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cutting? Answer: Long-term rates
could jump even further.

= If mortgageratesrise, what will
happen to the mortgage market?
Answer: Therefinancing boomwill
turninto arefinancing bust ... mort-
gage-backed securities will fall in
value... and companieslike Fannie
Mae and Freddie Mac will takeit on
thechin.

= What will that do to real estate
investors? Answer: They could suf-
fer a fate similar to that of stock
investors since 2000.

The main reason the Fed has
been lowering interest rates for the
past two and half yearswasto make
it easier for everyone— companies
and consumers — to borrow more,
spend more, and invest more.

Now, how are they going to do
al that if rates are already at rock
bottom?Worse, what arethey going
to do if bond investors continue to
unload their holdings, driving bond
pricesdown and interest ratesup?

The Fed searchesin vain
for alternatives

Up until recently, the Fed gov-
ernors and board members thought
they could simply lower their Fed
Funds target rate down to zero.
Now, however, they’re beginning to
better understand thereal repercus-
sionsof zerointerest rates...

m Zero interest rates would
prompt a mass exodus of foreign
investors from the US. Thisis not
just atheory. It’s happening already
inpractice. And it’snot just the dol -
lar exchange rate that’s affected.
When foreign investors pull out of
theUS, it meansthey areselling US
investments — stocks, bonds, real
edate.

m Zero interest rates would
threaten the nation’s money fund
industry. It’sunlikely that investors
in money market funds would lose
money. But the profits — and ulti-
mately the capital — of many fund
management companies would be
affected. Many yearsago, whenthis
industry was in its infancy, no one
would have shed any tears — let
alone the banks. But today, money
funds have grown into a$2 trillion
powerhousethat playsavital rolein
the nation’sfinancial markets, buy-
ing large amounts of bank CDsand
corporate |OUs (commercial paper).
TheFed will do everything possible
to avoid destabilizing them. Worst
of dl ...

m Zerointerestrateswoulddrive
millionsof America'selderlyretir-
eescloser tothe povertyline. It'sno
secret that Social Security income
aloneisrarely enough to cover ba-
siclife necessities such asfood and
shelter — let a onethe skyrocketing
cost of prescription drugs. So, for
millions, theinterest they earn from

33410. Data date: June 30, 2003

Copyright © by Weiss Research, Inc., Safe Money Report (ISSN 1086-251X) 4176 Burns Road,
Palm Beach Gardens, Fla. 33410; 561-627-3300. Sales: 800-236-0407. Subscription rate: $189 for
12 monthly issues. Single Issue Price: $15.75. To avoid any conflict of interest, Weiss Research, its
officers, editors and research staff do not hold positionsin companiesrecommended in Martin\W\eiss
Safe Money Report. Nor does Weiss and its staff accept any compensation whatsoever for such
recommendations. Unless stated otherwise, the graphs, forecasts and indices published in Safe
Money Report are originaly developed and researched by the staff of Weiss Research, based upon
datawhose accuracy isdeemed reliable but not guaranteed. Editor: Martin D. Weiss. Associate Editor:
Larry Edelson. Contributors: MarieAlbin, Wharton Berger, Robert Hutchinson, Heidi Lange, Roberto
McGrath, LaNorris Pla, Jill Talbot, Julie Trudeau, Anthony Weiss, Andrew Wilkinson. POSTMAS-
TER: Send address changes to Safe Money Report, 4176 Burns Road, Pam Beach Gardens, Florida

their savings — or the money they
draw down from their remaining
principal —isthelast defenseagainst
poverty.

Slowly but surely, the Fed is
reaching the realization that in or-
der to avoid a destabilization of our
economy, they must maintain inter-
est ratesabove a certain bare bones
minimum. | cannot guaranteethat the
Fed will not make mistakes, toying
with even lower rates. But whether
they do or not, | am certainthey will
soon discover that zero interest rates
aresimply not aviableoptioninthe
United States.*

| am also certain that every other
alternative strategy the Fed might
consider would be both fatal and
futile;

1. Buying Treasury bonds.
Talk of thistacticfirst surfacedina
recent speech by a Fed governor,
and waswidely discussed in the fi-
nancial press as the Fed's second
weapon of choice for combating
deflation. Now, however, it hassud-
denly lost its luster. Buying the
bonds would pump excess funds
into the banking system, driving
short-term interest rates toward
zero, and prompting the very dan-
gers| just told you about.

