings, if the baby (i.e. G&PM) is initially thrown 
out with the bath water (i.e. general equities), in the event of a crashing stock market.  However, later in 2018-Q4 
when general equities sold off to the tune of -20% G&PM did not only not sell off with general stocks but rather 
G&PM rallied very nicely.  However, the jury is still out on if this will be the case in a more sever and prolonged 
crash in general equities. 
 
So, the overvalued and fundamentally exposed sectors of the general equities markets have been selected and our 
short selling entry levels are determined.  We also have several key dates for consideration of an averaging / timing 
strategy for entering these shorts / relative value strategies.  Levels and/or timing for implementing these short / 
relative value strategies will be key and we will remain very patient.  Below we have provided a chart demonstrating 
just one example of such a strategy and again the entry levels and exit levels and risk management levels are key: 
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Based on Historical Precedent the Bulk of G&PM Rally is Still to Come 
& What’s Next for Gold: 
 
BULL MARKETS MINING SHARES: DURATION AND PERFORMANCE ARE WAY BELOW AVERAGE. 
 
The chart below shows all bull markets in the Barron’s Gold Mining Index (BGMI) since 1942.  One can see that 
the current uptrend is still relatively short and weak compared to its predecessors.  Should we be at the beginning 
of a pronounced uptrend in precious metals stocks – which we assume to be the case – there remains plenty of 
upside potential.  Moreover, the chart shows that every bull market in the sector ended in a parabolic upward spike, 
which lasted nine months on average and resulted in prices doubling at a minimum. 
 
Barron’s Gold Mining Index (BGMI) since 1942 
 

 
 
Since this chart was produced in September 2018 (i.e. about 20 weeks ago) G&PM have rallied about 28% and the 
red line is advancing below the advancing green line which incidentally is the period from 1976 to 1980 that we 
have previously advised may most closely predict our current period for G&PM. 
 
 
INTAC Chart Review: 
 
We will send a follow-on email with a separate PDF file containing my comprehensive INTAC Chart Review Pack. 
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Concluding Remarks: 
 
Gold is a unique asset class due to its uncorrelated nature and its ability historically to perform well amidst global 
financial and geopolitical turmoil.  We think of it as financial insurance.  Like health or auto insurance, a small 
allocation can go a long way when hardship occurs. 
 
Gold has established a long-term base in the $1,100 to $1,365 range.  As expected, we are experiencing a short 
covering rally that is moving the price of gold higher (i.e. having rallied from $1160 to now $1314 at the current 
time of this writing (i.e. as we head into the a.m. of January 30th, 2019 when later today the Fed concludes its two 
day meeting and holds a press conference to provide further guidance on its evolving policy decisions)). 
 
SO, WHAT TO DO NOW? 
 
As we advised in our previous investment commentary on October 29th, 2018 (i.e. see original text in bold italic 
below with original charts above the updated charts each below the text) that G&PM investors continue to stay the 
course with their long-term G&PM strategy.  We believe the 2nd leg up in the second half of the G&PM secular bull 
market has either already started or is very close at hand and in either case as the price of gold breaks out sustainably 
above its neckline on its massive inverse head and shoulders formation the projected price target is $1700 and in 
such an event the associated gains in G&PM will be massive. 
 
“To the gold shorts and dollar longs: get ready to run for the hills!  As painful as it has been for long-term 
investors in precious metals, hang in there!  In our opinion, the extreme condition of market structure and 
investor sentiment suggests that, at the very least, a trading low is at hand (see 2nd chart below), while broad 
macro- and gold-specific microeconomic fundamentals suggest a resumption of the uptrend in metal prices from 
the December 2015 low (see 1st chart below) is not far off. 
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The current bout of extreme gold weakness coincides with resurgence in complacency despite the deepening 
crises in Turkey and Venezuela, continuing rise in populism across the Eurozone, acceleration of the deficit 
spending against the background of rising rates, increasing geopolitical risks, and historically generous 
financial asset valuations.  In the past, any of these developments would have provided a catalyst for reduced 
risk appetite but no more – years of bailouts and market supports have in our opinion inured investors to the 
implications of systemic risks and reduced demand for systemic insurance solutions such as physical gold and 
mining assets.  Throughout history, periods of complacency rarely ended well.  The time to buy insurance is 
when risk perceptions are the lowest making insurance cheap relative to the risk.  We believe that now is such a 
time and we are in good company. 
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The below chart shows risk being expensive (i.e. S&P 500) relative to insurance (i.e. Gold & Silver Mining 
Index).  Further, a classic double top formation may be in the making.” 
 

