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1. This week's missive will be short and early.

2. Due to this morning's early storm, we were without electricity for 9 hours today because the wind destroyed a tree in my neighbor's yard and took down all of the power lines.

3. Marilyn and I spent most of the that time sitting on the front porch, watching and listening to the birds in our windbreak, getting caught up with each other's lives in conversation, and did some reading that has been waiting much too long for a rainy day. 

4. Even though I tried to make good use of my time while living without electricity, I don't cherish the thought of getting used to it. Most of us have no idea of how many things we do that require electricity here in America until we don't have it.

5. The Corn and Soybean markets have one more week to "get-it-right" before the very important August WASDE Crop Report which will be released on Friday August 11, 2006. 

6. Early private estimates are out and the corn yields are in the 151 area. My own estimate is 152. A final yield of 151 Bu/A will bring corn-ending stocks down to just fewer than 1 billion bushels and the Stocks-To-Use-Ratio should be below 8%. That should support CZ in the 260-290 range until Sept.

7. Notice I said should. If the weather and crop conditions east of I-35 continue to improve, the trade will perceive that the Sept WASDE Crop Report will show an increase in estimated corn yields, and selling will likely be more prevalent than buying over the next few weeks. 

8. Now that August is finally here, and some areas have received some rains, will the Soybean market and SX crash and burn, or will it continue its sideways, churning, trading range from 570 to 660 that has been going on for the last 18 months? 

9. I have been thinking about how foolish it is for farmers to speculate with the crops they grow. If they want to speculate, they should do it in something they do not have a vested interest in.

10. "A farmer who engages in speculation with his/her crops, while executing marketing decisions, is like a skilled brain surgeon who moonlights in defusing bombs with his fingers, and risks ruining his profession."
11. Saying the above another way, "A farmer who engages in speculation with his/her crops, while executing marketing decisions, is like using a sloppy fitting monkey wrench to loosen a rusty bolt with your hands bare…knuckles, beware!" 

12. Another analogy is playing Russian Roulette. You might win, but 5/6 of the odds says you will lose!

13. This week's Energy Watch shows the U.S. using 20.758 Million Barrels Per Day (MB/D) versus 20.700 last week, versus 20.872 a year ago. (Each week these are 4-week averages.) The average retail price for Regular Gasoline is up 31.1% over a year ago, 300.4 this week versus 300.3 last week, versus 229.1 last year, according to the Weekly Petroleum Status Report. Including the Strategic Petroleum Reserve (SPR), we now have 84.1 days of energy stocks on hand versus 84.1 days last week, versus 83.5 days a year ago, assuming no new production or imports. The U.S. imported 61.9% of its energy needs last week versus 60.6% a week ago, versus 59.5% a year ago. Refinery capacity is at 91.7% versus 92.3% last week versus 94.1% a year ago.  
14. The Ethanol/Corn Profit Ratio as measured by the value of 2.8 gallons of Ethanol per bushel divided by the price of a bushel of Corn will allow the Return On Investment (ROI) to be strong as long as the ratio remains above about 2.0. Currently that ratio is about 2.91. This is based upon the price of Ethanol Futures at $2.55 and Corn Futures at $2.45 at the CBOT, with no consideration provided for the value of the co-products. Weather and crop growing conditions will be taking on a more important role in the years ahead.
15. Will the world's economic expansion leave the USA, with all of its debts behind? China is building wealth by becoming the world's largest manufacture while the U.S. is destroying wealth by promoting world democracy through war. A good friend of mine has coined a unique phrase to describe most of us Americans in the early part of the 21st Century; "The Great American Sleepwalk"! If we don't wake up soon, we will be left behind!

16. Speaking of China. Monty Guild of Guild Investments recently returned from China. He posted some valuable insights about China on Jim Sinclair's JS Mineset at http://www.jsmineset.com/home.asp  I asked him permission to repeat what he had to say. This is his reply, "Sure you can forward it to people. Please also mention our website to the readers. www.guildinvestment.com. If you have any questions about what we do, or if you wish to reprint our letters, please call my partner Anthony Danaher. There will be no charge but we may include some legal disclaimers. We provide global investment management services based upon global economic macro analysis and bottom up company analysis." (Boldness mine)
17. Following is what he has to say about China. He is well connected, and he does not have a history of blowing hot smoke. We will do well to remember his words in the months ahead.
18. Don’t Worry Be Happy


Author: Monty Guild
I know that sounds simplistic and too optimistic, but the fact is, that’s the conclusion I have come to after many long and sometimes exhaustive meetings in China over the past week and a half. I have looked at 20 sectors of the economy past, present and future. Including, transportation, infrastructure, utilities, raw materials, intermediate goods, finished goods, financial sectors, service sectors, agriculture sectors, and many others.