2. Buying other assets. The
Fed can’'t buy government agency
bonds, agency mortgage-backed se-
curities, state, local or municipal
bonds, or any other asset for exactly
the samereason.

3. Cutting bank reserve
requirements. Thiswould alsofree

* Thisis quite different from Japan, where
foreigners own a much smaller share of the
country’sfinancial assets... the money mar-
ket industry isfar smaller ... and households
have had a much larger nest egg of savings
to draw from.




up extrafunds and drive short-term
Interest rates down to zero.

Other harebrained ideas I'm
hearing about areevenlesslikely ...

4. Buying stocks and domes-
tic goods and services, thus
increasing aggregate demand.
Problem: It'sagainst thelaw.

5. The “nuclear weapon” of
monetary policy: Taxing money!
The Fed would impose a yearly
“stamptax” of, say, 1%, on currency
incirculation. In other words, $100
and $20 billswould only retaintheir
status of legal tender with an up-to-
date stamp or electronic marker
certifying that the 1% tax had been
paid. The theory is that this would
discourage under-the-mattress cash
hoarding, and encourage savers to
keep their money inabank or aTrea
sury hill evenif it earnszerointerest.

Problem: Thetax would imme-
diately causeadrastic Slowdownin
the pace of transactionsin the coun-
try, throwing the economy into a
talspin.

It'shighly unlikely theseradical
alternativeswill be pursued. But the
very fact that they are being talked
about shows you just how close to
impotencetheFedredlyis. Thisalso
brings home the main point | made
right here in Safe Money just last
month ...

The Fed will loseitswar
against deflation

Whilethe stock market hasral-
lied in recent months, the threat of
deflation— falling prices, incomes,
and wealth — has actually become
moreintensewith every passing day.

For a sneak preview of the de-
struction deflation can cause, let me
take you back to the past for a brief
tour of threereal examples:

m  Thetimeisearly1999. Theplace
— major cities all across Japan.
Real estate experts believe the bust
isover and land prices have hit rock
bottom. Unexpectedly, consumer
price deflation beginsin earnest, and
inresponse, land pricesfall into still
another tailspin. By 2003, average
properties are down a whopping
80% fromtheir all-timehighs.

= Time — 2002. Place — head-
quartersof leading USwirelessand
telecom companies. It's the mother
of all stock market disasters. Justin
this sector alone, investors lose an
estimated $2 trillion as stock prices
plummet by 95% or more. Thelarg-
est bankruptcy in the history
of mankind takes place —
WorldCom. Another 88 telecoms
bitethedust. Over 500,000 losetheir
jobs.

The cause? Just asin Japan, it's
deflation. Pricesfor al typesof tele-
phone services plunge virtually
nonstop, driving sales and profits
into the gutter.

= Time-same. Place —the US
semiconductor industry. A Federal
Reserve study calculates that the
price of DRAM memory chipsfell
an average of 47% in 1996 ... 59%
in 1997 ... another 62% in 1998 ...
plus 16.5%in 1999. But aslong as
overall sales are skyrocketing, no
one seemsto pay much attention.

Then, startingintheearly 2000s,
pricesand sales plunge at the same
time. At 3Com, salesfall 47.6%in
2002 and another 37%in 2003. The
stock crashes from $20 in 2000
to just $4.67 today. At Sun
Microsystems, 2002 sales plunge
31% and the stocksfallsfrom $64 a
share to just $4.65. Nearly every-
wheree seintheindustry, the pattern
isthesame.

TURN

o froing Weiss
(1808 - 1987

A couple of years before he
passed away, | asked Dad to com-
pare the deflation he experienced in
the 1930s to any future occurence.
Here'swhat he said ...