 
 
The updated charts say it all.  However, I will draw your attention to the fact that the S&P 500 Large Cap Index 
relative to the Gold & Silver Mining Share Index (i.e. $SPX:$XAU), as updated in the chart below, just this week, 
crossed below the 50 week moving average for the second time in six weeks which is an ominous sign for general 
equities relative to G&PM. 
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As detailed in our performance review at the outset of this commentary, we are pleased that, the INTAC accounts 
have outperformed gold, all G&PM mining share indices and ETF’s, our G&PM peer group, and the S&P 500 Index 
(i.e. not a relevant benchmark) since the end of 2015.  We will continue to work tirelessly, in an effort, to maintain 
this outperformance and maximize the potential of the next major advance in the G&PM bull market. 
 
We urge you to consider the investment strategies being employed in the context of prevailing market conditions 
in all your investment and savings accounts to ensure your overall allocation is diversified and prudent for your 
individual circumstances. 
 
We remain convinced that our INTAC Global Investments – Private Wealth Management – Global Portfolios are 
well positioned for the medium to long-term and that our concentrated, overweight, and often leveraged investment 
in precious metals mining shares and related investments with an active allocation in and out of gold & silver bullion 
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and/or cash / cash equivalents or margin, will pro-offer stellar gains on an absolute, relative, and risk adjusted basis 
by the year-end 2020 to 2024 year-end. 
 
 
Best Regards,  
James Mark Plaxton 
James Mark Plaxton B.Sc. Eng. / B.Comm. Minor 

Founder, Executive Chairman, & CIO 
Research Office: 1-284-494-9343 
BVI Cell: 1-284-542-4228 & USVI Cell: 1-340-690-4228 
Skype: mplaxton 
mplaxton.intac@surfbvi.com 
mplaxton@intacglobal.com 

This Investment Commentary reflects the views of INTAC as of the date or dates cited and may change at any time.  The information should not be 
construed as investment advice.  No representation is made concerning the accuracy of cited data, nor is there any guarantee that any projection, 
forecast or opinion will be realized.  References to stocks, securities, ETF’s, Funds, and/or investments should not be considered recommendations 
to buy or sell.  Past performance is not a guide to future performance.  Securities that are referenced may be held in portfolios managed by INTAC 
and/or by principals, employees and associates of INTAC, and such references should not be deemed as an understanding of any future position, 
buying or selling, that may be taken by INTAC.  We extensively include research, analysis, charts and/or quotes from reports, articles, and 
commentaries published by other sources we deem to be reputable (e.g. the world’s best performing Gold & Precious Metals Fund Managers, leading 
Independent Macro Economic Research Firms, award winning buyside and sell side research, etc.).  The research, analysis, charts and/or quotes 
and materials that we reproduce are selected because, in our view, they provide an interesting, provocative and/or enlightening perspective on 
current events that complement our extensive research and analysis (i.e. on Fundamentals, Interest Rates & Inflation, Inter Markets, Fund Flows, 
COT Positioning, Elliot Wave Principles, Sentiment, Cycles, and Technical Analysis).  Their reproduction in no way implies that we endorse any 
part of the material or investment recommendations published on those reports and sites. 

Source: INTAC 
Author: James Mark Plaxton 

mailto:mplaxton.intac@surfbvi.com
mailto:mplaxton@intacglobal.com