I believe that China will grow, and grow rapidly, for about five more years, which is as far out as I dare prognosticate. However, this does not mean that there will not be problems and scary periods. This does not mean that there will not be politically touchy moments as China moves to assert its leadership in the world: first on an economic basis, and later on a military basis. Also, this does not mean that there will not be naysayers. There are always naysayers.

In spite of the fears, in spite of the negativity, in spite of those who do not want change and want to keep the status quo or close to quo, growth will continue.

CHINA WILL GROW AT ABOUT 8-10% FOR THE NEXT 5 YEARS.
The question arises. So What? To those who live in Europe, Canada, Argentina or India, who might say ‘Who cares if China grows? The answer is: You care, because China’s growth changes the world in which you live in many ways. China’s growth will benefit most people and hurt a few.

WHAT ABOUT ALL THE ARGUMENTS AGAINST CHINA’S GROWTH?
Potential problems to China’s growth lie in the banking system, pollution, water availability, dissatisfaction among the masses, etc. We have considered all of these and still believe in the growth model. To some it might sound hard to believe, but seeing it in-person gives an insight that is hard to get otherwise.

CHINA’S GROWTH HELPS STRENGTHEN AND SUSTAIN GLOBAL ECONOMIC GROWTH.
Global economic growth increases business globally as suppliers to China and customers of China benefit. Value added manufacturers who get raw materials cheaper, suppliers of intermediate goods or raw materials, or capital get better markets and more secure profits. Sure some competitors will be hurt, but the benefits of growth usually far outweigh the problems.

If China grows, all other economies are likely to grow more than they would over the next few years.

A READER MIGHT ASK, ‘THESE ARE YOUR CONCLUSIONS? IS YOUR RESEARCH METHODOLOGY PROPER?’
I talked to a lot of market participants, including a lot of economists, manufacturers, real estate developers, venture capitalists and investors. I examined the data from the past 10 years. I talked to the economists whose predictions had been most correct, and tried to determine why they had been correct. Finally, I came to my own conclusions. The overall conclusion is that China will enjoy strong growth.

SECTORS FOR INVESTMENT IN CHINA
As I have said many times in recent years, especially after my visits, China is a hard place for direct investment. No accurate accounting, no speedy legal redress, changing government priorities, changing partners in your venture are reasons to approach direct investment with caution.

Since the mid-nineties, we have only invested in China via Chinese stocks traded outside of China. For example, Hong Kong, London, U.S., Australia or others are countries where accounting transparency is required, and clean accounting audits by respected international firms are required. Nothing has changed; we would still invest in this way.

AREAS OF OPPORTUNITY
Energy – Provides the driving force for the entire growth of China. Demand for energy in the form of oil, coal, etc. will be strong.

Gold - As Chinese grow richer, they accumulate more gold as a personal savings vehicle. The Chinese government buys more gold with their foreign reserves as a long term investment. The people also buy more gold and platinum jewelry (Chinese women often prefer platinum jewelry because they think that it looks better on their skin.)

Food grains - As more meat is incorporated into the Chinese diet, as more agriculture land is taken for development and buildings, and as more grain land is shifted to more profitable vegetable and fruit crops, shortages of wheat, rice, corn and cotton will develop in China. Within a few years, we expect to see large imports of these crops into China.

Services - Travel services should benefit. Within China, domestic tourists are everywhere.

Employment services - Internet based employment agencies are very popular with China’s younger employees. 

Internet selling sites – These sites may be catching on in China. 

Internet gaming sites – Gaming sites have been very popular. The government thinks that they will become too popular and is starting to crack down on them.

I hope this has been useful. I will write more soon. Thanks for listening.
19. How many of you remember the 1970's and Stagflation? Rising interest rates, rising commodity prices, resulting in declining economic activity and profits. It will probably be in your viewfinder once again. 
20. I haven't asked Jim Sinclair permission to repeat a copy his "Formula", but since it is on his free public access Website, I will go ahead and let you read it here. You should always read what Jim has to say, because he is a straight shooter, very well connected, and is dry behind the ears. http://www.jsmineset.com/
From Jim Sinclair:

The Formula is simple:
1. Interest rates rise and affect the drivers of the US economy, housing, but before that auto production goes from bull to bear markets. This impacts many other industries and jobs. These markets are either rising or the activity is falling at an increasing rate. That is economic law 101. There is no such thing in either market as a plateau of prosperity or Cinderella situation. 

2. Friday you witnessed the Dow rise sharply in the AM on economic news indicating deceleration of activity. This continued until a major corporation announced poor earnings, making the Dow fall faster than it rose, moving it deeply into the red. 

3. The formula economically is inherent in #2 which is lower economic activity equals lower profits. 

4. Lower profits leads to lower Federal Tax revenues. 

5. Lower Federal tax revenues in the face of increased Federal spending causes geometric, not arithmetic, rises in the US Federal Budget deficit. This is also true for States. 

6. The increased US Federal Budget deficit in the face of a US Trade Deficit increases the US Current Account Deficit. 

7. The US Current Account Balance is the speedometer of the money exciting the US into world markets (deficit). 

8. It is this deficit that must be met by incoming investment in the US in any form. It could be anything from businesses, equities to Treasury instruments. 