When worldwide deflation first
struck in the 1920s, | was a stock
broker on Wall Street. | knew defla-
tion wasn't just a flash in the pan,
and | figured it could last for years.
So, | told my clientsto get the heck
out of the market, and stay out. The
same will apply the next time you
see deflation rear its ugly ahead.
When it does, consider these ques-
tions:

I's the deflation hitting after a
major stock market bubble? If the
answer is no, the deflation could be
short and shallow. But if the answer
is yes, the chances of avoiding
deep, long-lasting deflation are vir-
tualy nil.

Has the stock market bubble
already burst? If not, you probably
have sometimeto prepare— to sell
off your stocks, art, collectibles, and
other assets you don’t absolutely
need. If it has, you'd better get off
you rear end and move. There's no
time to waste.

Have you witnessed a parallel
boom in real estate? If not, real es-
tate investments may not get hurt as
severely asmost financia assets. But
if real estate hasgone up immensely
in value, watch out! There is noth-
ing that makeshigh-flying real estate
any lessvulnerablethan high-flying
stocks.

(continued on page 8)




Mr. CONSERVATIVE

A Porifolio For The More Conservative Investor

Brokers attack cash.
Don’t fall into ther trap!

With the latest interest rate cut
by the Fed, many brokers are mount-
ing an attack on cash assets. They
compile lists of customers with the
biggest cash balances. They cal to
push clientsinto “high-yield” funds
(loaded with junk bonds). They
hawk stocks, tax-free bonds, and
any investment that earns them afat
fee or commission.

Your choices: You can either
hold onto your liquid, safe, cash-
equivalent investments, and reap the
rewards deflation will bring you. Or,
you can get stuck with so-called
“higher-yielding” investments that
place your principal at highrisk ...

“High-yield” mutual funds.
These are loaded with junk bonds
— issued by companiesthat eventhe
established Wall Street rating agen-
cies recognize as risky. Add in
guestionable accounting, big debts,
and deflation ... and you have a
recipe for disaster.

Tax-free bonds: Watch out!
Many city and state budgets are way
out of whack. If you absolutely must
havetax-freeyield, gofor short-term
maturities of the highest quality.

Portfolio Update

1. Hold 55% of your Conserva-
tive portfolio in 3-month Treasury
bills or money fundsinvested exclu-
sively in short-term Treasuries and
equivalent. The low yield isasmall
price to pay for maximum safety.
Stick withit.

2. Hold 20% in 3-5 year Trea
sury notes. The ones we originally
recommended have produced a to-
tal return of 10% in the past year,
including the capital gains.

3. Your 10% allocetion to dollar
hedge funds suffered a minor pull-
back in Juneasthedollar declinetook
a breather. But the American Cen-
tury International Bond Fund
(BEGBX) and the Prudent Global
Income Fund (PSAFX) (formerly
Prudent Safe Harbor) are up 12%
and 3% since my first recommenda-
tion. Hold. New subscribers: Focus
on the American Century fund.

4. Enerplus Resources Fund
(ERF) — 2.5%. Last month, | told
you to take profits— by selling half
your holdings at $24 or better and
half at $25.50 or better. You should
have gotten out of the first half, but

should still be holding the second.
My advice is unchanged: Sell the
balance at $25.50. But be patient.
Do not sell for less. (If you did not
sell thefirst half at $24, do so now.)

5. Provident Energy Trust
(AMEX-PVX) — 5%. Another
profit to grab: Sell half your posi-
tion at $8.90 and the other half at
$9.40. But don’'t chase the market!
Be sure NOT to accept lower prices
than these.

6. FTI Consulting (NY SE-
FCN) — 2.5%. The company
announced a3-for-2 share split at the
time we went to press last month,
which reduced their share price to
around $24 by thetimeyou received
the issue. Now, we're about even.
Hold.

7. Larry’srecommended gold
shares — 5-10%. See page 6.

8. Correctional Properties
Trust (NYSE-CPV). Our recom-
mendation coincided with some
positive newson the stock, and fresh
buying pushed the price above our
buy target before subscribers could
buy. Do not buy now. Wait for fur-
ther instructions.

What ThisMeans
For TheFuture

These examples from Japan
and the US are not anomalies. They
arereplicated al over the globe —
in Europe, in Asia, and in Latin
America. And they illustrate, plain

as day, how deflation can wreak
havoc in entireindustries, even en-
tire economies. Now, the deflation
monster is threatening profits in
other USindustries ...

1. USairlinesactually beganto
suffer from creeping deflation long

before the terrorist attacks of Sep-
tember 11, 2001: According to the
Air Transport Association, average
revenue for international air travel
fell from 11.6 cents per person per
mile in 1992 to just 9.6 cents in
2001.




Larry Edelson’s

mr. speculator

Sucker’s Rally!

Here'show to play the next move ...

The recent upswing in the mar-
ket— though powerful on the
surface— had “sucker’srally” writ-
ten all over it: While average
investorswere being luredin at over-
valued prices, corporate insiders
were selling in droves — dumping
$47 in stock for every dollar they
purchased.

Thisaloneisnot aguarantee that
therally is100% over. Butit'saclear
indication of the big risks of invest-
ing today.

If you followed my advice, you
exited your crash protection posi-
tions— the Rydex Ursaand Arktos,
plus LEAPS put options when the
S& P 500 closed above 961 on May
30. Good. Now you can start, step
by step, to reestablish those positions
at alower cost.

Here's what to do:

First, if you do not already own
apositionin Rydex Ursa(RY URX),
we recommend you get back in and
purchaseaposition equal to one-third
of your total alocation to this fund.
If you intend on investing $15,000,
for example, purchase $5,000 now.
This fund appreciates as the market

declines. We'll recommend adding
to this position when we get addi-
tional confirmation of the decline,
whether at lower or higher prices.

Second, buy one Dow and one
S& P 500 LEAPS contract as per the
instructions below. These long-term
put options rise in value as the mar-
ket declines. They offer you strictly
limited risk and potentially higher
profit potential than the Rydex fund.
For now, stake out a one-third posi-
tion of your availablefundsfor these.
As with Ursa, invest only one-third
of the money you've allocated for
these LEAPS, saving therest for | ater.

Theinstructionsto give your bro-
ker: Buy one December 2004 Dow
Jones Reduced Value LEAPS put
option with a strike of 88, symbol
YDJ XJ, at a price of $8, or lower,
plus one December 2004 S& P 500
Reduced Value LEAPS put option
with astrike price of 95, symbol LSZ
XV, at aprice of $8, or lower.

Portfolio Review

1. January 2004 GM LEAPS
put option with a strike price of
30 (LGM MF). The auto sector is

in deep trouble, and GM'’s recent
sale of $18 hillion of bonds to help
fund its huge pension shortfall isno
panacea for this company. The only
change: Instead of owing that money
to its employees, now it owes the
money to bond investors. Mean-
while, businessstinksand isunlikely
to get better anytime soon. Hold the
LEAPS. And if you're not on board,
buy now in modest amounts.

2. Rydex Juno (RYJUX). This
fund is designed to help you profit
fromfalling T-bond prices (rising T-
bond yields). The day after the Fed
cut short-terminterest ratesfor a13th
time, Treasury bond prices were
clobbered — falling nearly $17.50
per $1,000 face value.

Although the Fed does control
short-term rates (at least for now), it
cannot control the powerful forces
that can drivelong-term rateshigher:
The federal deficit out of control, a
dollar with little support, and now,
the well-founded fear that even the
Fed's powers to manipulate short-
term rates are mostly gone. Hold.

For the Crash Protection Strat-
egy, see the Safe Money website.

Then, in the wake of September
11, Irag, and SARS; it got muchworse.

Meanwhile, revenuefor domes-
tic flights remained stagnant —
around 13.4 cents per person per
mile. But costs have skyrocketed,
and the profit squeezeisdramatic:

* Delta Airlines suffered a
17.1% sales plunge in 2001 and a
4.1% decline in 2002. It lost $9.99
per share in 2001 and $10.44 per
sharein 2002. In 2003, Delta'slosses
arecontinuing— $466 millioninthe
first quarter compared to $363 mil-

lionin thefourth quarter of 2002.