9. If the investment by non US entities fails to meet the exiting dollars by all means, then the US must turn within to finance the shortfall. 

10. Assuming the US turns inside to finance all maturities, interest rates will rise with the long term rates moving fastest. 

11. This will further contract business activity and start a downward spiral of unparalleled dimension because the size of US debt already issued is of unparallel dimension.

Therefore as you get to #11 you are automatically right back at #1. This is an economic downward spiral.

21. I strongly encourage you to print his "Formula" and refer to it in the weeks, months, and years ahead.

22. The only lasting trump card, outside of a nuclear threat that the descendants of Ishmael have over the descendants of Isaac, is the Oil Card! If Abraham only knew what he was doing when he slept with Hagar, the world would be much different today, but alas, it was not meant to be. It will be foolish of us to believe we are not at risk!

23. For those of you who want to have access to some of the world's best investment minds, I encourage you to subscribe to John Mauldin's Weekly E-Letter. To subscribe to John Mauldin's E-Letter please click here: 
http://www.frontlinethoughts.com/subscribe.asp 
John has access to many wonderful people and minds that all of us can benefit from. John's e-letter is free for the asking. He has over a million subscribers!


24. If you want to cut through the confusion of "managed" government and media reports about the U.S. Economy, John William's Shadow Government Statistics is the place to go at http://www.shadowstats.com/
25. How many of you know about the "Security and Prosperity Partnership of North America"? You can go to http://www.spp.gov/ and learn more, but then again, you may not learn the truth behind the truth! It began on March 31, 2005 when the leaders of the U.S., Mexico and Canada agreed to advance the agenda. What is the agenda? A common union of the 3 nations, which includes a proposed 4000-mile Super Highway from Mexico to Canada parallel to I-35, a quarter-mile wide with 6-lanes for cars and 4 more for trucks, plus railroad tracks, oil and gas pipelines, water and other utility lines, and broadband cables. (They forgot to include bathrooms and the kitchen sink!) The Mexico-Oklahoma stretch is scheduled to begin by 2010, and will use a U.S.-Spanish consortium for construction and operations. Once again, Congress has not been involved or included in these plans.

26. Keep your hears tuned for news from Mexico about the recent elections and resulting demonstrations and challenges. You will have to use sources other than Fox, CNN and the normal media, because they do not want us to know what is going down there, as it is not conducive to the present Administration. Depending on how this all unfolds in the weeks ahead, it could impact Oil prices. 

27. All of these factors, and many more not mentioned, will keep tensions and uncertainties about prices of commodities volatile for years. Technology will continue to expand at ever increasingly rates, and the net result will be many new investment opportunities for those who are bold and forward thinking. 

28. By now you know I try and cover the geopolitical situation with these Weekly Insights, and those things that impact our lives and many of the markets we are interested in, especially the commodity markets. I do not intend to be presenting doom and gloom. I just want you to be prepared and somewhat forewarned of coming changes. Most of these things we can not change or stop, but we can be forewarned. Being forewarned helps us make better decisions.
29. These changing times impact all areas of our lives and include faith, investing, life, thinking, and reactions. We all need Hope and Psalms 27:14 is an excellent source for words of hope and courage.

30. We live in very exciting, challenging and dangerous times. The need to keep informed has never been greater. It is my belief that problems provide opportunities for solutions. 

31. Sometimes men's hearts fail them for fear. Luke 21:26 says, "Men's hearts failing them for fear and the expectation of those things which are coming on the earth, for the powers of heaven will be shaken". 

32. Jesus told us in John 14:1, "Let not your heart be troubled; you believe in God, believe also in Me."

33. One of my faithful clients reminded me this past week that even though the chance for lasting peace in the Middle East is slim to none, there is a faint flicker of hope. Why? Because even though God does not force His will or thoughts upon us, there are times when the Holy Spirit will be able to nudge someone, even someone we may perceive to be evil, to reconsider his thoughts or ways. There is hope until there is no hope, so we need to keep praying and doing. 

34. Have you ever seriously mediated about how it is possible for us, as finite mankind, to be a delight and a pleasure to God? It truly is an awesome concept, one that we would do well to focus on more earnestly. Last year I carried a series of items from God's own word that tells us how. I am going to repeat them once again in the weeks ahead for our review.

35. “I know also, my God, that you test the heart and have pleasure in uprightness. As for me, in the uprightness of my heart I have willingly offered all these things; and now with joy I have seen Your people, who are present here to offer willingly to you.” I Chronicles 29:17
36. God takes pleasure in uprightness of heart. David was speaking here as he and the people were preparing to build the temple for God. What does it mean for us to possess uprightness of heart? The dictionary defines “uprightness” as being morally honorable, morally honest, respectable and to be righteous. To be upright is to act righteously.
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