* Ditto for American Airlines.
It saw a3.7% declinein salesin 2001
and an 8.8% declinein 2002. Itsbot-
tom line losses have been even
greater — $11.43 per sharein 2001
and $22.57 per share in 2002.




Gold bullion jumping around, preparing for

next move higher. But gold shares keep risng

Larry Edelson

Gold bullion is behaving as ex-
pected: A raly ... thenapull back ...
then another raly ...

The whipsaw is scaring both
bulls and bears alike. But not me.
June’s action is bullish. In fact, it
reminds me of the swingsinthelate
1970s, just before gold took off like
arocket.

And despite the up-and-down
bullion action, gold shares continue
to rise: Roya Gold surged as much
as 22% ... Durban Deep, 17% ...
Anglogold, 15% ... Newmont Min-
ing, 14% ... Agnico Eagle, 13% ...
and Glamis Gold, 12%. The shares
have since settled back down, but
expect another round of gains very
soon!

Portfolio Update

* Anglogold (AU). The company
announced that it’s in proposed
merger discussions with Ghanaian
miner Ashanti. Thetaksaredtill pre-
liminary, but | view any deal as a
positive for Anglogold. The pro-

posed deal could make Anglogold
the largest gold producer in the
world.

* Durban Roodepoort Deep
(DROQY). Hold. But maintain a
protective sell stop at $2.27. | don’t
like the chart on this one. Reduce
your exposure to a possible down
draft with thisstop-lossorder.

* Royal Gold (RGLD). The best
performer of the month! The com-
pany announced its second
semi-annual dividend of 5 centspay-
able July 18 to shareholders on
record as of July 3. | am very bull-
ish on this company. Asgold prices
risetowherel think they are headed,
itsroyaltiesarelikely to surge. Stick
withit!

* Agnico Eagle (AEM). The com-
pany completed the acquisition of a
Quebec-based resource, which it
hopes will add as much as 816,000
ounces of gold. Hold.

* Newmont Mining (NEM). Also
a hold. The company has sold off

all of itshedge positionson itsAus-
tralian mining operations — a big
plusfor future revenues.

* Glamis Gold (GLG). Hold. The
company announced good progress
with the El Sauzal projectinMexico
and ison target to commence com-
mercial gold production by thefirst
quarter of 2005.

New subscribers: If you are not
on board my favorite gold shares
above, buy at the market!

All subscribers: Continue to
steer clear of silver. | know alot of
peoplein the industry don’t like me
for this view, but just take alook at
what Kodak said this month in its
recent earningsreport — digital pho-
tography iskilling earningsfrom its
filmdivision.

Meanwhile, you are witnessing
the slow but certain death of silver
asastaple of the photography indus-
try — and as a precious metal as
well. Stay away until | tell you oth-
erwise.

Not surprisingly, the price defla
tion and declining profitshaveripped
thestuffing out of theairlines’ stock
vaues: Deltawas selling for $50 a
sharein 2001; today it’s selling for
$14.68 — a 71% loss. American
Airlines’ stock was selling for
$43.25in2001; today it'sdowntoa
pitiful $11. That'sa 75% wipe-out.

2. Automobiles are suffering
from what | call “disguised defla-

tion.” You don’t see it so much in
thesticker prices. But when you fac-
tor in zero-percent financing and
record-high rebates of $3,500, ad-
justed for inflation, it actually costs
29% less to buy a car today than it
did back in 1994. And despite all
these price discounts, sales for the
major automobile manufacturers
have remained flat.

Bottom line: In every industry it
touches....

Deflation can turn profits
into losses and drive share
pricesinto the gutter!

If deflation were striking at a
timewhen stockswere undervalued
... or just fairly valued, the impact
would not be so dramatic. But right
now, valuationsare still inthe strato-
sphere:




m  The average S& P 500 stock is
still selling for thirty-three times
earnings. That'seven higher than at
the market’s peak in March 2000.
Theaverage Dow stock issdlling for
28 times earnings. And the average
Nasdag company doesn’t even have
earnings.

Make no mistake: When defla-
tion strikes companiesin this crazy
state of overvaluation, it'slikelight-
ing a match in a gas chamber.
Consider the squeeze these compa-
niesare— or soonwill be— facing,
dueto deflation:

Deflation Squeeze #1: High
fixed costs. Likely sectors hit:
Health care, aerospace manufac-
turing, gasand oil, homebuilders,
big-ticket consumer items.

Hundreds of US corporations
havefixed coststhat stubbornly defy
cutbacks — the cost of raw materi-
als, transportation, equipment, and
employee pensions.

But they’re too slow to reduce
operating costs. So, any declinein
prices hits their bottom line almost
instantly.

Deflation Squeeze #2: Large
inventoriesof unsold goods. Likely
sectors hit: Retail, pharmaceuti-
cals, automobile manufacturers
and parts.

The May Department Stores
Co. has 132 days of inventory ...
Tiffany & Company isstuck with
410 days of unsold goods ... Ad-
vance Auto Parts — 145 days of
inventory ... Nordstrom’s — 103
days ... Bristol Myers Squibb —
104 days... Eli Lilly — 301 days!

In most cases, the profit margins
of companieswith largeinventories
arerazor thin, particularly asprices
plummet:

Example: AdvanceAuto Parts
net profit margin is 0.48% — and
that was with a30% increasein its
sales in the past 12 months. What
will happen if sales revenues begin
to fall along with the auto parts
prices? Answer: Mounting losses!

Deflation Squeeze#3: Massive
debtscoming due.

Withinflation, incomesnaturaly
go up. So debts, as a percentage of
income, become less burdensome
over time. But with deflation, the
exact opposite takes place: Large
debtsloom even larger ...

m Hotels are very expensive to
build and maintain. So, many chains
are in hock up to their eyeballs.
Starwood Hotels & Resorts owes
$57 in debt for every $1 of capital.
That's like having a mortgage of
$570,000 on your home, with anet
worth of only $10,000.

m Cruiseshipsalsocost afortune
tobuild. At P& O Cruises, theprice
tag on its new 76,000-ton Aurora
was $350 million three years ago.
No wonder P& O'’s parent, Carni-
val PLC, owes $47 for every $1in
capital and has a net profit margin
of 2.7%. To lure customersback on
board, the luxury cruise lines have
only onechoice: They haveto slash
their prices by up to 50% — and yet
salesstill remainflat.

What will happen to these debt-
heavy industrieswhenthey’reforced
to cut their pricesan additional 25%,
35%, even 45% just to maintain op-
erations? Red ink will flow.

Conclusion: Worldwide
deflation isunstoppable

Deflation hasalready hit Japan,
and key sectors in Europe and the
United States. The Fed’s puny, one-
quarter percent rate cut isa spitin

the ocean by comparison.

Now, the Fed is running out of
options, and the radical measures
we're hearing about — zero interest
rates or taxing money — are both
very dangerousand highly unlikely.
Here'swhattodo ...

Step 1: Use the latest rally —
whether it continues or not — to
clear out of all stocks except those
recommended on pages 4 and 6.

Step 2. Still wanting to hold on
to some stocks despite my advice?|
think it's a mistake. But if you in-
sist, then at the very least, get rid of
stocksin the sectorsmost vulnerable
to deflation that I've told you about
inthisarticle.

Plus, be sure to get rid of all
stocks with aWeiss Risk Rating of
D+ or lower. To check the Weiss
Risk Ratings on your stocks, visit
www.safemoneyreport.com. After
logging in, click on “Weiss Risk
Ratings.” Then, in the “General
Search” box, enter the ticker sym-
bol and click, “submit.”

Step 3. Sell your corporate
bonds— especially thosewith arat-
ing of triple-B or lower. Wall Street
saysatripleB is“investment grade”
Intheory, maybe. In practice, | don’t
accept that definition. In my book,
by the time a company is down-
gradedtotriple-B, you should beouit.

Step 4. Stay away from long-
term bonds of any kind. Yes,
ultimately, deflation will drivetheir
prices higher. But right now, | an-
ticipateasetback, asinvestorsfinaly
realizethat it's going to be awfully
tough for the Fed to lower ratesany
further.

Step 5. Follow our recommen-
dations to take profits on select
shares (page4).




Cover 3 ory (cont.fromp.7)

Step 6. Get back into Rydex
Ursa with one-third of the money
you've alocated to this investment

(pages.)

Step 7. Aboveall, keep most of
your money safeand liquid.

My Turn

(continued from p. 3)

Is the Fed slashing interest
rates? Are stock promoters telling
you that’s what will stop the defla-
tion? If not, they probably will
soon. If so, welcome to dreamland!
The Fed cut short-term rates from
6% in October 1929 to just 1% by
1932, but it didn't make one bit of
difference. Reason: Inflation fell
even faster and quickly turned into
deflation. So, thereal interest rate—
the sum of what you could earn in
interest plus the appreciation in the
buying power of your money be-
cause of deflation — actually
skyrocketed, from 3.5% in the
spring of 1929 to 15% in late 1931.

Is the market enjoying bear
market rallies? If not, I'd be very
surprised, but it probably impliesthe
bear market could end very quickly
in one big wash-out. On the other
hand, if there are periodic rallies,
including some big ones, it's per-
fectly normal — we had six major
rallies between 1929 and 1932. Just
remember: Thebigger therallies, the
larger the subsequent plunge.

I's the average stock underval-
ued? If so, thebear market isnearing
anend. If not hold your fireand wait
till you can see the whites of their
eyes. Then, when most stocks are
deeply undervalued, buy the cream
of the crop with both hands.

Special Questions

From Our Readers

PROFESSOR ‘INVES’DOR
& y —

Q: It seems all the printing
of dollarsand thedevaluation of
the dollar will cause inflation.
How could we have deflation at
thesametime?

A: Deflation will come in
powerful waves. But that doesn’t
preclude the possibility of smaller,
weaker waves of inflation in
between, often caused by govern-
ment actions such as those you
cite.

Q: I sawyouon TV thisweek
talking about the best and wor st
brokerage firms. Where can |
get that information?

A. Gotowww.weissratings.com.
Then, in the upper right hand cor-
ner, pull down the “News
Releases” menu, and select “bro-
kerage firms.” A June 26, 2003
press rel ease contains the info on
the 18 largest retail firms. Based
on thefrequency of closed arbitra-
tions and regulatory actions
initiated against them in 2001 and
2002 (relative to the size of their
customer base), the firmswith the
worst track record are U.S.
Bancor p Piper Jaffray, Pruden-
tial Securities, and Morgan
Stanley Dean Witter. The firms
with the best track record — plus
afavorableWeiss Safety Rating —
are Fidelity Brokerage Services
and Edward D. Jones.

Q: The Rydex investments
you recommend deal in deriva-
tives, futures, and options.
Won't thosederivativesfail with
the economy?

A: All of the derivatives used

by Rydex are traded on well-regu-
lated exchanges, where the capital
and risk of the major players are
closely monitored. In contrast,
over 90% of the derivativestraded
by banks are over the counter, out-
side the regulated exchanges.
These arethe derivativesthat | am
concerned about.

Q: In view of the Freddie
Mac and Fannie M ae problems,
Isit safe to be in “gover nment-
only” money funds at the
present time?

A: Thedifferenceright nowis
hair-splitting, but | still prefer Trea-
sury-only money market funds.
They exclude Freddie Macs and
Fannie Maes.

Q. I'm shopping for long-
term careinsurance. But | don’t
trust theagentsfor advice. Help,
please!

A. Sure. For our free
worksheet on long-term care,
go to www.weissratings.com/
LTC_plan_intro.asp. Or if you
would like us to do all the work
for you — giving you a custom
guidebook with ratings and actual
guotes based on your personal cir-
cumstances, you can order onefor
$45 at www.wei ssratings.com un-
der “Shopper’'s Guide to
Long-Term Care Insurance.”

Q. I’'m worried about money
fundsbreakingthebuck. What's
your takeon this?

A. Very unlikely, especially for
the funds that avoid investing in
lower quality instruments.




